means the greater of (A) the area median .02 When computing the housingRev. Proc. 98-27

gross income for the area in which theost/income ratio under § 143(f)(5), is-

residence is located or (B) the statewidsuers of qualified mortgage bonds an§ONTENTS

median gross income for the state imortgage credit certificates must use tthCTION 1

which the residence is located. area median gross income figures reSECTION 2'
.05 Section 143(f)(5) provides for anleased by HUD on January 7, 1998. Se§ECTION 3'

upward adjustment of the income limita-section 2.06 of this revenue procedure. SECTION 4'

tions in certain high housing cost areas. '

Under § 143(f)(5)(C), a high housing cosPECTION 4. EFFECT ON OTHER

area is a statistical area for which th&EVENUE PROCEDURES

housing cost/income ratio is greater than 31 nay Proc. 97-26, 1997-17 I.R.BSECTION 5.

1.2. The housing cost/income ratio is del : ; ;

. > =17, is obsolete except as provided in sec-
termined under 8§ 143())(5)(D) by divid- tion 5.02 of this revenue procedure.
ing (a) the applicable housing price ratio

SECTION 6.
.02 This revenue procedure does not aSECTION 7.

PURPOSE AND SCOPE
BACKGROUND
DEFINITIONS
APPLICATION PROCE-
DURES FOR QI STA-
TUS AND WITHHOLD-
ING AGREEMENT

Ql WITHHOLDING
AGREEMENT
EFFECTIVE DATE
RPERWORK REDUC-

by (b) ths ratio tha: the Zr_ea median grosg .t ihe effective date provisions of Rev. TION ACT
:(ncotrrr:e Ueg:s(;ostt et me I_?E grossl_mcglrlsul. 86-124, 1986-2 C.B. 27. Those efsECcTIONS. FURHER INFORMA-
orthe Lnited states. The applicabl§q e gate provisions will remain opera- TION

housing price ratio is the new housmqive at least until the Service publishes a

price ratio (new housing average purchase,  royenye ruling that conforms the apSECTION 1. PURPOSE AND SCOPE

price for the area divided by_ the neV\f)roach to effective dates set forth in Rev. .
housing average purchase price for th ul. 86-124 to the general approach .01 Purpose. This revenue procedure

Urjited $tate§) or the e.xisting housinqaken in this revenue procedure. give_s guidance for e_ntering into a with-
price ratio (existing housing average area holding agreement with the Internal Rev-
purchase price divided by the existingSECTION 5. EFFECTIVE DATES enue Service (IRS) to be treated as a
housing average purchase price for the Qualified Intermediary (Ql) under
United States), whichever results in the -01 Issuers must use the United States 1441-1(e)(5) of the Income Tax Regu-
housing cost/income ratio being closer t@nd area median gross income figuregtions. It describes the application pro-
1. This income adjustment applies onlypPecified in section 3 of this revenue procedures for becoming a QI and the terms
to bonds issued and nonissued bongedure for commitments to provide fi-that the IRS will ordinarily require in a QI
amounts elected after December 31, 1988ancing that are made, or (if the purchasgjthnholding agreement. The objective of
.06 The Department of Housing andrecedes the financing commitment) fog Q| withholding agreement is to simplify
Urban Development (HUD) has com-esidences that are purchased, in the ARithholding and reporting obligations
puted the median gross income for théod that begins on January 7, 1998, thgith respect to payments of income (in-
United States, the states, and statisticdrte HUD released the income figuressjyding interest, dividends, royalties, and
areas within the states. The income info@nd ends on the date when these Uniteftoss proceeds) made to an account
mation was released to the HUD regiongbtates and area median gross income fifip|der through one or more foreign inter-
offices on January 7, 1998, and may beres are rendered obsolete by a new repyediaries.
obtained by calling the HUD referenceenue procedure. .02 Scope. This revenue procedure ap-
service at 1-800-245-2691, or, in the .02 Notwithstanding section 5.01 Ofplies to persons described in §1.1441—
Washington, D.C., area, at 301-251-5154his revenue procedure, issuers may coRye)(5)(ii)(A) and (B)—foreign financial
The Internal Revenue Service annualljinue to rely on the United States and ar&@stitutions, foreign clearing organiza-
publishes only the median gross incomgedian gross income figures specified ifjons, and foreign branches of U.S. finan-
for the United States. Rev. Proc. 97-26 with respect to bondgig| institutions and U.S. clearing organi-
.07 The most recent nationwide averoriginally sold and nonissued bondations. It does not apply to foreign
age purchase prices and average area pamounts elected not later than May 1%,orporations seeking to become a QI to
chase price safe harbor limitations weré998, if the commitments or purchase}gresent claims of benefits under an in-
published on September 6, 1994, in Revescribed in section 5.01 are made Nelyme tax treaty on behalf of shareholders.
Proc. 94-55, 1994-2 C.B. 716. later than July 13, 1998. See §81.1441-1(e)(5)(i)(C) and 1.1441—

6(b)(4)(ii)(B). It does not apply to a for-
eign partnership seeking to qualify as a
.01 When computing the housing The principal author of this revenuewithholding foreign partnership. See
cost/income ratio under § 143(f)(5), isprocedure is Patricia M. Monahan of th&1.1441-5(c)(2)(ii). It also does not
suers of qualified mortgage bonds an@®ffice of Assistant Chief Counsel (Finan-apply to other persons that the IRS may
mortgage credit certificates must useial Institutions and Products). For fur-accept to be qualified intermediaries as
$45,300 as the median gross income faher information regarding this revenueauthorized under 81.1441-1(e)(5)(ii)(D).
the United States. See section 2.06 of thipocedure contact Ms. Monahan at (202)\ person that is not within the scope of
revenue procedure. 622-4122 (not a toll-free call). this revenue procedure but may seek QI

SECTION 3. APPLICATION DRAFTING INFORMATION
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status under §1.1441-1(e)(5)(ii)(C) orvidence for payments made outside thhe Code, unless specifically indicated
(D), or 81.1441-5(c)(2)(ii) should contactUnited States to an offshore account or, iatherwise.
the Office of the Assistant Commissionethe case of broker proceeds, a sale ef-.07 Any reference to “chapter 61 of the
(International) at the address or telephorfected outside the United States. Code” means sections 6041, 6041A,
number in section 4.01 of this revenue In addition, a payor or withholding 6042, 6044, 6045, 6049, and 6050N of the
procedure. agent may rely on a QI’s certifications (aode.
described in §1.1441-1(e)(3)(ii) and sec- .08 A “reportable amount” means an

SECTION 2. BACKGROUND tion 5.02 of this revenue procedure) to deamount subject to withholding under

.01 Withholding and reporting on pay- termin(_e whelther a beneficial owner ochapter 3 of the Code (within the meaning
ments to foreign persondJnder sections Payee is foreign, a}nd to Qetermlne the apf §1.1441-2(a)), U.S. source deposit in-
1441 and 1442 of the Internal RevenuBlicable rate of withholding and the ap+erest (including original issue discount)
Code (Code), a person that makes a pag_[oprlqte type _of reporting. The QI pro-described in section 871(i)(2)(A) of the
ment of U.S. source interest, dividendsvides its certifications on a Form W-8.Code, and U.S. source interest or original
royalties, and certain other types of inBy furnishing its own Form W-8 to aissue discount on short-term obligations
come to a foreign person must generall§2yor or withholding agent, a QI may, fordescribed in section 871(g)(1)(B) of the
deduct and withhold 30 percent from th&*ample, act on behalf of its foreign acCode. The term does not include pay-
payment. A lower rate of withholding cOUNt holdersf to clglm a reduf:tlon of thenents on deposits with banks and other fi-
may apply under the Code (e.g., sectioRo-Percent withholding rate without hav-nancial institutions that remain on deposit
1443), the regulations, or an income ta¥'d {0 document or identify to the with-for two weeks or less. It also does not in-
treaty. Generally, a payor of these typedC!ding agent each foreign account holdeglude amounts of original issue discount

of income must also report the payment&dividually. arising from a sale and repurchase trans-
on Form 1042_3_ See §1.1461-1(C).  SECTION 3. DEFINITIONS action completed within a period qf two
Under sections 6042, 6045, 6049, and weeks or less, or amounts described in

6050N of the Code (the Form 1099 re- For purposes of this revenue procedurg&1.6049-5(b)(7), (10), or (11) (relating to
porting provisions), payors of dividendsthe terms listed below are defined as folcertain obligations issued in bearer form).
gross proceeds, interest, and royaltiesws. See §1.1441-1(e)(3)(vi).

must report the payments on Form 1099 .01 A “QI” is an eligible person as de- -09 A*“withholding agent” has the same
unless an exception applies. If a payascribed in §1.1441-1(e)(5)(ii)(A) or (B) meaning as set forth in §1.1441-7(a) and
must report a payment on Form 1099, itand paragraph .10 of this section) thdficludes a payor, as defined in
must obtain a Form W-9 from the payeeenters into a withholding agreement (de81.6049-4(a)(2). As used in this revenue
If the payor does not receive the Fornscribed in section 5 of this revenue procerrocedure, the term generally refers to the
W-9, it must backup withhold at a 31-dure) with the IRS. A person acting in itsoerson making a payment to a QI.
percent rate under section 3406 of theapacity as a QI does not act as an agent.10 An “eligible person” means, as de-
Code. One exception to the Form 1096f the IRS, nor does it have the authoritgcribed in 8§1.1441-1(e)(5)(ii)(A) or (B),
reporting provisions applies if the payedo hold itself out as an agent of the IRS. any foreign financial institution, foreign
is a foreign person. A payor can treat a .02 A “QI-Form W—8" means a with- clearing organization, or foreign branch
person as foreign if the payor can reliablyiolding certificate described in §1.1441-0f a U.S. financial institution or U.S.
associate the payment with documentak(e)(3)(ii). clearing organization.

tion that establishes that the person is a.03 An “account holder” means any .11 A*branch”includes an office.
foreign beneficial owner of the income omperson that has an account with a QI. It .12 A “financial institution” means a
a foreign payee. See §81.6042-3(b)(1)acludes a person that is the beneficiglerson described in §1.165-12(c)(1)(iv)
(iii), 1.6045-1(g)(1)(i), 1.6049-5(b)(12), owner of the account or a person th&inot including a person providing pension
and 1.6050N-1(c)(1)(i). Moreover, aholds the account as an intermediary (e.q@| other similar benefits or a regulated in-
payor does not have to backup withholdustodian, nominee or agent). vestment company or other mutual fund,
on payments to foreign beneficial owners .04 An “exempt recipient” means, forunless otherwise indicated).

or foreign payees because backup withnterest, dividends, and royalties, a person .13 A “clearing organization” means a
holding applies only to amounts that thelescribed in §1.6049-4(c)(1)(ii). For broperson described in 8§1.163-5(c)(2)(i)-
payor must report on Form 1099. ker proceeds, it is a person described i{)(8).

.02 Proof of foreign statusThe regula- 85f.6045-1(c)(3)(i)(B) or in 81.6045— .14 “Class of assets” and “withholding
tions under section 1441 and the Forr@(b)(2)(i). pool,” have the meanings given to the
1099 reporting provisions of the Code .05 A “non-exempt recipient” or “non- terms in section 5.02(4)(c) of this revenue
prescribe the manner in which a benefiexempt payee” means a person that is nptocedure.
cial owner or payee certifies to a payoan exempt recipient under the definition .15 Any reference to “payments to a QI
that it is a foreign or U.S. person and, ifn paragraph .04 of this section. or an account holder” includes crediting
foreign, whether a reduced rate of with- .06 Any reference to “chapter 3 of thean amount to the account of the QI or ac-
holding applies. For proof of foreign sta-Code” means sections 1441, 1442, ancbunt holder.
tus, a payor or a withholding agent may443 of the Code, and shall not include .16 An “acceptance agent” is a person,
rely on a Form W-8 or on documentaryeferences to sections 1445 and 1446 ek described in 8301.6109-1(d)(3)(iv)(B),
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that is authorized to assist persons in ob- (8) An explanation of the applicant'sor Form W-9 from each of its account
taining individual taxpayer identification “know-your-customer” practices and pro-holders to such withholding agents.
numbers or employer identification num-cedures (under its local money-laundering (2) Designation of primary withholding
bers from the IRS. See Rev. Proc. 96-58ws) for opening accounts, and identifyresponsibility.A Ql is a withholding agent
1996-2 C.B. 372. ing and communicating with customers atinder chapter 3 of the Code and a payor
each location covered by the agreemeninder chapter 61 and section 3406 of the
The explanation should include whetheCode for reportable amounts that it pays to
STATUS AND WITHHOLDING local law mandates the “know-your-cusits account holders. Generally, a with-
AGREEMENT tomer” procedures and the manner imolding agent that makes a payment to the
.01Where to Apply and Pre-submissioff’hich Iocgl authorities verify compl_iance.Ql, ho.wever,. will be responsible for actu-
ConferencesTo apply for QI status and a | € @pplicant should also describe thelly withholding under chapter 3 and sec-
withholding agreement, an eligible perso@Overnmental or other supervisory authortion 3406 of the Code. Thus, if the with-
must submit a written request to: ities that regulate the “know-your-cus-holding agent has withheld and reported
Assistant Commissioner (Interna-omer” procedures, and the sanctions thah the reportable amounts paid to the Ql,
tional), CP:IN:00:WT 950 L'Enfant @PPly under local law for failing to com-the QI is not required to withhold except
Plaza South, SW ply with the procedures. The applicanto the extent required to correct any under-
Washington DC 20024 must inclgde supporting documgntation. withholding. See §1.1441-1(b)(6). The
FAX: (202) 874-1797 9 A'|IS'[ of assets in the United State®)l may, however, agree in its withholding
An eligible person may request one off©M which amounts owed to the IRS camgreement to assume primary withholding
more pre-submission conferences by coi€ collected, if necessary. _ responsibility for payments to foreign ac-
tacting the Office of the Assistant Com- (10) A completed Form SS—4 (Appli-count holders. See §1.1441-1(e)(5)(iv).
missioner (International) at (202) g74-<ation for Employer Identification Num- Generally, the IRS will not allow a QI to
1800 (not a toll-free number). ber) to apply for a QI Employer Identifi- assume primary withholding or reporting
.02 Content of Application.The appli- C¢&tion Number (QI-EIN) to be used solelyesponsibility for payments to U.S. per-
cation must establish to the satisfaction dP" Q! reporting and filing purposes. Ansons unless the QI is a foreign branch of a
the IRS that the app”cant has adequate rgpplicant must apply fora QI'ElN even |fUS financial institution, or the Ql has a
sources and procedures to Comp|y WitH already has another EI_N- ] branch in the United States and establishes
the terms of a withholding agreement. An (11) Aproposed QI withholding agree-that its U.S. branch can adequately com-
application must include the informationMent drafted in accordance with section ply with the provisions under chapter 61

SECTION 4. APPLICATION FOR QI

specified in this section 4.02, and any ac?f this revenue procedure. and section 3406 of the Code.

ditional information and documentationgecTiON 5. QI WITHHOLDING (3) Disclosure of identity of beneficial

requested by the IRS. AGREEMENT owner or payee by' QI Except as other-
(1) A statement that the applicant is an wise provided in this subparagraph (3), a

eligible person and that it requests a QI .01 Scope of the agreemenin agree- QI is not required to disclose the identity

withholding agreement with the IRS.  ment may not cover U.S. branches of aff its account holders covered by a QI-

(2) The applicant’s name, address, aneligible person. An eligible person is nofForm W-8 to a withholding agent. Fur-
employer identification number (EIN), if required to include all of its foreignther, the documentation given by an ac-
any. branches in the agreement. The IRS ma&punt holder to a QI supporting the

(3) The country in which the applicantrequire, however, that an eligible persoaccount holder’s claim of foreign status
was created or organized and a descripgree to include certain of its branches tand, if applicable, entitlement to a re-
tion of the applicant’s business. insure the disclosure of certain U.S. acduced rate of withholding does not need

(4) Alist of the applicant’s officers andcount holders. See §1.1441-1(e)(5)(iiijo be attached to the QI-Form W-8. The
directors and a list of the employees whand section 5.02(3), below. In appropriQl must, however, furnish a Form W-9
are responsible parties for performancate cases, an eligible person may reque$tr an acceptable substitute form) for each
under the agreement. that the agreement cover its related no®f its account holders (or those of another

(5) A list of the branches that theU.S. affiliates or unrelated account holdintermediary or of a foreign partnership)
agreement will cover and their location. ers that act as nominees, custodians, #rat is a U.S. payee that is not an exempt

(6) An explanation and sample of thegents of beneficial owners. If the IRSecipient. The identity of U.S. payees
account opening agreements and othgrants the request, each related non-U.®ho are exempt recipients is not required
documents used to open and maintain traffiliate or unrelated account holder musto be disclosed to the withholding agent.
accounts at each location covered by thegree to be a signatory to the agreementlf the QI does not hold a Form W-9 for a
agreement. .02Terms and procedures regarding innon-exempt U.S. payee, it must furnish to

(7) The type of account holders (e.gtermediary withholding certificate.(1) the withholding agent any information the
U.S., foreign, treaty benefit claimant, orfSubmission of QI-Form W-8he agree- QI has regarding the payee’s name, ad-
intermediary), the approximate number ofment must specify that a QI will furnishdress, and taxpayer identifying number.
account holders within each type, and thigs QI-Form W-8, with its QI-EIN, to The requirement to disclose the identity
estimated value of U.S. investments thavithholding agents for reportableof non-exempt U.S. payees will apply de-
the QI-Form W-8 will cover. amounts in lieu of furnishing a Form W-8spite local bank secrecy laws.
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(4) Information to withholding agent. stitute a separate class. A QI paying raéng in a non-treaty country (a withholding
(&) In general. A QI must agree to iden- portable amounts (other than U.S. sourgeool of dividends - 30% rate);
tify the classes of assets covered by tHeank deposit interest or short-term OID) (4) assets producing interest income
QI-Form W-8 by following 81.1441— must presume that undocumented payeearned by each U.S. account holder (a
1(e)(5)(v) and subparagraph (4)(c) of thisf those amounts are foreign unless the @ithholding pool per account holder of
section. In addition, the QI must state thbas actual knowledge that the payee isiaterest reportable on a Form 1099 - zero
rate of withholding for each class. U.S. non-exempt recipient. For re~ate);

(b) Application of presumptionsTo portable amounts that are bank deposit in- (5) assets producing dividends earned
identify the relevant classes of assets, tarest from a U.S. branch of a U.S. banky each U.S. account holder (a withhold-
QI may determine the status of its, or amer similar financial institution or short- ing pool per account holder for dividends
other intermediary’s, account holders byerm original issue discount, the QI musteportable on a Form 1099 - zero rate);
following the presumptions in 881.1441-presume that the undocumented payee is a(6) assets producing dividends and in-
1(b)(3), 1.1441-5(d) and (e), and 1.60494.S. non-exempt recipient. terest income earned by account holders
5(d)(2) through (d)(5). (D) QI assuming primary withholding for whom the QI1 does not hold all of the

(c) Class of assets and withholdingresponsibility. Assets for which a QI as-required documentation as specified
pool. (i) Definition. Generally, a class of sumes primary withholding responsibilityunder the agreement (a withholding pool
assets is a group of assets that produca a separate class. The QI does not haee undocumented payees - 30% rate (pre-
the same type of income (e.g., interest do identify separate classes of assets witsumed foreign)—Note: QI1 could divide
dividends), is subject to the same rate of that class if the assumption of with-this class of assets into one for dividends
withholding, and is associated with thenolding responsibility makes such a disand another for interest income); and
same type of payee or beneficial ownetlosure unnecessary. The QI withholding (7) assets producing dividends and in-
(e.g., foreign, U.S., or undocumenteagreement may, however, require a QI tterest payable to QI2 for its foreign ac-
(i.e., a payee for whom the QI holds no oidentify the assets with respect to which itount holders (a withholding pool for
unreliable documentation)). Notwith-assumes primary withholding responsibilwhich QI2 assumes withholding).
standing the general rule that a class dfy on a country-by-country basis. .03 Documentation requirements(1)
asset should produce the same type of in-(iii) Example. (A) Facts. A QI In general. The agreement must contain
come, a Ql-Form W-8 may state that af“QI1”) has foreign account holders. Theprovisions covering the type of documen-
assets held in a particular account am®lI1 also has account holders that are U.&tion a QI will obtain from its account
within a single class of assets if all the innon-exempt recipients. Another accountolders. Generally, the QI must agree to
come from the assets in such account i®lder is a QI (“QI2”) that has assumedhe same documentation requirements
subject to the same rate of withholdingrimary withholding responsibility. Fi- that apply to withholding agents under
and the same type of information reportrally, QI1 has some account holders fochapters 3 and 61 of the Code. The QI
ing. See, for example, subparagraptvhom it does not have the required docunay use any substitute form for a Form
(4)(c)(i)(C) of this section. The QI with- mentation. QI1 has not assumed primarywv—8 or Form W-9 that is acceptable to
holding agreement must require the QI tavithholding responsibility for any assets. the IRS. The QI may include a substitute
identify classes of assets on a country-by- All account holders earn U.S. sourcdorm in an account opening form. If a QI
country basis. The income from eaclnterest that would qualify as portfolio in-relies on documentary evidence in place
class of assets is a separate “withholdingrest if they gave the documentation reaf a Form W-8, the agreement must spec-
pool.” See section 5.07(3) for more inforquired by 81.871-14(c)(2). They alsdfy the type of documentary evidence
mation on withholding pools. earn U.S. source dividends. Some of thepon which the QI may rely.

(i) Application. (A) Foreign payees. foreign account holders can benefit from (2) Documentary evidence from bene-
Assets that are associated with foreiga 15-percent reduced withholding ratdicial owners. Beneficial owner docu-
payees, that produce a specific type of intnder a tax treaty on dividend incomenentary evidence is acceptable if the QI
come, and are subject to a particular withwhile others cannot. complies with the provisions of §1.6049—
holding rate are a class of assets. Thus,(B) Analysis. QI1 has the following 5(c)(1). Generally, a QI will be permitted
there may be numerous classes of asselasses of U.S. source assets and witke rely on the “know-your-customer” pro-
for the same type of income paid to forholding pools: cedures (as submitted for review pur-
eign payees because of different with- (1) assets producing interest earned suant to section 4.02(8) of this revenue
holding rates under the Code or an applidereign account holders claiming the portprocedure) if such procedures are accept-
able treaty. folio interest exemption at source (a withable to the IRS.

(B) U.S. payees.Assets associatedholding pool of interest - zero rate); (3) Documentation supporting claim of
with each U.S. payee that is a non-ex- (2) assets producing dividend incomeeduced rate. A QI may not reduce the
empt recipient are a separate class. Asarned by foreign account holders claimrate of withholding, or instruct a with-
sets associated with all U.S. payees thatg the 15-percent reduced rate at sourd¢®lding agent to reduce the rate, unless it
are exempt recipients are a single sepander an income tax treaty (a withholdingan associate the payment with valid doc-
rate class. pool of dividends - 15% rate); umentation described in the section 1441

(C) Undocumented payeesssets as-  (3) assets producing dividend incomeegulations or in the QI withholding
sociated with undocumented payees corearned by foreign account holders resicagreement. If an account holder is not an
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individual, the QI must obtain a certifica-Form W-8 to certify to the withholding with the requirements for a certified TIN
tion that the account holder meets thagent the withholding status of the secondnder §1.1441-6(b). Only account hold-
Limitations on Benefits article containedtier QI's account holders, then the firsers claiming a reduced rate under an in-
in any treaty the account holder invokegier QI must agree to allocate the assetome tax treaty for certain payments (e.g.,
See §1.1441-6(c)(5). If an accounassociated with the second tier QI's Qlincome from non-publicly traded securi-
holder, other than an individual, is acting~orm W-8 to the classes that the first tieties) are required to obtain a certified TIN.
for its own account, the QI must also obQIl has established for its own accounfee §1.1441-6(b)(1) and (2)(i).
tain a representation that the accourtolders as if the account holders of the .05 Recordkeeping obligationsThe
holder is not a partnership for U.S. taxsecond tier QI were the first tier QI's ownagreement must provide that the QI will
purposes. If the account holder is a pargccount holders. maintain a record of the documentation
nership for U.S. tax purposes, then the QI (c) Assumption of primary withholding obtained and reviewed under the agree-
must obtain a Form W-9 as described iresponsibility. If a QI has assumed pri-ment. The QI must maintain the docu-
81.1441-1(d)(2) (if the partnership is anary withholding responsibility, it must mentation for any account holder for a pe-
domestic partnership) or a Form W-8 agenerally assume that responsibility foriod of three years after its validity
described in §1.1441-5(c) (if the partnerall other intermediaries, whether or noexpires. The documentation must also be
ship is a foreign partnership). In additionthey are Qls, that are before it in the chaiavailable for inspection by the IRS or, if
if an account holder, other than an individef payment. If a second tier QI haspplicable, an approved external auditor.
ual, claims the benefit of a reduced rate aGigreed to assume primary withholding re- .06 Withholding obligations. (1) QI
withholding under a tax treaty, the Qlsponsibility, then a first tier QI that hasassumes primary withholding responsibil-
must obtain the representations set forth mlso assumed primary withholding reity. A QI that assumes primary withhold-
881.1441-6(b)(4)(i) and 1.894-1T(d).  sponsibility does not have to withhold oring responsibility must agree to withhold
(4) Documentation from intermedi- income paid to the second tier Ql. If theny amount due under section 1441,
aries. When the QI receives a payment ofecond tier QI has assumed primary witht442, or 1443 of the Code in accordance
a reportable amount for an account holdérolding responsibility but the first tier Ql with 81.1441-1(b)(1) and 81.1443-1(b).
that is an intermediary (e.g., nomineehas not, the first tier QI must agree tdf applicable, the QI must also agree to
custodian, or agent), the QI must obtairdentify for the withholding agent thosewithhold any amount due under section
beneficial owner documentation in theassets associated with the second tier Q106 of the Code. In addition, the QI
following manner: QI-Form W-8 and on which there shouldnust agree to deposit the withheld
(a) Intermediary that is not a QIlf the be no withholding (other than under secamounts following 81.1461-1(a) and all
intermediary is not a Ql, then the intermetion 3406 of the Code, if applicable). Seether relevant deposit obligations. Under
diary must give the QI a Form W-8 acexample under paragraph .02(4)(c)(iii)the agreement, the IRS may agree to spe-
cording to 81.1441-1(e)(3)(iii), including above. cial deposit procedures to facilitate remit-
a statement described in §1.1441— (5) Standards of reliability and due tances from a foreign country.
1(e)(3)(iv) regarding the allocation ofdiligence. A QI must agree to follow the (2) QI that does not assume primary
payments. A QI that receives a non-Ql indue diligence obligations of §1.1441-withholding responsibilityA QI that does
termediary Form W—8 may either give the&/(b)(2)(ii). The reliability of any docu- not assume primary withholding responsi-
non-Ql intermediary Form W-8, with all mentation will be evaluated by the type obility nevertheless must agree to withhold
the accompanying documentation, to thimformation contained in the documentsif it knows that an amount should have
withholding agent or may use the non-Qthe procedures under which the docuseen withheld from the payment and the
intermediary Form W-8 as the basis foments are issued, and the ease with whi¢hll amount was not withheld. The QI
the certifications that the QI includes inthe documents could be falsified. must also agree to comply with withhold-
its own QI-Form W-8 regarding the sta- (6) Renewal of documentatiotunless ing and deposit procedures in the same
tus of, and entitlement to benefits by, thepecified otherwise in the agreement, a @hanner as described in paragraph .06(1)
non-Ql intermediary’s account holders. must agree to follow the provisions ofof this section for amounts that it with-
(b) Intermediary that is a QI.If the 81.1441-1(e)(4)(ii) regarding the renewaholds.
intermediary is a QI (i.e., a second tieof the Forms W—-8 and documentary evi- .07 Reporting obligations.(1) In gen-
Ql), the second tier QI must give the firsdence provided by its account holders. eral. The regulations under section 1461
tier Ql a Ql-Form W-8. The first tier QI .04 Assistance regarding taxpayerof the Code require a QI to make returns
may give the second tier QI's Ql-Formidentification numbers.(1) Acceptance on a Form 1042 and to provide informa-
W-8, and accompanying documentatiomgents. A QI may agree to act as an action to the IRS and beneficial owners or
to the withholding agent. Alternatively,ceptance agent, including a certifying acpayees on a Form 1042-S on a calendar
the first tier QI may use the second tier'septance agent, for purposes of sectiorear basis under the provisions of
QI-Form W-8 as the basis for the certifi6109 of the Code and the regulation§1.1461-1(b), subject to the following
cations that the first tier QI includes in itshereunder. See Rev. Proc. 96-52, 199@rodifications to which the IRS may agree.
own QIl-Form W-8 regarding the statu® C.B. 372, for the duties and obligations (2) Form 1042 reporting. Generally,
of, and entitlement to benefits by, the semf an acceptance agent. every QI shall file an annual Form 1042
ond tier QI's account holders. If the first (2) TIN certifications.A QI may agree and the form must include the following
tier QI relies on the second tier QI's Ql4o assist its account holders in complyingdditional information:
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(@) A schedule providing information (a) Type of income; scribe) if an adjustment under 8§1.1461—

on reportable amounts of income subject (b) Withholding rate; 2(a) cannot be made.

to withholding under chapter 3 of the (c) Country of residence of account (3) Underwithholding determined after
Code that the QI received during the calolder; and filing a QI's Form 1042.A QI, including a
endar year. The schedule should list the (d) Type of recipients (e.g., undocu-Ql that does not assume primary withhold-
name, address, and EIN of each withholdnented payees, U.S. payees). ing responsibility, must agree to file an

ing agent from whom the reportable (4) Furnishing a Form 1042-S to theamended Form 1042 to report any under-
amounts were received and the incomieeneficial owner or paye@&@he agreement withheld tax which is determined after the
type and rate of withholding; may modify or waive the obligation underfiling of the QI's Form 1042 for the calen-
(b) Information regarding overpay-81.1461-1(c)(1)(i) that the QI furnish adar year in which the tax was underwith-
ments or balances due, adjustments undgatement to a beneficial owner or payekeld. In addition, the QI must agree to pay
81.1461-2 and an explanation for then a Form 1042-S and provide for alterthe tax due (including interest and penal-
over- or underwithholding; native reporting procedures. ties). This includes, but is not limited to,
(c) A statement regarding the audit (5) Reports related to claims of a re-instances where the underwithholding is
conducted by the QlI's internal auditorduced rate under a tax treatyThe QI determined as a result of an audit by the
under the audit guidelines specified in thenust agree to give the IRS, on request @I’s internal or external auditors.
agreement (i.e., that the QI is complyingpn an annual basis, the names and ad-.09 Verification procedures.(1) In
with the agreement in all material respectdresses of its account holders that regeneral. Unless the QI agreement allows
or a description of the irregularities unceived a reduced rate of withholdindgfor verification by an external auditor, a
covered by the internal auditors and thander a tax treaty and that have certifie@| must agree to make records and ac-
actions undertaken to correct such irreguhat they meet the Limitation on Benefitcount information specified in the QI
larities); and provision and that they derive, within thewithholding agreement available to the
(d) Astatement that an approved extemeaning of 81.894-1T(d), the income relRS for audit, and must agree to proce-
nal auditor conducted an audit, when receiving the benefit. The QI must alsadures for carrying out an audit of those
quired, with a copy of the report of auditagree to disclose the names and addressesords and information. The IRS must
findings (see paragraph .09 of this sectioaf account holders of any non-Ql intermebe able to verify that the QI has adequate
regarding verification procedures). diary that has given the QI a Form W-8 osystems and control procedures in effect
(3) Form 1042-S reporting.The other documentation if the account holdto comply with the agreement. In addi-
agreement may waive the obligation for &rs have certified that they meet the Limition, the IRS may require specific proce-
QI to report beneficial owner informationtation on Benefits provision of a treatydures to allow it to verify compliance
to the IRS on Forms 1042-S in appropriand derive the income receiving the benavith the QI withholding agreement for
ate cases. In place of beneficial owner irfit. Generally, the IRS will agree to limit specific accounts.
formation, the IRS may require the QI taisclosure to account holders that receive (2) Verification of specific account in-
report by country and withholding pools.more than an agreed upon amount (ndormation. If a QI is not subject to audit
An appropriate case may exist if benefiless than $100,000) of treaty-benefited inander the approved external auditor pro-
cial owner information is otherwise avail-come in their QI account. cedure, described in paragraph .10(3) of
able to the IRS, for example, pursuant to .08 Adjustments for under- and over-this section, then the QI withholding
treaty exchange of information provi-withholding, refund procedures, and unagreement will contain procedures for
sions, or the IRS decides that access terwithholding determined after the filingIRS audits of account information. Gen-
beneficial owner information is not necesof Form 1042.(1) Adjustments.If a QI erally, a QI that complies with the filing
sary for compliance. Similarly, reportinghas not assumed primary withholding rerequirements on Forms 1042 and 1042-S
by withholding pools may be sufficientsponsibility, it must agree that it will pro- (or otherwise makes account holder in-
for compliance purposes if the QI hawide sufficient information to a withhold- formation available to the IRS) may be
agreed to adequate verification proceing agent so that the withholding ageneéxempted from IRS audits or be subject
dures as described in paragraph .09 of thimn make the adjustments for over- ant abbreviated IRS audits. If a QI has
section. The QI may provide the informaunder-withholding described in §1.1461-agreed to certify tax residence to the IRS
tion on a Form 1042-S, as modified by(a) and (b). If a QI has assumed primarynder §81.1441-6(c)(2)(iii) based upon
the IRS to adapt to the withholding poolwithholding responsibility, it may make documentation the QI has obtained and
reporting requirements, on magnetithe adjustments itself in the manner dereviewed, it must also agree to give the
media, by electronic means, or on angcribed under §1.1461-2(a) and (b). documentation to the IRS upon written
form to which the IRS and the QI agree. (2) Refunds.A QI withholding agree- request in the manner agreed. To conduct
The information must include the numbement may allow any net amount of overperiodic compliance checks, the IRS may
of account holders in each pool. The typwithholding for a calendar year on a Ql'sely on sampling techniques to assure re-
of withholding pool subdivisions the IRSaccount holders which remains outstandiability of the examination without
may require for the payment of reportabléng after the due date for filing the QI'sundue disruption to the QI. The agree-
amounts under chapter 3 of the CodEorm 1042 (not including extensions) tanent will specify the manner in which
(within the meaning of §1.1441-2(a)) in-be refunded to the QI for its account holdiRS compliance checks will take place.
cludes the following: ers (under procedures as the IRS may pri appropriate cases, assistance may be
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obtained from the tax authorities of théo report non-compliance findings undeapproval by the Associate Chief Counsel
countries where the QI activities arghe agreement. (International). To the extent an agree-
located. (d) Upon completion of the audit, thement covers a QI's related non-U.S. affili-
(3) Approved external auditorslf, external auditors must issue a report cdte or unrelated account holder, that affili-
given local enforcement of know-your-audit findings (or incorporate their auditate or account holder must be a signatory
customer procedures and local oversigliindings as a separate part of a larger auda the agreement.
and controls over the QI and its externaleport) and provide the report to the IRS .12 Expiration, Termination and De-
auditors, the IRS determines it is approin English (and using U.S. dollars). Thdault. (1) Term and events of termination.
priate, the following procedures will gen-report must explain the scope and objedrhe period of the agreement will be be-
erally apply under the agreement. tives of the audit, state the methodologjween three and six years. The agreement
(a) The QI must establish that it has imused, and certify that the audit was cormmay be renewed for further periods as
plemented adequate internal procedurehicted in accordance with applicable lawspecified in paragraph .13 of this section.
and accounting systems to comply witland regulatory requirements. The repoiither the IRS or the QI may terminate
the QI withholding agreement and to vermust express the auditor’s opinion on théhe agreement prior to its term by deliver-
ify its compliance with those proceduresQl’'s compliance with the terms of theing a 30-day notice of termination to the
Internal auditors must review those proceagreement. The QI and the approved ewxther party. The IRS will not give notice
dures and accounting systems on an aternal auditor must agree to allow the IR®f termination until thirty days after it has
nual basis as a regular part of their audib communicate with the external auditorslelivered a notice of default to the QI.
program. Their conclusions must be inand review their workpapers, if necessaryrhe IRS may deliver a notice of default at
cluded in their annual audit report. Alf the external auditor’s report identifiesany time after an event of default under
statement certifying that the annual reeompliance issues or if, based on a reviethe agreement has occurred or after a sig-
view has taken place and the results aff the external auditor’s report, the IRSiificant change in the circumstances of
that review (including a notation of all ir-determines that further checks are necetfie QI has occurred such as a merger,
regularities observed and actions taken tary, then the IRS may request that the eghanges in the business or operations of
address those irregularities) must be aternal auditor perform additional auditthe QI, or bankruptcy.
tached to the QI's annual Form 1042 fileghrocedures. (2) Events of defaultEvents of default
with the IRS. (4) Special rules for foreign branchesinclude the determination upon audit or
(b) Verification must also be per-of U.S. financial institutionsGenerally, a otherwise that the QI has failed to comply
formed by external auditors. The QI mus@I that is a foreign branch of a U.S. finanwith the procedures required by the agree-
agree to an external auditor’s review aftecial institution will be subject to the samement in a way that (1) causes, or may
the first year of operation as a QI. TherelRS audit procedures that apply to angause, significant underwithholding, ex-
after, the frequency and scope of complit).S. taxpayer. cessive refunds, or an excessive number of
ance checks by external auditors will .10 Guarantee of paymentTo insure undocumented payees, or (2) impedes, or
occur only at the request of the IRS, gereollection of payments for underwithheldmay impede, the disclosure of the identity
erally based upon a review of the QI'|smounts, the agreement may require @ persons who are required to be dis-
Form 1042 or indicators that the QI mayuarantee to be furnished by the QI to thelosed under the agreement. An event of
have compliance problems (e.g., large réRS. The guarantee may include a lettatefault also includes the lack of coopera-
fund requests, large pool of undocuef credit, bond, or other surety in artion by the QI or an approved external au-
mented payees). The scope of review bymount to which the QI and the IRSditor in connection with an audit of the QI
external auditors may be limited based oagree. The amount of the bond or letter afr with inquiries by the IRS related to ver-
the scope of annual internal audits. leredit must be commensurate with the apfying compliance by the QI. The agree-
order for the external auditors to perfornproximate risk of underwithholding. Fac-ment will define when underwithholding
their audit effectively, the QI must agredors to be considered in this regard iner inadequate reporting is deemed to be
to allow external auditors to have accesslude the amount of U.S. investmentsignificant. A QI will also be in default if
to all of its relevant records for purposesnade through the QI, the number of benat makes material misrepresentations on its
of performing the audits. ficial owners making U.S. investmentsfForm W-8; it has actual knowledge at the
(c) The external auditor must be apthe type of investment and the charactetime a payment is made that documenta-
proved by the IRS and designated in thistics of the beneficial owners, and the deion regarding a significant number of ac-
QI withholding agreement. Subsequengree of reporting by the QI to the IRScount holders is lacking, incorrect, or un-
changes of external auditors must also &enerally, a QI that has substantial assetsliable; or it fails to perform any other
approved by the IRS. To be approved, an the United States will be considered tonaterial duty or obligation required of it
auditor must be subject to regulatory suhave adequately guaranteed its withholdinder the agreement. The QI may respond
pervision under the laws of the country ommg obligations. to the notice of default by making an offer
countries in which the Ql's activities .11Approval and ExecutionAn agree- to cure within thirty days. The IRS will
under the agreement are expected toent must be signed by the authorizedccept or reject the offer to cure, or make a
occur. The external auditor’s proceduresepresentative of the QI and by the IRScounter-proposal, within ten days.
must require it to verify that the QI com-The Assistant Commissioner (Interna- .13 Renewal. A QI may renew a QI
plies with the terms of the agreement antional) will sign on behalf of the IRS uponwithholding agreement by submitting an
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application for renewal to the IRS no ear- The collections of information are con-breakage, and bookkeeping errors. In ad-
lier than one year and no later than sitained in sections 4 and 5 of this revenueition, section 4 of this revenue procedure
months prior to the expiration of theprocedure regarding (1) the applicatioprovides interim guidance that describes
agreement. In the application for reprocedures for QI status and withholdinghe “retail safe harbor method” for a tax-
newal, the QI will update the informationagreements, and (2) the provisions of thgayer that wants to change to the retalil
it provided in the original application. QI withholding agreement requiringsafe harbor method for estimating inven-
Before approval of any renewal of theecord retention or maintenance, and angry shrinkage. The procedures for a tax-
agreement, the IRS will require an audicommunication or contact with the IRS opayer within the scope of this revenue
of the Ql. the account holders. This informatiomprocedure to automatically change to a
.14 Effective date of agreement3he will be used to enable the IRS to determethod of accounting for estimating in-
agreements entered into under §1.144Imine whether to enter into a withholdingventory shrinkage are provided in Rev.
1(e)(5) will be effective for all accountsagreement with the QI applicant and, iProc. 97-37, 1997-33 I.R.B. 18, as modi-
opened on or after the date specified iaccepted, to verify the QI's compliancefied by section 5.02 of this revenue proce-
the agreement. For accounts existing amith the agreement. The collection of indure. This revenue procedure also re-
the effective date of the agreement, thiarmation is required to obtain a QI with-quests comments on issues that should be
requirements to obtain documentatiomolding agreement. The likely responaddressed in forthcoming regulations
generally will not apply until the expira-dents are business or other for-profitinder § 471 regarding proper methods of
tion of the one-year period beginning onnstitutions. estimating inventory shrinkage for tax-
the agreement’s effective date. Until the The estimated total annual reportingible years ending after August 5, 1997.
documentation is obtained for these aand/or recordkeeping burden is 301,393
counts, the QI generally will be permittechours. SECTION 2. BACKGROUND
tp re_Iy on any Fiocumentathn or informa- Thg estimated average annual burden IS 01 section 471(a) of the Internal Rev-
tion in an existing account file. In the ab30 minutes for a QI account holder, an% , .
. . . .~ .enue Code provides that whenever, in the
sence of any documentation or indica2,093 hours for a QI, depending on indi-___. . '
: . . . . pinion of the Secretary, the use of inven-
tion, or actual knowledge, the QI will bevidual circumstances. The estimated_ . . .
ories is necessary in order to clearly de-
allowed to presume that an accountumber of respondents and/or record-. . : .
) . : ermine the income of any taxpayer, in-
holder is a foreign person based on thieeepers is 88,504. .
Lo : : . : ventories must be taken by such taxpayer
indicia of foreign status described in The estimated annual frequency of re- ;
. . on such basis as the Secretary may pre-
81.1441-1(b)(3)(iii)(A). The presump-sponses is on occasion. . .
. : . scribe as conforming as nearly as may be
tion shall not be effective for purposes of Books or records relating to a collec- , C 7
- X oo . . . to the best accounting practice in the trade
obtaining the benefit of the portfolio in-tion of information must be retained as : :
. ! . or business and as most clearly reflecting
terest exemption under section 871(h) dong as their contents may become mater-

. e - ) ) income.
881(c) of the Code or the benefit of a taxal in the administration of any internal 02 Section 1.471-2(d) of the Income

treaty. revenue law. Generally tax returns anc} . .
i . . . ax Regulations provides that when a tax-
tax return information are confidential, as N . .

SECTION 6. EFFECTIVE DATE required by 26 U.S.C. 6103 payer maintains book inventories in ac-
_ . _ B ' cordance with a sound accounting system,

This revenue procedure is effective orsecTi0N 8. FURTHER the net value of the inventory will be
the date of its .publlcatlon in the '”tema|NFORMATION deemed to be the cost basis of the inven-
Revenue Bulletin. The IRS may conclude tory, provided that such book inventories

agreements under this revenue procedureFor further information regarding thisare verified by physical inventories at rea-
at any time after that date, but such agreeevenue procedure, telephone the Officgonaple intervals and adjusted to conform
ments will not have effect before the datef Assistant Commissioner (Internationaliherewith. Physical inventories are used
specified in the agreement. at (202) 874-1800 (not a toll-free number), getermine and adjust book inventories

for shrinkage.
.03 Section 961 of the Taxpayer Relief

SECTION 7. PAPERWORK

REDUCTION ACT 26 CFR 601.204: Changes in accounting periods Act of 1997 (Act) amended § 471(b) to

The collections of information con-?,Qgc',”ggﬁt[j°§§C§Lﬁ§°§;*ﬂ“{‘_%7l_2_) permit, under certain circumstances, ad-
tained in this revenue procedure have justments to ending inventory for esti-
been reviewed and approved by the ORev. Proc. 98-29 mates of inventory shrinkage. Section
fice of Management and Budget in accor- 961(b) of the Act provides that, in the
dance with the Paperwork Reduction ACkEcTION 1. PURPOSE case of any taxpayer permitted by
(44 U.S.C. 3507) under control number 8 471(b) to change its method of account-
1545-1597. This revenue procedure provides guiding to a permissible method for any tax-

An agency may not conduct or sponsognce for a taxpayer that wants to changeble year, the change is treated as made
and a person is not required to respond ttm a method of accounting for estimatingvith the consent of the Secretary and the
a collection of information unless the colinventory “shrinkage” in computing end-period for taking into account the adjust-
lection of information displays a validing inventory. “Shrinkage” refers collec-ments under § 481 by reason of such
OMB control number. tively to such items as undetected thefghange is four years.
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