the first plan year beginning after DecemBACKGROUND disregarded entity’s employees for federal
ber 31, 1998, then the date by which the employment tax purposes. Thus, the
plan provision must be amended shall be Under 8 1361 of the Internal Revenug,ner generally is responsible for com-
extended through the 91st day foIIowin%Od,e (as amended by § 1308 of the Smaj|y iy with all the employment tax oblig-
the applicable date under § 1.401(b)BUsiness Job Protection Act of 1996, Pubyiisng related to those employees.
1(e)(3)(i) or (ii).) Second, the plan provi—L' No. 104-188, 110 Stat. ,1755 and gjnce enactment of the QSub statute
sion as amended must be effective as gf 1601 Of the Taxpayer Relief Act ofynq nromulgation of the disregarded en-
the first day the plan operates in accort297, Public Law 105-34, 111 Stat. 788)yr,, yrovision of the regulations, however,
dance with the change made b@" S corporation may own a qualifieqyany taxpayers have mistakenly inter-

§ 6005(c)(2) of RRA 98. subchapter S subsidiary. Section 1361(blsreted § 1361(b)(3) and § 301.7701-
(3)(B) defines _the term “qualified sub-z(c)(z) as applying only for federal in-
VIl. DRAFTING INFORMATION chapter S subsidiary” (QSub) as a domeg,me tax purposes. In addition, the

. . . tic corporation that is not an ineligiblegerice has received numerous comments
The principal author of this notice iScomporation (as defined in § 1361(b)(2))and questions from other taxpayers that

Roger Kuehnle o the Employee Plans Dit (1) an s corporation holds 100 Percentave properly interpreted the statute con-
vision. For further information regardingof the stock of the Corporation' and (Zkerninp tI'F])e d)llﬁlcultlzs that arise from ap-
this notice, please contact the Employegat S corporation elects to treat the SUtp'Iicati(g)n of these provisions. Some of
Plans Division’s taxpayer assistance telegidiary as a QSub. Except as otherWiSﬁaese taxpayers have expreslsed a strong
phone service at (202) 622-6074/607provided in regulations, a corporation fofyterence for the continued recognition
(not toll-free numbers), between the hourghich a QSub election is made is ”OFor employment tax purposes of the sepa-
of 1:30 and 3:30 p.m. Eastern Time, Montreated as a separate corporation for feflste state law entities. Other taxpayers
day through Thursday. eral tax purposes, and all assets, liabillj;ye expressed a preference for a literal
ties, and items of income, deduction, angdyjication of the provisions, resulting in

credit of the QSub are treated as assets, i treatment of the owner of the disre-
Payment of Employment Taxes abilities, and items of income, deductiongarded entity as the employer.

with Respect to Disregarded and credit of the parent S corporation” piior to issuing formal guidance, the
Entities Similar rules apply to qualified REIT sub-ggpyice is requesting comments concern-

. sidiaries under § 856(i). ing employment tax and certain reportin
Notice 99-6 Regulations issued under § 7701 of thf%Sues I{:elfillting to disregarded entitFi)es th%t

PURPOSE Code provide for another type of disrespq g pe addressed in future guidance.

garded entity. Section 301.7701-2(c)(Ztpjs notice solicits comments from tax-

This notice solicits comments from ta.X'Of the Procedure and Administration Rerayers and practitioners regarding the fol-
payers and practitioners regarding issuesations provides that a business entity, ;ing issues:
related to employment tax reporting andhat has a single owner and that is not & 1y ‘any increase or decrease in the ad-
payment by qualified subchapter S subcorporation under § 301.7701-2(b) is disgjnistrative burden on taxpayers created
sidiaries and other entities that are disréegarded as an entity separate from i{, 5 system of filing employment tax re-
garded as entities separate from thefiwner for all federal tax purposes. turns under the owner’s name and tax-
owners for federal tax purposes. This no- In general, employment tax responsiyayer identification number where em-
tice also discusses two methods of enfilities rest with an employer. For federaEloyees are actually employed by a state
ployment tax compliance that will be acemployment tax purposes, the commop, entity that is disregarded as an entity
cepted by the Service until such time a#w rules for determining the identity ofgenarate from its owner for federal tax
formal reporting procedures are providedne employer ordinarily apply. Undery,,nqqes:
in other guidance. these rules, the person for whom services 2) Whether different rules should

Since the recent enactment of legislzd’® Performed as an employee is generally oy 1o newly formed disregarded enti-
tion and promulgation of regulations proonsidered the employer for purposes Qfeg with no previous employment tax his-
viding that certain wholly owned entitiestn® employment tax provisions. An eMiqry a5 opposed to entities in existence
will be disregarded as entities separat@oyer generally is required to withholdyjor ¢ the time when they became disre-
from their owners, the Service has re@nd pay over applicable taxes from emy, qeq:
ceived many questions from taxpayerBlOyees’ wages, pay employer taxes, 3) pifferent results (both in amount of
concerning the treatment of disregardefake timely tax deposits, file employ-5y “type of tax, and time and method of
entities for federal employment tax purMent tax returns, and issue wage stat@gnosits) that arise from filing as one em-
poses. To help employers comply witfn€nts to employees (collectively, “emy5ver as compared to filing as separate

the employment tax requirements, the D2loyment tax obligations”). employers;
partment of th(_a Tr.easury apd the 'n_tem%EQUEST FOR COMMENTS 4) Appropriate methods for notifying
Revenue Service intend to issue guidance the service center about changes in em-

illustrating the proper method for report- Section 1361(b)(3) and § 301.7701-ployment tax obligations when an entity’s
ing employment taxes with respect t®(c)(2) cause the owner of a disregardestatus as a disregarded entity changes;
these entities. entity to be treated as the employer of the 5) Possible issues arising in situations
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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 1€ Principal authors of this notice are

6) Additional issues relating to em-by its owner (as though the employees Cg¥e§mna Walton of the Office 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 thdhdustries) and John Richards of the Of-
for employees, employers, and state aravner's name and taxpayer identificatiorfic€ of Associate Chief Counsel (Em-
federal agencies resulting from a singlaumber; or ployee Benefits and Exempt Organiza-
entity reporting structure for employment 2) Separate calculation, reporting, an§ons). For further information regarding
tax purposes; and payment of all employment tax obliga-this notice contact Ms. Walton at (202)

7) Whether any guidance issuedions by each state law entity with respe&22'3050 or Mr. Richards at (202) 622-
should also apply to qualified REIT sub4o its employees under its own name an@040 (not toll-free calls).
sidiaries (as defined in § 856(i)). taxpayer identification number.

Comments are also requested concern-If the second method is chosen, the
ing issues related to disregarded entitie@vner retains ultimate responsibility for26 CFR 601.702: Publication and public inspection.
but outside the employment tax areahe employment tax obligations incurredAis Part!, section 6103)

Those issues include but are not limited teyith respect to employees of the disrep .. proe. 99_12
the following: garded entity. This method merely per-

1) Information reporting on IRS FormMits the employment tax obligations of The Internal Revenue Service is contin-
1099s issued by, or with respect to, disrdhe owner incurred with respect to the disging its program of reviewing and identi-
garded entities and their owners; and ~ regarded entity to be fulfilled through thérying those revenue procedures that, al-

2) Issues related to qualified or nonseparate calculation, reporting, and payhough not specifically revoked or
qualified deferred compensation plansnent of employment taxes by the disregperseded, are no longer considered de-
fringe benefit and welfare plans, andlarded entity. Accordingly, the Servicgerminative. The revenue procedure listed

other compensation arrangements. will not proceed against the owner folg|qy relates to the manner, time, and
Written comments should be sent to th6MPloyment tax obligations relating toy5ce by which employees of Federal,
following address: employees of a disregarded entity if thoS8ate and local child support enforcement
Internal Revenue Service obligations are fulfilled by the disre- ;40 je5 may obtain return information
CC:DOM:CORP (NT 99-6: garded entity using its own name and t&x., 1, the |nternal Revenue Service in ac-
CC:DOM:P&SI:1) payer |dent|f|cat_|0n ”“mb_e“ even if therefordance with section 6103(l)(6) of the
P.O. Box 7604, Ben Franklin Station &€ differences in the timing or amount o nternal Revenue Code for purposes of

Washington, DC 20044 payments dor deﬁ Oj'tslfai c?_lculatedhugq%e administration of part D of title IV of
In the alternative, comments may be hani® Sécond method. If the first method i

| slected. a final emplovment tax return e Social Security Act. The revenue pro-
delivered between the hours of 8:00 a.nv ’ ploy cedure is made obsolete because the Of-

and 5:00 p.m. to the courier’s desklail Sho(;“:jj be _meg W:cth reslpectltola ?j'srefice of Child Support Enforcement

Constitution Avenue, NW, Washington,garted entlté/t a'tdo'rtmery cla cu atet’tre_OCSE) of the Department of Health and
DC, or submitted electronically via thepgﬁ et', and paid 1ts tembp oyment ta uman Services (HHS) now acts as a
IRS Internet site at http://www.irs.us—0 gations on a separate basis. conduit under the authority of section

treas.gov/prod/tax_regg/comments.html .ie':‘nm(;v;'ncek: o(::srgl:::ap:‘iersiﬁ:za? ;‘;evgiﬁ]nﬁgglos(l)(e) of the Internal Revenue Code
Because the Service and Treasur&pect to some disregarded entities and ti°de) to disclose certain income and ad-

would lik receiv mmen rly in ) ; i i i
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guidance, comments should be forwardedlsregarded.ent|t|es. The_ fact that alP rtif |Fi)p tions for the IRS fg|| I '

to one o% the addresses above prior {0 . of a disregarded e’?“ty chooses 8 D e T et Vb
p Calculate, report, and pay its employmerlgction process under section 6305 of the

April 20, 1999. However, to the extenty, o jiqarions under the second methofode, and to administer the Federal Par-

possible, consideration will be given 1y, veqpect to a given disregarded entit§nt Locator Service (FPLS).
comments received after that date.

for one taxable year will not preclude the Prior to this, each participating Federal,
TEMPORARY EMPLOYMENT TAX owner from switching to the first methodState and local child support enforcement
PROCEDURES in a subsequent taxable year. However, #Jencies had to enter into a written con-
the owner uses the first method of calcuractual agreement with the IRS to receive
Until additional guidance is issued, thdating, reporting, and paying employmenteturn information under section
Service generally will accept reportingtax obligations with respect to a given dis6103(1)(6) (Project 419) and/or to receive
and payment of employment taxes withegarded entity for a return period that beeturn information under Project 719
respect to the employees of a QSub or ajins on or after April 20, 1999, the tax-(Parent Locator Service).
entity disregarded as an entity separaggayer must continue to use the first Now child support enforcement agen-
from its owner under § 301.7701-2(c)(2method unless and until otherwise permities may receive certain income and ad-
if made in one of two ways: ted by the Commissioner. dress information directly from OCSE
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