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this section provides special rules for
joint accounts of payees who have filed
a joint return. See section 6682 for the
penalties that may apply to a payee
subject to withholding under section
3406(a)(1)(C).

(b) Definitions—(1) Notified payee
underreporting. Notified payee
underreporting means that the Internal
Revenue Service has—

(i) Determined that there was a payee
underreporting (as defined in paragraph
(b)(2) of this section);

(ii) Mailed at least four notices under
paragraph (f)(1) of this section to the
payee (over a period of at least 120 days)
with respect to the underreporting; and

(iii) Assessed any deficiency
attributable to the underreporting in the
case of any payee who has filed a return.

(2) Payee underreporting—(i) In
general. Payee underreporting means
that the Internal Revenue Service has
determined, for a taxable year, that—

(A) A payee failed to include in the
payee’s return of tax under chapter 1 of
the Internal Revenue Code for that year
any portion of a reportable interest or
dividend payment required to be shown
on that tax return; or

(B) A payee may be required to file a
return for that year and to include a
reportable interest or dividend payment
in the return, but failed to file the
return.

(i) Payments included in making
payee underreporting determination.
The determination of whether there is
payee underreporting is made by
treating as reportable interest or
dividend payments, all payments of
dividends reported under section 6042,
all patronage dividends reported under
section 6044, and all interest and
original issue discount reported under
section 6049, regardless of whether
withholding due to notified payee
underreporting applies to those
payments.

(c) Notice to payors regarding backup
withholding due to notified payee
underreporting—(1) In general. If the
Internal Revenue Service or a broker
notifies a payor that a payee is subject
to withholding due to notified payee
underreporting, the payor must—

(i) Identify any accounts of the payee
under the rules of paragraph (c)(3) of
this section; and

(ii) Notify the payee and withhold
under section 3406 on reportable
interest or dividend payments made
with respect to any identified account
under the rules of paragraphs (d) and (e)
of this section.

(2) Additional requirements for
payors that are also brokers—(i) In
general. A broker must notify the payor
of a readily tradable instrument that the

payee of the instrument is subject to
withholding due to notified payee
underreporting if—

(A) The broker (in its capacity as a
payor) receives a notice from the
Internal Revenue Service under
paragraph (c)(1) of this section that a
payee is subject to withholding due to
notified payee underreporting and the
broker is required to identify an account
of the payee under paragraph (c)(3) of
this section;

(B) The payee subsequently acquires
the instrument from the broker through
the same account; and

(C) The acquisition of the instrument
occurs after the close of the 30th
business day after the date that the
broker receives the notice (or on any
earlier date that the broker may begin
applying this paragraph (c)(2) after
receipt of the notice described in
paragraph (c)(1) of this section).

(ii) Transfer out of street name. For
purposes of this paragraph (c)(2), an
acquisition includes a transfer of an
instrument out of street name into the
name of the registered owner (i.e., the
payee).

(iii) Method of providing notice. A
broker must provide the notice required
under this paragraph (c)(2) to the payor
of the instrument with the transfer
instructions for the acquisition. See
§31.3406(d)-4(a)(2).

(iv) Termination of obligation to
provide information. The obligation of a
broker to provide notice to payors under
this paragraph (c)(2) terminates
simultaneously with the termination of
the broker’s obligation to withhold (in
its capacity as payor) due to notified
payee underreporting on reportable
interest or dividends made with respect
to the account.

(3) Payor identification of accounts of
the payee subject to backup withholding
due to notified payee underreporting—
(i) In general—(A) Notice from the
Internal Revenue Service. If a payor
receives a notice from the Internal
Revenue Service under paragraph (c)(1)
of this section, the payor must identify,
exercising reasonable care, all accounts
using the same taxpayer identification
number for information reporting
purposes as the one provided in the
notice. The notice may provide,
however, that the payor need only
identify the account or accounts
corresponding to any account number or
designation and related taxpayer
identification number used for
information reporting purposes as that
listed on the notice.

(B) Notice from a broker. If a payor
receives a notice from a broker under
paragraphs (c) (1) and (2) of this section,
the payor is not required to identify any

account other than the account
identified in the notice.

(i1) Exercise of reasonable care. If an
account identified pursuant to
paragraph (c)(3)(i)(A) of this section
contains a customer identifier that can
be used to retrieve systemically any
other accounts that use the same
taxpayer identification number for
information reporting purposes, the
payor must identify all accounts that
can be so retrieved. Otherwise, a payor
is considered to exercise reasonable care
in identifying accounts subject to
withholding under section 3406(a)(1)(C)
if the payor searches any computer or
other recordkeeping system for the
region, division, or branch that serves
the geographic area in which the payee’s
mailing address is located and that was
established (or is maintained) to reflect
reportable interest or dividend
payments.

(iii) Newly opened accounts. (A) In
general, a new account is not subject to
withholding under section 3406(a)(1)(C)
if the payee provides to the payor a
Form W-9 (or other acceptable
substitute) on which the payor may
reasonably rely (within the meaning of
§31.3406(h)-3(e)(2) without regard to
§31.3406(h)-3(e)(2)(v)), unless the
payor has actual knowledge (within the
meaning of paragraph (c)(3)(iii)(B) of
this section) that the statements made
on the form are not true.

(B) For purposes of paragraph
(c)(3)(iii)(A) of this section, a payor is
considered to have actual knowledge
that a payee’s statement that the payee
is not subject to withholding under
section 3406(a)(1)(C) is not true if—

(1) The employee or individual agent
of the payor who receives the payee’s
certification knows that the statement is
not true;

(2) In conducting the investigation, if
any, required by paragraph (c)(3)(iii)(C)
of this section, the payor identifies any
other accounts of the payee that are
already subject to withholding under
section 3406(a)(1)(C); or

(3) In the course of processing the
certification or in administering an
account to which a certification relates,
the payor discovers that the payor was
previously notified by the Internal
Revenue Service that the payee is
subject to withholding under section
3406(a)(1)(C) and no notice was
received to stop withholding pursuant
to section 3406(c)(3) prior to the time of
the discovery.

(C) Except as provided in this
paragraph (c)(3)(iii)(C), a payor is not
required to investigate whether the
statements made on the Form W-9
described in paragraph (c)(3)(iii)(A) of
this section are true. If, however, in



