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Notice 97–61
The Internal Revenue Service has un-

dertaken a large-scale effort to address
the year 2000 issue.  The Year 2000 Con-
version Project’s primary goal is to make
all current and future IRS information
systems year 2000 compliant.  That is,
ensure that all computer systems func-
tion correctly before and after January 1,
2000.

The Internal Revenue Service has
adopted a standard for the year represen-
tation and date representation.  This stan-
dard will be used in all data exchanges
with external trading partners (ETPs),
Federal, state and local governments as
well as the private sector.  The standard
is:

— an 8-position year when using
the Gregorian data format; the 8 charac-
ters (YYYYMMDD) must be contiguous
and the 4-position year field must be at
the beginning of the date field;

— a four-position year when using
the Julian date format; the date field
would be represented as YYYYDDD;

— a four-position year when using
the Epock/Offset date format where the
Epoch (year field) contains four charac-
ters and the Offset is a time element de-
termined by the system owner; and,

— a four-position year will be used
in conjunction with all other date for-
mats and the other elements of the date
field.

The IRS said it will be contacting its
external trading partners to inform them
of the date by which data exchanges will
be converted.  The trading partners will
be expected to certify that they will be
ready to receive the data and that they
will provide any related exchanges to the
IRS as specified in the standard.

External Trading Partners who pro-
vide data in accord with specifications
generally issued in Revenue Procedures
will continue to be informed of the date
requirements through Revenue Proce-
dures.  Others, with whom IRS has
agreements for specific exchanges, such
as with state revenue departments in-
volved in tax administration, will be con-
tacted individually by the IRS.

Certain Payments Made
Pursuant to a Securities
Lending Transaction

Notice 97–66

SECTION 1. SUMMARY

On October 14, 1997, final regulations
were published in the Federal Register
[T.D. 8735], RIN 1545-AP71, (the “final
regulations”) which source substitute in-
terest and substitute dividend payments
that are made pursuant to a securities
lending or sale-repurchase transaction by
reference to the income that would be
earned with respect to the underlying
transferred debt security or stock.  The
final regulations also provide that substi-
tute interest and dividend payments that
are U.S. source under the regulations are
also characterized as interest and divi-
dends for purposes of determining the
fixed or determinable annual or periodical
income of foreign resident individuals
and corporations subject to tax under sec-
tions 871, 881, 4948(a) and Chapter 3 of
the Internal Revenue Code and for pur-
poses of granting tax treaty benefits with
respect to interest and dividends.  As pro-
mulgated, the final regulations were made
applicable in all respects for substitute in-
terest (as defined in  § 1.861–2(a)(7) of
the income tax regulations) and substitute
dividend payments (as defined in  §
1.861–3(a)(6)) made after November 13,
1997.

This Notice provides guidance on com-
plying with the statement requirement of
section 871(h)(5) for substitute interest
payments made after November 13, 1997,
and before January 1, 1999.  In addition,
the Treasury and the Service intend to
propose new regulations to provide spe-
cific guidance on how substitute dividend
payments made by one foreign person to
another foreign person (“foreign-to-for-
eign payments”) are to be treated.  Until
the proposed regulations are promulgated,
this Notice clarifies how the amount of
the tax imposed under §§ 1.871–7(b)(2)
and 1.881–2(b)(2) will be determined
with respect to foreign-to-foreign pay-

ments.  The Treasury and the Service re-
quest comments on the treatment of for-
eign-to-foreign payments provided in this
Notice. 

SECTION 2. SUBSTITUTE INTEREST
PAYMENTS

Substitute interest payments made by a
foreign person that are U.S. source inter-
est under the final regulations must satisfy
the statement requirement of section
871(h)(5) to qualify as portfolio interest.
The final regulations refer taxpayers to §
1.871–14(c) for this purpose, but those
regulations are not generally applicable
until January 1, 1999.  Under this Notice,
the statement requirement of section
871(h)(5) will be satisfied with respect to
substitute interest payments made after
November 13, 1997 and before January 1,
1999, if any written, electronic, or oral
statement that reasonably establishes that
the payee is a foreign person is given or
made to the payor prior to, or within a
reasonable period of time after, the pay-
ment.  The statement requirement of the
preceding sentence is deemed to be satis-
fied if the payor is subject to, and satisfies
with respect to the payee, the regulatory
rules in the jurisdiction in which the payor
is operating regarding establishing the
identity of a customer (i.e., “know your
customer” rules).  Also, if a taxpayer
makes an election under § 1.1441-
1(f)(2)(ii), such election will be effective,
pursuant to this Notice, to allow a with-
holding agent to apply retroactively
the documentation requirements of
§ 1.871–14(c) with respect to one or more
substitute interest payments made
after November 13, 1997.  Treas. Reg.
§ 1.871–14(c)(3) allows a withholding
agent to collect a certificate or documen-
tary evidence at any time until the expira-
tion of the beneficial owner’s period of
limitation for claiming a refund of tax
with respect to portfolio interest.

SECTION 3. SUBSTITUTE DIVIDEND
PAYMENTS 

The final regulations were adopted to
eliminate unjustifiable differences be-
tween the taxation of similar economic in-
vestments.  It has been brought to the at-
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