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§ 31.3406(d)–4 Special rules for readily 
tradable instruments acquired 
through a broker. 

(a) Readily tradable instruments ac-
quired through post-1983 brokerage ac-
counts with a broker who is not a payor—
(1) In general. If a readily tradable in-
strument is acquired through a post-
1983 brokerage account (as defined in 
§ 31.3406(d)–1(c)(2)) and the broker is not 
the payor of the instrument (as defined 
in § 31.3406(a)–2(b)(3)), the broker 
must— 

(i) Obtain once with respect to each 
account the certifications described in 
§ 31.3406(d)–2(a) and § 31.3406(d)–1(b)(3) 
and (c)(2) from the payee (relating to 
certification regarding payee under-
reporting and taxpayer identification 
number, respectively); 

(ii) Furnish the payee’s taxpayer 
identification number to the payor; 
and 

(iii) Notify the payor to impose with-
holding if the payee fails to make ei-
ther of the required certifications to 
the broker or if the broker has been no-
tified by the Internal Revenue Service 
before the acquisition of the instru-
ment that the payee is subject to with-
holding due to notified payee under-
reporting under section 3406(a)(1)(C) or 
that the payee is subject to with-
holding because the payee’s taxpayer 
identification number is incorrect 
under section 3406(a)(1)(B) (as described 
in § 31.3406(d)–5). 

(2) Additional requirements. The 
broker must give the information re-
quired by paragraphs (a)(1) (ii) and (iii) 
of this section to the payor with the 
transfer instructions for the acquisi-
tion (including account registration in-
structions transmitted by a broker in 
the case of acquisitions of shares in a 
mutual fund). A notice including the 
information described in paragraph 
(b)(1) of this section fulfills the bro-
ker’s requirement to give notice to the 
payor. Once the broker transmits the 
transfer instructions containing the in-
formation required by this section, the 
broker has no further responsibility to 
obtain a missing taxpayer identifica-
tion number or missing certification or 
to provide additional notices to the 
payee or payor with respect to the ac-
quisition of the instrument. Upon re-
ceiving the notice from a broker, the 

payor must impose withholding on the 
account pursuant to § 31.3406(a)–1. 

(3) Transactions entered into through a 
brokerage account that is not a post-1983 
brokerage account. If a broker acquires 
readily tradable instruments for a 
payee through an account (with the 
broker) that is not a post-1983 broker-
age account (as defined in § 31.3406(d)–
1(c)(1)), and the broker is not the payor 
of the instruments, the broker must 
furnish the payee’s taxpayer identifica-
tion number to the payor. In addition, 
if the broker has been notified by the 
Internal Revenue Service that the 
payee is subject to withholding under 
section 3406 either because of an incor-
rect taxpayer identification number or 
due to notified payee underreporting as 
described in section 3406(a)(1) (B) or 
(C), respectively, the broker must no-
tify the payor of the instrument to im-
pose withholding with respect to that 
payee and transmit the information in 
the manner described in this paragraph 
(a). After a payor receives a notice 
from a broker pursuant to section 
3406(d)(2)(B) and this paragraph (a), the 
payor must impose withholding on any 
accounts of the payee paying report-
able interest or dividends as defined in 
section 3406(b)(2) in accordance with 
§ 31.3406(a)–1. 

(4) Payor must notify payee—(i) Failure 
to provide certifications. If a payor is no-
tified by a broker, as required in para-
graph (a)(1) of this section, that a 
payee is subject to withholding because 
the payee failed to provide the certifi-
cations, as described in § 31.3406(d)–2(a) 
and § 31.3406(d)–1(b)(3) and (c)(2), and 
the payor has not received the certifi-
cations from the payee, then the payor 
must notify the payee that withholding 
has started (or will start) no later than 
15 days after the payor makes the first 
payment to the payee that is subject to 
withholding under section 3406. A no-
tice that contains the information de-
scribed in paragraph (b)(2) of this sec-
tion satisfies the payor’s requirement 
to give notice to the payee. If the 
broker notifies the payor that the 
payee failed to make a required certifi-
cation and the payor has received the 
certification from the payee, the payor 
may disregard the notice from the 
broker. 
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(ii) Notified payee underreporting and 
incorrect taxpayer identification number. 
The payor must notify the payee under 
this section if the Internal Revenue 
Service or a broker notifies the payor 
to withhold either because of an incor-
rect taxpayer identification number 
under section 3406(a)(1)(B) (as described 
in § 31.3406(d)–5) or due to notified 
payee underreporting under section 
3406(a)(1)(C) (as described in § 31.3406(c)–
1). If a payor is notified by the Internal 
Revenue Service or a broker with re-
spect to a readily tradable instrument, 
the payor may not ignore the notice 
even if the payee previously provided 
the payee’s taxpayer identification 
number under penalties of perjury to 
the payor and even if the payee cer-
tified to the payor that the payee is 
not subject to backup withholding due 
to a notified payee underreporting. See 
§ 31.3406(d)–5(c) (1) and (2) and (f)(2) for 
notice requirements under section 
3406(a)(1)(B) due to an incorrect tax-
payer identification number. See 
§ 31.3406(c)–1(c)(2) for notice require-
ments under section 3406(a)(1)(C) due to 
notified payee underreporting. 

(b) Notices—(1) Form of notice by broker 
to payor. A broker who is required 
under paragraphs (a)(1)(iii) and (2) of 
this section to notify the payor with 
respect to a readily tradable instru-
ment may notify the payor in connec-
tion with the transfer instructions by 
means of magnetic media, machine 
readable document, or any other me-
dium, provided that the notice includes 
the following information— 

(i) The payee’s name, address, and 
taxpayer identification number (if pro-
vided to the broker); and 

(ii) A statement that the payee is 
subject to withholding under section 
3406(a)(1) (A), (B), (C), or (D) of the In-
ternal Revenue Code, whichever sec-
tion applies; and 

(iii) When applicable, a statement 
that the broker was notified by the In-
ternal Revenue Service that the payee 
is subject to withholding under section 
3406(a)(1)(B) or (C). 

(2) Form of notice by payor to payee. A 
payor who is required to notify a payee 
that the payee is subject to with-
holding must provide notice that is 
substantially similar to the following— 

(i) For a notification concerning a 
failure to provide a taxpayer identi-
fication number in the required man-
ner under section 3406(a)(1)(A) or a fail-
ure to make the following certification 
described in section 3406(a)(1)(D):

Recently, you purchased (identify security 
acquired). Because of the existence of one or 
more of the following conditions, payments 
of interest, dividends, and other reportable 
amounts that are made to you will be sub-
ject to withholding of tax at a 31 percent 
rate: (specify the condition or conditions, de-
scribed below, that are applicable) 

(1) You failed to provide a taxpayer identi-
fication number, or failed to provide this 
number under penalties of perjury, in con-
nection with the purchase of the acquired se-
curity. (An individual’s taxpayer identifica-
tion number is his or her social security 
number.) 

(2) You failed to certify, under penalties of 
perjury, that you are not subject to with-
holding due to notified payee underreporting 
as required under section 3406(a)(1)(D) of the 
Internal Revenue Code. 

If condition (1) applies, you may stop with-
holding by providing your taxpayer identi-
fication number on the enclosed Form W–9, 
signing the form, and returning it to us. If 
you do not have a taxpayer identification 
number, but have applied (or will soon apply) 
for one, you may so indicate on the Form W–
9. Withholding may apply during the 60-day 
period you are waiting for your taxpayer 
identification number. You must provide us 
with your taxpayer identification number 
promptly after you receive it in order to 
avoid withholding after the end of the 60-day 
period or to stop withholding if it has al-
ready begun. Certain persons, described on 
the enclosed Form W–9, are exempt from 
withholding. Follow the instructions on that 
form if applicable to you. 

If condition (2) applies, you may stop with-
holding by certifying on the enclosed Form 
W–9 that you are not subject to withholding 
due to notified payee underreporting, signing 
the form, and returning it to us. 

If more than one condition applies, you 
must remove all applicable conditions to 
stop withholding. 

Please address any questions concerning 
this notice to: [Insert payor identifying in-
formation]. 

(Do not address questions to the broker 
who purchased the securities for you.)

(ii) For the form of the notice con-
cerning imposition of withholding due 
to an incorrect taxpayer identification 
number, see § 31.3406(d)–5 (d)(2) and 
(g)(2). 

(iii) For the form of the notice con-
cerning the imposition of withholding 
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due to notified payee underreporting, 
see § 31.3406(c)–1(d)(2). 

(c) Payor’s reliance on information from 
broker—(1) In general. A payor of an in-
strument acquired by a payee through 
a broker may rely on the information 
that the payor receives from the 
broker pursuant to paragraphs (a) and 
(b) of this section. 

(2) Amount subject to backup with-
holding. The payor is required to with-
hold under section 3406 depending on 
the payor’s customary method of mak-
ing payment on an instrument or in-
struments owned by a payee. If it is the 
practice of a payor to combine in one 
account all readily tradable instru-
ments of the same issue owned by a 
payee and if only certain of those in-
struments are subject to withholding, 
the payor must withhold on the aggre-
gate payment made with respect to all 
the instruments in the account. Other-
wise, the payor must withhold on the 
payment made on the instrument or in-
struments with respect to which the 
payee is subject to withholding. 

[T.D. 8637, 60 FR 66125, Dec. 21, 1995; 61 FR 
11307, Mar. 20, 1996; 61 FR 12135, Mar. 25, 1996]

§ 31.3406(d)–5 Backup withholding 
when the Service or a broker noti-
fies the payor to withhold because 
the payee’s taxpayer identification 
number is incorrect. 

(a) Overview. Backup withholding 
under section 3406(a)(1)(B) applies to 
any reportable payment made with re-
spect to an account of a payee if the In-
ternal Revenue Service or a broker no-
tifies a payor under paragraph (c)(1) or 
(2) of this section that the payee’s 
name and taxpayer identification num-
ber combination (name/TIN combina-
tion) is incorrect and the payor is re-
quired under paragraph (c)(3) of this 
section to identify that account as hav-
ing the same name/TIN combination. 
After receiving a notice from the Inter-
nal Revenue Service or a broker under 
paragraph (c)(1) or (2) of this section 
and identifying an account as having 
the incorrect name/TIN combination 
under paragraph (c)(3) of this section, 
the payor must notify the payee in ac-
cordance with paragraph (d) of this sec-
tion. In addition, under paragraph (e) 
of this section, the payor must backup 
withhold on all reportable payments 

made to such account after the close of 
the 30th business day after the date 
that the payor receives the notice and 
on or before the close of the 30th cal-
endar day after the date that the payor 
receives from the payee the certifi-
cation required under paragraph (f) of 
this section. Under paragraph (g) of 
this section, if a payor receives 2 no-
tices from the Internal Revenue Serv-
ice or broker within 3 calendar years 
with respect to a payee’s account, the 
payor must notify the payee in accord-
ance with paragraph (g)(2) (rather than 
paragraph (d)) of this section. In addi-
tion, the payor must backup withhold 
on all reportable payments made with 
respect to the account after the close 
of the 30th business day after the date 
that the payor receives the second no-
tice and on or before the 30th calendar 
day after the date that the payor re-
ceives notification from the Social Se-
curity Administration (or the Internal 
Revenue Service) validating a name/
TIN combination for the account. 
Paragraph (h) of this section requires a 
payor to use a corrected name/TIN 
combination on subsequent informa-
tion returns. 

(b) Definitions and special rules.—(1) 
Definition of incorrect name/TIN combina-
tion. An incorrect name/TIN combina-
tion is a combination of a name and 
taxpayer identification number pro-
vided on an information return with re-
spect to which the Internal Revenue 
Service determines that the taxpayer 
identification number provided is not 
assigned under section 6109 to the name 
provided. 

(2) Definition of account. The term 
‘‘account’’ means any account, instru-
ment, or other relationship with the 
payor. 

(3) Definition of business day. The 
term ‘‘business day’’ means any day 
other than a Saturday, Sunday, or 
legal holiday (within the meaning of 
section 7503). 

(4) Certain exceptions—(i) In general. 
This section does not apply with re-
spect to any notice received under 
paragraph (c)(1) or (2) of this section 
with respect to payments that— 

(A) Were made to a fiduciary or 
nominee account; or 
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