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In brief

On July 15, 2014, the Internal Revenue Service (IRS) published final regulations that allow filers of

information returns to use a truncated taxpayer identification number (TTIN) on certain payee

statements and other documents used for information reporting purposes. The final regulations adopt

the previously proposed regulations published on January 7, 2013 with some modifications that expand
the application of TTINs as part of the Service’s ongoing efforts to deter identity theft.

In detail

In an attempt to reduce the
risk of identity theft resulting
from including a TIN on a
payee statement, the IRS
issued final regulations
allowing the use of a TTIN on
certain payee statements and
other documents in lieu of a
full TIN. A TIN includes a
taxpayer’s social security
number (SSN), IRS
individual taxpayer
identification number (ITIN),
IRS adoption taxpayer
identification number
(ATIN), or an employer
identification number (EIN).

To improve security of
taxpayer data, the use of
TTINs allows filers to display
the last four digits of a
payee’s TIN and mask the
remaining portions of the
payee’s TIN by replacing the

first five numbers with either
an asterisk (*) or letter “X.”

Background

The use of TTINs was
originally introduced as part
of a voluntary pilot program
that the IRS established for
calendar years 2009 and
2010. Under the pilot
program, announced in
Notice 2009-93, filers of
information returns were
allowed to truncate an
individual’s TIN (i.e., SSN,
ITIN, or ATIN) on certain
paper statements issued to
payees. The pilot program
applied only to Forms 1098,
1099, and 5498.

In Notice 2011-38, the IRS
extended the pilot program to
include calendar years 2011
and 2012 and modified the
program by removing the
Form 1098-C from the list of

eligible documents on which
a TTIN could be used.

On January 2, 2013, the US
Department of Treasury
(Treasury) and IRS released
proposed regulations
establishing the TTIN and
expanding the program to
allow the use of a TTIN on
payee statements furnished
electronically in addition to
payee statements furnished
by paper. See our previous
Global IRW Newsbrief: IRS
releases proposed
regulations implementing
pilot program to truncate
taxpayer identification
numbers.

The final regulations

The final regulations adopt
the rules that were proposed
in 2013 with certain
modifications and make the
use of TTINs a permanent
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part of the information reporting
process.

One significant change from the
proposed regulations is that the final
regulations permit the replacement of
an EIN with a TTIN. This comes in
response to numerous comments the
IRS received regarding the difficulties
that many filers experienced in
segregating the payees with EINs from
the payees with individual TINs
(SSNs, ITINs, or ATINs), which in
many cases resulted in filers not being
able to use the TTINs. The final
regulations also acknowledge that
inclusion of EINs was made in
response to comments that indicated
that privacy concerns for individuals
also apply to small businesses and
closely- held entities, hence the same
benefits in protecting their identifying
information should be granted. The
IRS and Treasury believe that
allowing truncated EINs will
encourage filers to use TTINs for all
payees and further reduce the risk of
identity theft.

Another notable change from the
proposed regulations is that TTINs
can now be used on any federal tax-
related payee statement or other
document required to be furnished to
another person unless prohibited by
code, regulations, other guidance
published in the Internal Revenue
Bulletin, forms, or instructions.
Previously, the use of a TTIN was
permitted only if affirmatively
authorized by the IRS, this restriction
unduly limited the documents on
which TTINs could be used, and
therefore reduced the effectiveness of
using the TTINs to combat identity
theft.

Given this new permissive approach,
it is not necessary for the IRS to
amend all the information reporting

regulations to allow the use of TTINs.
In order to avoid confusion, however,
the final regulations retained the
provisions from the proposed
regulations that amend certain
information reporting regulations that
contained language that could be
interpreted as specifically requiring
the use of an unmasked TIN.

Observation: Most of the sections of
the Internal Revenue Code (Code)
that were amended by the final
regulations are information
reporting sections under the Chapter
61 regulations relating to Form 1099s
that are furnished to payees.
However, the use of the TTINs now
includes other information returns
for which an unmasked TIN is not
specifically required including:
Schedule K-1, Partner’s Share of
Income, Deductions, Credits, etc.;
Form 8308, Report of a Sale or
Exchange of Certain Partnership
Interests; Form 1042-S, Foreign
Person’s U.S. Source Income Subject
to Withholding; and Form 8805,
Foreign Partner’s Information
Statement of Section 1446
Withholding Tax; among others.

Consistent with the proposed
regulations, the final regulations
provide that the use of a TTIN is not
allowed for information returns that
are filed with the IRS. Full TINs on
information returns and statements
filed with the IRS are necessary for the
IRS to determine compliance with tax
laws and to validate the information
provided. Also, a taxpayer is not
allowed to truncate its own TIN on
any tax form, statement, or other
document furnished to another
taxpayer.

Observation: The use of TTINs does
not eliminate the requirement to
obtain valid TINs since filers are still

required to include an unmasked TIN
on the information returns that are
filed with the IRS. Accordingly, filers
should have processes in place to
obtain complete TINs from the payees
and verify the accuracy of the TINs.
This will reduce the risk of receiving
‘B Notices’ and being subject to
penalties for the failure to timely file
a correct information return with the
IRS under Code Section 6722.

The effective date of the final
regulations is July 15, 2014. However,
the amendments to the specific
information reporting rules are
generally effective for payee
statements due after December 31,
2014.

The takeaway

The use of the TTINs on information
returns and other documents required
to be furnished to another person
remains voluntary. It is expected that
the expanded scope of the final
regulations will increase participation
in the TTIN program since it allows
filers to provide additional protection
to sensitive customer information.
Filers of information returns which
includes both financial services and
non-financial services entities should
now consider whether they will be
able to use TTINs on the information
returns they file and determine if any
modifications should be made to their
systems to allow for TIN masking as
permitted by the final regulations.
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