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El ectroni ¢ Funds Transfers of Federal Deposits

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION:  Final regul ations.

SUMVARY: This docunent contains final regulations relating to
t he deposit of Federal taxes by electronic funds transfer (EFT).
The final regulations affect certain taxpayers required to nake
deposits of Federal taxes. For calendar years beginning after
1999, the final regul ations provide rules under which certain

t axpayers nust make deposits by EFT.

DATES: Effective Date: These regulations are effective July 13,
1999.

Applicability Date: For dates of applicability, see

§31.6302-1(h)(2).
FOR FURTHER INFORMATION CONTACT: Vincent Surabian, (202) 622-4940
(not a toll-free number).
SUPPLEMENTARY INFORMATION:
Backgr ound
This document contains amendments to the Income Tax
Regulations (26 CFR part 1), the Estate Tax Regulations (26 CFR
part 20), the Gift Tax Regulations (26 CFR part 25), the

Employment Taxes and Collection of Income Tax at Source
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Regul ations (26 CFR part 31), and the Excise Tax Procedural
Regul ations (26 CFR part 40). On March 23, 1999, a notice of
proposed rul emaki ng was published in the Federal Register (64 FR
13940). A public hearing originally scheduled in the notice of
proposed rul emaking for May 11, 1999, was canceled as there were
no requests to speak. Three witten comments were received.
After consideration of all comments, the proposed regulations are
adopted by this Treasury deci sion
Expl anati on of Provisions

Section 6302(h) requires that, beginning in fiscal year
1999, 94 percent of enploynent taxes and 94 percent of other
depository taxes be collected by EFT. The IRS and Treasury
Depart ment previously concluded that the deposit threshold had to
be set at $50,000 to satisfy this statutory requirenent. Mre
recent experience suggests, however, that the statutory
requi renent can be satisfied even if the threshold is set at a
substantially higher |level. Moreover, an increase in the
t hreshold would all ow smal |l businesses to nake the transition to
the EFT systemat their own pace as they adopt el ectronic funds
transfer in their other business operations. Accordingly, the
final regulations increase the deposit threshold to $200,000 in
aggregate Federal tax deposits during a cal endar year.

The new $200, 000 aggregate deposits threshold will be
applied initially to 1998 deposits, and taxpayers that exceed the
threshold in 1998 will be required to deposit by EFT beginning in
2000. Taxpayers that first exceed the threshold in 1999 or a
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subsequent year will simlarly be required to deposit by EFT
begi nning in the second succeedi ng cal endar year. A taxpayer
t hat exceeds the threshold will not be permtted to resune naking
paper coupon deposits if its deposits fall bel ow $200,000 in a
subsequent year. Although a simlar rule applies under the
current regul ations, taxpayers that are currently required to
deposit by EFT will be given a fresh start and will not be
required to use EFT unl ess they exceed the $200,000 threshold in
1998 or a subsequent cal endar year.

The final regulations al so expand the types of nondepository
tax paynents for which voluntary paynment by EFT is allowed to
I ncl ude nondepository paynents of Federal inconme, estate and
gift, enploynent, and various specified excise taxes.
Publ i c Commrent s

Two commentators on the proposed regul ati ons opposed the
increase in the threshold to $200,000. They were concerned that
financial institutions and the Federal governnment would have to
continue to process |arge volunes of checks and paper coupons.
In addition, they stated that the increase in threshold does not
seemjustified since the requirenent to deposit by EFT does not
require an investnment by the taxpayer in new technol ogy and
greater use of EFT paynent nethods wll contribute to the
mai nt enance of a secure and efficient paynment system The two
coment ators concl ude that the Federal governnent should continue
to use penalty waivers until taxpayers becone adept at using the

system of depositing by EFT efficiently and accurately. The two



- 4 -

commentators did, however, agree with the use of an aggregate
deposits test to determ ne whether a taxpayer is required to
deposit by EFT.

As stated in the notice of proposed rul emaking, the IRS and
Treasury Departnent are confident that nost taxpayers currently
required to deposit by EFT have cone to appreciate the sinplicity
and conveni ence of the EFT systemand will continue to deposit by
EFT on a voluntary basis. Despite the increase in the threshold,
the continued participation of these taxpayers, coupled with
continuing efforts to encourage voluntary enrol |l nment, should
ensure the Congressionally-nmandated 94 percent of collections by
EFT. A lower threshold would, as the commentators suggest, result
In even greater use of the EFT system The IRS and Treasury
Departnment have concl uded, however, that the $200, 000 threshold
appropriately bal ances concerns relating to small businesses
agai nst the benefit of reduced paper transactions.

A third comment suggested renoval of the rule in 31 CFR part
203 prohi biting banks from charging fees for processing paper
coupon deposits. The regulations in 31 CFR part 203 are issued
by the Fi nancial Managenent Service (FMS) of the Treasury
Departnent, rather than by the Internal Revenue Service. FMS has
received simlar comments and announced, in the preanble of the
1998 requl ations revising 31 CFR part 203 (63 FR 5643), that it
Intends to issue a notice of proposed rul emaking on renoving this
pr ohi bi tion.

Speci al Anal yses
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It has been determined that this Treasury decision is not a
significant regulatory action as defined in EO 12866. Therefore,
a regul atory assessnent is not required. It also has been
determ ned that section 553(b) of the Adm nistrative Procedure
Act (5 U.S.C. chapter 5) does not apply to these regul ati ons and,
because these regul ati ons do not inpose a collection of
i nformati on requirenment on small entities, the Regul atory
Flexibility Act (5 U.S.C. chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue Code, the notice of
proposed rul emaki ng that preceded these regul ati ons was submtted
to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Drafting Information

The principal author of these regulations is Vincent
Sur abi an, O fice of Assistant Chief Counsel (Incone Tax &
Accounting). However, other personnel fromthe IRS and Treasury
Departnment participated in their devel opnent.

Li st of Subjects
26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.

26 CFR Part 20

Estate taxes, Reporting and recordkeeping requirenents.

26 CFR Part 25

Gft taxes, Reporting and recordkeepi ng requirenents.

26 CFR Part 31

Enpl oynent taxes, |Inconme taxes, Penalties, Pensions,
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Railroad retirenment, Reporting and recordkeeping requirenents,
Soci al security, Unenpl oynent conpensati on.

26 CFR Part 40

Exci se taxes, Reporting and recordkeeping requirenents.
Adoption of Amendnents to the Regul ations

Accordingly, 26 CFR parts 1, 20, 25, 31, and 40 are
anmended as fol |l ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by revising the entry for 81.6302-4 to read in part as follows:

Authority: 26 U.S.C. 7805 * * *

Section 1.6302-4 also issued under 26 U.S.C. 6302(a), (c),
and (h). * * *

Par. 2. Section 1.6302-4 is revised to read as follows:

8§1.6302-4 Use of financial institutions in connection with

income taxes; voluntary payments by electronic funds transfer

Any person may voluntarily remit by electronic funds
transfer any payment of tax imposed by subtitle A of the Internal
Revenue Code, including any payment of estimated tax. Such
payment must be made in accordance with procedures prescribed by
the Commissioner.
PART 20--ESTATE TAX; ESTATES OF DECEDENTS DYING AFTER AUGUST 16,
1954
Par. 3. The authority citation for part 20 is amended by
adding an entry in numerical order to read in part as follows:

Authority: 26 U.S.C. 7805 * * *
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Section 20.6302-1 al so issued under 26 U . S.C. 6302(a) and
(h) * * *
Par. 4. Section 20.6302-1 is added to read as foll ows:

§20.6302-1 Voluntary payments of estate taxes by electronic

funds transfer

Any person may voluntarily remit by electronic funds
transfer any payment of tax to which this part 20 applies. Such
payment must be made in accordance with procedures prescribed by
the Commissioner.

PART 25--GIFT TAX; GIFTS MADE AFTER DECEMBER 31, 1954

Par. 5. The authority citation for part 25 is amended by
adding an entry in numerical order to read in part as follows:

Authority: 26 U.S.C. 7805 * * *

Section 25.6302-1 also issued under 26 U.S.C. 6302(a) and
(h). * * *

Par. 6. Section 25.6302-1 is added to read as follows:

825.6302-1 Voluntary payments of gift taxes by electronic funds

transfer .
Any person may voluntarily remit by electronic funds

transfer any payment of tax to which this part 25 applies. Such

payment must be made in accordance with procedures prescribed by

the Commissioner.

PART 31--EMPLOYMENT TAXES AND COLLECTION OF INCOME TAX AT SOURCE
Par. 7. The authority citation for part 31 continues to

read in part as follows:

Authority: 26 U.S.C. 7805 * * *
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Par. 8. Section 31.6302-1 is anmended as foll ows:
The headi ng for paragraph (h)(2) is revised.
A heading is added for paragraph (h)(2)(i).
New par agraph (h)(2)(i)(C is added.
Par agraph (h)(2)(ii) is revised
Paragraph (h)(2)(iii) is added.
Paragraph (m is redesignated as paragraph (n).
Par agraph (k) is redesignated as new paragraph (m.

Paragraph (j) is redesignated as new paragraph (k).

© © N o o A~ 0w Dd e

New par agraph (j) is added.
The addi tions and revisions read as foll ows:

831.6302-1 Federal tax deposit rules for withheld income taxes

and taxes under the Federal Insurance Contributions Act (FICA)

attributable to payments made after December 31, 1992

* * % * *

(h) * % %
(2) Applicability of requirement --(i) Deposits for return
periods beginning before January 1, 2000 (A *

(C) This paragraph (h)(2)(i) applies only to deposits
required to be made for return periods beginning before January
1, 2000. Thus, a taxpayer, including a taxpayer that is required
under this paragraph (h)(2)(i) to make deposits by electronic
funds transfer beginning in 1999 or an earlier year, is not
required to use electronic funds transfer to make deposits for
return periods beginning after December 31, 1999, unless deposits

by electronic funds transfer are required under paragraph



(h)(2)(i1) of this section

(i1) Deposits for return periods beginning after Decenber

31, 1999. Unless exenpted under paragraph (h)(5) of this

section, a taxpayer that deposits nore than $200, 000 of taxes
described in paragraph (h)(3) of this section during a cal endar
year beginning after Decenber 31, 1997, nust use el ectronic funds
transfer (as defined in paragraph (h)(4) of this section) to nake
all deposits of those taxes that are required to be made for
return periods beginning after Decenber 31 of the follow ng year
and nust continue to deposit by electronic funds transfer in al
succeedi ng years. Thus, a taxpayer that exceeds the $200, 000
deposit threshold during cal endar year 1998 is required to nake
deposits for return periods beginning in or after cal endar year
2000 by el ectronic funds transfer.

(ii1) Voluntary deposits. A taxpayer that is not required

by this section to use electronic funds transfer to nmake a
deposit of taxes described in paragraph (h)(3) of this section
may voluntarily make the deposit by electronic funds transfer,
but remai ns subject to the rules of paragraph (i) of this
section, pertaining to deposits by Federal tax deposit (FTD)
coupon, in making deposits other than by el ectronic funds
transfer.

* * % * *

(j) Voluntary paynents by electronic funds transfer. Any

person may voluntarily remt by electronic funds transfer any

paynment of tax inposed by subtitle C of the Internal Revenue
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Such paynent nust be made in accordance with procedures

prescri bed by the Conm ssioner.

* * % * *

PART 40-- EXCl SE TAX PROCEDURAL REGULATI ONS

Par. 9. The authority citation for part 40 is anmended by

adding an entry in nunerical order to read in part as follows:

(h).

Aut hority: 26 U.S.C. 7805 * * *
Section 40.6302(a)-1 also issued under 26 U.S.C. 6302(a) and

* * *

Par. 10. Section 40.6302(a)-1 is added to read as fol |l ows:

840.6302(a)-1 Voluntary payments of excise taxes by electronic

funds transfer

Any person may voluntarily remit by electronic funds

transfer any payment of tax to which this part 40 applies.
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Such paynent nmust be made in accordance with procedures

prescri bed by the Conm ssioner.

Comm ssi oner of Internal Revenue

Appr oved:

Assi stant Secretary of the Treasury



