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AN ALERT FROM THE BDO FINANCIAL SERVICES PRACTICE

IRS NOTICE PROVIDES EXTENSION
FOR COMPLIANCE WITH CERTAIN
SECTION 871(M) REGULATIONS
BACKGROUND
Over the past decade, Congress and the
Treasury Department repeatedly expressed
concern over perceived abuses by foreign
investors’ use of swap contracts and other
derivatives to avoid U.S. withholding on
dividend income from investments in
U.S. stocks. In 2010, Congress enacted
Section 871(m) to require U.S. withholding,
in certain circumstances, on “dividend
equivalents” from “specified” notional
principal contracts, as well as “equity linked
instruments.” Compliance with these rules
is highly complex and costly to the banking
and asset management industries.

Of particular relevance for the asset
management industry is the extension
of the effective date for “non-delta-one”
transactions by one year. As a result, the
withholding rules of Section 871(m) will
not apply to dividend equivalents on
specified notional principal contracts and
equity linked instruments with a delta of
.80 or greater if the product was issued
before January 1, 2019. Withholding
continues to apply for delta-one
transactions issued in 2017, but the Notice
extends the period in which the IRS will
take into account good faith efforts to
comply by one year.

THE NOTICE

IMPLICATIONS

Due to the inherent complexity, the
IRS and Treasury Department recently
granted additional time to taxpayers to
implement the Section 871(m) regulations.
According to Notice 2017-42, the IRS
will be amending the regulations to
delay the effective date of certain rules
and extending the phase-in period for
certain transactions.

For more information about
Section 871(m) or other tax
compliance issues, contact
Keith McGowan, assurance
partner and national leader
of BDO’s Asset Management
practice
kmcgowan@bdo.com
Joe Pacello, tax partner in BDO’S
Asset Management practice
jpacello@bdo.com

The Notice is welcome reprieve for
the industry, and the IRS hinted that
additional relief may be forthcoming.
Pursuant to Executive Order 13777, the
IRS will continue to evaluate the 871(m)
regulations and consider other ways to
reduce “unnecessary burdens” imposed by
them. BDO will continue to monitor this
area and keep our clients apprised of new
developments.

Read more u
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People who know Asset Management, know BDO.

BDO’S FINANCIAL SERVICES PRACTICE
BDO’s Financial Services Practice provides assurance, tax and advisory services to asset management entities, primarily Hedge Funds, Private Equity
Funds, Broker Dealers and Mutual Funds. The practice services over 600 advisors nationwide with funds ranging from start-up funds to those with
billions under management.
ABOUT BDO USA
BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, and advisory services to a wide range of publicly traded
and privately held companies. For more than 100 years, BDO has provided quality service through the active involvement of experienced and committed
professionals. The firm serves clients through more than 60 offices and over 550 independent alliance firm locations nationwide. As an independent Member
Firm of BDO International Limited, BDO serves multi-national clients through a global network of 67,700 people working out of 1,400 offices across
158 countries.
BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part
of the international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms. For
more information please visit: www.bdo.com.  
Material discussed is meant to provide general information and should not be acted on without professional advice tailored to your firm’s individual needs.
© 2017 BDO USA, LLP. All rights reserved.

