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I nformati on Reporting for Paynments of Qualified Tuition and
Payments of Interest on Qualified Education Loans; Mgnetic Media
Filing Requirenents for Information Returns

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON:  Notice of proposed rul emaki ng and requests to

vi deoconf erence the public hearing.

SUMVARY: Thi s docunent contains proposed regulations relating to
the information reporting requirenents under section 6050S of the
I nternal Revenue Code for paynents of qualified tuition and

rel ated expenses and interest on qualified education |oans,
including the filing of information returns on nmagnetic nedia.
The regul ations reflect changes to the | aw nmade by the Taxpayer
Relief Act of 1997. The regul ations provide guidance to eligible
educational institutions and insurers receiving paynments of, or
maki ng rei mbursenents or refunds of, qualified tuition and

rel ated expenses. The regul ations al so provide gui dance to
payees receiving interest paynents on qualified education |oans.

Thi s docunent al so announces that a public hearing will be held
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on the proposed regul ati ons upon request and that persons outside
t he Washi ngton, DC, area who wish to testify at the hearing may
request that the I RS videoconference the hearing to their sites.
DATES: Witten or electronically generated conments nust be
recei ved by Septenber 14, 2000. Requests to videoconference the
hearing to other sites nust be received by August 15, 2000.
ADDRESSES: Send subm ssions to: CC DOM CORP: R ( REG 105316-98),
room 5226, Internal Revenue Service, POB 7604, Ben Franklin
Stati on, Washington, DC 20044. Subm ssions may be hand
delivered Monday through Friday between the hours of 8 a.m and 5
p.m to: CC DOM CORP: R (REG 105316-98), Courier’s Desk, Interna
Revenue Service, 1111 Constitution Avenue, NW, Wshi ngton, DC.
Taxpayers may al so submt comments electronically via the
i nternet by selecting the "Tax Regs" option on the I RS Hone Page,
or by submtting comments directly to the IRS internet site at
http://ww. irs.gov./tax _regs/regslist.html. The IRS will publish
the tine and date of the public hearing and the |ocations of any
vi deoconferencing sites in the Federal Register.
FOR FURTHER | NFORMATI ON CONTACT: Concerni ng the regul ati ons,
Donna Wl ch, (202) 622-4910; concerning subm ssions of comments,
the hearing, and/or to be placed on the building access list to
attend the hearing, Guy Traynor, (202) 622-7180; concerning the
magnetic nedia filing specifications, waivers for filing on
magneti c nedia, and extensions of tinme, contact the Internal
Revenue Service, Martinsburg Conputing Center, (304) 263-8700

(not toll-free nunbers).



SUPPLEMENTARY | NFORMATI ON:
Paperwor k Reducti on Act

The collection of information contained in this notice of
proposed rul emaki ng has been submtted to the Ofice of
Managenent and Budget for review in accordance with the Paperwork
Reduction Act of 1995 (44 U.S.C. 3507(d)). Comments on the
collection of information should be sent to the Ofice of
Managenent and Budget, Attn: Desk Oficer for the Departnent of
the Treasury, O fice of Information and Regul atory Affairs,

Washi ngton, DC 20503, with copies to the Internal Revenue
Service, Attn: |IRS Reports Cearance Oficer, OP:FS:FP

Washi ngton, DC 20224. Comments on the collection of information
shoul d be received by August 15, 2000. Comments are specifically
request ed concer ni ng:

Whet her the proposed collection of information i s necessary
for the proper performance of the functions of the IRS, including
whet her the information will have practical utility;

The accuracy of the estimted burden associated with the
proposed col l ection of informati on (see bel ow);

How the quality, utility, and clarity of the information to
be coll ected may be enhanced,

How t he burden of conplying with the proposed collection of
I nformati on may be mni m zed, including through the application
of automated collection techniques or other forns of information
t echnol ogy; and

Estimates of capital or start-up costs and costs of
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oper ati on, maintenance, and purchase of services to provide
I nformati on.

The collection of information in this proposed regulation is
in 881.6050S-1 and 1.6050S-2. In general, eligible educational
Institutions and insurers nust file a Form 1098-T, “Tuition
Payments Statenent,” with the IRS for each individual wth respect
to whom paynments of qualified tuition and rel ated expenses were
recei ved, or reinbursenents or refunds of such expenses were
made, and furnish an informati on statement to such individual
This collection of information is required in order to assist the
I RS and taxpayers in calculating the anount of any education tax
credit allowable under section 25A. |In addition, payees who
receive fromany payor interest paynents aggregating $600 or nore
on one or nore qualified education |loans nust file a Form 1098-E,
“Student Loan Interest Statenent,” with the IRS and furnish an
I nformati on statenment to the payor. This collection of
information is required in order to assist the IRS and taxpayers
In calculating the anmount of any student |oan interest deduction
al |l owabl e under section 221. The |ikely respondents are
busi nesses or other for-profit institutions and nonprofit
Institutions.

Estimated total annual reporting burden for 1998 for Form 1098-T:
2,419, 438 hours.

Esti mat ed average annual burden hours per response for

Form 1098-T: 7 m nutes.

Esti mat ed nunber of responses for 1998 for Form 1098-T:



20, 738, 039.

Esti mat ed annual frequency of responses: Once.

Estimated total annual reporting burden for 1998 for Form 1098-E:
437,691 hours.

Esti mat ed average annual burden hours per response for

Form 1098-E: 3 m nutes.

Esti mat ed nunber of responses for 1998 for Form 1098-E:

8, 753, 819.

Esti mat ed annual frequency of responses: Once.

An agency may not conduct or sponsor, and a person i s not
required to respond to, a collection of information unless it
di splays a valid control nunber assigned by the O fice of
Managenent and Budget .

Books or records relating to a collection of information
must be retained as long as their contents nmay becone material in
the adm nistration of any internal revenue law. Cenerally, tax
returns and tax return information are confidential, as required
by 26 U.S.C. 6103.

Backgr ound

1. Information Reporting Requirenents

Thi s docunent contains proposed anendnents to the Inconme Tax
Regul ations (26 CFR part 1) relating to information reporting
requi renments under section 6050S. The Taxpayer Relief Act of
1997 (Public Law 105-34 (111 Stat. 788) (TRA '97)) added section
25A of the Internal Revenue Code to provide the Hope Schol arship

Credit and the Lifetinme Learning Credit (education tax credits).
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In general, the Hope Scholarship Credit and the Lifetine Learning
Credit allow certain taxpayers who pay qualified tuition and
rel ated expenses to an eligible educational institution to claim
a nonrefundabl e credit against their Federal incone tax
liability. On January 6, 1999, the IRS issued proposed
regul ati ons under section 25A. See 64 FR 794 (1999).

TRA ‘97 al so added section 221 of the Internal Revenue Code
to allow certain taxpayers who pay interest on qualified
education loans to claima Federal incone tax deduction for their
I nterest paynents. |In general, a deduction is allowed for
I nterest paynents made during the first 60 nonths in which
I nterest paynents are required on a qualified education | oan.
However, no interest deduction is allowed for any interest paid
before January 1, 1998. On January 21, 1999, the IRS issued
proposed regul ati ons under section 221. See 64 FR 3257 (1999).

In addition, TRA '97 added section 6050S of the Internal
Revenue Code, which requires eligible educational institutions to
file information returns and to furnish witten information
statenents to assist taxpayers and the IRS in determ ning any
education tax credit allowabl e under section 25A. Simlarly,
section 6050S requires any person engaged in a trade or business
of maki ng paynents to any individual under an insurance agreenent
as reinbursenents or refunds of qualified tuition and rel ated
expenses to file information returns and to furnish witten
I nformati on statenments. Lastly, section 6050S requires certain

payees who receive paynents of interest on one or nore qualified
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education loans to file information returns and to furnish
witten information statenents to assist taxpayers and the IRS in
determ ning any interest deduction allowabl e under section 221.

The I RS has published several notices prescribing [imted
information reporting for eligible educational institutions for
the years 1998, 1999, and 2000. On Decenber 22, 1997, the IRS
publ i shed Notice 97-73 (1997-2 C B. 335), which describes the
information that an eligible educational institution nust report
for 1998. On Septenber 8, 1998, the IRS published Notice 98-46
(1998-36 I.R B. 21), which extends the application of Notice
97-73 to information returns required under section 6050S for
1999. On Decenber 7, 1998, the IRS published Notice 98-59 (1998-
49 1. R B. 16), which nodifies the prior Notices by providing that
an institution is not required to file information returns for
students who are: (1) enrolled during the year only in courses
for which the student receives no academc credit; or
(2) nonresident alien students, unless the student requests the
institution to report. On July 26, 1999, the IRS published
Notice 99-37 (1999-30 |I.R B. 124), which extends the application
of Notice 97-73 (as nodified) to information returns required
under section 6050S for 2000.

In addition, the IRS has published several notices
describing the information reporting for certain payees who
receive interest on qualified education |oans during the years
1998, 1999, and 2000. On January 20, 1998, the IRS published
Notice 98-7 (1998-3 I.R B. 54), which describes the information
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reporting required under section 6050S for 1998. On Novenber 16,
1998, the I RS published Notice 98-54 (1998-46 |.R B. 25), which
nodi fies Notice 98-7 to reflect a technical change to section 221
made by the Internal Revenue Service Restructuring and Reform Act
of 1998 (Public Law 105-206 (112 Stat. 685)), and extends the
application of Notice 98-7 (as nodified) to informati on reporting
requi red under section 6050S for 1999. On July 26, 1999, the IRS
publ i shed Notice 99-37, which extends the application of Notice
98-7 (as nodified) to information returns required under section
6050S for 2000.

2. Magnetic Media Requirenents

Thi s docunent al so contains proposed anmendnents to the
Regul ati ons on Procedure and Adm nistration (26 part 301)
relating to the filing of information returns on magnetic nedia
under section 6011(e). Section 6011(e) authorizes the Secretary
to prescribe regulations providing the standards for determ ning
whi ch returns nust be filed on magnetic nedia. Section
6011(e)(2)(A) provides that the Secretary shall not require any
person to file returns on nmagnetic nmedia unless the person is
required to file at |east 250 returns during the cal endar year.
Section 6011(e)(2)(B) provides that, in prescribing regul ations,
the Secretary shall consider the ability of the taxpayer to
comply at reasonable cost wth the requirenents of the
regul ati ons.

Expl anati on of Provisions

1. Information Reporting for Paynents and Rei nbursenents or
Ref unds of Qualified Tuition and Rel at ed Expenses
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The proposed regul ations require an eligible educational
institution (as defined in section 25A(f)(2) and the regul ations
thereunder) (an institution) that receives paynents of qualified
tuition and rel ated expenses (as defined in section 25A(f)(1) and
the regul ations thereunder) with respect to any individual, or
makes rei nbursenments or refunds of such anmounts, to file a Form
1098-T with the IRS. In addition, the proposed regul ations
require any person engaged in a trade or business of naking
payments under an insurance arrangenent as reinbursenments or
refunds (or other simlar anmpunts) of qualified tuition and
rel ated expenses (an insurer) to file a Form1098-T with the |IRS.

Under the proposed regul ations, the foll ow ng information
must be reported on Form 1098-T: (a) the nane, address, and
taxpayer identification nunber (TIN)(as defined in section
7701(a)(41)) of the institution or the insurer; (b) the nane,
address, and TIN of the individual with respect to whom paynents
of qualified tuition and rel ated expenses were received, or
rei mbursenents or refunds were nade; (c) the aggregate anmount of
payments of qualified tuition and rel ated expenses from any
source that the institution received with respect to the
I ndi vi dual during the cal endar year; (d) the aggregate anount of
rei mbursenents or refunds of qualified tuition and rel ated
expenses that the institution or insurer nmade with respect to the
I ndi vidual during the cal endar year; (e) the aggregate anount of
any schol arships or grants that the institution processed during

t he cal endar year for the paynent of the individual’ s costs of



10
attendance; (f) an indication by the institution whether the
i ndi vidual was enrolled for at |least half of the normal full-tinme
work | oad for the course of study the individual is pursuing for
at | east one academ c period that begins during the cal endar
year; (g) an indication by the institution whether the individual
was enrolled in a programleading to a graduate-|evel degree,
graduate-level certificate, or other recogni zed graduate-|evel
educational credential; and (h) any other information required by
Form 1098-T and its instructions.

The proposed regul ations reserve the requirenent in section
6050S(b) (2)(B) that an institution or insurer obtain and report
t he nanme, address, and TIN of any taxpayer who will claimthe
i ndividual with respect to whom paynents are received, or
rei mbursenents or refunds are nmade, as a dependent for purposes
of the deduction allowable under section 151 for the taxable
year. Thus, under the proposed regulations, there is no
requirenent to obtain and report the name, address, and TIN of
any taxpayer who will claimthe individual as a dependent on the
t axpayer’s Federal inconme tax return.

Consi stent with the exceptions to required reporting in
Notice 98-59, the proposed regul ati ons provide that an
institution or insurer is not required to file a Form 1098-T for
an individual who is a nonresident alien, unless the individual
requests that the institution or insurer report. |In addition, an
institution is not required to file a Form 1098-T for an

I ndi vidual who is enrolled during the cal endar year only in
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courses for which the individual receives no acadenmc credit.

Under the proposed regul ations, the termacadenic credit neans

credit awarded by an institution for the conpletion of coursework
| eadi ng toward a post-secondary degree, certificate, or other
recogni zed post-secondary educational credential.

The proposed regul ations provide that, in determning the
payments for qualified tuition and rel ated expenses that an
i nstitution nust report, paynents received wth respect to an
I ndi vidual from any source (except for any schol arship or grant
that, by its ternms, nust be applied to expenses other than
qualified tuition and rel ated expenses, such as room and board)
are treated as paynents of qualified tuition and rel ated expenses
up to the total amount billed for such expenses.

The proposed regul ati ons provide that an institution or

I nsurer nust furnish an information statenent to each individual
for whomit is required to file a Form 1098-T. The proposed
regul ati ons provide that the statenent nust include the
I nformation included on the Form 1098-T filed with the IRS and a
| egend that identifies the statenent as inportant tax information
being furnished to the IRS. The statenment nust include
I nstructions that state that the taxpayer may not be able to
cl aiman education tax credit under section 25A and the
regul ati ons thereunder with respect to the total paynents of
qualified tuition and rel ated expenses reported for the cal endar
year. The instructions nust state that the anount of the

schol arshi ps, grants, reinbursenments, or refunds reported for the
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cal endar year and other simlar anmounts not reported (because
they are not processed by the institution) may reduce the anount
of any all owabl e education tax credit for the taxable year or a
prior taxable year. The instructions nust state that the
t axpayer should refer to relevant IRS forns and publications
(such as Form 8863, “Education Credits,” and Publication 970, “Tax
Benefits for Hi gher Education”) for explanations relating to the
eligibility requirenents for, and the cal cul ation of, any
al | owabl e education tax credit.

The proposed regul ations reserve the requirenent in section
6050S(d) that an institution or insurer furnish a statenment to
any taxpayer who will claimthe individual with respect to whom
paynments are received, or reinbursenents or refunds are nmade, as
a dependent for purposes of the deduction allowabl e under section
151 for the taxable year. Thus, under the proposed regulations,
there is no requirenent to furnish a statenent to any taxpayer
who will claimthe individual as a dependent on the taxpayer’s
Federal incone tax return.

The proposed regul ati ons describe the rules for the tine and
manner of filing information returns with the IRS and furnishing
i nformati on statenments. Fornms 1098-T nust generally be filed
with the IRS on or before February 28 (March 31 if filed
el ectronically) of the year follow ng the cal endar year in which
the paynents were received, or reinbursenents or refunds were
made. In general, an institution or insurer nust furnish an

i nformati on statenment to each individual with respect to whom
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paynments of qualified tuition and rel ated expenses were received,
or reinbursenents or refunds were nade, on or before January 31
of the year follow ng the cal endar year in which paynents were
recei ved, or reinbursenents or refunds were made. Al though the
regul ati ons do not specifically address the issue of electronic
transm ssion of information statenents, the IRSis currently
studying the issue. Accordingly, the IRS nmay address that issue
i n future gui dance.

Under the proposed regulations, an institution or insurer
may be subject to a penalty under section 6721 for failure to
file correct Fornms 1098-T and a penalty under section 6722 for
failure to furnish correct information statenents. The proposed
regul ati ons generally follow the rules under section 6724 for
wai vers of penalties for certain failures due to reasonable
cause. The regulations also provide special rules for soliciting
an individual’s TIN. An institution or insurer that conplies
with those rules will not be penalized for any failure to obtain
or include a correct TIN on a Form 1098-T or the rel ated
I nformati on statenent.

2. Information Reporting for Paynents of Interest on Qualified
Educati on Loans

The proposed regul ations require any person engaged in a
trade or business that receives fromany payor interest of $600
or nore for any cal endar year on one or nore qualified education
| oans (as defined in section 221(e)(1) and the regul ations
t hereunder) (a payee) to file a Form 1098-E with the I RS. Under

the proposed regul ati ons, a payee nust report the nane, address,
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and taxpayer identification nunber (TIN) of the payee; the nane,
address, and TIN of the payor; and the aggregate anount of
I nterest received during the cal endar year fromthe payor. The
payee nmay be the | ender, the holder of the loan, or the |oan
servicer. The regulations define the payor as the individual
carried on the books and records of the payee as the borrower on
a qualified education loan. |If there are nmultiple borrowers, the
princi pal borrower indicated on the payee’ s books and records is
treated as the payor for purposes of section 6050S.

Under the proposed regul ations, a payee is required to
report only interest paynments received on a qualified education
| oan during the first 60 nonths in which interest paynents are
required on the loan. The proposed regul ations, in general,
I ncorporate the rules of section 221 and the regul ati ons
t hereunder to determ ne the 60-nonth period for which interest
paynments nust be reported. Under the proposed regul ations, the
60-nont h period generally begins on the date the qualified
education |loan first enters repaynent status. However, for
qgual i fied education | oans nmade before January 1, 1998, if the
payee does not know, and does not have reason to know, the date
on which the |loan entered repaynent status, then, for information
reporting purposes, the 60-nonth period begins on January 1,
1998. For defaulted | oans nmade before January 1, 1998, if the
payee does not know, and does not have reason to know, the date
on which the |oan entered repaynent status, then, for information

reporting purposes, the 60-nonth period begins on the earlier of
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the date the loan went into default or January 1, 1998. |If the
payee does not know, and does not have reason to know, either the
date the | oan entered repaynent status or the default date, then,
for information reporting purposes, the 60-nonth period begins on
January 1, 1998.

The proposed regul ations provide that, in determning the
aggregate anmount of interest paynents to be reported by a payee,
the terminterest includes stated interest, |oan origination fees
(other than any fees for services), and capitalized interest as
described in proposed regulations 81.221-1(h)(2). However, in
order to provide payees sufficient tinme to devel op systens to
report amounts other than stated interest, the proposed
regul ati ons do not require payees to report |oan origination fees
and capitalized interest for |oans nmade before January 1, 2002.

The proposed regul ations provide rules to determ ne which
| oans are qualified education | oans subject to information
reporting under section 6050S. The regul ati ons provide that,
unl ess the | oan is subsidized, guaranteed, financed, or otherw se
treated as a student | oan under a program of the Federal, state,
or local governnment or an eligible educational institution, the
payee nmust request and obtain a certification fromthe payor that
the loan will be used solely to pay qualified higher education
expenses. The regul ations provide that the payee may use Form
W9S, “Request for Student’s Social Security Nunber and Borrower
Certification,” to request and obtain the certification. If a

payee fails to obtain a required certification, the loan is not
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treated as a qualified education |oan for purposes of section
6050S.

The proposed regul ati ons provi de that a payee nust furnish
an information statenment to each payor for whomit is required to
file a Form 1098-E. The proposed regul ations provide that the
statenent nust include the information included on the Form
1098-E filed with the IRS and a | egend that identifies the
statenent as inportant tax information being furnished to the
IRS. The statenment nust include instructions that state that,
under section 221 and the regul ations thereunder, the payor may
not be able to deduct the full anmpunt of interest reported on the
statenent. The instructions nust state that interest paynents
are deductible only during the first 60-nonths that interest
paynments are required. |If the payee reports only stated
interest, the instructions nust state that the payor nay be able
to deduct additional amobunts (e.g., certain |loan origination fees
and capitalized interest) not reported on the statenment. The
I nstructions nust also state that the payor should refer to
rel evant IRS forns and publications (such as Publication 970) for
expl anations relating to the eligibility requirenents for, and
the cal culation of, any allowable interest deduction on qualified
education | oans.

The proposed regul ati ons describe the rules for the tine and
manner of filing information returns with the IRS and furnishing
I nformati on statenments to payors. Forns 1098-E nust generally be

filed with the IRS on or before February 28 (March 31 if filed
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el ectronically) of the year follow ng the cal endar year in which
the interest paynents were received. |In general, a payee nust
furnish an information statenent to the payor on or before
January 31 of the year follow ng the cal endar year in which
I nterest paynents were received. Although the regul ations do not
specifically address the issue of electronic transm ssion of
I nformati on statenments, the IRS is currently studying the issue.
Accordingly, the IRS may address that issue in future guidance.

Under the proposed regul ations, a payee may be subject to a
penal ty under section 6721 for failure to file correct Forns
1098-E and a penalty under section 6722 for a failure to furnish
correct information statenents. The proposed regul ations
generally follow the rul es under section 6724 for waivers of
penalties for certain failures due to reasonable cause. The
regul ati ons al so provi de special rules for soliciting the payor’s
TIN. A payee that conplies with those rules will not be
penal i zed for any failure to obtain or include a correct TIN on a

Form 1098-E or the related i nfornati on statenent.

3. Requirenent to File Information Returns on Magnetic Media

The proposed regul ati ons anend the regul ati ons under section
6011(e) to require eligible educational institutions, insurers,
and payees who are required to file 250 or nore Fornms 1098-T or
1098-E to file on magnetic nedia. Under 8301.6011-2(a)(1), the

term magnetic nedia neans any nedia permtted under applicable

regul ati ons, revenue procedures, or publications, including

magneti c tape, tape cartridge, and diskette, as well as other
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medi a (such as electronic filing).

Proposed Effective Date

These regul ati ons are proposed to apply to information
returns required to be filed, and information statenents required
to be furnished, after Decenber 31, 2001. Taxpayers may rely on
t hese proposed regul ations for guidance pending the issuance of
final regulations. |If, and to the extent, future guidance is
nore restrictive than the guidance in the proposed regul ati ons,
the future guidance will be applied wthout retroactive effect.
Speci al Anal yses

It has been determ ned that these proposed regul ations are
not a significant regulatory action as defined in Executive Oder
12866. Therefore, a regulatory assessnent is not required. It
has al so been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U S.C. chapter 5) does not apply
to these regulations. An initial regulatory flexibility analysis
has been prepared for this notice of proposed rul emaki ng under 5
U S.C 603 and is set forth under the heading “Initial Regulatory
Flexibility Analysis” in this preanble. Pursuant to section
7805(f), this notice of proposed rul emaking will be submtted to
the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Initial Regulatory Flexibility Analysis

The collection of information contained in 881. 6050S-1(a)
and (b) and 1.6050S-2(a) and (c) is needed to assist the IRS and

taxpayers in determ ning the anobunt of any education credit



19
al | owabl e under section 25A and the anount of any interest
deduction all owabl e under section 221. The objectives of the
proposed regul ations are to provide uniform practicable, and
adm ni strabl e rul es under section 6050S. The types of snall
entities to which the proposed regul ations may apply are snal
el igible educational institutions (such as colleges and
uni versities), certain insurers who reinburse educati onal
expenses, and certain payees who receive paynents of interest on
qual ified education |oans. As of the end of Decenber 1999, a
total of 20,738,039 Forns 1098-T were filed wwth the IRS for 1998
and a total of 8,753,819 Forns 1098-E were filed with the IRS for
1998. The current estimated reporting burden is 7 m nutes per
Form 1098-T and 3 m nutes per Form 1098-E. No speci al
prof essional skills are necessary for preparation of the reports
or records. There are no known Federal rules that duplicate,
overlap, or conflict with these proposed regul ations. The
regul ati ons proposed are considered to have the | east econom c
I mpact on small entities of all alternatives considered.

Mor eover, the proposed regulations requiring filing Forns
1098-T and 1098-E on magnetic nedi a i npose no additi onal
reporting or recordkeeping and only prescribe the nmethod of
filing information returns that are already required to be fil ed.
Further, these regulations are consistent with the statutory
requi renent that an eligible educational institution, insurer, or
payee is not required to file Forns 1098-T or 1098-E on nagnetic

medi a unless required to file at |east 250 or nore returns during
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the year. Finally, the econom c inpact caused by requiring Forns
1098-T and 1098-E on magnetic nmedia shoul d be m ni mal because
nost institution' s, insurer’s, and payee’ s operations are
conputerized. Even if their operations are not conputerized, the
i ncrenmental cost of nagnetic nedia reporting should be mnimal in
nost cases because of the availability of conputer service
bureaus. |In addition, the existing regul ati ons under section
6011(e) provide that the IRS may wai ve the magnetic nedia filing
requi renents on a showi ng of hardship. The waiver authority wll
be exercised so as not to unduly burden institutions, insurers,
and payees | acking both the necessary data processing facilities
and access at a reasonable cost to conputer service bureaus.
Comment s and Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any witten and
el ectronic comments that are submitted tinely to the IRS. The
I RS and Treasury specifically request coments on the clarity of
t he proposed regul ati ons and how they can be nade easier to
understand. Al comments will be available for public inspection
and copyi ng.

A public hearing will be scheduled in the Internal Revenue
Bui I di ng, 1111 Constitution Avenue, NW, Wshington, DC. The IRS
recogni zes that persons outside the Washington, DC, area may al so
Wi sh to testify at the public hearing through videoconferencing.
Requests to include videoconferencing sites nust be received by

August 15, 2000. If the IRS receives sufficient indications of
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Interest to warrant videoconferencing to a particular city, and
If the IRS has videoconferencing facilities available in that
city on the date the public hearing is to be schedul ed, the IRS
will try to accommodate the requests.

The IRS will publish the tinme and date of the public hearing
and the | ocations of any videoconferencing sites in a docunent in
t he Federal Register.

Drafting Information

The principal author of the regulations is Donna Wl ch,
Ofice of Assistant Chief Counsel (Incone Tax and Accounting).
However, other personnel fromthe IRS and the Treasury Depart nent
participated in the devel opnent of the regul ations.

Li st of Subjects
26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.

26 CFR Part 301

Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,
I ncome taxes, Penalties, Reporting and recordkeeping
requirenents.
Proposed Amendnents to the Regul ations

Accordingly, 26 CFR parts 1 and 301 are proposed to be
anmended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by adding entries in nunerical order to read in part as follows:

Authority: 26 U S.C. 7805 * * *
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Section 1.6050S-1 al so i ssued under section 26 U S.C. 6050S(qg).
Section 1.6050S-2 al so issued under section 26 U.S.C
6050S(g). * * *
Par. 2. Sections 1.6050S-0 through 1.6050S-2 are added to
read as follows:

81. 6050S-0 Table of contents

This section lists captions contained in 881. 6050S-1 and
1. 6050S- 2.

81.6050S-1 Information reporting for paynments and rei nbursenents
or refunds of qualified tuition and rel ated expenses.

Information reporting requirenent.
I n general .
Excepti ons.
No reporting for nonresident alien individuals.
No reporting for individuals enrolled in noncredit courses.
I n general .
Academ c credit defined.
Exanpl e.
Requirenent to file return.
Form of return.
I nformation included on return.
I n general .
1) Requirenment to include name, address, and TIN of any
payer who wll claimthe i ndi vi dual as a dependent on the
payer’ s Federal incone tax return. [Reserved]
Time and place for filing return.
I n general .
1) Return for nonresident alien individual.
1) Extensions of tine.
Use of magnetic nedia.
Requi renent to furnish statenent.
I n general .
Statenment furnished to any taxpayer who will claimthe
vi dual as a dependent on the taxpayer’s Federal incone tax
rn. [Reserved]
Ti me and manner for furnishing statenent.
I n general .
Statement to nonresident alien individual.
I) Extensions of tine.
Time and manner for furnishing statenment to any taxpayer who
claimthe individual as a dependent on the taxpayer’s
Federal inconme tax return. [Reserved]
(5) Copy of Form 1098-T.
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(d) Special rules.

(1) Payments received for qualified tuition and rel ated expenses
det er m ned.

(i) I'n general.

(i1) Exanple.

(2) Payments of qualified tuition and rel ated expenses received
or collected on behalf of an institution.

(i) I'n general.

(i1) Exception.

(3) Governnental units.

(e) Penalty provisions.

(1) Failure to file correct returns.

(2) Failure to furnish correct information statenents.

(3) Waiver of penalties for failures to include a correct TIN
(i) I'n general.

(i1) Acting in a responsible manner.

(ti1) Manner of soliciting TIN.

(4) Requirement to request and obtain TIN of any taxpayer who
will claimthe individual as a dependent on the taxpayer’s

Federal incone tax return. [ Reserved]
(5) Failure to furnish TIN
(f) Effective date.

81.6050S-2 Information reporting for paynents of interest on
qualified education | oans.

) Information reporting requirenent.
) In general.
) Reporting period.
1) In general.
1) Calculation of 60-nonth peri od.
iii) Transitional rules for reporting on | oans made before
nuary 1, 1998.
) Definitions.
) Requirenment to file return.
) Form of return.
) Information included on return.
) Time and place for filing return.
i) In general.
) Extensions of tine.
Use of magnetic nedia.
Requi renent to furnish statenent.
I n general .
Ti me and manner for furnishing statenent.
I n general .
1) Extensions of tine.
) Copy of Form 1098-E.
) Special rules.
) Transitional rule for reporting of |oan origination fees and
pitalized interest.
) Qualified education loan certification.
) Paynents of interest received or collected by one or nore

)
)
)
)
i)
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per sons.
(i) I'n general.

(i1) Exception

(4) Reporting by foreign persons.

(5) CGovernnental units.

(f) Penalty provisions.

(1) Failure to file correct returns.

(2) Failure to furnish correct information statenents.

(3) Waiver of penalties for failures to include a correct TIN.
(i) I'n general.

(i1) Acting in a responsible manner.

(ti1) Manner of soliciting TIN.

(4) Failure to furnish TIN

(g) Effective date

§1.6050S-1 Information reporting for paynents and rei nbursenents

or refunds of qualified tuition and rel ated expenses.

(a) Information reporting requirenent--(1) ILn general.

Except as provided in paragraph (a)(2) of this section, any
eligible educational institution (as defined in section 25A(f)(2)
and 81.25A-2(b))(an institution) that receives paynents of
qualified tuition and rel ated expenses (as defined in section
25A(f) (1) and 81.25A-2(d)) fromany source for any cal endar year,
or that nmakes reinbursements or refunds (or simlar paynents) of
such amounts, and any person engaged in a trade or business of
maki ng paynments under an insurance arrangenent as reinbursenents
or refunds (or other simlar anpbunts) of qualified tuition and
rel ated expenses (an insurer) nust--

(i) File an information return, as described in paragraph (b)
of this section, with the Internal Revenue Service (IRS) with
respect to each individual for whom such paynents are received, or
rei mbursenents or refunds are nade; and

(i1) Furnish a statenent, as described in paragraph (c) of
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this section, to each individual described in paragraph (c) of

this section.

(2) Exceptions--(i) No reporting for nonresident alien

i ndividuals. The information reporting requirenents of this

section do not apply with respect to any individual who is a
nonresident alien (as defined in section 7701(b) and 8301. 7701(b) -
3 of this chapter) during the cal endar year, unless the individual
requests the institution or insurer to report. |If a nonresident
alien individual requests an institution or insurer to report, the
Institution or insurer nust conply with the requirenents of this
section for the year with respect to which the request is nade and
all years after such request in which it receives paynents of
qualified tuition and rel ated expenses or mnekes rei nbursenents or
refunds of such amobunts with respect to such individual.

(i1) No reporting for individuals enrolled in noncredit

courses--(A) In general. The information reporting requirenents
of this section do not apply with respect to any individual who is
enrolled during the cal endar year only in courses for which the

I ndi vi dual receives no acadenmic credit.

(B) Acadenmic credit defined. Acadenmc credit neans credit

awarded by an institution for the conpletion of coursework |eading
toward a post-secondary degree, certificate, or other recognized
post - secondary educational credential.

(C) Exanple. The followi ng exanple illustrates the rul es of
this paragraph (a)(2)(ii):

Exanple. Student A, a nedical doctor, takes a course at



26

Uni versity X' s nmedical school. Student A takes the course to
fulfill State Y's licensing requirenent that nedical doctors
attend conti nui ng nmedi cal education courses each year. Student A
Is not enrolled in a degree programat University X and takes the
medi cal course through University X s continuing professiona
education division. University X does not award Student A credit
toward a post-secondary degree on an academ c transcript for the
conpl etion of the course but gives Student A a certificate of

att endance upon conpletion. Under this paragraph (a)(2)(ii),
University X is not subject to the information reporting

requi renents of section 6050S and this section for the nedical
education course taken by Student A

(b) Requirenent to file return--(1) Formof return. Except

as otherwi se provided in this section, an institution or insurer
must file an information return for each individual wth respect
to whom paynents of qualified tuition and rel ated expenses are
recei ved, or reinbursenments or refunds of such anounts are made,
during the cal endar year on Form 1098-T, “Tuition Paynents
Statenent.” An institution or insurer may use a substitute for
Form 1098-T if the substitute formconplies with applicable

revenue procedures relating to substitute forns.

(2) Information included on return--(i) In general. An
institution or insurer nust include on Form 1098-T--

(A) The nane, address, and taxpayer identification nunber
(TIN)(as defined in section 7701(a)(41)) of the institution or the
I nsurer;

(B) The name, address, and TIN of the individual wth respect
to whom paynents of qualified tuition and rel ated expenses were
recei ved, or reinbursenments or refunds of such amounts were nade;

(C The aggregate anmount of paynents of qualified tuition and
rel ated expenses fromany source that the institution received

wi th respect to the individual during the cal endar year
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(D) The aggregate anmount of reinbursenents or refunds of
qualified tuition and rel ated expenses that the institution or
insurer made with respect to the individual during the cal endar
year;

(E) The aggregate amount of any schol arships or grants that
the institution processed during the cal endar year for the paynent
of the individual’s costs of attendance;

(F) An indication by the institution whether the individual
was enrolled for at least half of the normal full-tine work | oad
for the course of study the individual is pursuing for at |east
one academ c period that begins during the cal endar year (see
81. 25A-3(d) (1) (ii));

(G An indication by the institution whether the individual
was enrolled in a programl|eading to a graduate-|evel degree,
graduate-level certificate, or other recogni zed graduate-|evel
educational credential; and

(H Any other information required by Form 1098-T and its
I nstructions.

(i1) Requirenent to include nane, address, and TIN of any

t axpayer who will claimthe individual as a dependent on the

t axpayer’s Federal incone tax return. [Reserved]

(3) Tine and place for filing return--(i) Ln general. Except
as provided in paragraphs (b)(3)(ii) and (iii) of this section,
Form 1098-T nust be filed on or before February 28 (March 31 if
filed electronically) of the year follow ng the cal endar year in

whi ch paynents of qualified tuition or related expenses were
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recei ved, or reinbursenments or refunds of such anmounts were nade.
An institution or insurer nust file Form 1098-T with the I RS
according to the instructions to Form 1098-T.

(i1) Return for nonresident alien individual. 1In general, an

institution or insurer is not required to file a return on behal f
of a nonresident alien individual. However, if a nonresident
alien individual requests an institution or insurer to report, the
institution or insurer nust file a return described in paragraph
(b)(2) of this section with the IRS on or before the date
prescribed in paragraph (b)(3)(i) of this section, or on or before
the thirtieth day after the request, whichever is |ater.

(iii1) Extensions of tinme. The IRS may grant an institution

or insurer an extension of time to file returns required in this
section upon a showi ng of good cause. See the instructions to
Form 1098-T and applicabl e revenue procedures for rules relating
to extensions of tine to file.

(4) Use of magnetic nedia. See section 6011(e) and

8301. 6011-2 of this chapter for rules relating to the requirenent
to file Forms 1098-T on nagnetic nedia.

(c) Requirenent to furnish statenent--(1) In general. An

institution or insurer nust furnish a statenment to each individual
for whomit is required to file a Form 1098-T. The statenent nust
I ncl ude- -

(i) The information required under paragraph (b)(2) of this
section;

(i1) Alegend that identifies the statenent as inportant tax
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information that is being furnished to the IRS;

(iii1) Instructions that--

(A) State that the taxpayer may not be able to claiman
education tax credit under section 25A and the regul ati ons
thereunder with respect to the total paynments of qualified tuition
and rel ated expenses reported for the cal endar year;

(B) State that the amobunt of any schol arships, grants,
refunds, or reinbursenents reported for the cal endar year and
other simlar anmounts not reported (because they are not processed
by the institution) may reduce the anmount of any all owable
education tax credit for the taxable year or a prior taxable year;

(C) State that the taxpayer should refer to relevant IRS
forms and publications for explanations relating to the
eligibility requirenents for, and cal cul ati on of, any all owabl e
education tax credit; and

(D) Include the nane, address, and phone nunber of the
I ndi vidual who is the information contact for the institution or

insurer that filed the Form 1098-T.

(2) Statenment furnished to any taxpayer who will claimthe

i ndi vidual as a dependent on the taxpayer’'s Federal incone tax

return. [Reserved]

(3) Tinme and manner for furnishing statenent--(i) In general.

Except as provided in paragraphs (c)(3)(ii) and (iii) of this
section, an institution or insurer nust furnish the statenent
described in paragraph (c)(1) of this section to each individual

wi th respect to whom paynents of qualified tuition and rel ated
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expenses were received, or reinbursenents or refunds were nmade, on
or before January 31 of the year follow ng the cal endar year in
whi ch paynents were received or reinbursenents or refunds were
made. |If mailed, the statenent nust be sent to the individual’s
per manent address, or the individual’ s tenporary address if the
I nstitution or insurer does not know the individual’s pernmanent
addr ess.

(i1) Statenent to nonresident alien individual. |If an

information return is filed for a nonresident alien individual,
the institution or insurer nmust furnish a statenent described in
paragraph (c)(1) of this section to the individual in the manner
and on or before the date prescribed in paragraph (c)(3)(i) of
this section, or on or before the thirtieth day after the
nonresi dent alien’s request to report, whichever is later.

(iii1) Extensions of tinme. The IRS may grant an institution

or insurer an extension of time to furnish the statenents required
in this section upon a show ng of good cause. See the

i nstructions to Form 1098-T and applicabl e revenue procedures for
rules relating to extensions of tinme to furnish statenents.

(4) Tine and manner for furnishing statenent to any taxpayer

who will claimthe individual as a dependent on the taxpayer’s

Federal incone tax return. [Reserved]

(5) Copy of Form 1098-T. An institution or insurer may

satisfy the requirenent of this paragraph (c) by furnishing either
a copy of Form 1098-T and its instructions or another docunent

that contains all of the information filed with the IRS and the
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i nformation required by paragraph (c)(1) of this section if the
docunent conplies with applicable revenue procedures relating to
substitute statenents.

(d) Special rules--(1) Paynents received for qualified

tuition and rel ated expenses determ ned--(i) Ln general. In

determ ni ng the aggregate anount of paynents of qualified tuition
and rel ated expenses that an institution nust report, paynents
received with respect to an individual during the cal endar year
fromany source (except for any scholarship or grant that, by its
terms, nust be applied to expenses other than qualified tuition
and rel ated expenses, such as room and board) will be treated as
payments of qualified tuition and rel ated expenses up to the total
anount billed by the institution for such expenses.

(i1) Exanple. The follow ng exanple illustrates the rules
of this paragraph (d)(1):

Exanple. (i) During the 2002 Spring senester, Student C
attends College X and enrolls in a program | eading toward an

associate’s degree. Student C lives on-canmpus. |In Decenber 2001,
Col I ege X charges Student C $2,000 for room and board for the 2002
Spring senester. In addition, in Decenber 2001, College X charges

Student C $4,000 for qualified tuition and rel ated expenses for
the 2002 Spring senester. |In Decenber 2001, Student C pays
Col l ege X $1,500. In early January 2002, College X receives and
processes a $4, 500 schol arship that nmay be applied to any of
Student C s costs of attendance. Assune that there are no other
paynments during the cal endar years 2001 and 2002.

(i1) Under this paragraph (d)(1), for the cal endar year 2001,
Col l ege X must report $1,500 for paynments of qualified tuition and
rel at ed expenses received during the cal endar year 2001. In
addition, for the cal endar year 2002, College X nust report:

(A) $2,500 for paynents of qualified tuition and rel ated
expenses received during the cal endar year 2002 ($4, 000 total
charges for qualified tuition and rel ated expenses | ess the $1, 500
payments received during 2001); and
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(B) $4,500 of schol arshi ps processed during the cal endar year
2002.

(2) Paynents of qualified tuition and rel ated expenses

received or collected on behalf of an institution--(i) Ln general.

If an institution contracts with another person to receive or
coll ect paynments of qualified tuition and rel ated expenses on its
behal f, the other person nust satisfy the information reporting
requi renents of this section

(ii1) Exception. |If the institution does not provide the
ot her person with the informati on necessary to conply with the
reporting requirements of this section, the other person nust
request the information necessary to conply with the information
reporting requirements fromthe institution. |[If the institution
does not provide the other person with the necessary infornmation
upon request, the institution nust satisfy the information

reporting requirements of this section.

(3) Governnental units. An institution or insurer that is a
governnental unit, or an agency or instrunentality of a
governnental unit, is subject to the information reporting
requirenents of this section and an appropriately designated
of ficer or enployee of the governnmental entity nust satisfy the
i nformation reporting requirenents of this section.

(e) Penalty provisions--(1) Failure to file correct returns.

The section 6721 penalty may apply to an institution or insurer
that fails to file information returns required by section 6050S
and this section on or before the required filing date; that fails

to include all of the required information on the return; or that
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I ncludes incorrect information on the return. See section 6721,
and the regul ations thereunder, for rules relating to penalties
for failure to file correct returns. See section 6724, and the
regul ati ons thereunder, for rules relating to waivers of penalties
for certain failures due to reasonabl e cause.

(2) Failure to furnish correct information statenents. The

section 6722 penalty may apply to an institution or insurer that
fails to furnish statenents required by section 6050S and this
section on or before the prescribed date; that fails to include
all the required information on the statenent; or that includes

i ncorrect information on the statenent. See section 6722, and the
regul ati ons thereunder, for rules relating to penalties for
failure to furnish correct statenents. See section 6724, and the
regul ati ons thereunder, for rules relating to waivers of penalties

for certain failures due to reasonabl e cause.

(3) Waiver of penalties for failures to include a correct
TIN--(i) ILn general. 1In the case of a failure to include a
correct TIN on Form 1098-T or a related information statenent,
penalties may be waived if the failure is due to reasonabl e cause.
Reasonabl e cause may be established if the failure arose from
events beyond the institution’s or insurer’s control, such as a
failure of the individual to furnish a correct TIN. However, the
institution or insurer nust establish that it acted in a

responsi bl e manner both before and after the failure.

(i1) Acting in a responsible manner. An institution or

I nsurer nust request the TIN of each individual wth respect to
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whom paynments of qualified tuition were received, or
rei mbursenents or refunds were nade, if it does not already have a
record of the individual’s correct TIN. If the institution or
I nsurer does not have a record of the individual’s correct TIN,
then it nust solicit the TIN in the manner described in paragraph
(e)(3)(iii) of this section on or before Decenber 31 of each year
during which it receives paynents of, or makes rei nbursenents of,
qualified tuition and rel ated expenses with respect to the
individual. If an individual refuses to provide his or her TIN
upon request, the institution or insurer nust file the return and
furnish the statenent required by this section w thout the
individual’s TIN, but with all other required information. The
specific solicitation requirenents of paragraph (e)(3)(iii) of
this section apply in lieu of the solicitation requirenments of
8301. 6724-1(e) and (f) of this chapter for the purpose of
determ ni ng whether an institution or insurer acted in a
responsi bl e manner in attenpting to obtain a correct TIN. An
institution or insurer that conplies with the requirenents of this
par agraph (e)(3) will be considered to have acted in a responsible
manner wi thin the neaning of 8301.6724-1(d) of this chapter with
respect to any failure to include the correct TIN of an individual
on a return or statenment required by section 6050S and this
section.

(ii1) Manner of soliciting TIN. An institution or insurer

must request the individual’s TINin witing and nust clearly

notify the individual that the law requires the individual to
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furnish a TIN so that it may be included on an information return
filed by the institution or insurer. An institution or insurer
must notify the individual that the individual’s failure to
furnish his or her TINto the institution or insurer may result in
a $50 penalty being inmposed agai nst the individual as authorized
by law. A request for a TIN nade on Form W9S, “Request for
Student’s or Borrower’s Social Security Nunber and Certification,”
satisfies the requirenments of this paragraph (e)(3)(iii). An
institution or insurer may establish a systemfor individuals to
submt Forms WO9S electronically as described in applicable forns
and instructions. An institution or insurer may al so develop a
separate formto request the individual’s TIN or incorporate the
request into other forns customarily used by the institution or
I nsurer, such as financial aid applications.

(4) Requirenent to request and obtain TIN of any taxpayer who

will claimthe individual as a dependent on the taxpayer’s Federa

i ncone tax return. [Reserved]

(5) Failure to furnish TIN. The section 6723 penalty may

apply to any individual who is required (but fails) to furnish his
or her TINto an institution or insurer. See section 6723, and
the regul ati ons thereunder, for rules relating to the penalty for
failure to furnish a TIN

(f) Effective date. The rules in this section apply to

information returns required to be filed, and information

statenents required to be furnished, after Decenber 31, 2001.
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81.6050S-2 Information reporting for paynents of interest on

qgqualified education | oans.

(a) Information reporting requirenent--(1) In general.

Except as otherwi se provided in this section, any person engaged
in a trade or business that, in the course of that trade or
busi ness, receives fromany payor (as defined in paragraph (b)(2)
of this section) interest paynents that aggregate $600 or nore for
any cal endar year on one or nore qualified education |oans (as
defined in section 221(e)(1) and 81.221-1(f)(3))(a payee) nust--
(i) File an information return, as described in paragraph (c)
of this section, with the IRS with respect to the payor; and
(i1) Furnish a statenent, as described in paragraph (d) of
this section, to the payor.

(2) Reporting period--(i) In general. The information

reporting requirenments of this section apply only to interest
paynments received on a qualified education |oan during the first
60 nonths in which interest paynents are required on the |oan.

(ii1) Calculation of 60-nonth period. |In general, the

60- nont h period described in paragraph (a)(2)(i) of this section
begins on the date the qualified education |loan first enters
repaynment status and ends 60 nonths |later. However, if the payee
knows, or has reason to know, of any periods of defernent or
forbearance during which the 60-nonth period is suspended under
the rul es described in 81.221-1(e)(3), the 60-nonth period
described in paragraph (a)(2)(i) of this section is extended by

the period of such defernent or forbearance. The date on which
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the qualified education loan first enters repaynent status is
determ ned under the terns of the | oan agreenent or, in the case
of a loan issued or guaranteed under a federal post-secondary
education | oan program under applicable federal regulations. For
pur poses of reporting under section 6050S and this section for
refinanced | oans and consolidated and col | apsed | oans, the rules
of 81.221-1(h)(1), relating to the date on which the 60-nonth
peri od begins, apply.

(iii1) Transitional rules for reporting on | oans made before

January 1, 1998. For qualified education | oans nade before

January 1, 1998, the 60-nonth period described in paragraph
(a)(2)(i) of this section is determned in accordance with the

rul es of paragraph (a)(2)(ii) of this section, except that if the
payee does not know, and does not have reason to know, the date on
whi ch the [ oan entered repaynent status, then, for reporting

pur poses only, the 60-nonth period begins on January 1, 1998. For
defaul ted | oans nade before January 1, 1998, if the payee does not
know, and does not have reason to know, the date on which the | oan
entered repaynent status, then, for reporting purposes only, the
60-nont h period begins on the earlier of the date the | oan went
into default or January 1, 1998. |If the payee does not know, and
does not have reason to know, either the date the |oan entered
repaynent status or the default date, then, for reporting purposes
only, the 60-nonth period begins on January 1, 1998. For purposes
of this paragraph (a)(2)(iii), a defaulted loan is a loan with

respect to which required paynents of interest and principal have
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not been nade when due over a period of tine such that the hol der
has declared the loan in default based on its terns and
conditions, and, if applicable, has sought recourse against the

ultimate guarantor of the | oan

(b) Definitions. The follow ng definitions apply for
pur poses of this section:

(1) Interest includes stated interest, |oan origination fees
(other than fees for services), and capitalized interest as
described in 81.221-1(h)(2). See paragraph (e)(1) of this section
for a special transitional rule relating to reporting of |oan
origination fees and capitalized interest.

(2) Payor neans the individual who is carried on the books
and records of the payee as the borrower on a qualified education
loan. If there are nultiple borrowers, the principal borrower on
the payee’ s books and records is treated as the payor for purposes
of section 6050S and this section.

(c) Requirenent to file return--(1) Formof return. A payee

must file an information return for the payor on Form 1098-E,
“Student Loan Interest Statenent.” A payee may use a substitute
for Form 1098-E if the substitute formconplies with the
appl i cabl e revenue procedures relating to substitute forns.

(2) Information included on return. A payee nust include on

Form 1098- E- -
(1) The nane, address, and taxpayer identification nunber
(TIN)(as defined in section 7701(a)(41)) of the payee;

(ii1) The name, address, and TIN of the payor;
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(ii1) The aggregate anmount of interest paynents received
during the cal endar year fromthe payor; and
(iv) Any other information required by Form 1098-E and its
I nstructions.

(3) Tine and place for filing return--(i) Ln general. Except

as provided in paragraph (c)(3)(ii) of this section, the Form
1098-E nust be filed on or before February 28 (March 31 if filed
el ectronically) of the year follow ng the cal endar year in which
I nterest paynents were received. A payee nust file Form 1098-E
with the RS according to the instructions to Form 1098-E.

(i1) Extensions of tine. The IRS may grant a payee an

extension of tinme to file returns required in this section upon a
showi ng of good cause. See the instructions to Form 1098-E and
applicabl e revenue procedures for rules relating to extensions of

time to file.

(4) Use of magnetic nedia. See section 6011(e) and
8301. 6011-2 of this chapter for rules relating to the requirenent
to file Fornms 1098-E on magnetic nedi a.

(d) Requirenent to furnish statenent--(1) In general. A

payee nmust furnish a statenent to each payor for whomit is
required to file a Form 1098-E. The statenent nust include--

(i) The information required under paragraph (c)(2) of this
section;

(i1) Alegend that identifies the statenent as inportant tax
i nformation that is being furnished to the IRS;

(iii1) Instructions that--
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(A) State that, under section 221 and the regul ations
t hereunder, the payor may not be able to deduct the full amount of
I nterest reported on the statenent;

(B) State that interest paynents are deductible only during
the first 60 nonths that interest paynents are required,

(O In the case of qualified education |oans nade before
January 1, 2002, for which the payee does not report paynents of
I nterest other than stated interest, state that the payor may be
able to deduct additional amobunts (such as certain | oan
origination fees and capitalized interest) not reported on the
st at enent ;

(D) State that the payor should refer to relevant IRS forns
and publications for explanations relating to the eligibility
requi renents for, and cal cul ation of, any all owabl e deduction for
Interest paid on a qualified education |oan; and

(E) Include the nane, address, and phone nunber of the
I ndi vidual who is the information contact for the payee that filed
the Form 1098- E.

(2) Tinme and manner for furnishing statenent--(i) In general.

Except as provided in paragraph (d)(2)(ii) of this section, a
payee nust furnish the statenent described in paragraph (d)(1) of
this section to the payor on or before January 31 of the year
foll owi ng the cal endar year in which paynents of interest on a
qualified education | oan were received. |If nmailed, the statenent

must be sent to the payor’s | ast known address.
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(i1) Extensions of tine. The IRS may grant a payee an

extension of tinme to furnish statenents required in this section
upon a show ng of good cause. See the instructions to Form 1098-E
and applicable revenue procedures for rules relating to extensions

of tinme to furnish statenents.

(3) Copy of Form 1098-E. A payee may satisfy the requirenent
of this paragraph (d) by furnishing either a copy of Form 1098-E
and its instructions or another docunent that contains all the
information filed with the RS and the information required by
paragraph (d)(1) of this section if the docunent conplies with
applicabl e revenue procedures relating to substitute statenents.

(e) Special rules--(1) Transitional rule for reporting of

| oan origination fees and capitalized interest. For qualified

education | oans made before January 1, 2002, a payee is not
required to report paynents of |oan origination fees and
capitalized interest as interest under section 6050S and this
section.

(2) Qualified education |loan certification. |If a loan is not

subsi di zed, guaranteed, financed, or is not otherwi se treated as a
student | oan under a program of the Federal, state, or |ocal
governnent or an eligible educational institution, a payee nust
request a certification fromthe payor that the loan will be used
solely to pay for qualified higher education expenses. A payee
may use Form W9S, “Request for Student’s or Borrower’s Socia
Security Nunmber and Certification,” to obtain the certification.

A payee may establish an electronic systemfor payors to submt
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Forms WO9S electronically as described in applicable fornms and

I nstructions. A payee may al so devel op a separate formto obtain
the payor certification or may incorporate certification into
other forms customarily used by the payee, such as |oan
applications, provided the certification is clearly set forth. |If
the certification is not received, the loan is not a qualified
education | oan for purposes of section 6050S and this section.

(3) Paynents of interest received or collected by one or nore

persons--(i) In general. |If a payee contracts w th another person
to receive or collect paynments on a qualified education | oan on
its behalf, the other person nust satisfy the information
reporting requirenments of this section.

(ii1) Exception. |If the payee does not provide the other
person with information necessary to conply with the information
reporting requirements of this section, the other person nust
request the information necessary to conply with the information
reporting requirenments fromthe payee. |If the payee does not
provide the other person with the necessary information upon
request, the payee nust satisfy the information reporting
requi renents of this section

(4) Reporting by foreign persons. A payee that is not a

United States person (as defined in section 7701(a)(30)) nust
report paynments of interest it receives on a qualified education
loan only if it receives the paynent--

(i) At a location in the United States; or

(ii) At a location outside the United States if the payee is-
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(A) Acontrolled foreign corporation (wthin the nmeaning of
section 957(a)); or

(B) A person 50 percent or nore of the gross inconme of which,
fromall sources for the three-year period ending with the close
of the taxable year preceding the taxable year in which interest
paynments were received (or for such part of the period as the
person was in existence), was effectively connected with the
conduct of a trade or business within the United States.

(5) &overnnental units. A governnmental unit, or an agency or

instrunmentality of a governnental unit, that receives from any
payor interest paynents that aggregate $600 or nore for any

cal endar year on one or nore qualified education |oans is a payee,
W thout regard to the requirenent of paragraph (a)(1) of this
section that the interest be received in the course of a trade or
busi ness.

(f) Penalty provisions--(1) Failure to file correct returns.

The section 6721 penalty may apply to a payee that fails to file

i nformation returns required by section 6050S and this section on
or before the required filing date; that fails to include all of
the required information on the return; or that includes incorrect
i nformation on the return. See section 6721, and the regul ations
t hereunder, for rules relating to penalties for failure to file
correct returns. See section 6724, and the regul ations

t hereunder, for rules relating to waivers of penalties for certain

failures due to reasonabl e cause.
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(2) Failure to furnish correct information statenents. The

section 6722 penalty may apply to a payee that fails to furnish
statenments required by section 6050S and this section on or before
the prescribed date; that fails to include all the required

I nformati on on the statenent; or that includes incorrect

i nformati on on the statenent. See section 6722, and the
regul ati ons thereunder, for rules relating to penalties for
failure to furnish correct statenents. See section 6724, and the
regul ati ons thereunder, for rules relating to waivers of penalties
for certain failures due to reasonabl e cause.

(3) Waiver of penalties for failures to include a correct

TIN--(i) ILn general. 1In the case of a failure to include a
correct TIN on Form 1098-E or a related information statenent,
penalties may be waived if the failure is due to reasonabl e cause.
Reasonabl e cause may be established if the failure arose from
events beyond the payee’s control, such as a failure of the payor
to furnish a correct TIN. However, the payee nust establish that
It acted in a responsi ble manner both before and after the
failure.

(ii) Acting in a responsible manner. A payee nust request

the TIN of each payor if it does not already have a record of the
payor’s correct TIN. If the payee does not have a record of the
payor’s correct TIN, then it nust solicit the TIN in the manner
described in paragraph (f)(3)(iii) of this section on or before
Decenber 31 of each year during which it receives paynents of

interest. |f a payor refuses to provide his or her TIN upon
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request, the payee nust file the return and furnish the statenent
required by this section without the payor’s TIN, but wth al
other required information. The specific solicitation
requi rements of paragraph (f)(3)(iii) of this section apply in
lieu of the solicitation requirenents of 8301.6724-1(e) and (f) of
this chapter for the purpose of determ ni ng whether a payee acted
in a responsible manner in attenpting to obtain a correct TIN. A
payee that conplies with the requirenents of this paragraph (f)(3)
wi |l be considered to have acted in a responsi ble manner wthin
t he nmeani ng of 8301.6724-1(d) of this chapter with respect to any
failure to include the correct TIN of a payor on a return or
statenment required by section 6050S and this section.

(iii) Manner of soliciting TIN. A payee nust request the

payor’'s TINin witing and nust clearly notify the payor that the
| aw requires the payor to furnish a TIN so that it may be included
on an information return filed by the payee. A payee nust notify
the payor that the payor’s failure to furnish his or her TINto
the payee may result in a $50 penalty being i nposed agai nst the

I ndi vi dual as authorized by law. A request for a TIN nade on Form
W9OS, “Request for Student’s or Borrower’'s Social Security Nunber
and Certification,” satisfies the requirenments of this paragraph
(f)(3)(iii). A payee may establish a systemfor payors to submt
Forms WO9S electronically as described in applicable fornms and

I nstructions. A payee may al so devel op a separate formto request
the payor’s TIN or incorporate the request into other forns

customarily used by the payee, such as |oan applications.
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(4) Failure to furnish TIN. The section 6723 penalty may

apply to any payor who is required (but fails) to furnish his or
her TIN to a payee. See section 6723, and the regul ations
thereunder, for rules relating to the penalty for failure to
furnish a TIN

(g) Effective date. The rules in this section apply to

information returns required to be filed, and information
statenents required to be furnished, after Decenber 31, 2001.
PART 301- - PROCEDURE AND ADM NI STRATI ON

Par. 3. The authority citation for part 301 continues to
read in part as follows:

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

Par. 4. Section 301.6011-2 is anended by:

1. Revising the first sentence of paragraph (b)(1).

2. Revising paragraph (g)(1).

3. Addi ng paragraph (g)(3).

The revisions and additions read as foll ows:

8§301. 6011-2 Requi red use of magnetic nedia.

* * % * *

(b) Returns required on magnetic nedia. (1) If the use of

Form 1042-S, 1098 series, 1099 series, 5498, 8027, W2G or other
formtreated as a formspecified in this paragraph (b)(1) is
required by the applicable regulations or revenue procedures for
t he purpose of making an information return, the information
required by the formnust be submtted on nmagnetic nedia, except

as otherw se provided in paragraph (c) of this section. * * *



* * % * *

(g) Effective dates. (1) Except as otherw se provided in

paragraph (g)(2) or (g)(3) of this section, this section applies
to returns required to be filed after Decenber 31, 1986.

* * % * *

(3) This section applies to returns on Forns 1098-T and

1098-E required to be filed after Decenber 31, 2001.

Robert E. Wenzel

Deputy Conm ssioner of Internal Revenue



