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DEPARTMENT OF THE TREASURY

| nternal Revenue Service

26 CFR Parts 1 and 301

[ REG 105316-98; REG 161424-01]

[ RIN 1545- AW67; 1545- BA43]

I nformati on Reporting for Qualified Tuition and Rel ated Expenses;
Magnetic Media Filing Requirenents for Information Returns

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION: Partial wthdrawal of previous proposed rules; notice of
proposed rul emaki ng and notice of public hearing.

SUMVARY: This docunent withdraws in part proposed regul ations
relating to the information reporting requirenents under section
6050S. This docunent al so contains new proposed regul ati ons
relating to the information reporting requirenents under section
6050S for qualified tuition and rel ated expenses. These proposed
regul ati ons reflect changes to the | aw nmade by the Taxpayer
Relief Act of 1997 and the amendnents made by the Internal
Revenue Service Restructuring and Reform Act of 1998 and Public
Law 107-131. The regul ations provide gui dance to eligible
educational institutions that enroll any individual for any
academ c period. The regulations also provide guidance to

I nsurers that make rei nbursenents or refunds of qualified tuition
and rel ated expenses. This docunent provides notice of a public
heari ng on these proposed regul ations.

DATES: Witten or electronic comments nust be received by July
29, 2002. Requests to speak and outlines of topics to be

di scussed at the public hearing schedul ed for August 13, 2002, at
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10 a.m nust be received by July 23, 2002.
ADDRESSES: Send submissions to: CCITA RU (REG 161424-01), room
5226, Internal Revenue Service, POB 7604, Ben Franklin Station,
Washi ngton, DC 20044. Subm ssions nmay be hand del i vered Monday
t hrough Friday between the hours of 8 a.m and 5 p.m to:
CC. I TARU (REG 161424-01), Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washi 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
WWw. i r'S. gov/regs.
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, Donna Poi ndexter, (202) 622-7180, and
concerning the magnetic nedia filing specifications, waivers for
filing on magnetic nedia, and extensions of tinme, contact the
I nternal Revenue Service, Martinsburg Conputing Center, (304)
263-8700 (not toll-free nunbers).
SUPPLEMENTARY | NFORMATI ON:
Paper wor k Reducti on Act

The collection of information contained in this notice of
proposed rul emaki ng has been previously reviewed and approved by
the O fice of Managenent and Budget in accordance with the
Paperwor k Reduction Act of 1995 (44 U. S.C. 3507(d)) under control
nunber 1545-1678.
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An agency may not conduct or sponsor, and a person is 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. Sunmmary

Thi s docunent w thdraws 81.6050S-1 of the notice of proposed
rul emaki ng (REG 105316-98) relating to the information reporting
requi renents under section 6050S that was published in the
Federal Register (65 FR 37728) on June 16, 2000 (the 2000
proposed regul ations). This docunent al so contains new proposed
amendnents to 26 CFR part 1 in 81.6050S-1 relating to
I nformation reporting requirenments under section 6050S for
el igible educational institutions and insurers (these proposed
regul ations). The IRS and the Treasury Departnent have
determ ned that the 2000 proposed regul ati ons addressing the
I nformation reporting requirenments for payees who receive
paynments of interest on qualified education |oans wll be
finalized in a separate Treasury deci sion

2. Effective Date of These Proposed Regul ations and Reporting
Requi renents for the Cal endar Year 2002
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The information reporting requirenents in these proposed

regul ati ons are proposed to apply to information returns required
to be filed, and information statenments required to be furnished,
after Decenber 31, 2003, for anounts reportable for the cal endar
year 2003 and subsequent years. These proposed regul ations wl|
not be effective until they are finalized. Therefore, the
Information reporting requirenents in Notice 97-73 (1997-2 C.B.
335), as nodified, continue for information returns required to
be filed, and information statenents required to be furnished,
for amounts reportable for the cal endar year 2002 (for which the
returns and statenments are required to be filed and furnished in
2003). However, taxpayers may rely on these proposed regul ations
for guidance pending issuance of final regulations. |If, and to
the extent, future guidance is nore restrictive than the gui dance
I n these proposed regul ations, the future guidance will be
applied without retroactive effect.

3. Current Statutory Provisions

The Taxpayer Relief Act of 1997 (Public Law 105-34 (111
Stat. 788) (TRA *97)) added section 25A of the Internal Revenue
Code (Code) to provide the Hope Schol arship Credit and the
Lifetinme Learning Credit (education tax credit). |In general, the
education tax credit allows certain taxpayers who pay qualified
tuition and rel ated expenses (qualified expenses) to an eligible
educational institution (an institution) to claima nonrefundable
credit against their Federal inconme tax liability. On January 6,

1999, the IRS issued proposed regul ati ons under section 25A. See



64 FR 794 (1999).

In addition, TRA ‘97 added section 6050S of the Code.

Secti on 6050S was anended by the Internal Revenue Service
Restructuring and Reform Act of 1998 (Public Law 105-206 (112
Stat. 685) (RRA “98)). In general, section 6050S requires

el igible educational institutions who receive paynents of
qualified tuition and rel ated expenses to file information
returns and to furnish witten information statenents to assi st
taxpayers and the IRS in determ ning any education tax credit

al | owabl e under section 25A (as well as other tax benefits for
hi gher education expenses). See H.R Conf. Rept. No. 599, 105'
Cong., 2d Sess., pp. 319-320 (1998).

In addition, section 6050S requires any person engaged in a
trade or business of nmaking paynents to any individual under an
I nsurance agreenment as rei nbursenents or refunds of qualified
tuition and rel ated expenses (an insurer) to file information
returns and to furnish witten information statenents. Lastly,
section 6050S requires certain payees who receive paynents of
i nterest on one or nore qualified education |oans to file
information returns and to furnish witten information statenents
to assist taxpayers and the IRS in determ ning any interest
deduction al |l owabl e under section 221.

As currently in effect, section 6050S(b) provides that the
information return filed by an eligible educational institution
or insurer nust contain: (1) the nanme, address, and taxpayer

I dentification nunber (TIN) of the individual wth respect to
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whom paynments were received, or the reinbursenents or refunds
were made, of qualified tuition and rel ated expenses; (2) the
nane, address, and TIN of any individual certified by the
I ndi vi dual as the taxpayer who will claimthat individual as a
dependent for purposes of the deduction allowabl e under section
151 for any taxable year ending with or within the year for which
the information return is filed; (3) the aggregate anount of
paynments of qualified tuition and rel ated expenses received by
the eligible educational institution during the cal endar year
wWith respect to the individual; (4) the aggregate anount of
rei mbursenents or refunds of qualified tuition and rel ated
expenses paid by an institution or an insurer during the cal endar
year with respect to the individual; (5) the aggregate anmount of
any schol arships or grants that the eligible educational
I nstitution processed during the cal endar year for the
i ndi vidual 's costs of attendance; and (6) such other information
as the Secretary may prescribe.

4. Previous Guidance Under Section 6050S

The I RS has published several notices prescribing [imted
information reporting for eligible educational institutions for
t he years 1998, 1999, 2000, and 2001. See Notice 97-73 (1997-2
C.B. 335), Notice 98-46 (1998-36 |.R B. 21), Notice 98-59 (1998-
49 |.R. B. 16), Notice 99-37 (1999-30 I.R B. 124), and Notice
2000- 62 (2000-51 I.R B. 587).

A notice of proposed rul emaki ng under section 6050S (REG
105316-98) was published in the Federal Register (65 FR 37728) on
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June 16, 2000. A public hearing was held on the proposed
regul ati ons on February 13, 2001. The IRS received witten and
el ectronic comments responding to the 2000 notice of proposed
rul emaki ng.

5. Recent Anendnents to Section 6050S

Section 6050S was further anended by Public Law 107-131
(115 Stat. 2410), effective for qualified expenses paid or billed
after Decenber 31, 2002, for academ c periods beginning after
Decenber 31, 2002. For cal endar years beginning after Decenber
31, 2002, eligible educational institutions may el ect to report
ei ther the aggregate anount of paynents received, or the
aggregate anount billed, for qualified tuition and rel ated
expenses during the cal endar year with respect to individuals
enrolled for any academ c period. Institutions will no | onger be
required to report separately any refunds or reinbursenents of
qual i fied expenses made during the cal endar year that relate to
paynments received for qualified expenses during the current
cal endar year. Rather, institutions will be required to report
separately only adjustnments made during the cal endar year to
paynments received, or amounts billed, for qualified expenses that
were reported in a prior calendar year. Institutions wll be
required to report schol arships or grants received for the
I ndi vidual s costs of attendance that the institution
adm ni stered and processed during the cal endar year. In
addition, institutions will be required to report separately

adj ust nents nmade during the cal endar year to schol arshi ps that
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were reported in a prior calendar year. Section 6050S will no
| onger require institutions to report the nane, address, and TIN
of any individual certified by the individual as the taxpayer who
will claimthat individual as a dependent for purposes of the
deduction al |l owabl e under section 151 for any taxable year ending
with or wwthin the year for which the information return is
filed.

These proposed regul ations refl ect the amendnents to section
6050S by Public Law 107-131 and address nmany of the concerns
rai sed by the educational community in their coments to the 2000
proposed regul ati ons. These proposed regul ations for eligible
educational institutions and insurers are discussed bel ow.
Expl anati on of Provisions

1. Information Reporting Relating to Qualified Tuition and
Rel at ed Expenses

A. Required reporting and exceptions to reporting

Consi stent with the anendnents to section 6050S by Public
Law 107- 131, these proposed regulations require an eligible
educational institution (as defined in section 25A(f)(2) and the
regul ati ons thereunder) (an institution) to file a Form 1098-T,
“Tuition Paynment Statenment,” with respect to each individual who
I's or has been enrolled for any academ c period (as defined in
the regul ati ons under section 25A) and for whom reportable
transactions are made during the calendar year. |In addition,
t hese proposed regul ations require any person engaged in a trade
or business of making paynents under an insurance arrangenent as

rei mbursenents or refunds (or other simlar anmounts) of qualified
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tuition and rel ated expenses (as defined in section 25A(f)(1) and
the regul ations thereunder) (an insurer) to file a Form 1098-T
with the IRS with respect to each individual for whomit makes
rei mbursenents or refunds of qualified expenses.
(1) Reporting Based on Academ c Year vs. Cal endar Year

The commentators to the 2000 proposed regul ati ons requested
that an institution be allowed to report financial data based on
an academ c year, and not based on a cal endar year. Section
6050S requires institutions to report on a cal endar year in order
to assist taxpayers in calculating the education tax credit that
Is allowable for qualified expenses paid during a cal endar year.
Therefore, these proposed regul ati ons do not adopt this
recommendati on.

(ii1) Eligible Educational Institution for Portion of Cal endar
Year

The commentators to the 2000 proposed regul ati ons requested
clarification of the rules for determ ning which institutions are
required to report under section 6050S and the exceptions to
reporting. One commentator asked whether an institution that is

not an eligible educational institution within the neaning of

section 25A(f)(2) at the beginning of the cal endar year, but
becones an eligible educational institution during the cal endar
year, is required to report under section 6050S, and, if so,
whet her the institution nust report for the entire cal endar year
or only the portion of the year in which it is an eligible
educational institution. An institution that is an eligible

educational institution for any portion of a cal endar year nust
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report under section 6050S. Further, because the education tax
credit is allowable only for paynents nade to an eligible
educational institution, the institution nust report for only the
portion of the year in which it is an eligible educational
I nstitution.
(ii1) Exception for Nonresident Aliens

Several comrentators to the 2000 proposed regul ati ons
requested clarification of the exception to reporting for an
i ndi vidual who is a nonresident alien. The 2000 proposed
regul ati ons provide that an institution or insurer nust report
for the year that the institution or insurer receives a request
froma nonresident alien individual to report and all subsequent
years. The commentators recommended that reporting be limted to
the cal endar year for which the institution or insurer receives
the request. The commentators explained that institutions would
need to create a new database to report automatically for
subsequent years. These proposed regul ati ons provide that any
reporting for a nonresident alien individual is limted to the
cal endar year for which the institution or insurer receives a
request .
(iv) Exception for Noncredit Courses

Several comentators to the 2000 proposed regul ati ons
requested clarification of the exception to reporting for an
I ndi vidual who is enrolled during the cal endar year only in
noncredit courses. The commentators noted that the exception is

i ntended to cover students enrolled in courses for which no
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academc credit is offered, not students who do not receive
academc credit in a particular course. Therefore, these
proposed regul ations clarify that the exception applies to
students enrolled only in courses for which academc credit is
not offered. |In addition, several commentators suggested that
the word “only” should be renoved and that the exception should
apply to students who are enrolled both in courses for which no
academc credit is offered and in courses offered for credit that
may | ead toward a postsecondary degree. The exception is
I ntended to cover nondegree students enrolled in courses for
whi ch no academc credit is offered, consistent with the
| egi slative history to section 6050S. See H R Conf. Rep. No.
599, 105'" Cong., 2d Sess., p. 322 (1998). Therefore, these
proposed regul ati ons do not adopt this recomendati on.

Several comrentators to the 2000 proposed regul ati ons
recommended that institutions should have discretion to define

what constitutes acadenm c credit. The 2000 proposed regul ations

define academc credit as credit awarded by an institution for
the conpletion of coursework |eading toward a postsecondary
degree, certificate, or other recognized postsecondary
educational credential. This definition provides a uniformtest
to determ ne academ c credit for information reporting purposes.
These proposed regul ations retain the definition of academ c
credit and do not adopt this recommendati on.

(v) No Exception for Small Institutions or Small Amounts of
Qualified Tuition and Rel ated Expenses

One commentator to the 2000 proposed regul ati ons suggest ed
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that the regul ations should provide an exception to reporting for
institutions wth 500 or fewer students, and another comment at or
suggested that the regul ations should provide an exception for
gual i fied expenses of $250 or less. The |limted exceptions to
required reporting are based on the fact that certain categories
of students may not be eligible to claimthe education tax credit
(e.g., nondegree students enrolled in noncredit courses cannot
claimthe Hope Scholarship Credit and nonresident alien students
are generally not eligible to claimthe education tax credit).
See H 'R Conf. Rep. No. 599, 105'" Cong., 2d Sess., p. 322
(1998). Exceptions to reporting for small institutions or snal
anounts of qualified expenses have no relationship to a student’s
eligibility to claimthe education tax credit. Therefore, these
proposed regul ati ons do not adopt these reconmendati ons.

(vi) Exception for Students Whose Qualified Expenses Are Paid
wi t h Schol ar shi ps

Several comentators to the 2000 proposed regul ati ons
suggested that the regul ations should include an exception to
reporting for students whose qualified expenses are waived in
their entirety or are paid entirely with schol arships. Notice
97-73 provides that institutions are not required to report for
such students because the institutions will not have received any
paynment of qualified expenses on behalf of such students for
whi ch the student could, in general, claimthe education tax
credit. These proposed regulations followthe rule in Notice 97-
73 and provide that an institution is not required to report on

students whose qualified expenses for the cal endar year are
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waived in their entirety or are paid entirely with schol arshi ps.

(vii) Exception for Students Whose Qualified Expenses Are Covered
by Formal Billing Arrangenent between Institution and Student’s

Enpl oyer

Several comentators to the 2000 proposed regul ati ons
suggested that the regul ations shoul d provi de an exception to
reporting for students whose qualified expenses are paid by a
third party (such as an enployer) to the institution through a
formal billing arrangenent. The commentators expl ai ned that
often an enployer and an institution enter into an agreenent in
whi ch enpl oyees attend the institution, and the institution bills
only the enployer. In this situation, the institution does not
mai ntain a separate account for each enpl oyee/ student. These
arrangenents often constitute enpl oyer-provi ded educati onal
assi stance excludable fromthe enpl oyee’ s gross incone under
section 127. Under section 25A and the regul ations thereunder,
t axpayers cannot claimthe education tax credit for education
expenses paid by an enployer which are tax-free to the enpl oyee.
Therefore, these proposed regul ati ons provide an exception to
reporting with respect to any individual whose qualified expenses
are covered by a formal billing arrangenent between an
I nstitution and the individual’s enployer.

(viii) Fam |y Educational Ri ghts and Privacy Act and Opti onal
Reporting

Several comentators to the 2000 proposed regul ati ons
requested clarification as to whether an institution that chooses

to report on students otherw se covered by an exception to
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required reporting would violate the Fam |y Educational Ri ghts
and Privacy Act (FERPA) (20 U.S.C. section 1232g). The
Departnment of Education has previously determ ned that reporting
under section 6050S does not violate FERPA. W have asked the
Department of Education to consider whether this determ nation
extends to institutions that choose to report on students

ot herwi se covered by an exception to required reporting in these
proposed regul ati ons.

B. Required information for institutions

(1) Reporting of Paynents Received vs. Ampbunts Billed

Based on the provisions of section 6050S prior to the
amendnents by Public Law 107-131, the 2000 proposed regul ations
provide that an institution nust report the aggregate anount of
paynments received for qualified expenses, and the aggregate
anount of reinbursenents or refunds nade of qualified expenses,
wi th respect to any individual during the cal endar year.
Nunmer ous conment ators explained that their institutions cannot
report paynments for, and reinbursenents or refunds of, qualified
expenses, because their financial systens do not apply paynents
and rei nbursenents or refunds to specific charges. According to
these institutions, a student’s account is a running bal ance of
undesi gnat ed paynents and rei nbursenents or refunds. These
coment at ors suggested that the regul ati ons should al | ow
institutions that are unable to report paynents received for, and
rei mbursenents or refunds nmade of, qualified expenses, to report

Instead: (1) the anount billed with respect to any individual
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for qualified expenses during the cal endar year; and (2) the
anount of any reductions to the anounts billed with respect to
t he indi vi dual

Consi stent with section 6050S as anended by Public Law 107-
131, these proposed regul ations provide that institutions may
elect to report either the paynents received, or the anounts
billed, during the cal endar year for qualified tuition and
rel ated expenses with respect to individuals enrolled for an
academ c period beginning during the cal endar year or during a
prior cal endar year.

(i1) Reporting Adjustnments to Paynments Received (or Anounts
Billed) for a Prior Cal endar Year

The commentators to the 2000 proposed regul ati ons suggest ed
that the regul ations shoul d distinguish between reinbursenents or
refunds that relate to paynents received during the current
cal endar year and those that relate to paynents for prior
cal endar years. The commentators suggested that, rather than
reporting separately aggregate paynents and aggregate
rei mbursenents or refunds, institutions should be permtted to
net current year paynents of qualified expenses agai nst any
refunds of such current year paynents, and to report only the net
paynments received for qualified expenses during the current
cal endar year. These commentators suggested that institutions
shoul d be required to report separately only the anmount of any
rei mbursenents or refunds nmade in the current year that relate to
qual i fied expenses paid that were reported in a prior cal endar

year.
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Consistent with this approach, the commentators al so
suggested that institutions reporting anounts billed should be
permtted to net anounts billed for qualified expenses for the
current year against any reductions in amounts billed for
qual i fied expenses for the current year, and to report only the
net amount billed for qualified expenses during the current
cal endar year. Simlarly, the commentators suggested that these
institutions should be required to report separately only those
reductions nmade in the current year that relate to anounts billed
for qualified expenses that were reported in a prior cal endar
year.

Congress adopted this approach in the anmendnents to section
6050S by Public Law 107-131. As anended, section 6050S wl|
require institutions to report separately only adjustnents nade
during the cal endar year to paynents received, or amounts billed,
that relate to amounts that were reported for a prior cal endar
year. For exanple, for institutions that report based on
paynents received, separate reporting will be required only for
refunds or reinbursenents of qualified expenses nmade during the
cal endar year that relate to paynents of qualified expenses that
were reported for a prior calendar year. For institutions that
report based on ampunts billed, separate reporting will be
required only for reductions in charges made during the cal endar
year that relate to anmounts billed for qualified expenses that
were reported for a prior cal endar year.

Therefore, for institutions that report based on paynents
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recei ved, these proposed regul ati ons provide that, in determning
the anmounts to be reported under section 6050S for a cal endar
year, paynents received for qualified expenses during the
cal endar year nust be netted agai nst any rei nbursenents or
refunds of qualified expenses made during the cal endar year that
relate to paynents received for qualified expenses during the
sane cal endar year. These regul ations also provide that
rei mbursenents or refunds nmade during the cal endar year that
relate to paynents of qualified expenses that were reported for a
prior cal endar year nust be reported separately.

Simlarly, for institutions that report based on anounts
billed, these proposed regul ations provide that, in determ ning
the amounts to be reported under section 6050S for a cal endar
year, the anmount billed for qualified expenses during the
cal endar year nust be netted agai nst any reductions in charges
for qualified expenses nmade during the cal endar year that relate
to anounts billed for qualified expenses during the sane cal endar
year. These regul ations al so provide that any reductions in
charges made during the cal endar year that relate to anounts
reported as billed for a prior calendar year nust be reported
separately.

These regul ations are proposed to apply to paynents
recei ved, and amounts billed, for qualified expenses beginning in
2003. Therefore, the first year for which institutions my be
required to collect information regardi ng any rei nbursenents or

refunds of prior year reportable paynents (or any reductions in
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reportabl e amounts billed for a prior year) is 2004. The anpunt
of any reinbursenents or refunds (or reductions) nmade in 2004 for
anounts paid (or billed) in 2003 would be reported on the 2004
Fornms 1098-T filed in early 2005.

(ii1) Reporting Adjustnents to Schol arships for a Prior Cal endar
Year

Consi stent with section 6050S as anended by Public Law 107-
131, these proposed regul ations provide that all institutions
must report separately any reductions in the amount of
schol arships or grant aid reported for a prior cal endar year.
(iv) Nanme, Address, and TIN of Taxpayer

The 2000 proposed regul ations reserve the requirenment in
section 6050S(b)(2)(B) that an institution or insurer obtain and
report the nane, address, and TIN of any taxpayer who will claim
the individual as a dependent for purposes of the deduction
al | owabl e under section 151 for the taxable year. This statutory
requirenment will be elimnated by the anendnents to section 6050S
by Public Law 107-131. Therefore, consistent with section 6050S
as anended, these proposed regul ations renove this requirenent.
(v) Half-tinme Indicator

Several comentators to the 2000 proposed regul ati ons
suggested that institutions should not be required to indicate
whet her a student was enrolled at |least half tine. Another
coment at or suggested that institutions should be required to
provide the half-time indicator only for students enrolled in
under graduate studies. An indication as to whether a student was

enrolled at |east half tinme for one academ c period is useful
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information for the IRS to verify whether the student may be
eligible to claimthe Hope Schol arship Credit and certain other
education tax benefits, and this information is readily avail abl e
to institutions. Therefore, these proposed regul ati ons do not
adopt these recommendati ons.
(vi) Information Statenent

The 2000 proposed regul ations provide that an institution or
I nsurer mnust furnish an information statenent to each individual
for whomit is required to file a Form 1098-T. The statenent
must include specific instructions to the taxpayer. These
proposed regul ations provide that the instructions nust state
that a taxpayer may claiman education tax credit only for
anounts actually paid during the cal endar year. These proposed
regul ations al so provide that the instructions nust state that
t he amount of any refunds or reinbursenents of paynents received,
or reductions in charges, for qualified expenses or any
reductions in grant aid reported for a prior cal endar year may
affect the anount of any education tax credit allowable for the
prior cal endar year.

The 2000 proposed regul ati ons provide that the statenent
nmust include the name, 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. Several commentators to the
2000 proposed regul ations requested that the regul ati ons should
not require the nanme of an individual. The comentators

explained that it is not feasible for institutions to provide an
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I ndi vidual as the information contact and requested that
institutions be allowed to provide an office or departnment of the
institution as the information contact. These proposed
regul ati ons adopt this recomendati on.

The 2000 proposed regul ations reserve the requirenent in
section 6050S(d) that an institution or insurer furnish a
statenent to any taxpayer who will claimthe individual as a
dependent for purposes of the deduction allowabl e under section
151 for the taxable year. This statutory requirenent wll be
elimnated by the anendnents to section 6050S by Public Law 107-
131. Therefore, consistent with section 6050S as anended, these
regul ati ons renove this requirenent.

C. Required information for insurers

The information reporting requirenents for insurers is not

changed by the anmendnents to section 6050S by Public Law 107-131.
Therefore, these proposed regul ations continue to provide that
an insurer nmust file an information return for each individua
W th respect to whom rei nbursenents or refunds of qualified
tuition and rel ated expenses are made during the cal endar year.
An insurer nust include: (1) the nane, address, and TIN of the
insurer; (2) the name, address, and TIN of the individual with
respect to whomreinbursenents or refunds of qualified tuition
and rel ated expenses were made; and (3) the aggregate anount of
rei mbursenents or refunds of qualified tuition and rel ated
expenses that the insurer made with respect to the individua

during the cal endar year.
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D. Information reporting penalties

(i) Penalty Notification

These proposed regul ations, as well as the 2000 proposed
regul ations, provide that 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 statenments. The 2000 proposed
regul ations provide that an institution or insurer nust notify
the individual that the IRS may inpose a $50 penalty for failure
to provide a TIN. Several commentators to the 2000 proposed
regul ati ons requested that the penalty notification be renoved.
Section 6723 and the regul ati ons thereunder authorize the IRS to
i mpose a $50 penalty if an individual fails to provide his or her
TIN as required but do not require an institution or insurer to
give prior notification of the penalty. Therefore, these
proposed regul ati ons adopt this recommendati on.
(ii1) Annual TIN Solicitation Requirenent

Several comentators to the 2000 proposed regul ati ons
recommended that institutions not be required to request an
individual’s TIN annually if the institution does not have the
individual’s TIN. These proposed regul ati ons continue to provide
that, in order to establish a waiver of the information reporting
penalties for reasonabl e cause, an institution or insurer nust
request an individual’s TIN annually if it does not have the TIN
The annual solicitation rule in these regulations is consistent

with the general solicitation requirenments in section 301.6724-
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1(e) and (f) that a filer nust nmeet in order to establish
reasonabl e cause. These proposed regulations clarify that a
separate solicitation is not necessary if an institution requests
an individual’s TIN through adm ssion or enrollnment forns or
financial aid applications.
(iti1) Filing Information Returns with Mssing TINs

Several comrentators to the 2000 proposed regul ati ons
requested that institutions not be required to file information
returns and to furnish information statenments for individuals who
refuse to provide their TINs. Information returns and
i nformation statenments with mssing TINs are useful to both the
IRS and the individual in verifying the anount of any all owabl e
education tax credit (as well as other tax benefits for higher
educati on expenses). Therefore, these proposed regul ati ons do
not adopt this recomendati on.

2. Requirenent to File Information Returns on Magnetic Media

These regul ati ons propose to anend the regul ati ons under
section 6011(e) to require institutions and insurers who are
required to file 250 or nore Fornms 1098-T to file on magnetic
medi a.

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
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to these regulations. An initial regulatory flexibility analysis
has been prepared for this notice of proposed rul emaki ng under
section 5 U . S.C. 603 and is set forth under the heading “Initial
Regul atory Flexibility Analysis” in this preanble. Pursuant to
section 7805(f) of the Code, this notice of proposed rul emaki ng
will be submtted to the Chief Counsel for Advocacy of the Snal
Busi ness Admi nistration for cooment on its inpact on small
busi ness.
Initial Regulatory Flexibility Analysis

The collection of information contained in 81.6050S-1 is
needed to assist the IRS and taxpayers in determ ning the anmount
of any education tax credit allowable under section 25A. The
obj ectives of these regulations are to provide uniform
practicabl e, and adm ni strable rul es under section 6050S. The
types of small entities to which the regulations may apply are
smal | eligible educational institutions (such as colleges and
uni versities) and certain insurers who reinburse educational
expenses. As of the end of 2001, a total of 19, 817,563 Forns
1098-T were filed with the IRS for 2000. The estinmated reporting
burden for 2001 is 9 m nutes per Form 1098-T. 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 npact on small entities of all alternatives considered.

Mor eover, the proposed regulations requiring filing Forns
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1098-T on magnetic nedia i npose no additional reporting or
recor dkeeping and only prescribe the method of filing information
returns that are already required to be filed. Further, these
regul ati ons are consistent with the statutory requirenent that an
institution or insurer is not required to file Fornms 1098-T on
magnetic nedia unless required to file at |east 250 or nore
returns during the year. Finally, the econonic inpact caused by
requiring Forns 1098-T on nmagnetic nedia should be m ni nal
because nost institution’s or insurer’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 and insurers
| acki ng 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 (a signed
original and eight (8) copies) or electronic comments that are
submtted tinely to the IRS. The IRS and Treasury Depart nent
request comments on the clarity of the proposed rules and how
they can be nmade easier to understand. All comrents wll be

avai |l abl e for public inspection and copyi ng.
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A public hearing has been schedul ed for August 13, 2002,
beginning at 10 a.m in the auditoriumof the Internal Revenue
Bui I di ng, 1111 Constitution Avenue, NW, Wshington, DC. Al
visitors nust present photo identification to enter the buil ding.
Because of access restrictions, visitors wll not be admtted
beyond the i medi ate entrance area nore than 30 mi nutes before
the hearing starts. For information about having your nane
pl aced on the building access list to attend the hearing, see the
“FOR FURTHER | NFORMATI ON CONTACT” section of this preanble.

The rules of 26 CFR 601.601(a)(3) apply to the hearing.
Persons who wi sh to present oral comments at the hearing nust
submt witten or electronic comments and an outline of the
topics to be discussed and the tine to be devoted to each topic
(signed original and eight (8) copies) by July 23, 2002. A
period of 10 mnutes will be allotted to each person for making
comments. An agenda showi ng the scheduling of the speakers w ||
be prepared after the deadline for receiving outlines has passed.
Copi es of the agenda will be available free of charge at the
heari ng.

Drafting Information

The principal author of the regulations is Donna Wl ch,
Ofice of Associate Chief Counsel (Procedure and Adm nistration),
Adm ni strative Provisions and Judicial Practice Division.
However, other personnel fromthe IRS and the Treasury Depart nent
participated in the devel opnent of the regulations.

Li st of Subjects
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26 CFR Part 1

I ncone tax, Reporting and recordkeeping requirenents.

26 CFR Part 301

Enpl oynent tax, Estate tax, Excise tax, Gft tax, |ncone
tax, 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 TAX

Paragraph 1. The authority citation for part 1 is anmended
by adding an entry in nunerical order to read in part as foll ows:

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

Section 1.6050S-1 al so issued under section 26 U S.C. 6050S(g). *

Par. 2. Sections 1.6050S-0 is anmended by revising the
I ntroductory | anguage and addi ng new entries for 81.6050S-1 to
read as follows:

81. 6050S-0 Table of contents

This section lists captions contained in contained in
881.6050S-1, 1.6050S-2T, 1.6050S-3, and 1.6050S-4T.

81.6050S-1 Information reporting for qualified tuition and
rel at ed expenses.

) Information reporting requirenent.

) In general.

) Exceptions.

) No reporting by institutions or insurers for nonresident

I en individuals.

1) No reporting by institutions for individuals enrolled only
n noncredit courses.

(A) In general.

(B) Academic credit defined.
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(C Exanple.

(ii1) No reporting by institutions for individuals whose
qualified tuition and rel ated expenses are wai ved or are paid

Wi th schol arshi ps.

(iv) No reporting by institutions for individuals whose qualified
tuition and rel ated expenses are covered by a formal billing
arrangenent .

(A) In general.

(B) Formal billing arrangenment defi ned.

(b) Requirement to file return.

(1) I'n general.

(2) Information reporting requirenments for institutions that

el ect to report paynents received for qualified tuition and
el at ed expenses.

1) In general.

i) Information included on return.

1i1) Reportable amount of paynents received for qualified
uition and rel ated expenses during cal endar year determ ned.

Iv) Separate reporting of reinbursenents or refunds of paynents
f qualified tuition and rel ated expenses that were reported for
a prior cal endar year.

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

(vi) Reinbursenents or refunds of paynents for qualified tuition
and rel ated expenses determ ned.

(vii) Exanples.

(3) Information reporting requirenments for institutions that
elect to report amounts billed for qualified tuition and rel ated
expenses.

(i) I'n general.

(i1) I'nformation included on return.

(ii1) Reportable anpbunts billed for qualified tuition and rel ated
expenses during cal endar year determ ned.

(iv) Separate reporting of reductions nmade to anmounts billed for
qualified tuition and rel ated expenses that were reported for a
prior cal endar year.

(v) Exanples.

(4) Requirenents for insurers.

1) In general.

1) Information included on return.

) Time and place for filing return.

) In general.

1) Return for nonresident alien individual.

r
(
(
(
t
(
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1) Extensions of tine.

) Use of magnetic nedi a.

) Requirenent to furnish statenent.

) In general.

) Time and manner for furnishing statenent.

) In general.

1) Statement to nonresident alien individual.
1) Extensions of tine.
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( Copy of Form 1098-T.
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(d) Special rules.

(1) Enrollnment determ ned.

(2) Payments of qualified tuition and rel ated expenses received
or collected by one or nore persons.

(i) I'n general.

(i1) Exception

(3) CGovernnental 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) Failure to furnish TIN

(f) Effective date.

Par. 3. Section 1.6050S-1 is added to read as foll ows:

81.6050S-1 Information reporting for qualified tuition and

rel at ed 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 the regul ations thereunder)(an institution) that enrolls (as
determ ned under paragraph (d)(1) of this section) any individual
for any academ c period (as defined in the regul ati ons under
section 25A), and any person that is engaged in a trade or
busi ness of maki ng paynments under an insurance arrangenent as
rei mbursenents or refunds (or other simlar anmounts) of qualified
tuition and rel ated expenses (as defined in section 25A(f)(1) and
the regul ati ons thereunder) (an insurer) nust--

(i) File an information return, as described in paragraph

(b) of this section, with the Internal Revenue Service (IRS) wth
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respect to each individual described in paragraph (b) of this
section; and
(i1) Furnish a statenment, as described in paragraph (c) of
this section, to each individual described in paragraph (c) of
this section.

(2) Exceptions--(i) No reporting by institution or insurer

for nonresident alien individuals. The information reporting

requirenents of this section do not apply with respect to any

I ndi vidual 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
comply with the requirements of this section for the cal endar
year with respect to which the request is nade.

(ii) No reporting by institutions for individuals enrolled

only in noncredit courses--(A) In general. The information

reporting requirenments of this section do not apply wth respect
to any individual who is enrolled during the cal endar year only
i n courses for which no academ c credit is offered by the

I nstitution.

(B) Academic credit defined. Acadenmc credit neans credit

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

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

Exanple. Student A, a nedical doctor, takes a course at
University X' s nedical 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 offer 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

(ii1) No reporting by institutions for individuals whose

qualified tuition and rel ated expenses are waived or are paid

with scholarships. The information reporting requirenents of

this section do not apply with respect to any individual whose
qualified tuition and rel ated expenses are waived in their
entirety or are paid entirely with schol arshi ps.

(iv) No reporting by institutions for individuals whose

qualified tuition and rel ated expenses are covered by a fornmal

billing arrangenent--(A) In general. The information reporting

requirenents of this section do not apply with respect to any
I ndi vi dual whose qualified tuition and rel ated expenses are
covered by a formal billing arrangenent between an institution
and the individual’s enployer.

(B) Formal billing arrangenent defined. A formal billing

arrangenent neans an arrangenent in which the institution bills

only the enployer for education furnished by the institution to
an individual who is the enployer’s enployee and the institution

does not maintain a separate financial account for that
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i ndi vi dual

(b) Requirenent to file return--(1) In general

Institutions may elect to report either the information described
I n paragraph (b)(2) of this section, or the information described
I n paragraph (b)(3) of this section. Once an institution elects
to report under either paragraph (b)(2) or (3) of this section,
the institution nust use the sane reporting nethod for al

cal endar years in which it is required to file returns, unless
perm ssion is granted to change reporting nethods. Paragraph
(b)(2) requires institutions to report, anong other information,

t he amount of paynents received during the cal endar year for
qualified tuition and rel ated expenses. Institutions nust report
separately adjustnments nade during the cal endar year that relate
to paynents received for qualified tuition and rel ated expenses
that were reported for a prior calendar year. For purposes of
par agraph (b)(2), an adjustnent made to paynments received neans a
rei mbursenent or refund. Paragraph (b)(3) requires institutions
to report, anong other information, the anounts billed during the
cal endar year for qualified tuition and rel ated expenses.
Institutions nust report separately adjustnents nmade during the
cal endar year that relate to amounts billed for qualified tuition
and rel ated expenses that were reported for a prior cal endar
year. For purposes of paragraph (b)(3), an adjustnent nmade to
anounts billed neans a reduction in charges. |Insurers mnust
report the information described in paragraph (b)(4) of this

secti on.
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(2) Information reporting requirenents for institutions that

elect to report paynents received for qualified tuition and

rel ated expenses--(i) In general. Except as provided in

paragraph (a)(2) of this section, an institution reporting
paynments received for qualified tuition and rel ated expenses nust
file an information return with the IRS on Form 1098-T, “Tuition
Paynments Statenent,” with respect to each individual enrolled (as
determ ned in paragraph (d)(1) of this section) for an academ c
period begi nning during the cal endar year or during a prior

cal endar year and for whom a reportable transaction described in
paragraph (b)(2)(ii) of this section is made during the cal endar
year. An institution may use a substitute Form 1098-T if the
substitute formconplies with applicable revenue procedures
relating to substitute forns (see 8601.601(d)(2) of this
chapter).

(i1) Information included on return. An institution

reporting paynents received for qualified tuition and rel ated
expenses 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;

(B) The name, address, and TIN of the individual who is, or
has been, enrolled by the institution;

(© The ambunt of paynents of qualified tuition and rel ated
expenses fromany source that the institution received with
respect to the individual during the cal endar year;

(D) An indication by the institution whether any paynents
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received for qualified tuition and rel ated expenses reported for
the cal endar year relate to an academi c period that begins during
the first three nonths of the next cal endar year;

(E) The ampbunt of any schol arships or grants for the paynent
of the individual’s costs of attendance that the institution
adm ni stered and processed during the cal endar year;

(F) The anmpbunt of any reinbursenents or refunds of qualified
tuition and rel ated expenses made during the cal endar year with
respect to the individual that relate to paynents of qualified
tuition and rel ated expenses that were reported by the
institution for a prior cal endar year;

(G The anpbunt of any reductions to the anmount of
schol arshi ps or grants for the paynent of the individual’'s costs
of attendance that were reported by the institution with respect
to the individual for a prior cal endar year

(H An indication by the institution whether the individual
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 (see
section 25A and the regul ations thereunder);

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

(J) Any other information required by Form 1098-T and its

i nstructi ons.
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(ii11) Reportable anpbunt of paynents received for qualified

tuition and rel ated expenses during cal endar year determ ned.

The amount of paynents received for qualified tuition and rel ated
expenses with respect to an individual during the cal endar year
that is reportable on Form 1098-T is determ ned by netting the
amount of paynents received (as defined in paragraph (b)(2)(v) of
this section) for qualified tuition and rel ated expenses during

t he cal endar year against any rei nbursenents or refunds (as
defined in paragraph (b)(2)(vi) of this section) nmade during the
cal endar year that relate to paynents received for qualified
tuition and rel ated expenses during the sane cal endar year.

(iv) Separate reporting of reinbursenents or refunds of

paynments of qualified tuition and rel ated expenses that were

reported for a prior calendar year. An institution nust
separately report on Form 1098-T any rei nbursenents or refunds
(as defined in paragraph (b)(2)(vi) of this section) nmade during
the current cal endar year that relate to paynents of qualified
tuition and rel ated expenses that were reported by the
institution for a prior calendar year. Such reinbursenents or
refunds shall not be netted agai nst the paynments received for
qualified tuition and rel ated expenses during the current

cal endar year

(v) Paynents received for qualified tuition and rel ated

expenses determ ned. For purposes of determ ning the anmount of

paynments received for qualified tuition and rel ated expenses

during a cal endar year, paynents received wth respect to an
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I ndi vi dual during the cal endar year from any source (except for
any scholarship or grant that, by its terns, 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 by the
institution for such expenses. For purposes of this section, a
paynment includes any positive account bal ance (such as any
rei mbursenent or refund credited to an individual’s account) that
an institution applies toward current charges.

(vi) Reinbursenents or refunds of paynents for qualified

tuition and rel ated expenses determ ned. For purposes of
determ ning the anmount of reinbursenents or refunds nmade of
paynments received for qualified tuition and rel ated expenses, any
rei mbursenment or refund nmade with respect to an individual during
a cal endar year (except for any refund of scholarship or grant
that, by its ternms, was required to be applied to expenses ot her
than qualified tuition and rel ated expenses, such as room and
board), is treated as a reinbursenment or refund of paynments for
qualified tuition and rel ated expenses up to the anmobunt of any
reduction in charges for such expenses. For purposes of this
section, a reinbursenent or refund includes anpbunts that an
institution credits to an individual’s account, as well as
amounts di sbursed to, or on behalf of, the individual.

(vii) Exanples. The follow ng exanples illustrate the rules
In this paragraph (b)(2):

| In early August 2003, University X bills

Exanpl e 1. )
$10, 000 for tuition and $6, 000 for room and

(
enrol | ed Student A
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board for the 2003 Fall senmester. In |ate August 2003, Student A
pays $11,000 to University X. In early Septenber 2003, Student A
drops to half-tinme enrollnent for the 2003 Fall senester. In

| at e Septenber 2003, University X credits $5,000 to Student A's
account, reflecting a $5,000 reduction in charges for qualified
tuition and rel ated expenses. In |ate Septenber 2003, University
X applies the $5,000 positive account bal ance toward current

char ges.

(ii) Under paragraph (b)(2)(v) of this section, the $11, 000
paynment is treated as a paynent of qualified tuition and rel ated
expenses up to the $10,000 billed for qualified tuition and
rel at ed expenses. Under paragraph (b)(2)(vi) of this section,
the $5,000 credited to the student’s account is treated as a
rei mbursenent or refund of paynents for qualified tuition and
rel at ed expenses, because the current year charges for qualified
tuition and rel ated expenses were reduced by $5,000. Under
paragraph (b)(2)(iii) of this section, University X is required
to net the $10,000 tuition paynent received during 2003 agai nst
t he $5, 000 rei nbursenent or refund of paynents received for
qualified tuition and rel ated expenses during 2003. Therefore,
Institution X is required to report $5,000 of paynents received
for qualified tuition and rel ated expenses during 2003.

Exanple 2. (i) The facts are the sane as in Exanple 1
except that Student A pays the full $16,000 in |ate August 2003.
In |late Septenber 2003, University X reduces the tuition charges
by $5, 000 and issues a $5,000 refund to Student A

(ii) Under paragraph (b)(2)(v) of this section, the $16, 000
paynment is treated as a paynent of qualified tuition and rel ated
expenses up to the $10,000 billed for qualified tuition and
rel ated expenses. Under paragraph (b)(2)(vi) of this section,
the $5,000 refund is treated as rei nbursement or refund of
paynments for qualified tuition and rel ated expenses, because the
current year charges for qualified tuition and rel ated expenses
were reduced by $5,000. Under paragraph (b)(2)(iii) of this
section, University Xis required to net the $10,000 tuition
paynment received during 2003 agai nst the $5,000 rei nbursenment or
refund of paynents received for qualified tuition and rel ated
expenses during 2003. Therefore, Institution Xis required to
report $5,000 of paynents received for qualified tuition and
rel ated expenses during 2003.

Exanple 3. (i) The facts are the sane as in Exanple 1
except that Student Ais enrolled full-tine, and, in early
Sept enber 2003, Student A decides to live at hone with her
parents. In |ate Septenber 2003, University X adjusts Student
A's account to elimnate roomand board charges and i ssues a
$1,000 refund to Student A
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(ii) Under paragraph (b)(2)(v) of this section, the $11, 000
paynment is treated as a paynent of qualified tuition and rel ated
expenses up to the $10,000 billed for qualified tuition and
rel ated expenses. Under paragraph (b)(2)(vi) of this section,
the $1,000 refund is not treated as rei nbursenment or refund of
paynments for qualified tuition and rel ated expenses, because
there is no reduction in charges for qualified tuition and
rel ated expenses. Therefore, under paragraph (b)(2)(iii) of this
section, University Xis required to report $10,000 of paynents
received for qualified tuition and rel ated expenses during 2003.

Exanple 4. (i) |In early Decenber 2003, College Y bills
enrol l ed Student B $10,000 for tuition and $6, 000 for room and
board for the 2004 Spring senmester. 1In |ate Decenber 2003,
Student B pays $16,000. In nmid-January 2004, after the 2004
Spring senester classes begin, Student B drops to half-tinme
enrollment. In md-January 2004, College Y credits Student B's
account with $5,6000, reflecting a $5,000 reduction in charges for
qualified tuition and rel ated expenses, but does not issue a
refund to Student B. In early August 2004, College Y bills
Student B $10,000 for tuition and $6,000 for room and board for
the 2004 Fall senmester. |In early Septenber 2004, College Y
appl i es the $5,000 positive account bal ance toward Student B's
$16,000 bill for the 2004 Fall senester. |In |ate Septenber 2004,
St udent B pays $6, 000 towards the charges.

(i1) Reporting for cal endar year 2003. Under paragraph
(b)(2)(v) of this section, the $16,000 paynent in Decenber 2003
Is treated as a paynent of qualified tuition and rel ated expenses
up to the $10,000 billed for qualified tuition and rel ated
expenses. Under paragraph (b)(2)(iii) of this section, College Y
is required to report $10,000 of paynents received for qualified
tuition and rel ated expenses during 2003. In addition, College Y
Is required to indicate that the paynents reported for 2003
relate to an academ c period that begins during the first three
nont hs of the next cal endar year.

(iii1) Reporting for cal endar year 2004. Under paragraph
(b)(2)(vi) of this section, the $5,000 credited to Student B's
account is treated as a reinbursenent or refund of qualified
tuition and rel ated expenses, because the charges for qualified
tuition and rel ated expenses were reduced by $5,000. Under
par agraph (b)(2)(iv) of this section, the $5,000 rei nbursenent or
refund of qualified tuition and rel ated expenses nust be
separately reported on Form 1098-T because it relates to paynents
of qualified tuition and rel ated expenses reported by College Y
for 2003. Under paragraph (b)(2)(v) of this section, the $5, 000
positive account bal ance that is applied toward charges for the
2004 Fall senester is treated as a paynent. Therefore, College Y
recei ved total paynents of $11,000 during 2004 (the $5,000 credit
pl us the $6, 000 paynent). Under paragraph (b)(2)(v) of this
section, the $11,000 of total payments are treated as a paynent



- 38-

of qualified tuition and rel ated expenses up to the $10, 000
billed for such expenses. Therefore, for 2004, College Y is
required to report $10, 000 of paynents received for qualified
tuition and rel ated expenses during 2004 and a $5, 000 refund of
paynments of qualified tuition and rel ated expenses reported for
2003.

(3) Information reporting requirenents for institutions that

elect to report anmpunts billed for qualified tuition and rel ated

expenses--(i) In general. Except as provided in paragraph (a)(2)

of this section, an institution reporting anounts billed for
qualified tuition and rel ated expenses nust file an information
return on Form 1098-T with respect to each individual enrolled
(as determ ned in paragraph (d)(1) of this section) for an
academ c period beginning during the cal endar year or during a
prior cal endar year and for whom a reportable transaction
described in paragraph (b)(3)(ii) of this section is nmade during
the cal endar year. An institution may use a substitute Form
1098-T if the substitute formconplies with applicable revenue
procedures relating to substitute forns.

(i1) Information included on return. An institution

reporting amounts billed for qualified tuition and rel ated
expenses 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;

(B) The name, address, and TIN of the individual who is, or
has been, enrolled by the institution;

(C© The ampbunt billed for qualified tuition and rel ated
expenses with respect to the individual during the cal endar year;

(D) An indication by the institution whether any anounts
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billed for qualified tuition and rel ated expenses reported for
the cal endar year relate to an academi c period that begins during
the first three nonths of the next cal endar year;

(E) The ampbunt of any schol arships or grants for the paynent
of the individual’s costs of attendance that the institution
adm ni stered and processed during the cal endar year;

(F) The anmpbunt of any reductions in charges nmade during the
cal endar year with respect to the individual that relate to
amounts billed for qualified tuition and rel ated expenses t hat
were reported by the institution for a prior cal endar year;

(G The anpbunt of any reductions to the anmount of
schol arshi ps or grants for the paynent of the individual’s costs
of attendance that were reported by the institution with respect
to the individual for a prior cal endar year

(H An indication by the institution whether the individual
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 (see
section 25A and the regul ations thereunder);

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

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

(ii1) Reportable ampunts billed for qualified tuition and
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rel at ed expenses during cal endar year determ ned. The anount

billed for qualified tuition and rel ated expenses with respect to
an individual during the cal endar year that is reportable on Form
1098-T is determ ned by netting the anounts billed for qualified
tuition and rel ated expenses during the cal endar year against any
reductions in charges for qualified tuition and rel ated expenses
made during the cal endar year that relate to amounts billed for
qualified tuition and rel ated expenses during the sane cal endar
year.

(iv) Separate reporting of reductions nade to anounts billed

for qualified tuition and rel ated expenses that were reported for

a prior calendar year. An institution nust separately report on

Form 1098-T any reductions in charges made during the current

cal endar year that relate to anmounts billed for qualified tuition
and rel ated expenses that were reported by the institution for a
prior cal endar year. Such reductions shall not be netted agai nst
amounts billed for qualified tuition and rel ated expenses during
the current cal endar year.

(v) Exanples. The follow ng exanples illustrate the rules

In this paragraph (b)(3):

Exanple 1. (i) |In early August 2003, University X bills
enrol |l ed Student A $10,000 for tuition and $6, 000 for room and

board for the 2003 Fall senmester. In |ate August 2003, Student A
pays $11,000 to University X. In early Septenber 2003, Student A
drops to half-tinme enrollnent for the 2003 Fall senester. In

| at e Septenber 2003, University X adjusts Student A s account and
reduces the tuition charges by $5,000 to reflect half-tine
enrollment. In late Septenber 2003, University X applies the

$5, 000 account bal ance toward current charges.

(i1) Under paragraph (b)(3)(iii) of this section,
University X is required to net the $10,000 anpunt of tuition
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billed during 2003 agai nst the $5,000 reduction in charges for
qualified tuition and rel ated expenses during 2003. Therefore,
Institution Xis required to report $5,000 in amounts billed for
qualified tuition and rel ated expenses during 2003.

Exanple 2. (i) The facts are the sane as in Exanple 1
except that, in addition, in early Decenber 2003, College X bills
Student A $10,000 for tuition and $6,000 for room and board for
the 2004 Spring senmester. |In |ate Decenber 2003, Student A pays
$16,000. In md-January 2004, after the 2004 Spring senester
cl asses begin, Student A drops to half-tine enrollnent. In md-
January 2004, College X credits $5,000 to Student A s account,
reflecting a $5,000 reduction in charges for qualified tuition
and rel ated expenses, but does not issue a refund check to
Student A. In early August 2004, College X bills Student A
$10,000 for tuition and $6,000 for room and board for the 2004

Fall senester. |In early Septenber 2004, College X applies the
$5, 000 positive account bal ance toward Student A's $16, 000 bil
for the 2004 Fall senester. |In |ate Septenber 2004, Student A

pays $6, 000 toward the charges.

(i1) Reporting for cal endar year 2003. Under paragraph
(b)(3)(iti) of this section, College X is required to report
$15, 000 anmounts billed for qualified tuition and rel ated expenses
during 2003 ($5,000 for the 2003 Fall senester and $10, 000 for
the 2004 Spring senester). |In addition, College Xis required to
i ndicate that sone of the anmpunts billed for qualified tuition
and rel ated expenses reported for 2003 relate to an academ c
period that begins during the first three nonths of the next
cal endar year

(iii1) Reporting for cal endar year 2004. Under paragraph
(b)(3)(iv) of this section, the $5,000 reduction in charges for
qualified tuition and rel ated expenses nust be separately
reported on Form 1098-T because it relates to anmounts billed for
qualified tuition and rel ated expenses that were reported by
Col l ege X for 2003. Under paragraph (b)(3)(iii) of this section,
College Xis required to report $10,000 in anounts billed for
qualified tuition and rel ated expenses during 2004.

(4) Requirenments for insurers--(i) In general. Except as

otherwi se provided in this section, an insurer nust file an

i nformation return for each individual with respect to whom
rei mbursenents or refunds of qualified tuition and rel ated
expenses are made during the cal endar year on Form 1098-T. An

I nsurer may use a substitute Form 1098-T if the substitute form
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conplies with applicable revenue procedures relating to
substitute fornms (see 8601.601(d)(2) of this chapter).

(i1) Information included on return. An insurer nust

I ncl ude on Form 1098-T- -

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

(B) The nane, address, and TIN of the individual with
respect to whomrei nbursenents or refunds of qualified tuition
and rel ated expenses were nade;

(C The aggregate anmount of reinbursenments or refunds of
qualified tuition and rel ated expenses that the insurer nade with
respect to the individual during the cal endar year; and

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

(5) Tine and place for filing return--(i) In general.

Except as provided in paragraphs (b)(5)(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 which paynents were received, or anmounts were
billed, for qualified tuition or related expenses, or

rei mbursenments, refunds, or reductions of such anobunts were nade.
An institution or insurer nust file Form 1098-T with the IRS
according to the instructions to Form 1098-T.

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

an institution or insurer is not required to file a return on

behal f of a nonresident alien individual. However, if a
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nonresi dent alien individual requests an institution or insurer
to report, the institution or insurer nmust file a return
described in paragraph (b) of this section with the IRS on or
before the date prescribed in paragraph (b)(5)(i) of this
section, or on or before the thirtieth day after the request,
whi chever 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 applicable revenue procedures for rules relating
to extensions of tine to file (see 8601.601(d)(2) of this
chapter).

(6) 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-T on nmagnetic nedia.

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

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

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

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

(iii1) Instructions that--

(A) State that the statenment reports either total paynents

received by the institution for qualified tuition and rel ated
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expenses during the cal endar year, or total amounts billed by the
institution for qualified tuition and rel ated expenses during the
cal endar year, or the total reinbursements or refunds nmade by the
I nsurer;

(B) State that, under section 25A and the regul ati ons
t hereunder, the taxpayer may claiman education tax credit only
with respect to qualified tuition and rel ated expenses actual ly
pai d during the cal endar year; and that the taxpayer nmay not be
able to claiman education tax credit with respect to the entire
anount of paynents received, or amounts billed, for qualified
tuition and rel ated expenses reported for the cal endar year;

(C State that the anpunt of any schol arships or grants
reported for the cal endar year and other simlar anmounts not
reported (because they are not adm nistered and processed by the
institution) may reduce the anmount of any all owabl e education tax
credit for the taxable year;

(D) State that the anmpunt of any reinbursenents or refunds
of paynents received, or reductions in charges, for qualified
tuition and rel ated expenses, or any reductions to the amount of
schol arships or grants, reported by the institution with respect
to the individual for a prior calendar year may affect the anmount
of any all owabl e education tax credit for the prior cal endar
year;

(E) State that the anmpunt of any reinbursenents or refunds
of qualified tuition and rel ated expenses reported by an insurer

may reduce the anmount of an all owabl e education tax credit for a
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t axabl e year

(F) State that the taxpayer should refer to relevant IRS
forms and publications, and should not refer to the institution
or the insurer, for explanations relating to the eligibility
requi renments for, and cal cul ation of, any all owabl e education tax
credit; and

(G Include the nane, address, and phone nunber of the
office or departnment within the institution or insurer that is
the information contact for the institution or insurer that filed
the Form 1098-T.

(2) Tinme and manner for furnishing statenent--(i) Ln

general. Except as provided in paragraphs (c)(2)(ii) and (iii)
of this section, an institution or insurer nust furnish the
statenent described in paragraph (c)(1) of this section to each

I ndi vidual for whomit is required to file a return, on or before
January 31 of the year follow ng the cal endar year in which
paynments were received, or amobunts were billed, for qualified
tuition and rel ated expenses, or reinbursenents, refunds, or
reductions of such amounts were made. |If mailed, the statenent
must be sent to the individual’s permanent address, or the

I ndividual s tenporary address if the institution or insurer does
not know the individual’ s permanent address. |If furnished

el ectronically, the statenent nust be furnished in accordance

wi th the applicable regul ations.

(i1) Statenent to nonresident alien individual. If an

information return is filed for a nonresident alien individual,
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the institution or insurer must 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)(2)(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 tinme 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 (see
8601. 601(d)(2) of this chapter).

(3) 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 information required by paragraph (c)(1) of this section
I f the docunent conplies with applicable revenue procedures
relating to substitute statenments (see 8601.601(d)(2) of this
chapter).

(d) Special rules--(1) Enrollnent determ ned. An

institution may determine its enrollnment for each academ c period
under its own rules and policies for determ ning enroll nment or as
of any of the follow ng dates--

(i) 30 days after the first day of the academ c period,

(ii) A date during the academ c period on which enroll nment

data nust be collected for purposes of the Integrated Post
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Secondary Education Data System adm ni stered by the Departnent of
Education; or
(iii1) A date during the academ c period on which the
institution nust report enrollnment data to the State, the
i nstitution’s governing body, or sone other external governing
body.

(2) Paynents of qualified tuition and rel ated expenses

received or collected by one or nore persons--(i) lIn general.

Except as otherw se provided in paragraph (d)(2)(ii) of this
section, if a person collects or receives paynents of qualified
tuition and rel ated expenses on behalf of another person (e.g.,
an institution), the person collecting or receiving paynents nust
satisfy the information reporting requirenents of this section.
In this case, the reporting requirenents do not apply to the
transfer of the paynents to the institution.

(i1) Exception. |If the person collecting or receiving
paynments of qualified tuition and rel ated expenses on behal f of
anot her person (e.g., an institution) does not possess the
I nformati on needed to conply with the information reporting
requirenents of this section, the other person nust satisfy the
I nformation reporting requirenments 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
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I nformation reporting requirenments 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 includes incorrect information on the return. See
section 6721, and the regulations thereunder, for rules relating
to penalties for failure to file correct returns. See section
6724, and the regul ations thereunder, for rules relating to

wai vers of penalties for certain failures due to reasonable
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
incorrect information on the statenent. See section 6722, and
the regul ations thereunder, for rules relating to penalties for
failure to furnish correct statenments. 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 TINon Form 1098-T or a related i nformati on statenent,

penalties may be waived if the failure is due to reasonable
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cause. Reasonable cause nmay be established if the failure arose
fromevents 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 must request the TIN of each individual for whomit is
required to file a return if it does not already have a record of
the individual’s correct TIN. If the institution or insurer does
not have a record of the individual’s correct TIN, then it nust
solicit the TINin the manner described in paragraph (e)(3)(iii)
of this section on or before Decenber 31 of each year during
which it receives paynents, or bills anmounts, for qualified
tuition and rel ated expenses or nakes rei nbursenents, refunds, or
reductions of such anobunts with respect to the individual. |[If an
i ndi vidual refuses to provide his or her TIN upon request, the
institution or insurer nust file the return and furnish the
statenment required by this section without 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 paragraph (e)(3) will be considered to have acted in a
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responsi bl e manner within 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 statenent 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
furnish a TIN so that it may be included on an information return
filed by the institution or insurer. A request for a TIN nade on
Form W9S, “Request for Student’s or Borrower’s Social Security
Nunber and Certification,” satisfies the requirenents of this
paragraph (e)(3)(iii). An institution or insurer may establish a
system for individuals to submt Fornms W9S electronically as
described in applicable fornms and instructions. An institution
or insurer may al so devel op a separate formto request the
individual s TIN or incorporate the request into other forns
customarily used by the institution or insurer, such as adm ssion

or enrollnment forns or financial aid applications.

(4) 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 ations 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 furni shed, after Decenber 31, 2003.



PART 301- - PROCEDURE AND ADM NI STRATI ON

Par. 4. The authority citation for part 301 continues to
read in part as follows:

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

Par. 5. Section 301.6011-2 is anended by:

1. In paragraph (b)(1), first sentence, add the | anguage
“1098-T,” inmmedi ately after the |anguage “1098-E,".

2. Revising paragraph (g)(3).

The revision reads as foll ows:

8§301.6011-2 Requi red use of magnetic nedia.

* * % * *

(g)***
(3) This section applies to returns on Forns 1098-E and

1098-T filed after Decenber 31, 2003.

Robert E. Wenzel,

Deputy Conm ssioner of Internal Revenue.



