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RI'N 1545- AW7

I nformati on Reporting for Paynments of Interest on Qualified

Educati on Loans; Magnetic Media Filing Requirenents for

I nf ormati on Returns

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTION:  Final and tenporary regul ations.

SUMVARY: Thi s docunent contains regulations relating to the

I nformation reporting requirenments under section 6050S for

paynments of interest on qualified education |oans, including the

filing of information returns on magnetic nedia. The final

regul ati ons reflect changes to the | aw nmade by the Taxpayer

Relief Act of 1997. The regul ati ons provi de gui dance to payees

receiving interest paynents on qualified education | oans.

DATES: Effective date: These regulations are effective on Apri

29, 2002.

Applicability date: For date of applicability, see

81. 6050S-3(Q) -

FOR FURTHER | NFORMATI ON CONTACT: Concerni ng the regul ati ons,
Donna Wl ch, (202) 622-4910; and concerning the nmagnetic nedi a
filing specifications, waivers for filing on nagnetic nedia, and
extensions of time, contact the Internal Revenue Service,

Marti nsburg Conputing Center, (304) 263-8700 (not toll-free

nunbers) .



SUPPLEMENTARY | NFORMATI ON:
Paper wor k Reducti on Act

The collection of information contained in these final
regul ati ons has been revi ewed and approved by the Ofice of
Managenent and Budget in accordance with the Paperwork Reduction
Act of 1995 (44 U.S.C. 3507(d)) under control nunber 1545-1678.
Responses to this collection of information are nmandatory.

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 Ofice of Budget
and Managenent .

The estimated burden for the reporting in these regul ations
Is reflected in the burden for Form 1098-E.

Estimated total annual reporting burden for 2000 for Form
1098- E: 483,098 hours.

Esti mat ed nunber of responses for 2000 for Form 1098-E:
9, 661, 965.

Esti mat ed average annual burden hours per response for Form
1098-E: 3 m nutes.

Comments concerning the accuracy of this burden and
suggestions for reducing this burden should be sent to the
I nternal Revenue Service, Attn: IRS Reports C earance Oficer
W CAR: MP: FP: S, Washi ngt on, DC 20224, and to the Ofice of
Managenent and Budget, Attn: Desk O ficer for the Departnent of
the Treasury, Ofice of Information and Regul atory Affairs,

Washi ngt on, DC 20503.
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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

Thi s docunent contains anendnents to the Incone Tax
Regul ations (26 CFR part 1) relating to information reporting
requi renents under section 6050S. The Taxpayer Relief Act of
1997 (Public Law 105-34 (111 Stat. 788) (TRA *97)) added section
221 of the Internal Revenue Code (Code) to allow certain
t axpayers who pay interest on qualified education |oans to claim
a Federal inconme tax deduction for their interest paynments. In
general, as enacted by TRA ‘97, 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 (REG 116826-97) under section 221. See 64
FR 3257 (1999). Section 221 was anmended by the Econom c G owh
and Tax Relief Reconciliation Act of 2001 (Public Law 107-16 (115
Stat. 38)) to elimnate the limtation on the nunber of nonths
during which interest paid on a qualified education loan is
deductible, effective for interest paid after Decenber 31, 2001,
and to allow a deduction for voluntary paynents of interest.

TRA * 97 al so added section 25A of the Code to provide the
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Hope Schol arship Credit and the Lifetine Learning Credit
(education tax credit). In general, the education tax credit
allows certain taxpayers who pay qualified tuition and rel ated
expenses to an eligible educational institution to claima
nonr ef undabl e credit against their Federal incone tax liability.
On January 6, 1999, the IRS issued proposed regul ations (REG
106388-98) 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)) and Public Law 107-131 (115 Stat. 2410).
In general, section 6050S requires certain payees who receive
paynments of interest on one or nore qualified education |loans to
file information returns and to furnish witten information
statenents to assist taxpayers and the IRS in determ ning any
I nterest deduction allowable under section 221. In addition,
section 6050S 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 (as well as other tax benefits
for higher education expenses). See H R Conf. Rept. No. 599,
105'" Cong., 2d Sess., pp. 319-320 (1998). Sinilarly, section
6050S requires any person engaged in a trade or business of
maki ng paynents to any individual under an insurance agreenent as
rei mbursenents or refunds of qualified tuition and rel ated

expenses to file information returns and to furnish witten



I nformati on statenents

Section 6050S(b) provides that the information return filed
by payees who receive paynents of interest on qualified education
| oans nust contain: (1) the nane, address, and taxpayer
I dentification nunber (TIN) of the individual wth respect to
whom paynments of interest on qualified education | oans were
received; (2) the aggregate anount of interest received for the
cal endar year from such individual; and (3) such other
I nformation as the Secretary may prescribe.

The I RS has published several notices describing the
Information reporting requirenments for payees who receive
I nterest on qualified education |oans during the years 1998,

1999, 2000, and 2001. See Notice 98-7 (1998-3 I.R B. 54), Notice
98-54 (1998-46 |.R B. 25), Notice 99-37 (1999-30 |.R B. 124), and
Noti ce 2000-62 (2000-51 |.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
June 16, 2000, addressing the information reporting requirenents
for eligible educational institutions and insurers and payees who
receive interest on qualified education [oans. A public hearing
was held on the proposed regul ati ons on February 13, 2001. The
I RS received witten and el ectronic coments responding to the
notice of proposed rul emaki ng.

The IRS and the Treasury Departnent have determ ned that the
proposed regul ations in 81.6050S-1 addressing the information

reporting requirements for eligible educational institutions and
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I nsurers should be withdrawn and that new proposed regul ati ons
shoul d be issued. The IRS will issue proposed regulations in
81.6050S-1 in a separate docunent. The proposed regulations in
81. 6050S- 2 addressing the informati on reporting requirenments for
payees who receive paynents of interest on qualified education
| oans are adopted as anended by this Treasury decision and
redesi gnated as 81.6050S-3. The comments received in connection
with these regul ations and the revisions are discussed in the
“Expl anati on of Provisions and Summary of Comments” of this
preanbl e.

Tenporary regul ations (66 FR 10191) and a notice of proposed
rul emaki ng by cross reference (REG 107186-00) (66 FR 10247) under
section 6050S were published in the Federal Register on February
14, 2001. Those regulations allow eligible educational
I nstitutions and payees who receive interest on qualified
education loans to furnish informati on statements el ectronically
to students and borrowers, respectively, if certain requirenents
are net. The tenporary regulations for eligible educational
i nstitutions were designated as 81.6050S- 1T, and the tenporary
regul ati ons for payees were designated as 81.6050S-2T. The IRS
and the Treasury Departnment have determ ned that those
regul ati ons should be finalized in a separate docunent. However,
this Treasury decision redesi gnates 81. 6050S- 1T and 81. 6050S- 2T
as 81.6050S-2T and 81.6050S-4T, respectively.

Expl anati on of Provisions and Summary of Comments

1. 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, “Student Loan
Interest Statenent,” wth the IRS. Under the proposed
regul ati ons, a payee nust report the name, address, and taxpayer
i dentification nunber (TIN) of the payee; the nanme, address, and
TIN of the payor; and the aggregate anount of interest received
during the cal endar year fromthe payor. The final regul ations
retain these rules. As explained in the preanble to the proposed
regul ati ons, a payee may be the |l ender, the holder of the |oan,
or the | oan servicer.

Consistent wwth TRA ‘97, the proposed regul ati ons provide
that a payee is required to report interest paynents received on
a qualified education |Ioan during only the first 60 nonths in
whi ch interest paynents are required on the |oan. The Economc
G owth and Tax Relief Reconciliation Act of 2001 repeal ed the
limtation on the nunber of nonths during which interest paid on
a qualified education |loan is deductible, effective for interest
pai d after Decenber 31, 2001. Therefore, the final regul ations
elimnate the 60-nonth reporting period, so that payees nust
continue to report annually interest paynents on qualified
education | oans.

A. Section 221 comments
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The proposed regul ations provide that, in determning the
aggregate anount of interest paynents to be reported by a payee,
the terminterest includes stated interest, |loan origination fees
(other than any fees for services), and capitalized interest as
described in the regul ati ons under section 221. Sever al
coment ators requested that other fees, such as insurance, be
treated as deductible interest for purposes of section 221. In
addi tion, several commentators requested clarification of, or
changes to, the manner in which paynents are allocated to

interest, the definition of qualified education |oans, and the

ability to estimate capitalized interest. These comments were
not considered in these regul ations, which address only the
Information reporting requirenments for interest paynents on
qual i fi ed education | oans under section 221, but the comments
will be considered in finalizing the regul ati ons under section
221.

B. Reporting of interest received or collected by one or nore
per sons

Section 6050S(f) requires that, in the case of any person

who receives any anount on behalf of another person, only the
first person receiving the anount is required to conply with the
I nformati on reporting requirenents. Based on section 6050S(f),

t he proposed regul ations provide that if a payee contracts with
anot her person to receive or collect interest paynents on a
qualified education |loan on its behalf, the other person nust
conply with the information reporting requirenents. Comentators

requested clarification of howthis rule would apply if a payee
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contracts with nmultiple parties, such as a billing service and a
collection agent. O her commentators requested clarification of
the rule for noncontractual arrangenents and how the rule woul d
apply if the person receiving the paynents does not ordinarily
possess the payor information required to file information
returns (e.g., a |lock-box agent, a bankruptcy trustee, or a
coll ection agency). The commentators suggested that the
regul ations provide that if a person collects or receives
paynments on a qualified | oan on behal f of another person (whether
or not a formal contract exists), the person collecting or
receiving the paynents nust satisfy the reporting requirenents,
unl ess the other person does not possess the informati on needed
to conply with the reporting requirenments. This recommendati on
I's consistent with the provisions of section 6050H and the
regul ati ons thereunder; therefore, the final regul ati ons adopt
this recommendati on

C. Forns 1098-E filed by third-party

Several commentators requested that the final regul ations
permt a payee to contract with a third party to file Forns 1098-
E, “Student Loan Interest Statenent,” and to furnish the
i nformati on statenments. The general instructions to Form 1099
and Form 1098 allow a filing agent if certain requirenents are
met. Therefore, the final regulations do not need to adopt this
recomendati on.

D. | nformati on st at enent

Several commentators requested that the final regul ations
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elimnate the requirenent that a payee furnish certain
Instructions to a payor with the information statenment. The
comment ators expl ai ned that the instructional |anguage inplies
that the payee is able to provide tax assistance. The
I nstructions that a payee is required to furnish with the
i nformati on statenment alert the payor to the limtations on the
deductibility of reported interest. |In addition, the
I nstructions clearly state that the payor should refer to the IRS
forms and publications for information regarding the
deductibility of reported interest. Therefore, the final
regul ations do not elimnate the required instructions; however,
the regulations clarify that the payor should refer to the IRS

forms and publications, and not the payee, for tax information.

The proposed regul ati ons provide that the information
statenment nust include the nanme, address, and phone nunber of the
I ndi vidual who is the information contact for the payee that
filed the Form 1098-E. It is often not feasible for payees to
Identify a specific individual as the information contact.
Therefore, the final regulations provide that the information
statenment nust include the name, address, and phone nunber of an
office or departnment of the payee as the information contact.

E. Paynent adjustnents after returns filed

O her commentators requested that the final regul ations
provi de specific rules for reporting interest paynent adjustnents

made after information returns have been filed with the IRS. The
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comentators stated that requiring reporting of adjustnents to
I nterest previously reported would be overly burdensone. The
final regulations do not need to include specific rules because
additional interest paynments received in a subsequent year that
relate to interest paynents reported in a prior year are
reportable in the year of receipt. Further, a payee is not
required to report reinbursenents or refunds of interest paynents
previously reported. However, a payee should file corrected
information returns to report interest paynents that were
Incorrectly reported in a prior year.

F. Effective date of requlations and continuation of Notice 98-7
for the cal endar year 2002

The proposed regul ati ons provide that the regulations wll
apply to information returns required to be filed, and
I nformati on statenents required to be furnished, after Decenber
31, 2001. Several comments were received on the proposed
effective date. Several commentators recommended that the fina
regul ati ons apply to new | oans nade on or after January 1 of the
year that is 24 nonths after publication of the final regulations
and that | oans made before that date remain subject to the
requirenents in Notice 98-7, as nodified. Oher coments
requested a period of at least 12 nonths after publication of
final regulations to nmake progranmm ng changes to inpl enent
required reporting with respect to |l oan origination fees and
capitalized interest.

Further comments requested that the reporting requirenents
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in Notice 98-7, as nodified, continue for information returns
required to be filed, and information statenments required to be
furni shed, for interest paynents received during cal endar year
2002 (for which the returns and statenents are required to be
filed and furnished in 2003). 1In general, the final regulations
do not inpose any significant reporting requirenent beyond the
reporting currently required by Notice 98-7, as nodified, and
Form 1098-E. However, in response to coments, the IRS and the
Treasury Departnent extend Notice 98-7, as nodified, for the
cal endar year 2002. Therefore, the final regulations apply to
information returns required to be filed, and information
statenents required to be furnished, after Decenber 31, 2003 (for
I nterest paynents received during cal endar year 2003). In
addition, in order to provide additional tine for payees to
I mpl ement reporting of |oan origination fees and capitalized
interest, the final regulations provide that a payee is not
required to report paynments of such anmounts as interest for
qgqual i fied education | oans nmade before January 1, 2004.

2. Requirenment to File Information Returns on Magnetic Media

The final regulations anend the regul ati ons under section
6011(e) to require payees who are required to file 250 or nore
Fornms 1098-E to file on nmagnetic nedia.

Speci al Anal yses
It has been determined that this Treasury decision is not a

significant regulatory action as defined in Executive Order
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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. A final regulatory flexibility analysis
has been prepared for the collection of information in this
Treasury decision. This analysis is set forth in this preanble
under the heading “Final Regulatory Flexibility Analysis.”
Pursuant to section 7805(f), the proposed regul ati ons precedi ng
these regul ations were submtted to the Chief Counsel for
Advocacy of the Small Business Adm nistration for coment on its
I npact on small busi ness.
Fi nal Regulatory Flexibility Analysis

The collection of information contained in 81.6050S-3 is
needed to assist the IRS and taxpayers in determ ning the anmount
of any interest deduction allowable under section 221. The
obj ectives of these regulations are to provide uniform
practicabl e, and adm ni strabl e rul es under section 6050S. The
types of small entities to which the regulations may apply are
certain payees (e.g., a lender, a holder of the loan, or a |oan
servicer) who receive interest paynents of $600 or nore on
qual i fied education | oans.

There are no known Federal rules that duplicate, overlap, or
conflict with these regulations. The regulations are consi dered
to have the | east econom c inpact on snmall entities of al
al ternatives consi dered.

Mor eover, the regulations requiring filing Fornms 1098-E on
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magneti c nedia i npose no additional reporting or recordkeeping
and only prescribe the nmethod of filing information returns that
are already required to be filed. Further, these regulations are
consistent with the statutory requirenment that a payee is not
required to file Forns 1098-E on nagnetic nedia unl ess required
to file at |l east 250 or nore returns during the year. Finally,
the econom c inpact caused by requiring Forns 1098-E on nagnetic
medi a shoul d be m ni nal because nobst 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 payees |acking both the
necessary data processing facilities and access at a reasonabl e
cost to conputer service bureaus.
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
26 CFR Part 1

I ncone tax, Reporting and recordkeepi ng requirenents.
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26 CFR Part 301

Enpl oynment tax, Estate tax, Excise tax, Gft tax, |ncone
tax, Penalties, Reporting and recordkeepi ng requirenents.

26 CFR Part 602

Reporting and recordkeepi ng.
Adopti on of Anendnents to the Regul ations

Accordingly, 26 CFR parts 1, 301, and 602 are anended as
fol | ows:
PART 1--1NCOVE TAX

Paragraph 1. The authority citation for part 1 is anmended
by renoving the entry for “Section 1.6050S-1T" and by addi ng
entries in nunerical order to read in part as follows:

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

Section 1.6050S-3 al so issued under 26 U.S.C. 6050S(9).
Section 1.6050S-4T al so i ssued under 26 U.S. C. 6050S(g). * * *

Par. 2. Sections 1.6050-1T and 1.6050S-2T are redesi gnated
as 881.6050S-2T and 1. 6050S-4T, respectively, and amended by
revising the section headings to read as foll ows:

81.6050S-2T El ectronic furnishing of informati on statenents for

gualified tuition and rel ated expenses (tenporary).

* * % * *

81.6050S-4T El ectronic furnishing of informati on statenents for

paynents of interest on qualified education |oans (tenporary).

* * % * *

Par. 3. Sections 1.6050S-0 and 1.6050S-3 are added to read
as foll ows:

81. 6050S-0 Table of contents
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This section lists captions contained in section 6050S.

81.6050S-2T El ectronic furnishing of informati on statenents for

gualified tuition and rel ated expenses.

a) Electronic furnishing of statenents.
1) In general.
2) Consent.

1) In general.
1) Change in hardware or software requirenents.
1ii1) Exanple.
3) Required disclosures.

1) In general.
11) Paper statenent.

1i1) Scope and duration of consent.

i v) Post-consent request for a paper statenent.
v) Wthdrawal of consent.

vi) Notice of term nation.

vii) Updating information.

viii) Hardware and software requirenents.

4) For mat.

5) Posti ng.

6) Notice.

i) In general.

1) Undeliverabl e electronic address.
1i1) Corrected statenents.

7) Retention.

b) Effective date.

—

1. 6050S-3 Information reporting for paynents of interest on
ualified education |oans.

) Information reporting requirenent in general.
) Definitions.

) Interest.

) Payor.

) Requirenment to file return.

) Form of return.

) Information included on return.

) Time and place for filing return.

) In general.

I ) Extensions of tine.

) Use of magnetic nedi a.

) Requirenent to furnish statenent.

) In general.

) Time and manner for furnishing statenent.

) In general.

I ) Extensions of tine.

) Copy of Form 1098-E.

) Special rules.

) Transitional rule for reporting of |oan origination fees and
pitalized interest.
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(2) Qualified education |loan certification.

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

81. 6050S-4T Electronic furnishing of information statenents for
paynents of interest on qualified education |oans.

(a) Electronic furnishing of statenents.

(1) I'n general.

) Consent.

) I'n general.

1) Change in hardware or software requirenents.
1) Exanpl e.

) Required disclosures.

)

[

[

—

2
[
[
[
3
1) In general.

11) Paper statenent.

1i1) Scope and duration of consent.

i v) Post-consent request for a paper statenent.
v) Wthdrawal of consent.

vi) Notice of term nation.

vii) Updating information.

viii) Hardware and software requirenents.

4) For mat.

5) Posti ng.

6) Notice.

1) In general.
1) Undeliverabl e electronic address.
1i1) Corrected statenents.

7) Retention.

b) Effective date.

81.6050S-3 Information reporting for paynents of interest on

qualified education | oans.

(a) Information reporting requirenent in general. Except as

otherwi se provided in this section, any person engaged in a trade
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or business that, in the course of that trade or business,
recei ves fromany payor (as defined in paragraph (b)(2) of this
section) interest paynments 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 the regul ati ons thereunder)(a
payee) nust--

(1) File an information return, as described in paragraph
(c) of this section, with the Internal Revenue Service with
respect to the payor; and

(2) Furnish a statenent, as described in paragraph (d) of
this section, to the payor.

(b) Definitions. The follow ng definitions apply for

pur poses of this section:

(1) Interest. Interest includes stated interest, |oan

origination fees (other than fees for services), and capitalized
I nterest as described in the regul ati ons under section 221. See
paragraph (e)(1) of this section for a special transitional rule
relating to reporting of loan origination fees and capitalized

I nt erest.

(2) Payor. 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 nmultiple 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,



-19-
“Student Loan Interest Statenent.” A payee may use a substitute
for Form 1098-E if the substitute formconplies with the
applicabl e revenue procedures relating to substitute forns.

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

Form 1098- E- -

(1) The nanme, address, and taxpayer identification nunber
(TIN)(as defined in section 7701(a)(41)) of the payee;

(ii1) The nane, address, and TIN of the payor;

(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) In 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 electronically) of the year follow ng the cal endar year in
whi ch interest paynents were received. A payee nust file Form
1098-E with the Internal Revenue Service according to the

I nstructions to Form 1098-E.

(i1) Extensions of tinme. The Internal Revenue Service may

grant a payee an extension of tine to file returns required in
this section upon a show 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
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to file Fornms 1098-E on nagnetic nedia.

(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 Internal Revenue
Servi ce;

(iii1) Instructions that--

(A) State that, under section 221 and the regul ations
t hereunder, the payor may not be able to deduct the full anmount
of interest reported on the statenent;

(B) In the case of qualified education |oans nade before
January 1, 2004, 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 ;

(C) State that the payor should refer to relevant Interna
Revenue Service fornms and publications, and should not refer to
t he payee, 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

(D) Include the nane, address, and phone nunber of the

of fice or departnment of the payee that is the information contact
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for the payee that filed the Form 1098-E.

(2) Tinme and manner for furnishing statenent--(i) Ln
general. Except as provided in paragraph (d)(2)(ii) of this
section, a payee nust furnish the statenent described in
par agraph (d)(1) of this section to the payor on or before
January 31 of the year follow ng the cal endar year in which
paynments of interest on a qualified education | oan were received.
If mailed, the statenent nust be sent to the payor’s |ast known
address. If furnished electronically, the statenent nust be

furni shed in accordance with the applicable regul ations.

(i1) Extensions of tinme. The Internal Revenue Service may
grant a payee an extension of tine to furnish statenments required
in this section upon a show ng of good cause. See the
i nstructions to Form 1098-E and applicabl e revenue procedures for
rules relating to extensions of tinme to furnish statenents.

(3) Copy of Form 1098-E. A payee may satisfy the

requi renent 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 Internal Revenue
Service and the information required by paragraph (d)(1) of this
section if the docunent conplies wth applicable revenue
procedures relating to substitute statenents.

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

|l oan origination fees and capitalized interest. For qualified

education | oans made before January 1, 2004, a payee is not

required to report paynents of |oan origination fees and
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capitalized interest as interest under section 6050S and this
section.

(2) Qualified education loan certification. If aloanis

not subsi di zed, guaranteed, financed, or is not otherw 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
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 the 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. Except as otherw se provided in

paragraph (e)(3)(ii) of this section, if a person collects or
recei ves paynents of interest on a qualified education |oan on
behal f of another person (e.g., a lender), the person collecting
or receiving the interest nust satisfy the information reporting
requirenents of this section. 1In this case, the reporting

requi renents do not apply to the transfer of interest to the
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ot her person.

(ii1) Exception. |If the person collecting or receiving
paynments of interest on a qualified education |oan on behal f of
anot her person (e.g., a lender) does not possess the information
needed to conply with the information reporting requirenments of
this section, the other person nust satisfy the information
reporting requirenments 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

(i) At a location outside the United States if the payee

(A) Acontrolled foreign corporation (wthin the nmeaning of
section 957(a)); or

(B) A person 50 percent or nore of the gross incone of
which, fromall sources for the three-year period ending with the
cl ose of the taxable year preceding the taxable year in which
I nterest paynents were received (or for such part of the period
as the person was in existence), was effectively connected with
t he conduct of a trade or business within the United States.

(5) Governnmental 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 loans is a
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payee, w thout regard to the requirenment of paragraph (a) 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 nformati on 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
regul ati ons 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 a payee 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 statenment; or that includes incorrect
information on the statement. See section 6722, and the
regul ati ons 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 TIN on Form 1098-E or a related i nformati on statenent,
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penalties may be waived if the failure is due to reasonable
cause. Reasonable cause may be established if the failure arose
fromevents 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 responsible 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. |If a payor refuses to provide his or her TIN upon
request, the payee nmust 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 renments 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) will be considered to have acted in a
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
a payor on a return or statenent required by section 6050S and

this section.
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(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

i ncluded on an information return filed by the payee. A request
for a TIN nmade on Form W9S, “Request for Student’s or Borrower’s
Soci al Security Nunber and Certification,” satisfies the
requirenents of this paragraph (f)(3)(iii). A payee may
establish a systemfor payors to submt Forns W9S el ectronically
as described in applicable forns and instructions. A payee nay
al so devel op a separate formto request the payor’s TIN or

I ncorporate the request into other forns customarily used by the
payee, such as | oan applications.

(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

i nformation returns required to be filed, and information
statenents required to be furnished, 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. Revising the first sentence of paragraph (b)(1).
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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, 1098-E, 1099 series, 5498, 8027, W2G or
other formtreated as a formspecified in this paragraph (b)(1)
I's required by the applicable regulations or revenue procedures
for the 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 (3) of this section, this section applies to
returns required to be filed after Decenber 31, 1986.
(3) This section applies to returns on Form 1098-E required

to be filed after Decenber 31, 2003.



PART 602--QOVvB CONTROL NUMBERS UNDER THE PAPERWORK REDUCTI ON ACT

Par. 6. The authority citation for part 602 continues to
read as follows:

Authority: 26 U S.C. 7805.

Par. 7. In 8602.101, paragraph (b) is anended by renoving
the entry for “1.6050S-1T", and adding two new entries in
nunerical order to the table to read as foll ows:

8602.101 OMB Control nunbers.

* * % * *

(b) * * *
CFR part or section where Current OVB
identified and descri bed control No.
1. 6050S- 3 . 1545- 1678
1. 6050S- 4T . .. 1545-1729

Robert E. Wenzel,
Deputy Conm ssioner of Internal Revenue.

Approved: April 8, 2002

Mar k Wi nber ger
Assi stant Secretary of the Treasury.



