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eq BEoposed regulations relating to the de
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eMraxpayer Relief Act of 1997, the Interna
“zul evenue Service Restructuring and R
ofform Act of 1998, and the Omnibus Con
otesOlidated and Emergency Supplement
Appropriations Act, 1999. The propose
_ regulations affect taxpayers who pay in
'Sterest on qualified education loans. Thi
' €B8cument also provides notice that a pul
*afic hearing will be held on the proposet
regulations and that persons outside tt
Washington, DC, area who wish to testif
at the hearing may request that the IR
videoconference the hearing to their site

DATES: Written or electronically gener-
ated comments must be received by Api
21, 1999. Requests to videoconferen
X8the hearing to other sites must be receiv
AChy March 22, 1999.
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hand delivered Monday through Fridayucation loan. In 1998, the IRS publishedaxpaye, the taxpayes spouse, or the
between the hours of 8 a.m. and 5 p.m. ttwo notices describing the information retaxpaye’s dependent at the time the in-
CC:DOM:CORP:R (REGH16826-97), turns that are required under sectiodebtedness is incurred. In addition, the
Courier’s Desk, Internal Revenue Ser6050S for 1998 and 1999. On January 2Qualified higher education expenses must
vice, 1111 Constitution Avenue, NV, 1998, the IRS published Notice 98-7e incurred within a reasonable period of
Washington, DC Alternativel, taxpayers (1998-3 I.R.B. 54), which describes théime before or after the indebtedness is in-
may submit comments electronically viagnformation reporting required under seceurred The requirement that the indebt-
the Internet by selecting theTdx Regs” tion 6050S for 1998. On November 16edness be incurred solely to pay qualified
option on the IRS Home Page, or by subt998, the IRS published Notice 98-54Aigher education expenses was added by
mitting comments directly to the IRS In-(1998-46 |.R.B. 25), which modified No-RRA '98. Accordingl, mixed useloans
ternet site at http://ww.irs.ustreas.gov/ tice 98—7 to reflect a technical anten are not qualified education loans. Simi-
prod/tax_regs/comments. htmThe IRS ment made by RR98 and extended the larly, revolving lines of credit (e.g., credit
will publish the time and date of the pubapplication of Notice 98-7, as so modicard debt) generally are not qualified edu-
lic hearing and the locations of any videofied, to information reporting required cation loans, unless the borrower uses the

conferencing sites in an announcement ifinder section 6050S for 1999. line of credit solely to pay qualified
the Federal Registe. higher education expenses.

Explanation of Provisions Consistent with section 221(e)(1), the
FOR FURTHER INFORMTION CON- . proposed regulations provide that a loan
TACT: Concemning the regulations, con- S€ction 221 allows taxpayers who ar

_ leqally obligated to pav interest on aI._made by an individual who is related to
tact JohnP. Moriarty, (202) 622-4950 (not '€9ally 00lig pay | dUal3ne borrowe, within the meaning of sec-

a toll-free number); concerning subsni fied education loans a federal income &y, 5471,) o 707(b)(1), is not a qualified
sions of comments, the hearing, and/or @eduction for their interest payments, ., iion loan, For example, a loan from
be placed on the building access list to af-N€ deduction is an adjustment to grosg parent or grandparent of the borrower is
tend the hearing, contact Michael Lincome and, therefore, is available to eli; . - qualified education loan. In add
Slaughter (202) 622-7190 (not toll-freedible taxpayers regardiess of whether they, ., * . nistent with a technical anten

numbers). itemize deductionsThe deduction is lim- ment to section 221(e) contained in the
ited to $2,500 for taxable years beginning)mnibus Act ‘99, the proposed regula-
SUPPLEMENARY INFORMATION after 2000. For taxable years 1998, 1999, ¢ provide tha;t loans made under any

and 2000, the limits are $1,000, $1,50Q,,5jified employer plan (within the mean-
and $2,000, respectivel Consistent with jn 4 of section 72(p)(4)) or made pursuant
This document contains proposedh® income limitations in sectionyy 4y contract referred to in section
amendments to the Incerffax Regula- 221(P)(2), the proposed regulationsopr 75()(5) are not qualified education loans.
tions (26 CFR part 1). Section 202 of th¥ide that the deduction is phased-out fofhe proposed regulations also provide
Taxpayer RelitAct of 1997 (Public Law f@xpayers with modified adjusted grosspat |oans that are not issued or guara
105-34 (11 Stat. 778) (TR97)) added Income between $40,000 and $55,00Q¢( as part of a federal postsecondary ed-
section 221 of the Internal Revenue Code60,000 and $75,000 for taxpayers filingcation loan program nonetheless may be
to allow a deduction from gross income? joint return) for the taxable yea For qajified education loans.
for certain interest paid on qualified edul@xable years beginning after 2002, these The proposed regulations provide that
cation loans. On November 17, 1997, thamounts will be adjusted for inflation.  \yhether or not qualified higher education
IRS published Notice 97-60 (1997-46 No deduction under section 221 is alpxpenses are paid within a reasonable pe-
I.R.B. 8) to provide guidance on thelowed in a taxable year to an individualiod of time before or after the indebted-
higher education tax incentives enacte®ho is properly claimed as a dependerfess is incurred depends on all the facts
by TRA 97, including the deduction for on another taxpayes federal income taxand circumstances. Howavehe pro-
interest paid on qualified education loang€turn for the taxable yea In addition, a posed regulations provide two saferha
Section 6004(b) of the Internal Revenu&axpayer who is married as of the end of gors The first safe harbor treats any edu-
Service Restructuring and RefioAct of  taxable year is allowed a deduction undefation loan that is issued as part of a
1998 (Public Law 105-206112 Stat. section 221 only if the taxpayer and theederal postsecondary education loan pro-
685)) (RRA 98) and section 4003(a) of taxpaye’s spouse file a joint return forgram as meeting the reasonable period re-
the Omnibus Consolidated and Emerthe taxable yea quirement The second safe harbor treats
gency Supplemeritéppropriatiors Act, Consistent with section 221(e)(1), theyualified higher education expenses as
1999 (Public Law 105-2771(2 Stat. proposed regulations definegqualified paid or incurred within a reasonableep
2681)) (OmnibaAct 99) made technical education loanto mean any indebtednesgiod of time before or after the indebted-
amendments to section 22TIRA97 also incurred by the taxpayer solely to payess is incurred if the expenses relate to a
added section 6050S to the Internal Rewualified higher education expenses oparticular academic period and the pro-
enue Code, which requires the filing obehalf of a student enrolled at least halfeeeds of the loan are disbursed within a
information returns by certain persongime in a program leading to a degreeperiod that begins 60 days prior to the
who receive payments of interest that magertificate, or other recognized educastart of that academic period and ends 60
be deductible as interest on a qualified edional credential The student must be thedays after the end of that academic pe-

Background
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riod. The proposed regulations do not request, devise or inheritance within thehe 60-month period remaining after De-

quire actual tracing of loan proceeds tmeaning of section 102(a)). cember 31, 1997.

the payment of qualified higher education The qualified education loan interest General tax principles apply in dete

expenses. deduction generally is available only formining what is deductible interest for pur-
The proposed regulations defineeli- interest payments made during the first 6foses of section 221. Howevt® assist

gible educational institutiorby reference months in which interest payments are rd¢axpayers, the proposed regulations

to section 2B.to mean any college, uni- quired on the qualified education loanspecifically provide that loan origination

versity, vocational school, or other post-The proposed regulations provide that thiees and capitalized interesteinterest

secondary educational institution that i$0-month period commences with thend are deductible under section 221 as

described in section 481 of the Higher Edmonth in which a loan first enters mandathe stated principal amount of the gisal

ucation Act of 1965 (20 U.S.C. 1088) astory repayment status and continues tfied education loan is repaid.

in effect o August 5, 1997, and certified e|apse regardless of whether payments are _

by the U.S. Department of Education t@yctually made, unless the repayment p&roPosed Effective Date

be eligible to participate in a student aigjgq s suspended for a period of defer-

program administered by that departmengyent or forbearance The 60-month pe-

This category includes generally all acyjgq may expire at dferent times for

credited public, nonprofit, and proprietaryg;itferent loans of the same borrawe ter as final regulations Taxpayers may

pc_)stsecc_)ndary institutions. Consistent The date on which a qualified educarg), on these broposed reaulations for
with section 221(€)(2), the proposed regujon joan enters repayment status is deteé‘ui):jance endr;n pthe issugnce of final
Iat|0n§ provide that, for puihoses of tenined by reference to the loan agreemept ulationsIo If agd to the extent, future
qualified education loan interest de®u o e federal regulations governing the, gd B trictive than the auid-
tion, eligible educational institutions also, uigance Is more restrictive than the gui

licable federal postsecondary educ ; ;
include institutions that conduct an internﬁgr? loan program P y ance in '_tgese proPch)St?d regulla'f('jon?f, rt]he fu-
i i i _ ' ture guidance will be applied without
ship or residency program leading to a de The proposed regulations provide that 9 PP

i et fetroactive éfect.
gree or gertlflcate awarded by an NSttUge uction is allowed for a payment of in-
tion of higher education, a hospital, or

- erest that was required to be made in orgpecial Analyses
health_cfare facility that fiers postgradu- month but that actually is made in a subse-
ate training.

o O . quent month prior to the expiration of the 't has been determined that this notice
Qualified higher education expenseg ) of proposed rulemaking is not a signifi-

are generally the same as the cost of attege. oMt period A deduction is not al- i i '
g y Owed for a payment of interest that wagant regulatory action as defined in EO

dance as determined by the eligible EOIur'equired to be made in one month but tha2866 Therefore, a regulatory asses

cational institution for purposes of calcu- . : ent is not required. It also has been de-
lating a studen's financial need, in actually is ”_‘a‘i'e in a subsequent m(_)ntW
fter the expiration of the 60-month perio

: : _ giermined that section 553(b) ofetiAd-
accordance with section 472 of the Highe? 'gﬂnistrative Procedug Act (5 U.S.C.

- The proposed regulations provide that
Educatio Act of 1965, 20 U.S.C. 1087II, o _ - -
as in dfect m August 4. 1997. Such ox. dualified education loan and all refinanc chapter %) cti)oes not ?ﬁply to Itht(_ase rzgulat
' : ; ns, and, because the regulations do no
penses generally include tuition, fees [ y

ngs of that loan are treated as a singl; lecti it i
; impose a collection of information on
room, board, books, equipment, and othdpan for purposes of calculating the 60° P
necessary expenses, such as transport"

onth period. small entities, the Regulatory Flexibility
tion. Howeve for purposes of calculat-

Consistent with section 221(d), ag‘ct (6 U.S.C. chapter 6) does not appl
ina qualified higher education expenseMended by RR98, the proposed regu- Pursuant to sectlon'7805(.f) of the Internal
94 9 P Lti : ; Revenue Code, this notice of proposed
the amount of such expenses must be fgtions provide special rules for calctia I i b bmitted he Chief
duced by educational assistance that tfd the 60-month period for consolidated"¢Maxing Wit b€ Su mitted to the Chie
. _Counsel fo Advocacy of the Small Busi-
student receives and excludes from grod@ans or collapsed loansThese rules gen Administration f t on it
income under sectioal7 (qualified erally mirror the guidance contained irf!®% Administration for comment on its
SChOlal’ShipS), section 127 (empkﬁmo_ Notice 98-7 and prOVide that the 60-m0ntanaCt on small business.
vided educational assistance), section 13¥riod begins on the most recent date QRomments and Requests for a Public
(redemption of U.S. savings bonds), an#hich any of the underlying loans entereql_|earing

section 530 (distributions from educatiorfépayment status. See Conf. Rep. No.
IRASs). In addition, such expenses mus?99, 105th Cong., 2d Sess., at 339 (1998). Before these proposed regulations are

be reduced by a veterdnsr member of If a qualified education loan entered readopted as final regulations, consider
the armed forceéseducational assistancepayment status prior to January 1, 1998on will be given to any comments that
allowance under chapter 30, 31, 32, 34 dthe dfective date of section 221), the tax-are submitted timely to the IRShe IRS

35 of title 38 United States Code, or undepayer is not entitled to deduct any interestnd Treasury Department request com-
chapter 1606 of title 10, United Statepaid during that portion of the 60-monthments on the clarity of the proposed rules
Code, and any other educational assigeriod occurring prior to January 1, 1998and on how they can be made easier to
tance that is excludable from the studentA deduction is allowed only for interestunderstand All comments will be avail-
gross income (other than as a gifie-b due and paid during that portion, if grof able for public inspection and copying.

These regulations are proposed to be
effective for interest paid after the date
they are published in &Federal Regis-

March 8, 1999 1999-10 I.R.B.



A public hearing will be scheduled inparagraph (e) of this section for rules rejusted gross incone—(1) In general. The
the Internal Revenue Buildingl11 Con- lating to the 60-month rule. deduction allowed under section 221 is
stitution Avenue, NV, Washington, DC. (b) Eligibilit y—(2) Taxpayer must be phased out ratably for taxpayers with
The IRS recognizes that persons outsidegally obligated to make inteest pay-modified adjusted gross income between
the Washington, DC, area may also wishments Ataxpayer is allowed a deduction$40,000 and $55,000 ($60,000 and
to testify at the public hearing throughunder section 221 only if the taxpayer i$75,000 for married individuals who file
videoconferencing. Requests to includéegally obligated to make interest paya joint return) Taxpayers with modified
videoconferencing sites must be receivedhents under the terms of the qualified ecadjusted gross income of $55,000 or
by March 22, 1999. If the IRS receivesication loan. above (or $75,000 or above for joint fil-
sufficient indications of interest to war- (2) Claimed dependents not eligild- ers) are not allowed a deduction under
rant videoconferencing to a particulai(i) In general. An individual is not al- section 221.
city, and if the IRS has videoconferencingowed a deduction under section 221 for a (2) Modified adjusted gross income de-
facilities available in that city on the datetaxable year if the individual is a depenfined. The tem modified adjusted goss
the public hearing is to be scheduled, théent (as defined in section 152) for whonncomemeans the adjusted gross income
IRS will try to accommodate the requestsa deduction under section 151 is claime(hs defined in section 62) of the taxpayer

The IRS will publish the time and dateon another taxpayeés federal income taxfor the taxable year increased by any
of the public hearing and the locations ofeturn for the same taxable year (i the amount excluded from gross income
any videoconferencing sites in an anease of a fiscal year taxpaydhe taxable under section 81, 931, or 933 (relating to
nouncement in thFederal Registe. year beginning in the same calendar yeancome earned abroad or from certain
as the individuak taxable year). U.S. possessions or Puerto Ricd)d-

(i) Examples The following exam- justed gross income must be determined

The principal author of these regul ples illustrate the rules of this paragraphinder this secti.on after taking into ac-
tions is JohrP. Moriarty of the Gfice of (b): count the exclusions, deductions and limi-

the Assistant Chief Counsel (Inceriiax Example 1. Student not claimed as dependenttz.a‘tlon.S prowdgd for t.)y SeCtlonS 86 (social
and Accounting). Howeveother person- StudenA pays $750 of interest on qualified educa-se,Curlty and tier 1 ra!lroad retlre_mem ben-
nel from the IRS ahTreasury Depart- tion loans during 1998. StudeAs parents do not ef|t§), 135 (redemption of q.uallfled-U.S.
ment participated in their development. claim her as a dependent for 199@ssuming all savings bonds), 137 (adoption assistance
other relevant requirements are met, Studemay programs), 219 (deductible ARontribu-
X x x x % deduct the $750 of interest paid in 1998 under seﬁons) and 469 (Iimitation on passive ac-

tion 221. tivity losses and credits)
Proposa Amendments to the Regulations Example 2. Student claimed as depend&tu- i ' .
p 9 dent B pays $750 of interest on qualified education (3) Inflation adjustment.For taxable

Accordingy, 26 CFR part 1 is pro- zigstiuinfkigti% poar;lr{s::gentszicjselfiggsr/;t)tlig-years beginhni(r:jg:);(f)fte; tiQOZ, t?e amﬁubnts
. . in paragrap of this section will be
posed to be amended as follows: claims him as a dependent and a deduction “”dﬁﬁcreased for inflation occurring after

section 151 is allowed with respect to Student B i . . .
computing the parefg 1998 federal income tax.réOOl in accordance with section 1(f)(3)-

L Neither Student B nor StudentsBparent may |f @ny amount adjusted under this par

Paragraph 1 The aUthO“_ty citation for_deduct the $750 of interest paid in 1998 under segraph (d)(3) is not a multiple of $5,000,
part 1 is amended by adding an entry ifon 221. the amount will be rounded to the next
numerical order to read as follows: lowest multiple of $5,000.

Drafting Information

PART 1—INCOMETAXES

Authority: 26 U.S.C. 7805 * * * (3) Married taxpayers.If a taxpayer is (6) 60-month rule—(1) General rule
Section 1.221-1 also issued under 2@arried as of the close of the taxableea, 7\ ion tor interest paid on a quali-
U.S.C. 221(d). * * * a deduction under this section is allowe

led education loan is allowed only for
ayments made during the first 60 months
hat interest payments are required on the

loan. The 60-month period begins on the

Par. 2. Section 1.221-1 is added undénly if the taxpayer and the taxpaye
the undesignated Centerheading “Addispouse file a jOInt return for that taxabl
tional Itemized Deductions For Individu-Yéa.

als” to read as follows: () Maximum deduction.In any tax- oy qualified education loan first en-

. _ able yea, the amount allowed as a deduc- d ends 60 months
§1.221-1 Deduction for inteest on tion under section 221 may not exceed tqgrs repayment status and ends
qualified education loans. amount determined in accordance withoy: UNess the period is suspended for

periods of deferment or forbearance

the following table: within the meaning of paragraph (e)(3) of

(@) In general. An individual taxpayer

is allowed a deduction under section 221 Taxable yea Maximum this section The 60-month period contin-
from gross income for certain interest beginning in: Deduction ues to elapse regardless of whether the re-
paid during the taxable year on a qualified 1ggg $1,000 qguired interest payments are actually
education loan The deduction is allowed  1ggq $1,500 made The date on which the qualified
only with respect to interest paid on a 5 $2,000 education loan first enters repayment sta-
qualified education loan during the first 5591 and thereafter $2,500 tus is determined under the terms of the
60 months that interest payments are re- loan agreementrin the case of a loan is-

quired under the terms of the loan. See (d) Limitation based on modified ad-sued or guaranteed under a federal post-

1999-10 |.R.B. March 8, 1999



secondary education loan program, undgrior to the expiration of the 60-month pefor deferment of the loan payments due while D is
applicable federal regulations. For ep riod. A deduction is not allowed for a&nrolled in graduate schoolThe deferment is

. . : . : . ted dective J 1,2001. In March, 2001,
cial rules relating to loan refinancings payment of interest that was required tg/ . “S¢Ive “anuary n March,
‘While the loan is in deferment, D pays the interest

consolidated loans, and _collaps_ed loanbge magle in one month but that actually ig,e for the months of November and Deceambe
see paragraph (h)(1) of this section. made in a subsequent month after the exeoa Assuming all other relevant requirements are
(2) Loans that enteed repayment statupiration of the 60-month period. met, D is allowed a deduction for interest paid in

prior to January 1, 1998 In the case of  (5) Examples The following examples Marcbh' 22%%10 fﬁr the mot’:hs_ ‘if NO;’ember a’t‘d De-
any qualified education loan that enteredlustrate the rules of this paragraph (e). Iﬁ]e;z ee;)aid or Ofigutf]z efpi'gsgisofpmmgg_; (\)Ar']fr:e

repaymen_t stqtus prior to January 1 199&e elxqmples, assume .tha'g thg iNstitution 3riod, even though the November and December
no deduction is allowed under section 22&n eligible educational institution, the loannterest payments were late and were made while the
for interest paid during the portion of thds a qualified education loan, and the stucan was in deferment. _
60-month period described in paragraptent is legally obligated to make interest Examé)'e 5. |62'm°”t:‘tﬂe:";‘frze f?‘gs are thte

. . . . same a Example 4excep a uaen graauates
(e)(1) of this sectlor;ti:jat o_ccu_rredlIprlordtcpayments under the terms of the loan: graduate school in Decemb@004 and is re-
Jaru?ry'l, 1998 Ade UCUOU IS a 'Oweh Example 1. Payment prior to 60-month perioddUiréd to begin making monthly payments of inter-
only for .|nterest due and paid dur!ng thal, ont € obtains a loan to attend Cobiag The ©ston the loan in June, 2008s of Janugy, 2001,
portion, if ary, of the 60-month period re- terms of the loan provide that interest accrues on t'e" the loan entered deferment status, 12 months

maining after December 31, 1997. loan while C earns his undgraduate degree but that©! the 60-month period had elapsed (Januagy-D

(3) Periods of deferment or forbear-C is not required to begin making payments of intereMbe, 2000) As of June, 2005, when the loan re-

. . . oo nters repayment status, there are 48 months remain-
ance The 60-month period described irst until six full calendar months after he graduate§. ; i -
P Nevertheless, C voluntarily pays interest on the loal?d " the 60-month period for that loan.

paragraph (e)(1) of this section is SUS:ile attending CollegV. C is not allowed a de- Example 6. 60-month periodhe terms of Stu-

pended for any per_|od when interest Paysyction for interest paid while attending Coley dent Es (lq(gallfled :ehtliucatlon I(ian frgqtuwe th|m ttr?
ments are not required on a qualified edwecause the payments were made during a mor\%ﬁagn'”inml\?o\'/’;?ngzggé p?g;“gg ;gnt': e;eri) doge e
cation loan because the borrower has beerior to the start of the 60-month period. ived i h (1) of thi p beains |
granted deferment or forbearance (includ- Example 2. Deferment option not execisedhe scribed in paragraph (€)(1) of this section begins in
facts are the samesBxample Lexcept that Student Novembe, 1999. In Janug; 2000, E enrolls in

ing postponement in anticipation of cans - es no payments on the loan while Cris e graduate school on a half-time basids permitted

Ce”ation)' Howeve in the case of a qual' rolled at Colleg V. C graduates in June, 1999 and isunder the terms of the loan, E applies for de_ferment
ified education loan that is not issued Ofequired to begin making monthly payments of prinpf the loan payments due while E is enrolled in grad-

) : . uate schoal While awaiting formal notification
al and interest on the loan in JanyaR00Q The )
guaranteed under a federal pOStsecondmly v f{om the lender that his request for deferment has

education loan program, the 60-month pg-month period described in paragraph (e)(1) gf . granted, E pays interest due for the month of

riod will be suspended under this par S section begins in Januar2000. h August, ;. 0 000" 1 Februag, 2000, E receives notifi-
. . .. 2000, C enrolls in graduate school on a full-time__ .
graph (e)(3) only if the borrower satisfies s Under the terms of the loan. C may apply ¢Gation from the lender that deferment has been

one of the conditions for deferment or forgeferment of the loan payments while C is enrolled'anted. éective as January 1, 200Bssuming all

. . other requirements are met, E is allowed a deduction
bearance established by the U.S. Depart-graduate school. HoweneC elects not to apply for interest paid in Janugy 2000, prior to his receipt

ment of Education for federal student Ioal*r;’;r‘]’tesfirr:“;r: Izr;‘:] 3?;::]””efa:jou;:k:d’:;‘;gt:zn‘_’a of the notification, even though the deferment was
programs undeTitle IV of the Higher Ed- 99 %ranted retroactive to January 1, 2008s of Febru-

. . ing all other relevant requirements are met, C ma L )
ucation Act of 1965, such as half'tlmededuct interest paid on the loan during the 60-mont r¥, 2000, there are 57 months remaining in the 60

study at a postsecondary education@l i period beginning in Janugr 2000, including interest month period for that loan,

Lo . . . . Example 7. Reduction of 60-month period for
stitution, study in an approved graduatgaid while C was enrolled in graduate school, but '~ prior to January 1, 1998 he first payment

fellowship program or in an approved reelected not to defer payment. on a qualified education loan is due on January 1,

habilitation program for the disabled, in-. Example 3. Late payment, within 60-month pe;gq; rereafte, interest is required to be paid on a
ability to find full-time employment eco riod. The facts are the same Bxample 2except

that, after the loan enters repayment status in Jan@w_onthly basis The 60-month period for this loan
nomic hardship, or the performance o ’ . egins on January 1, 1997. Howgwveo deduction
. . p_ P . £ry,. 2000, Student C makes no interest paymenltss allowed for interest paid by the borrower prior to
services in certain occupations or federaintil March, 2000.

- . ired to b d fln l:ﬂ]arch, 2t?100‘f(j pa);;gteres&anuary 1, 1998, theffective date of section 221.
programs The 60-month period is notrequired to be paid for the months of Janyarebru- o, ming all other relevant requirements are met,

suspended if, under the terms of th&" and March, 2000 Assuming all other relevant o e may deduct interest due and paid on

requirements are met, C is allowed a deduction f% : .
— ) S e loan during the 48 months beginning on Januar
loan the interest paid in March for the months of Jaryar 9 9 9 y

(i) Interest continues to accrue whilerepruary, and March because the interest paymeni§’ 1998 (unless such period is extended for periods

.. deferment or forbearance under paragraph (e)(3
the loan is in deferment or forbearanceyere required under the terms of the loan and Welg ihis section) paragraph (€)(3)
and paid within the 60-month period, even though the '

(i) The taxpayer has the option of pay?anuary and February interest payments may be late. iy - pefinjtions—(1) Eligible educa-
. . . Example 4. Late payment during deferment byt S ..
ing the interest currently or requesting ;.o month period The terms of Student Yional institution . In general, an eligible
that the interest be capitalized, and thgyaiified education loan require her to begin makingducational institution means any college,
taxpayer elects to make current interestonthly payments of interest on the loan in Jaguaruniversit, vocational school or other
payments. 2000 The 60-month period described in paragrapipost-secondary educational institution

(4) Late payments A deduction is al- ]Ee_)l(l) of ”l‘('s Shec“on _beg',”s in Ja”UaQOOO-fD that is described in section 481 of the
lowed for a payment of interest that Waﬁi‘;tfs?f,\;\f efngi?lgﬁ E;Zt:er:nsgggwfnngz n?;_t Eligher Education Act of 1965 (20 U.S.C.
required to be made in one month but thaty, 2001, D enrolls in graduate school on a half1088), as in fect a1 August 5, 1997, and

actually is made in a subsequent montifine basis. Under the terms of the loan, D is eligiblés certified by the U.S. Department of Ed-
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ucation to be eligible to participate in stuindebtedness incurred by a taxpayeples illustrate the rules in this paragraph
dent aid programs administered by thsolely to pay qualified higher education(f):

Department, as .d.escribed in sectioexpenses that are— Example 1. Eligible educational institution
25_A(f)(2). In add_m_on, for purposes of__ (A) Incurred on behalf of a student th’University 7 is a postsecondary educational institu-
this section, an eligible educational instiis the taxpaye the taxpay€es spouse, or atjon described in section 481 of the Higher Educa-
tution also includes an institution thatdependent (as defined in section 151) aibn Act of 1965. University Z has completed the
conducts an internship or residency prathe taxpayer at the time the indebtednegscessary paperwork and has been certified by the

gram Ieading to a degree or certificatgs incurred; U.S. Department of Education as eligible to partici-

awarded by an institution, a hospital, or a . . e _pate in federal financial aid programs administered
y P (B) Paid or incurred within a reason by the Department, although University Z chooses

health_cf"‘re facility that flers postgradu- able period of time before or after the iNfot to participate. University Z is an eligible educa-
ate training. debtedness is incurred. Qualified highefonal institution.

(2) Qualified higher education ex- education expenses that are paid with the Example 2. Qualified education loagtudent F
penss—() In general. Qualified higher proceeds of education loans that are pdterows money from a commercial bank to pay

i sen . alified higher education expenses related to his
education expen. egns the. cost of at-of a federal postsecondary education loaz’ﬁrolllkentl?)n a halIJf-tinlﬁe ba);pi)s in a graduate-pr |
tendance (as defined in section 472 of ﬂwagram are deemed to meet this requirgiam at an eligible educational institutionAll the

Higher Edl_matm Act of 1965, 20 U.S.C. ment. For other loans, except as providadan proceeds are used to pay qualified higher edu-
1087Il, as in #ect o August 4, 1997), at i paragraph (f)(3)(ii) of this section, cation expenses incurred within a reasonable period
an eligible educational institution, reduceqynat constitutes a reasonable period &f time after the indebtedness is incutréthe loan

by the amounts described in paragrapfime is determined based on all the reld2 "t federally guaranteedrhe commercial bank is
(f)(Z)(ii) of this section. Consistent with vant facts and circumstances: and not related to Student F within the meaning of sec-

: . . tion 267(b) or 707(b)(1) The fact that Student'§
section 472 of the Higher Educatiéct of (C) Attributable to education providedioan is not federally issued or guaranteed does not

1965, 20 U-S-C-_ 1087Il, the C_OS_t of attenduring an academic period, as describguevent the loan from being a qualified education
dance is determined by the eligible educan gection 28 and the regulations there-10an within the meaning of section 221.

tional institution and includes tuition andunder, when the student is an eligible stu- Example 3. Qualified higher education expenses.

fees normally assessed a student carrvi . . . Student G receives a $3,000 qualified scholarship for
Y Y %nt as defined in section 25A(b)(3) (refhe 1999 Fall semestethat is excludable from’§

rhe Sam? academl%Vt\)lorkcljoad’dar:h_alquing that the student be a degregross income under sectida7. Student G receives
owance for room and board, and aira .., qiqate carrying at least one-half theo other forms of financial assistance with respect to
|0W3n(?e for books, supplies, transportatIOHormal full-time workload). the 1999 Fall semeste Student G cost of atten-
anq_ m|scellaneous expenses Qf the student.(ii) Reasonable period safe harbidor d:’;mce.fc‘)r the Fall semesies determined by Student

(i) Reductions Qualified higher edu- i h (N(3)N(B) of thi G's eligible educational institution for purposes of
cation expenses must be reduced by aiﬁ)urppses 0 ??ra(?rs_p h (f)( ()j(l)( ) 0 Iscalculating a studefd financial need in accordance

. ction, qualifie igher education exwi i i i i

amount paid to or on behalf of a studen q g ( ! with section 472 of the Higher Educatiéct, is

. : penses are treated as paid or incurred6,000. For the 1999 Fall semesttudent G has
with respect to such expenses that is—

" - - within a reasonable period of time befor&ualified higher education expenses of $13,000 (the
(A) A qualified scholarship that is ex- or after the indebtedness is incurred if tr:%)st of attendance as determined by the institution

cludable from income under sectitbh?; | el dert 16,000) reduced by the qualified scholarship pro-
(B) Aveteransor member of the armed expen dses (;e ?]te It 0 a particu ‘Zr acaesz_ Eeds excludable from gross income ($3,000)).
forces educational assistance allowancB€r00 and the loan proceeds aresd ~ Example 4. Qualified education loaStudent H
under chapter 30, 31, 32, 34 or 35 of titl ursed within a period that begins 60 daysgns a promissory note for a loam dugust 15,
38 United states’ Coae ,or Under chapt@rrior to the start of that academic peri06999, to pay for qualified higher education expenses

; - r the 1999 Fall and 2000 Spring semesters. On
1606 of title 10, United States Code; ngnﬁ;nszrﬁ)%days after the end of that acflgugust 20, 1999, loan proceeds are disbursed by the

(C) Employe-provided educational as- -~ lender to Student i college and credited to'slac-
sistance that is excludable from income (iii) Related party. A loan made by a count to pay qualified higher education expenses for
under section 127: person who is related to the borrokye the 1999 Fall semestethat begins b August 23,

(D) Any other educational assistancé"ithi” the meaning of section 267(b) orl999. On \_]anuary 25, 2000, additional loan pro-
that is excludable from aross income07(b)(1), is not a qualified educatiorfeeds are disbursed by the lender to Studésichl-
g lege and credited to 14 account to pay qualified

(other than as a gift, bequest, devise, dpan. For example, a parent or grandpaﬁ’igher education expenses for the 2000 Spring se-

inheritance within the meaning of sectiorfnt of the borrower is a related person. Ifeste, that began on January 10, 2000. Studeist H
102(a)); addition, a loan made under any qualifiedualified higher education expenses for the two se-

(E) Any amount excluded from grossempmyer plan as defined in sectiornesters are paid within a reasonable period of time,

. . . 2 4) or under any contract referred t8s the first loan disbursement was made within 60
income under section 135 (relatlng to thé (p)( ) y days prior to the start of the Fall 1999 semester and

redemption of United States saving# s_ection 72(p)(3) is not a qualified eduy,o’secong loan disbursement was made during the
bonds); or cation loan. Spring 2000 semeste

(F) Any amount distributed from an ed- (iv) Not federally issued or guaranteed. Example 5. Mixed-use loansStudent | signs a
ucation individual retirement account deAloan does not have to be issued or guapromissory note for a loan which is secured fy |
scribed in section 530 and excluded fromnteed under a federal postsecondary edifrsonal residence. Part of the loan proceeds will be

. cation loan proaram to be a qualified edutjsed to pay for certain improvements ts tesi-
gross income. prog q dence and part of the loan proceeds will be used to

(3) Qualifi_e(_j educatio_n loaa—(i) In  cation loan. _ pay qualified higher education expenses 'af |
general Qualified education loan means (4) Examples The following exam- spouse. Because the loan is not incurred by | solely
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to pay qualified higher education expenses, the loamate payments between interest and pri(FiIed by the Gfice of the Federal Register on Janu-
is not a qualified education loan. cipal. In general, under these rules, a pagy 20, 1999, 8:45 a.m., and published in the issue of

ment (regardless of its label) is treate esgederal Register for January 21, 1999, FBR.
first as a payment of interest to the extent

of the interest that has accrued ane r
Fnains unpaid as of the date the payment is
due, second as a payment of any loan
origination fees or capitalized interest,
tion—(i) Refinancing. A qualified educa- until such amounts have been reduced to

tion loan and all refinancings of that loarf"0: @nd third as a payment of principal.
are treated as a single loan for purposes of(3) Examples The following examples
calculating the 60-month period describedflUstrate the rules of this paragraph ():

in paragraph (e)(1) of this section. Example 1. RefinancingStudent J obtains a
(i) Consolidated loans A consoli- qualified education loan to pay for an umgeaduate

dated loan is a single loan that refinancgigaree at an eligible educational institutiorfter

more than one qualified education loan quaduation, Student J is required to make monthly

. interest payments on the loan beginning in January
a borrowe. For consolidated loans, th%000. Student J makes the required interest pa

60-month period described in paragraphents for 15 months.n April 2001, Student J bor-
(e)(1) of this section begins on the mosbws money from another lender to be used exclu-
recent date on which any of the under|ysively to repay the first qualified education loan.

: :The new loan requires interest payments to start im-
'ng loans entered repayment status and I;r51ediateﬂ/. At the time Student J is required to make

cludes any SUbsequent month in which thﬁterest payments on the new loan there are forty

consolidated loan is in repayment status five months remaining of the original 60-month pe-
(iii)y Collapsed loansAcollapsed loan riod referred to in paragraph (e)(1) of this section.

is two or more qualified education loans Example 2. Collapsed loan3o finance his edu-

of a single borrower that are treated as cgmo_n, Student K obtains four separate qualified ed-
ucation loans from Lender.Brhe loans enter repay-

single qualified education loan for l0anyen; status on flerent datesAfter all of Student
servicing purposes and are not separatekys loans have entered repayment status, Lender B
accounted for by the lender or serviceinforms Student K that all four loans will be trans-
For a collapsed loan, the 60-month periof?"ed to Lender C. Following the transfé.ender

C treats the loans as a single loan for loan servicing

described in paragraph (e)(l) of this Se%_urposes; Lender C sends Student K a single state-

tior" begins on the mogt recent date OR\ent that shows the total principal and interest, and
which any of the underlying loans enteredoes not keep separate records with respect to each
repayment status and includes any subsean The 60-month period described in paragraph

quent month in which any of the ur]deﬂy_(e)(l) of this section begins on the most recent date
ing loans is in repayment status on which any of Student' «four loans entered re-

. ! . payment status.

(2) Loan origination fees and capital- Example 3. Capitalized inteestnterest on Stu-
ized intered—(i) In general. Loan origi- dentl’s qualified education loan accrues while Stu-
nation fees (other than any fees for sefentL is in school, but Studeitis not required to
vices) and capitalized interest are intere§ake any payments on the loan until six months

d deductibl der thi ti after he graduatesAt that time, all accrued but un-
and are deductble under this section. . paid interest is capitalized by the lender and is added

(ii) Capitalized interest defined. Capi-to the outstanding principal amount of the loan.
talized interegmeans any accrued andrhereafte, Student_ is required to make monthly

unpaid interest on a qualified educatiomayments of interest and principal on the loan. For
loan that is capitalized by the lender (ir?urposes of section 221, interest includes both stated

d ith the t f the | terest and capitalized interestTherefore, in deter-
accordance wi e terms o e loan ining the total amount of interest paid on the quali-

and added to the outstanding principaled education loan during the 60-month period de-
balance of the qualified education loan. scribed in paragraph (€)(1) of this section, Student L

(i) Allocation of payments Loan may deduct any prir_lcipal payments that are treated
origination fees and capitalized interes s payments of capitalized interest under paragraph
. 4) of this section.
are deemed to be paid by the taxpay r)( )

when principal is repaid on the qualified (i) Effective date This section applies
education loan Accordingy, the taxpayer to interest due and paid after December

may deduct the portion of a stated princi31, 1997, on a qualified education loan.
pal payment that is treated as the payment

(g) Denial of double benefitNo de-
duction is allowed under this section fo
any amount for which a deduction it a
lowed under another provision of Chapte
1 of the Internal Revenue Code.

(h) Special rules—(1) 60-month limita-

of any loan origination fees or capitalized Robert EWenzel,
interest on the loan. See §81.446-2(e) Deputy Commissioner of
and 1.1275-2(a) for rules on how to allo- Internal Revenue.
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