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August 18, 1998

MEMORANDUM FOR GENE SPERLING

FROM: Bob Shireman

SUBJECT: Important Repairs on Education/Tax issues

I want to make you aware of three issues that I consider very important to the President’s 
education legacy. None of these are high-profile items, but in order for us to fix them, you will 
need to push so that the key people on the Hill understand that Treasury and the White House are 
absolutely insisting that these fixes must be included in any tax bill that moves in September. In 
the case of the Hope Scholarship issue, it also requires some thinking and an internal process to 
determine what to do (7 need your advice on this). The three issues are:

• Exclusion from taxation for amounts forgiven under Income-Contingent Repayment 
of direct loans. There has been resistance to this fix on the Hill, mainly because it is a 
direct loan issue. I am hopeful that if we can extend ICR to the guarantee program in the 
HEA reauthorization, there will be more openness to addressing this. (Its costs are 
negligible).

• Exclusion from taxation for AmeriCorps education awards. Again, this issue faces 
the problem of being associated with a program that some Republicans hate with a 
passion.

• Simplifying Reporting of Hope Scholarship and Lifetime Learning tax credits.

The Taxpayer Relief Act of 1997 (TRA) created a number of new education tax incentives that 
enjoy the strong support of the Administration, schools, and students. Now that the Department 
of the Treasury and IRS are implementing these tax provisions, however, concerns are being 
raised about the burden of new information reporting requirements. As with other popular tax 
breaks, such as the Earned Income Tax Credit, IRS must collect information to reduce the 
likelihood of fraudulent and erroneous claims of deductions and credits by taxpayers. The 
challenge is to ensure that the burden imposed on schools and taxpayers does not offset the 
benefits the education tax incentives were designed to create.

BACKGROUND
The TRA’s education tax breaks include (1) two non-refundable tax credits—the HOPE 
Scholarship Credit and the Lifetime Learning Credit (LLC)-for payments made for qualified 
tuition and related expenses for post-secondary education, (2) a student-loan interest deduction, 
and (3) an education IRA. For each qualifying student, taxpayers must choose to claim either the



HOPE, the LLC, or the exclusion for certain distributions from an education IRA for the taxable
year. They cannot claim more than one of these benefits for a student for any year.

• The HOPE Scholarship Credit. This credit allows taxpayers to claim a credit of up to 
$1,500 (100 percent of the first $1,000 of tuition and fees and 50 percent of the next 
$1,000) for the first two years of post-secondary education at an eligible institution for 
qualified expenses paid on behalf of the taxpayer, the taxpayer's spouse, or a dependent. 
Qualified expenses include tuition and fees required for emollment; they do not include 
books, supplies and equipment, room and board, and other personal and living expenses. 
To be eligible, the student must be enrolled at least half-time for at least one academic 
period during the year. The credit is phased out for taxpayers with modified adjusted 
gross income (AGI) between $40,000 and $50,000 (between $80,000 and $100,000 for 
joint filers), and it applies to expenses paid after December 31, 1997, for education 
furnished in academic periods beginning after that date.

• The Lifetime Learning Credit. The LLC allows eligible students to claim a credit 
equaling 20 percent of up to $5,000 of expenses ($10,000 beginning in 2003) incurred 
during the taxable year for qualified tuition and fees for post-secondary education, 
including training to acquire or improve job skills. The LLC has the same restrictions on 
expenses and income phase-outs as the HOPE. The LLC applies to expenses paid after 
June 30, 1998, for education furnished in academic periods beginning after that date.

• Deduction for Interest on Education Loans. The TRA provides an above-the-line 
maximum deduction of up to $2,500 of interest paid by taxpayers on qualified education 
loans. The $2,500 limit is phased in over four years ($1,000 in 1998, $1,500 in 1999, 
$2,000 in 2000, and $2,500 in 2001). Deductions are allowed only for the first 60 months 
that interest payments are required. The deduction is phased out for taxpayers with 
modified AGI between $40,000 and $55,000 ($60,000 and $75,000 for joint filers). This 
deduction is effective for interest due and paid after December 31, 1997.

• Education Individual Retirement Account (Education IRA). Taxpayers can use the
Education IRA for to pay qualified higher education expenses of a designated beneficiary. 
Contributions are not tax-deductible, and earnings on the amount held in the IRA will be 
non-taxable until distributed. Annual contributions are limited to $500 per beneficiary 
under the age of 18. The contribution limit is phased out as a taxpayer's modified AGI 
increases from $95,000 to $110,000 ($150,000 to $160,000 for joint returns). 
Distributions from an education IRA are excludable from income to the extent the 
amount does not exceed the qualified higher education expenses of the eligible student 
during the year. This provision became effective in 1998. [THIS BULLET MAY NOT 
BE NECESSARY]

REPORTING REQUIREMENTS

The TRA’s education tax incentives will impose significant reporting requirements on schools, 
students, and parents. To help schools meet their new obligations under these tax provisions.



Treasury published guidance and issued new tax forms in late 1997. Consulting with the 
Secretary of Education (as required by the TRA), Treasury’s guidance on the TRA provisions 
imposed the following requirements:

• Students. In Tax Year 1998 (for the 1999 filing season), schools will give students Form 
W-9S, Request for Student’s or Borrower’s Social Security Number and Certification. 
Students will provide their name, address, and Social Security number, and certify that 
loan proceeds are for qualified higher education expenses.

• Schools. For Tax Year 1998, schools must file Form 1098-T, Tuition Payments 
Statement, with the IRS and provide copies (with school contact information) to each 
student they report on. The information on the 1098-T includes the:

O name, address, taxpayer identification number (TIN) of the school;
O name, address, and TIN (Social Security number) of all students who make

qualified payments (schools do not have to report on students who are getting a 
“free ride” on tuition and related expenses), regardless of whether they will be 
eligible for the tax credits; and

O the enrollment status of each student (i.e., half- or full-time and type of degree 

program.

• Student Loan Interest Payees. Anyone who receives student loan interest of $600 or 
more from any individual in Tax Year 1998 must file a 1098-E, Student Loan Interest 
Report, which includes the following information:

O name, address, and Social Security number of the student from whom interest was 
received;

O name, address, and Social Security number of any parent claiming the student as a 
dependent; and

O the amount of interest received during Tax Year 1998.

Recognizing the transition problems for schools, the guidance indicates that, before Treasury 
issues regulations (and even once regulations are issued), no penalties will be imposed for failure 
to collect and file correct Tax Year 1998 information as long as schools make a "good faith 
effort." To meet this standard, schools must simply attempt to obtain student information.

In subsequent tax years, schools will be required to collect and report additional information on 
parents (including TINs) that claim students as dependents, as well as tuition and fees paid.
These reporting requirements will be spelled out in the IRS regulations to be issued later this 
year. Under the expanded requirements, penalties will be imposed unless schools can 
demonstrate "reasonable cause" for not providing complete and accurate information.
Reasonable cause, which will be defined in the regulations, will be stricter than the "good faith 
effort" standard.

PUBLIC CONCERNS



Higher education organizations and schools have been highly critical of the guidance and the 
new reporting requirements. Specifically, the higher education community has expressed 
concerns about:

• Reporting burden. The new reporting requirements will force schools to make 
significant investments in information systems. According to the TRA97 Reporting 
Task Force, which is made up higher education associations, a conservative estimate of 
the compliance cost of the HOPE and LLC reporting requirements is $119 million for 
Tax Year 1998 and $137 million for Tax Year 1999 (which would be equivalent to 5 
percent of the proposed tax benefits in 1998 and 2 percent in 1999). Schools are also 
uncomfortable with their newly defined role as proxy for the IRS (i.e., universities will be 
called on to collect information from students and parents and explain to them the new 
tax credits.)

• Tax treatment of grant aid. Under current law, grant and scholarship aid [work- 
study?] is taxable as income if it is used for living expenses (i.e., anything other than 
tuition, required fees, books, and equipment [what about health insurance, athletic 
fees, other optional fees?]). IRS does not currently require the reporting of this 
information to enforce taxpayer compliance (many of the students would pay little or no 
taxes anyway). The HOPE and LLC, however, are applied to the net of tuition and fees 
minus grant aid. Therefore, to maximize the tax credit, taxpayers would allocate grant 
aid to other expenses. To the extent that this aid is used for living expenses (as apposed 
to books and equipment), it would be taxable. An estimated 535,000 families [verify] 
that receive grant aid and pay taxes (and thus could take advantage of a tax credit) would 
be affected. The resulting unintended consequences include diminishing the value of the 
tax credits for these families and encouraging them to pursue burdensome tax avoidance 
strategies.

• Taxpayer privacy. Schools have expressed serious concerns about the privacy of 
information that they are required to collect from students and report to IRS. The 
Education Department, however, conducted a legal analysis that determined that schools 
can report student information without obtaining student consent, which is ordinarily 
required by the Family Educational Rights and Privacy Act (FERPA), the statute 
governing disclosure of records about students. ED issued a determination that school 
compliance with the TRA reporting requirements would not violate FERPA.

RECENT DEVELOPMENTS

In response to pressure from higher education associations, NEC has asked Treasury to recognize 
the serious implementation problems that schools would face if more servere reporting 
requirements and penalties are instituted after Tax Year 1998. Treasury agreed to consider 
extending the Tax Year 1998 reporting requirements and “good faith” standard for an additional 
year, but no final decision has been made. Nonetheless, groups such as the American 
Association of State Colleges and Universities maintain that simply extending the Tax Year 1998



requirements would be inadequate, since the Tax Year 1998 guidance is already unreasonable 
and overly burdensome.

The Internal Revenue Service Restructuring and Reform Act of 1998 would change the reporting 
of qualified tuition and related expenses by requiring schools to report the aggregate amount of 
qualified tuition and related expenses, grants that are processed by schools, and the aggregate 
amount of refunds and reimbursements paid by the institution, [verify] This modification would 
relieve schools of the need to report students’ out-of-pocket tuition expenses, [verify] 
Representative Donald Manzullo (R-IL) and Senator Susan Collins (R-ME) have also sponsored 
legislation (H.R. 3127, the Higher Education Reporting Relief Act; S. 1724) that would repeal 
the TRA’s institutional reporting requirements.

NEXT STEPS

0MB staff have discussed with Treasury and Education the need to allow students to decline to 
submit information to the school if they do not wish their information to be disclosed to IRS. 
Neither this issue, nor the general issue of how to minimize burden on schools in the long run, 
however, has been resolved. OMB will continue to work with Treasury and Education to address 
these issues when IRS issues regulations.

cc:



Grants/Scholarships Work-Study Loans

Taxable? No, if used to cover 
tuition, fees, books & 
supplies.

No, if used to cover 
tuition, fees, books & 
supplies.

No.

Yes, if used to cover 
living expenses.

Yes, if used to cover 
living expenses.

Offsets tax credit 
eligibility?

Yes, if used to cover 
tuition and required 
fees.

No. [?] No.

Under [statute? reg?], grant and scholarship aid (and work-study?) is taxable as income if it is 
used for living expenses, i.e. anything other than tuition, [required] fees, books, and equipment 
[what about health insurance, athletic fees, other optional fees]. There has been no reporting of 
this information in the past, and therefore the IRS has done little to police or notify taxpayers 
(many of the students would pay little or no taxes anyway). But to the extent that anyone has 
paid attention to this issue, it has generally been in taxpayers ' interests to allocate grant aid to 
tuition, so that it would not be taxable.

However, the new tax credits are available only to the extent that the taxpayers have paid net 
tuition and fees (subtracting grant aid from total tuition and fees). Therefore, in order to get the 
maximum tax credit, it will be in taxpayers’ interests to allocate grant aid to other expenses. To 
the extent that it is used for living expenses, that will make that aid taxable, potentially reducing 
or negating the value of the benefit. If it can be justified as funds for books and equipment, then 
it would not be taxable.

[Can students being claimed by their parents avoid this problem by declaring the income 
from the grants as their own, while the parents get the tax credit? Would the student 
likely owe taxes, or be below the threshold?]

[What are typical cases? What would the incentives be?]

How many people could be in this category, i.e. get grant aid AND pay some taxes (and therefore 
can take advantage of the tax credits). [This was the data that Frank Baltz at NAICU, 785-8866, 
was looking into. 535,000 families?]

Prior to the passage of the IRS reform bill. Treasury had informed the groups that its inclination 
was to have them report only a net tuition number. That would be simplest for taxpayers - only 
one number to plug into a tax credit worksheet - and the IRS would not have the information 
that might lead to greater enforcement of the taxation of grant aid. However, the groups were



very concerned that they would be put in the position of allocating which aid goes to which 
expenses. They thought this would lead to complaints from taxpayers about the allocation the 
college chose, and to requests for a different allocation in order to maximize their benefit. [Was 
that their main concern?]

The groups lobbied to include a provision in the IRS reform bill that would prevent IRS from 
going in this direction. Instead, the amendment will require the reporting of two numbers; total 
[grant?] aid, and total tuition and required fees. It will then be up to taxpayers to either do simple 
subtraction, or to more creatively allocate the aid in order to maximize their tax benefits.

To the extent grant 
aid is used for:

Tuition and required 
fees.

Books and supplies Living expenses

Income tax 

consequences:
Not taxable Not taxable Taxable

HOPE tax credit 
eligibility:

Reduces if net below 
$2000

No reduction. No reduction.

Lifetime Learning 
tax credit eligibility:

Reduces if net below 
$5000 ($10,000 after 
2002)

No reduction. No reduction.

Loophole? If dependent student, 
allocate income to 
him or her.

To maximize, a taxpayer should;

—First apply grant aid to books & supplies (an amount that no one is able to report other 
than the taxpayer).
—Then, in either order:

—if the student is listed as a dependent on another tax form, apply the funds to the 
the student’s living expenses, to the extent that it does not create any tax liability 
for him or her.
—apply remaining grant aid to tuition to the extent that it will not reduce net 
tuition below $2000 (for HOPE eligibles) or $5000 (for others).

—If there is grant aid that has not been allocated, apply it to living expenses for the filer in 
the lowest tax bracket (the student or parent) if HOPE eligible. If eligible for Lifetime 
Learning, then only apply it to living expenses if in the 15% tax bracket [but what about 
state taxes?]. If in a bracket above 20%, apply it to tuition and fees.

-Is this really an issue with many taxpayers?
-How will taxpayers deal with these questions next year?



-How will the new information system work when implemented?
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1201 New York Avenue. NW Washin^n. DC 20525 
Phone: 202-606-5000 Fax; 202-565-2787 Carparatian for 

National Service

Fax
From; Gary Kdwalczyk

F»c Pages:
//

Phone: Date:

Re: CC:

□ Urgant □ For Review □ Please Comment □ Please Reply □ Please Recycle

• Comments:
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Bob,

I’ve attached:

the original 1994 IRS letter to the Corporation on the subject;

CORPORATION

for national

Q S E R V I C E

a subsequent 1997 letter to our General Counsel veriftmg their 

original view;
a recent letter from our General Counsel to IRS about the relationships 
between the Taxpayer ReUef Act of 1997 and AmeriCorps education 

awards (we have not yet received a response); and

three options for bill language to resolve this issue, with the first two 
options being preferable in hght of the manner in which the education 

award for AmeriCorps is structured.

I hope this helps. CaU me (606-5000x340) or Frank Trinity (x256) if 

you need anything else.

Gary Kowalczyk

1201 New Yoik Avenue. NW 
Waahinglon, DC 20525 
TWephone 202-606t5000

Gctthig Things Done.
AiiMriCoipS, National Service 
Learn and Serve America 
NattoDul Senior Service Corps
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mm
OFTHCS OF 

CHIEF COUNSEL

department of the treasury
internal revenue SERVtCE

WASHINGTON, D.C. 20Z2-1

January 21, 1994

Skstint'to^tha President and Director,
White House Office of National Service

The White House 
Washington, DC 20500

Dear Mr. Segal;
mw ^ has asked lae to respond to your memorandum

. « concerning the National Service programSkIfuS Ic'ret”; Certain fideral inccne tax aspects cf the 

post-service educational awards granted participants.

program benefits, a post-service assistancecertain bi used for educational or training expenses,
award or benefit to ^^ent of tuition, payment of other
These awards . . exoenses, and repayment of educational
educationa an g ^ after the service program has beenc°oSleteranl arS ava??a?li for use up to seven years after

being earned.
«?Pction 117(a) of the Internal Revenue code provides,

rspresent ” fellowship. A scholarship
iI!?Fis?5jilel”ftSe"re=ip?^nt“?Spt«an?s |a^4nf ?Sr^r5ices

under this section.
Based Oh sSei^nio^aS^^epretJnt

?Si:'and. SuS? arfnorexcludehle from income as scholarships 

under section 117(a).
section 127 of the Code to

exclusion of certain ^e program" described in section

belause the National service
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!SliT4a^S?%S?“e"SSreriS“aSd! “f ^lan .iZl ^iu.y
under section 127.

Finally, you asked us to explore whether ^he post-sOTice 
award or benefit, if includible in income, might be taxed when 
actually used by a recipient as opposed to being taxed when 
earned. You are concerned that participants 
difficulty paying the tax without great personal hardship.

We assume that National Service program participants, as 
individuals, will be on the cash receipts and disb^sements 
method of accounting- Under this method, an amount is includible ?n^Scome wSen actually or constructively received ^^ount is 
aenerallv deemed to be "constructively received if it is 
Ivailable for the taxpayer to draw upon at any time, without any 
STibstantial impediment, restriction or limitation.

Whether or not an amount has been constructively received is 
an inherently factual question that can be resolved only on a case by case^basis. However, based on the
furnished- it appears that in the case of a participant in the
program with no outstanding educational 1°^"®' ^ at^thl^Siliest 
benefit would not be includible in income until, at the earliest,
the participant has incvirred an educational expense and payment 
S thS eiSSS using the post-service benefit has been approved.

repayment of the loan is approved.

I hop® that this informationIf I may ha of further assistance, please do not hesitate to 

contact me.
sincerely,

Stuart L. BrownAssociate Chief Counsel (Domestic)
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Flffl

OFFICE OF
chief counsel

DEPARTMENT OF THE TREASURY 
internal revenue service

WASHINGTON, D.C. 20224

APR -8 1997

Mr. Frank R. Trinity 
Associate General Counsel 
Corporation for National Service 
1201 New York Avenue, N.W.
Suite 8200
Washington, D.C. 20525

Dear Mr. Trinity;

response to your February 21, iss? leccev 
concerning proper federal income tax treitmeAt of the

ishJ2"SLtherttereXd‘*bferi‘*"' AmeriCorps participants.
Sr—i?Lct---

As you note, in a January 2l, 1994 isai-he.-)- ii

schil«Jhf;^SSir
section 117 of the internal Revenue Code, or as aualifi^H 
educational assistance under section 127 We noted that h» 
the post-se^ice benefit program provided arop^Jon fSf;he 
repayment of previously incurred educational ion.n ^program was not a guallfied prS^t“Sf

127 A04-i?f,*"sigM/Augist‘‘20?*ils6°‘^ Se?tion^°°
sxpi^Tsd On Dscsrnir^^T" i i qqa Wi*^ on

case of any taxable year beginning in 1997, only expenses with 
respect to courses beginning before July l, 1997 are to he t^v 
into account in determining the amount Lcluder^ndJJ section ""

Section 127 does not provide an option for the ren;:^vmer.i- ,-o-f 
?hIniSd^h^ incurred educational loan expenses; this was ^St
JdSIssed in^Sa^Sn'^ir . Also, this issue was recently

1 ^^J^^zquez V. Commissioner. T.C. Memo. 1997-78 (codv ^ 
also enclosed). In that case, the sole issue was whether the^ 
petitioner was required to include in gross income an amount paid

satisfaction of a portion of his ex^st^Sg ^ 
ltatu?Li°^^ balance. The Tax Court stated that there were^no 
grSsf JSLmJ!' ^ applied Co exempt the payment from
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Accordingly, the recent legislative amendments to section

excludability of this benefit from a recipient s gross income.

I thank you for your interest and. concern in this matter, and hope thaJthe information provided is helpful If this 
office may be of further assistance, please do not hesitate to
contact me.

Sincerely,

Heather Maloy 
Deputy Associate Chief Counsel 
(Domestic-Technical)

Enclosures
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July I, 1998

Judith C. Dunn
Associate Chief Counsel (Domestic)
Office of the Chief Counsel 
Internal Revenue Service 
Department of the Treasury 
1 n 1 Constitution Avenue N. W.
Washington, D.C. 20224

RE. Taxpayer Relief Act of 1997 and AmeriCorps education awards.

Dear Ms. Dunn:

I am vwriting to seek confirmation that AmeriCorps participants using national 
service education awards may take advantage of several tax benefits relating to education 
expenses enacted in the Taxpayer Relief Act of 1997.

Pursuant to the National and Community Service Act of 1990, as amended, 
AmeriCorps participants who successfully complete a term of nation^ service earn an 
education award. 42 U.S.C. § 12602. A full-time participant earns an award of $4,725. 
This award may be used to repay qualified student loans or towards the cost of attendance 
at qualified institutions of higher education. 42 U.S.C. § 12604. In addition, the award 
may be used to repay interest that has accrued during a participant’s term of service Id 
Payments are made directly from the Corporation’s National Service Trust to the 
lender/servicer or educational institution.

By letter of January 21,1994, a copy of which is enclosed, the Internal Revenue 
Service detennined that the education award was not excludable from a recipient’s gross 
income either as a qualified scholarship under section 117 of the Internal Revenue Code, 
or as qualified educational assistance under section 127. The IRS concluded that the 
education award is subject to federal income tax in the year, and to the extent, that it is 
disbursed by the National Service Trust.

Section 201 of the Taxpayer Relief Act of 1997, Pub. L. 105-34, generally allows 
as a credit against federal tax a specified amount of qualified tuition and related expenses 
paid by a taxpayer to an eligible educational institution after December 31, 1997, for 
education furnished in academic periods beginning after that date. Section 202 generally 
authorizes a taxpayer to deduct interest up to a specified amount paid on qualified student 
loans after December 31,1997.

NATIONAL SERVICE; GETTING THINGS DONE Wm 1201 New York Avenir-, N.W • Washingion DC 20525
. f ail,1 Ami'lliLl • .Vi,Hi,II S,-Ml,, mtM '-------- ------------------------ . ■telephone: 202'606-5000 • website: www.nationalscrvice.org
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J advantiTb^h trc!=di.'rer'’f “'l'' n«y

««:„ «SriS':rrirTji‘rs": r- “■=PS~~5§:i

Enclosure

Sincerely,

Kenneth L. Klothen 
General Counsel
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Option 1: Global exclusion from taxation as part of 1.R-C, section 117 

Explanation: This would exclude from

117, which excludes f™™ related (but no.
SXtlt SoTem is s^ tension in puUtng a blanket excluston of 

the education award here.

Bill language:
exclusion of national service educational award from gross

INCOME

SEC. 1 (a) IN GENERAL.-Section 117 of the Internal Revenue Code of 1986 

(relating to *e exclusion tom gross income of amounts received as a qualified

scholarship) is amended by adding at the end the following:

“(e) National service educational award.-Gross income shall not include any 

amounts received by an individual from .he National Service Trust under section 148 of

the National and Community Service Act of 1990 (42 U.S.C. 12604),

(b) effective DATE.-The amendment made by subsection (a) shall apply to

amounts received in taxable years beginning after the date of the enactment of this Act.
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Option 2: Global exclusion from taxation, adding new section to I.R.C.

Fxplanation; This is a stand-alone amendment that would exclude from gross income 
anv part of the education award, regardless of xvhether it is used to repay a student or pay 
&; current educational expenses. It would do the same thing as option 1. but by creating 

its own category would avoid the tension m option I.

Bill language:
exclusion of national service educational award from gross

INCOME

SEC. 1(a) IN GENERAL.--Part III of subchapter B of chapter 1 of the Internal 

Revenue Code of 1986 (relating to items specifically excluded from gross income) is 

amended by redesignating section 138 as section 139 and by inserting after section 137

the following new section;

“SEC. 138. EXCLUSION OF NATIONAL SERVICE EDUCATIONAL AWARD 

FROM GROSS INCOME.

“(a) IN GENERAL.--Gross income shall not include any amounts received by an

individual from the National Service Trust under section 148 of the National and

Community Service Act of 1990 (42 U.S.C. 12604).

(b) EFFECTIVE DATE.--The amendment made by subsection (a) shall apply to

amounts received in taxable years beginnins after the date of the enactment of this Act.
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Option 3: Partial exclusion from taxation

rfcillfiedTch* ttr ras“J'rSici.
used .0 repay lenders would '“'I a^d terefore is properly
that the education aw^d is ^ i^^'l^ion would be easier to defend

:"r:^h*e"pp-^^
from gross income.

Bill language;

uTed forquSd —
SEC. 1 (a) IN GENERAL.-Section 117 of the Internal Revenue Code of 1986 (relating

,0 the exclusion front gross income of amount received as a qualiSed scholarship) is

amended—
(1) in subsection (a)(1), by striking “scholarship or feliowship grant" and 

inserting “scholarship, fellowship grant, or national service educational award"; and 

in subsection (c), by shiking the period and inserting except that the limitation in Ihis 

subsection shall not apply to the national service educational award disbursed under 

section 148 of the National and Community Service Act of 1990 (42 U.S.C. 12604)."

(b) EFFECTIVE DATE,-The amendment made by subsection (a) shall apply to 

amounts received in taxable years beginning after the date of the enactment of this AC.
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AMERICORPS ALUMS. INC 

Ensuring that AmeriCorps is ayear in a liftame of seruct.

FACSIMILE transmittal SHEET

TO: FROM:

MBLANNBVERVRE*._______ JENNIFERM. PHELPS

PAX NUMBER:
DAlljf:

(202) «$«-<244 AUGUST 4. im
COMPANY: total no. of pages including COVER:

OFFICE OF THE FIRST LADY 6

phone NUMBER: RE;

(202) 4SMZ$« taxation of AMERICORPS EDUCATION AWARDS

NOTES/COMMENTS;

Dear Ms. Verveer,

■Hiank you so mudi for your time and consideralion on this matter. Following are the 
one page hct sheet of AmeriCorps Alums, Inc’s basic argument for tax exemption, a copy of an 
article in Ae Ommc& forHtgber Educatm two weeks ago about our efforts, a copy of proposed 
language for a tax bill, and a synopsis of letters AmeriCorps Alums has received from members 

on Ae hardship of Ae tax.

The situation we are currently feeing is Aat while many Senators, boA Republican and 
Democratic, agree Aat Ae situation is 'inequitable, none are wffling to take Ae lead AmeriCorps 
Alums is looking for “meAods of inspiring’ Senator Moynihan to take Ae lead on this issue.

In addition, I reviewed Ae history on what happened during Ac original auAotization 
process Aat resulted in Ac education award being taxed Please forg^ spelling?, but basic% it 
was a coir^romisc between Ae Education & Labor committee and Ways & Means. The orignal 
bill was for 100,000 participants in Ae first year who would each receive a $10,000 education 
award and contained explicit language: for Ae award to be tax exempt Dan Rostenowslsy (sp?) 
went to Bin Fotd wiA his concerns about scoring since this amounted to a considerable amount 
of tax revenue. The compromise was to remove Ac explicit language and let the matter ^ 
Arou^ ms administrative proceeding?. Unfortunately, Ae ERS ruled against AmeriCorps wiA 
Ae reasoning that because the award was contingent upon past services, it cannot be considered 
scholarship money under §117(c) of Ae tax code.

I look forward to working wiA you on this matter. If you need any more mfbrmation or 
assistance, please feel free to call me at home at (202) 966-9111 or call Vollic Melson, Ae 
executive director of AmeriCorps Alums, Inc, at (202) 729-8180.

Sincerely,

Jennifer

1400 I STREET, NW • SUITE SOO • WASHINGTON. DC 20008 
PHONE: (202) 729.8180 - PAX: (202) 729-8102 

WWW.aMERJCORPALUMS.1NC 
JPHELPS@JHSPH.EDU
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Taxation of AmeriCorps Education Award

Proposal: Provide a tax exemption for the AmeriCorps educational award in the

1998 tax relief bill.

1. Background: In return for 1,700 hours of service in a year, AmeriCorps members 

receive an education award of $4,725 to repay education loans and attend college.
The IRS has ruled that the award is taxable income the year that it is used.

2. Taxation of the AmeriCorps education award is inequitable. The federal government 
provides incentives to seek higher education through tax breaks for other programs 

such as the G.I. Bill, education IRAs and by excluding from gross income educational 

expenses paid by employers.

3. The taxation of the education award is creating hardship. Because the award goes 

directly from the Treasury to the loan agency or school, corpsmembers cannot retain a 

portion to cover their tax bill. Corpsmembers using the award are either students or 

in entry level positions and are often unable to shoulder this added tax burden.

4. Taxation of the AmeriCorps education award is diluting an intended benefit of 

persons giving a year of service. When faced with this additional tax burden, many 

former AmeriCorps members, especially those struggling to get off the welfare roles, 
are rductant to use their education award. The higher education they worked so hard 

for remains inaccessible because they do not know how they will meet their tax 

obligations.

5. The lost tax revenue is negligible. Based on payments in the past fiscal year, the 

annual cost to the treasury would be less than $12 millioiL
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EXCLUSION OF EDUCATIONAL AWARDS FROM GROSS INCOME

SEC. 1(a) IN GENERAL.—Section 117 of the Internal Revenue Code of 1986 (relating 

to the exclusion from gross income of amounts received as a qualified scholarship) is 

amended by adding at the end the following:
“(e) National sersace education award.—Gross income shall not include any amounts 

received by an individual from the National Service Trust under section 148 of the 

National and Community Service Act of 1990 (42 U.S.C. 12604),”
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OVBRNMENT Be FOUTICS

s \meriCorps Alurnni Urge Coi^ress to End the Taxatiem of Their Awards
lY jxmiEy siaiHtto

WAanmoTON
aftesi she gmduated from coDchb, in 
f\ K95, Jeemifer Pholps spent a ye«r la 
LJLihD SeulK as * v<*antcer in the 
XmedCorps naliosial-scrvicB progiaoi. S^« 
tttoKd chWrwL built bomes for Halrital 
or Honualty. and worked to help prevcfll 
towhioNcvfOrkana.

A year later. Ma. rheJpu u»ed ike$4,725 
education awaid abo received ftom Amori- 
Cxnpa to balp pay her bw ickool tuUloit al 
Georgetown Uoloenity.

Aul when »ho figured her 1W taws, Ae 
discovered that the award—a taxable bene- 
ki—had Hearty doubledherincome, turaln* 
what would have been a tiny lax payment 
ioto a *900 stale nod federal lob.

Now Ms. Phelps 18 leadlag a *io-p 
former AmeriCorpa volonieef s In an uph^ 
effoK to pemade Congress to repeal toe 
tax oa the cdocahon award.

AmariCmpe, a program ProMdeat Clin­
ton pushed to oreale in )9», hdpi pertlck 
pants edher to pay ooUeBO tidtioa or to re­
pay student loans In exchange tor *«!» P«r- 
nnoiog coenmunhy sendee. Vohmieere 
leoeive a yearly stipend, whidi also ts 
taxed, aad a $4,725 education awmd osclt 
year for up to two yeani of service. The 
edvcallon award esn be held far seven

years taxi is paid ifireclly to colleges or loan 
providers.

“We never even see this money so we 
can't even use it to help psy thu tax," Ma. 
Phelps said.

SBUmCAl. LAWBIAIUM
Usii« the grassroots orgnntzing oxport- 

enco that sooie of them gained frain their 
AmulCunis stints, afcw fonner vohmlecn 
in the program have speat the Mjauncr wilt­
ing letters to menibers of the las comaiit- 
tens in Congiess. white Ms. Phdps hua vls- 
iUd staff membess to sveaily a halC-doaen 
Co(«resiioul omces. Aides lo bwmaken 
on theSeaatc Finesioe Committee stdAOwy 
were tkeptlcal that the tax could be re­
pealed this year because Coogreu is not 
cansiderii^ a lax bOI oo whlck to add an 
ameodmeat and a lawmeker has yet lo 
agree to sponsor the le^sUtit^

‘The best way for theoi to avoid paying 
taxes is lo lull the program," said Jon P. 
Brandt, a spokesman for Rep. Peter Hook- 
slm. a Michigan RcpuhicaN who voted to 

, escate AiacriCorps In 1995 but liaco (hen 
has become a harsh critic of the program's 
numagement. “Nni only are Ikcy getting 
p«d to volunteer, but now they waat to get 
a tax break."

Ponacr AmeriCrrrpa-mombers acknowl- 
edga that they toco a tough haute periuad- 
Ing Congress to appnrve n tax break for a 
program ihal aomo lawmakers try to IcUl 
every year. l.ast month, a House ofRepr^ 
scnlatlves panel voted to eliimnate Amcri- 
Corps. But in what haa become an annual 
rite, AmeriCoipsia expected to be saved In 
a compromise with the Senate, vdiere the 
program haa had more support

PoUtfcd reafities led the Cccpoiation fixr 
National Servioa, which oversees Ameri- 
Cbrpt,lododgethatax bsvelhis yeorwfeen 
it aubmiltod n prapoaal to raauthartoo the 
isgUlatioH Ihit created AaeriCoriw.

Uarm Wofford, ehief executive-olficar 
of the ourporatkm, raid that if a tax ptopot- 
al were lachided in the rcaulbaiiialion 
plan, the Senate Piimiioc CouuniUec and 
the Hoiim Wayi and Means Comiaitlte 
would also have to consider (he kvilatkM, 
rather that Jual the ono oonwiiuee locach 
chamber that ovenoaa AmertCorpa.

“A laubilitr issue should bo to a tax 
bai,” Mr. Woflbrd raid. Ha added that he 
supported the efibitsof iheCarmer Amerl-. 
Coipa mcBbcis, bol ha would sol dlKUss 
the sgancy's own prapMols Ibr iryiug to 
cixl (he tax oo theotoicatioaaward. “I have 
ray own plaiu aad time for that," he said.

"I've been saying all over (he country (bat 
it b incAuitable anco moti followahlps sib 
oot laxod.”

The lateinal Rovcouc Service det«^ 
minod la a 1994 ruhog Ihit an AmeriCoips 
educatloa award represents "payraeata for 
Kivjces'' because it is psid after tbc pro­
gram to completed. The award dues aot 
Meet exemptions under educattonal-assii- 
tasoe progi^, the i.a.i. ruled, because l( 
can be used to pay off loam tor previous 
oducaiioiul expenaes.

Stophaoie Beck Borden, a two-year 
AmenCorps volunteer, said the SZ5B feder­
al tax sbo paid on her first-year award had 
led her to avoid using all dher tecond-yesr' 
award ut oae time to pagr offhar undergraiU 
uate etudent loana. Becaiue most Atneri- 
Corpi volunteera arc young and doit't hare 

. sigaificaat aatvings fimn Much lotkaw Ibr 
lax paymenti, Ms. Ronko said many were 
forcod lo bonow moDcy or to pay Ore tax 
and inlarett to tostollaaenti.

This farces us (u strategically plau how 
lo use our educational awank." Mi. Bor­
den said, udding thd AsaeriCorps meinheri 
would earn more working at ItoUonald'e. 
Hie yearly stipend is laud, ihe said, aad 
"wc‘re happy (D sccepltlinl. But (he educa­
tional award to a scholarship, not pay." n
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Education Award Taxation Hardship Stories

FCotinna Shaw from Pennsylvania served in West Vir^ia educating low-income residents in 
financial matters. Loving Ae community she worked with, she continued to work their after 
her term of service in the non-profit realm. The extra $700 in federal taxes she owed this 
year in addition to the $500 wi^held from her paychecks was beyond her means. She is 
now making $100 installment payments each month and has to pay 10% interest and 
penalty fees. In her words, “it is absolutely miserable all the way around.”

Christy Hicks-Bowman of Pontiac, Michigan received a federal refund of $1,290 b March. 
Concerned that maybe the $3,725 she used of her education award late in December should 
have been included in her gross income calculations, she called the Corporation for National 
Service and refiled her taxes. The result- she had to repay the government $1200! As 
Christy explains, “.. .on an ed award of $3725,1 paid more than $1,000 in taxes.... This 
is difficult to deal with when you consider that I had been living in die self-imposed poverty 
status of an AmeriCorps VTSTA for a year, plus two years in a different AmeriCorps 
program prior to that”

Joaquin Lara who served in Atlanta is “very reluctant to use my cd award anytime soon 
because I am scared to death of the taxes I might pay.”

Chris Danowski of Woodsville, New Hampshire joined VISTA with the “notion that I was 
doing something good to help communities get on their feet and flourish.” He also 
appreciated the education award as it would help with his “enormous student loans.” 
However, when taxed over $800 on his education award when serving a second year 
with a monthly stipend of only about $600, he finds himself losing faith in our 
government.

Stephanie Beck of Virgbia served b both Indiana and Maryland where she and 33 other 
volunteers recruited 4,088 volunteers who provided 51,727 hours of direct service to clients 
and communities and leveraged $1.17 million dollars b b-ldnd services ihrou^out 
Maryland. On usmg her education award. Stephanie said, “I knew I would be taxed on it 
and hoped that usbg it b a year when I had an even lower bcome than my year with 
VISTA would mitigate the tax implications. Upon filbg my taxes, I realized that the 
educational award actually doubled my “income” for the year, makbg it just over 
$10,000 for the year. At the end of the form, I was horrified to sec that, not only did I 
owe the federal government some money, I owed hundreds of dollars. And I owed the 
state of Mai^dand and my county quite a chunk of money. By this time I was servbg a year 
with VolunteerlMaryiand, an AmeriCorps program, still liviiig on a very tight budget.

Rachel Sandhorst of Lbcob, Nebraska and now a student b Boulder, Colorado describes 
how the taxation of the education award makes financial survival as a student difficult: “In 
1996,1 finished my service b AmeriCorps ... I had to work 3 jobs b order to scrape 
togedier enough money for rent. In that year, my total bcome was $7470. That same year, I 
used my award to pay my student loan. Sbee I was taxed on that income, my total tax for ’ 
1996 vras $829. After the withholdbgs from my jobs, I still owed $450 oui-of-pockct. I 
was astounded, not to mention nearly broke. I was b tears the night I did my taxes - I 
remember that evenbg well. After livbg on the small AmeriCorps stipend and havmg made
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a huge move to Boulder, I did not have the savings I needed to pay that kind of tax.'*

Jennifer Hoik of California explains her frustrations: “National Service promised one thing 
and the IRS took it away. Not only did I have to pay taxes, but I was bumped out of 
“Earned Income Credit** range, so I now owe more than $956 -- $800 more than I was 
expecting to pay! As I was serving a second term at minimum wage, $800 was hard to 
come up with. The IRS was helpful, only in that they arranged (for a $43 “set up” fee) for 
more to make monthly payments - with interest attached.”

Chris Parent of Cleveland, Ohio who has served with both the Nature Conservancy in 
Arizona and with Habitat for Humanity in Geo^a says that being taxed $700 per year, per 
education award has “minimized [his] concern for the welfare of the federal government, 
eradicated [his] compassion for the laws of the IRS. Like Korinna, he has arranged a 
payment plan with the IRS.

Kara Roche of Lenox, Massachusens who is serving in Helena, Montana explains her 
financial straits: “Currently I am a VISTA Leader living on $800 per month. I pay $320 in 
ren^ $150 car payments, $120 car insurance, leaving $210 for the phone, car repair, vet bills, 
food, and anything else I need. Having used my first education award last summer, I was 
taxed between state and federal $1,500. I have no idea how I will pay these taxes. The 
IRS has set up a payment plan, but it will be very difficult to meet these payments, as my 
second year of service is ending in July and I will be job hunting.. .Basically, the education 
award has caused me nothing but initation and financial hardship. Hardly and incentive to 
serve for one year at poverty level in the United States.”

Tanya Beat writes: "I was an AmeriCotps Member and AmeriCorps Leader before I took my 
current staff position with an AmeriCorps program in Bridgeport, CT. I just received my 
official bill firom the IRS last Friday, and overall, I owe them over $1,400 in taxes because 
of my ed award. I arranged to m^e payments in installments but I'm now paying about 
$80 worth in interest over that time period due to the fact I can't pay tiiat total amount at 
once. It doesn't make sense to me that I have sacrificed two years of my life to help the 
community, survive on a meager stipend, and relocate to a new state (all based on die 
principle of what the weigjht of education carries in the U.S.) only to have to pay almost 
$1400 of it back!

Monte SncUcnbeiger, having served in both Arizona and Maine, found himself in the 
following situation while serving in his second year. “In October of’97,1 used nearly $4,000 
of my Educational Award to pay-off two student loans. In mid-January, I learned that 
because of the educational award, my taxes for 1997 would be over $700. My living stipend 
during my second year of service allots me roughly $830 per month in living assistance.
Rent for my apartment alone is $425. I am eligible for food stamps due to the meager 
amount of money on which I live. I chose to participate in National Service and enjoy the 
projects with which I serve. However, a key foctor in my decision to participate is the 
possibility of assistance with coDege debt. Coming to the realization that I had only 
increased my debt and to the IRS, no less^-by utilizing the educational award was painful 
and frightening. I do not have $700 dollare. I do not know what will happen to me at the 
mercy of the IRS.”
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June 6, 1997

NOTE TO;

FROM:

SUBJECT: TAXABILITY OF EDUCATION AWARDS UNDER AMERICORPS

JOHN GOMPERTS

Gary kowalczyk ^ W

You asked about the costs of making education awards nontaxable and the key arguments 
for doing so.

Based on our assumptions, the tax expenditure on an annual basis will be about 
$14 million. As the AmeriCorps program expands due to our “challenge scholarships” and 
America Reads plans, the annual cost will approach $20 million. We have not discussed these 
estimates with OMB or Treasury; they may need to be refined.

The arguments for making these awards nontaxable are clear and compelling:

1. It is the single most demonstrable step the President could take to benefit 
AmeriCorps Members. It is the largest issue within our field and breeds 
resentment among those who serve.

2. Taxing these awards is inequitable. GI Bill benefits are not taxed. Neither are 
Pell Grants. Nor are most fellowships. What makes the AmeriCorps education 
award taxable is the provision allowing for payment of education loans for those 
who have already completed school. That provision, of course, is central to the 
design of AmeriCorps and our interest in attracting both college graduates and 
those who plan to attend. If this loan repayment option did not exist, we believe 
the IRS would rule that the benefit would be nontaxable.

3. The tax is a huge burden on Members. We pay the school or the loan holder the 
amount of the award, and the Member must then come up with personal funds to 
cover the tax to pay IRS. This burden is particularly great on young people who 
do not have much income.
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5.

As you pointed out, taking this step is consistent with the President’s recent 
announcements concerning service and the tax code. We believe both the award, 
and the interest paid that accrued on loans during the period of service, should be 
nontaxable. Today, even the interest for AmeriCorps Members is taxed.

No one gives us any credit for the taxation. The cost per AmeriCorps Member, 
whether calculated by us, the Congress, or GAO, has traditionally included the’ 
full $4,725 related to the education award.
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.™ 2r of Tax Breaks
WASHINGTON

T X then Congress considered en- 
VV ‘^''o tax credits last

▼ T year to help students pay for 
college, many higher-education offi­
cials feared that the tax breaks would 
primarily help wealthier families, and 
fought to alter the legislation.

The officials succeeded only partially 
in tweaking the credits to make them 
more available to low-income students. 
But college leaders eventually rallied 
behind the $40-billion bonanza anyway. 
If the tax credits didn't fully benefit the 
right students, college officials figured, 
they could always change them later.

Now. however, college lobbyists 
worry that they may never know wheth­
er the tax breaks will help the right stu­
dents. For privacy and other reasons, it 
appears that the Internal Revenue Serv­
ice will not release the information 
about potential recipients of the breaks 
that IS needed to study such questions.

‘it’s like flying blind’
“\Ve need to design some system for 

tracking the effectiveness of the credit 
and determining who is receiving what 
benefits, says Barmak Nassirian. a 
policy analyst for the American Associ­
ation of State Colleges and Universi­
ties. “It's like flying blind. We believe 
education is a good investment, but we 
need to know how effective the policies 
are."

The two tax breaks, the $1,500 Hope 
Scholarship and the $1,000 Lifelong 
Learning credit, allow families to get 
tax refunds for tuition and other costs 
related to higher education. But fam­
ilies that don’t pay enough in federal 
income tax are ineligible for the credits.

To help assess whether the credits 
are hitting their mark, the Washington 
higher-education associations favor a 
system in which the Education Depart­
ment would provide student Social Se­
curity numbers to the i.r.s. The reve­
nue service would, in turn, match that 
information with the taxpayers who 
claim the tuition credits, along with in­
formation about their income.

Ideally, says Lawrence Gladieux, ex­
ecutive director of policy analysis for 
the College Board, the data from the 
I.R.S. would be linked to the National 
Postsecondary Student Aid Study, 
which identifies the major sources of 
financial aid for 600,000 students.

Getting information from the i.r.s. is 
not as simple as asking. To maintain 
confidentiality, the service is barred 
from disclosing income data about a 
person without his or her consent. Con­
gress has amended the Internal Reve­
nue Code to allow a few exceptions, 
including the release of addresses of 
people who default on student loans.

Congress could amend the law to give 
the Education Department access to the 
necessary information. But Michael

Sincavage, who heads the i.r.s. office 
that oversees the disclosure of informa­
tion among federal agencies, says that 
Congress is “very prudent" about 
granting exemptions to the law.

relying on voluntary reports

Mr. Sincavage says that if Congress 
does not allow for an exemption, then 
the information can be obtained by get­
ting permission from each person. He 
says a program would have to be devel­
oped to monitor who had agreed to re­
lease their tax forms.

Marty Orland, who heads the Educa­
tion Department office that collects stu­
dent-aid data, says that such a program 
could be established, but that it would 
be more cost-effective to alter the law. 
He says there would be no guarantee, 
for example, that the people who agreed 
to release information about their in­
comes were representative of everyone 
who used the credits. “We could work 
with this if we had to, but it’s not the 
preferable solution,” he says.

Aides to the House of Representa­
tives Ways and Means Committee and 
the Senate Finance Committee, which 
consider tax-related legislation, say 
there has not yet been discussion about 
finding ways to track who receives the 
tax credits. But staff members say they 
expect some talk about the issue next 
year, when Congress evaluates the ef- 
fects of the tax credits. ^

____ _

recipients of the Hope Scholarship and 
Lifelong Learning tax credits, which were 
established last summer. Among other 
things, colleges will soon have to report 
for all of their students, the Social Security 
number of the parent or other person who 
would claim a student’s tax credit if the 
student did not claim it. '

defining ‘tuition’
Lawmakers, however, were scared off 

by the reported price of easing those re­
quirements; Congress’s Joint Tax Com­
mittee has estimated that eliminating the 
reporting requirements would increase 
fraud and errors in the claiming of the tax 
credits. As a result, the committee estimat­
ed that the government’s costs would rise 
by $9-billion, a figure college lobbyists say 
IS greatly inflated.

The measure President Clinton signed 
eases the requirements on colleges in only 
one minor way. It redefines “tuition,” re­
lieving colleges from having to report how 
much each student pays them out of pock­
et. Many institutions complained that they 
did not keep track of private scholarships 
and other non-institutional grant money 
that lowers students’ out-of-pocket costs 

More significant, college lobbyists say, 
is language in the legislative report accom­
panying the bill that says it is designed to 
"minimize the reporting burdens imposed 
on educational institutions while preserv­
ing the ability of the i.r.s. to monitor” 
whether the credits are going only to those 
who qualify for them. Although the Treas­
ury Department is not bound by the report 
department officials helped lawmakers and 
college lobbyists negotiate its language.

It encourages Treasury officials to con­
sider exempting colleges from reporting in­
formation about some groups of students, 
such as non-degree students in non-credit 
classes, and urges the department to give
COlleee.S morf Jirr... .j----- , -
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EDUCATION REPORTING CONFERENCE REPORT LEGISLATIVE
LANGUAGE

SEC. 3712. REPORTING REQUIREMENTS IN CONNECTION WITH 
EDUCATION TAX 

CREDIT.
(a) AMOUNTS TO BE REPORTED. - Subparagraph (C) of section 

6050S(b)(2) is amended -

(1) by redesignating clauses (ii) and (iii) as clauses (iii) 
and (iv), respectively, and by inserting after clause (i) the 
following new clause:

"(ii) the amount of any grant received by such 
individual for payment of costs of attendance and 
processed by the person making such return during such 
calendar year,",

(2) in clause (iii) (as so redesignated), by inserting "by 
the person making such return" after "year", and(3) in clause 
(iv) (as so redesignated), by inserting "and" at the end.

(b) CONFORMING AMENDMENTS. -

(1) Paragraph (2) of section 60508(d) is amended by striking 
"aggregate".

(2) Subsection (e) of section 6050S is amended
by inserting "(without regard to subsection (g)(2) thereof)" 
after "section 25A".
(c) EFFECTIVE DATE. - The amendments made by this section shall apply 

to returns required to be filed with respect to taxable years beginning after 
December 31,1998



Current Law

IRC, 98-CODE-VOL, SEC. 6050S. RETURNS RELATING TO fflGHER EDUCATION TUITION AND RELATED 
EXPENSES. Subsec. (a) IN GENERAL.—

Copyright 1998, CCH Incorporated

SEC. 6050S. RETURNS RELATING TO HIGHER EDUCATION TUITION AND RELATED EXPENSES. Subsec 
(a) IN GENERAL.-

Any person—

6050S(aXl) which is an eligible educational institution which receives payments for qualified tuition and related 
expenses with respect to any individual for any calendar year, or

6050S(aX2) which is engaged in a trade or business and which, in the course of such trade or business-

M50S(aX2XA) makes payments during any calendar year to any individual which constitutes reimbursements or 
refunds (or similar amounts) of qualified tuition and relat^ expenses of such individual or

6050S(ftX2X^) cxcqjt as provided in regulations, receives from any individual interest aggregating $600 or more 
for any calendar year on 1 or more qualified education loans,

shall make Ae return described in subsection (b) with respect to Ae inAvidual at such time as Ae Secretary may by 
regulations prescribe.

Copyright 1998, CCH Incoiporated

rFiKSk®EXPENSES. Subscc.
A return is described in this subsection if such retum-

6050S(bXl) is m such form as Ae Secretary may prescribe,

6050S(b)(2) contains-

6050S(b)(2XA) Ae name, adAess, and TIN of Ae individual wiA respect to whom payments or mterest described 
m subsection (a) were received fi-om (or were paid to),

6050S(bX2XB) Ae name, address, and TIN of any mAvidual certified by Ae mdividual described m subparagraph 
(A) as Ae taxpayer who will claim Ae mdividual as a dependent for purposes of Ae deduction allowable under 
section 151 for any taxable year endmg wiA or within the calendar year, and

6050S(bX2XC)Ae-

6050S(bX2XCXi) aggregate amount of payments for qualified tuition and related expenses received wiA 
respect to Ae mAvidual described m subp^graph (A) during Ae calendar year,

6®50S(bX2XCXii) aggregate amount of reimbursements or refunds (or similar amounts) paid to such mAvidual 
Airing Ae caleadar year, and

6050S(bX2XCXiii) aggregate amount of interest received for Ae calendar year fitim such inAvidual, 

6050S(bX2)(D) sudb other mfonnatioa as the Secretary may prescribe.

IRC, 98-CODE-VOL, SEC. 6050S. RETURNS RELATING TO HIGHER EDUCATION TUITION AND RELATED 
EXPENSES. Subsec. (e) DEFINITIONS.-

Copyright 1998, CCH Incoiporated

SEC. 6050S. RETURNS RELATING TO HIGHER EDUCATION TUITION AND RELATED EXPENSES. Subsec. 
(e) DEFINmONS.-

For purposes of this section, Ae terms “eligible educational institution” and “qualified tuition and related expenses” have 
Ae meanings given such terms by section 25A . and except as provided m regulations, Ae term “qualified education loan” 
has Ae meaning given such term by section 22Ue’Xl'>.



IRC Section 6050S Institutional Reporting Requirements as Amended by the IRS 
Restructuring Bill-HR 2676 (6/25/98)

SEC. 6050S. RETURNS RELATING TO HIGHER EDUCATION TUITION AND 
RELATED EXPENSES.

(a) IN GENERAL- Any person-

(1) which is an eligible educational institution which receives payments for qualified tuition and 
related expenses with respect to any individual for any calendar year, or

(2) which is engaged in a trade or business and which, in the course of such trade or business, 
makes payments during any calendar year to any individual which constitute reimbursements or 
refunds (or similar amounts) of qualified tuition and related expenses of such individual, shall 
make the return described in subsection (b) with respect to the individual at such time as the 
Secretary may by regulations prescribe.

(b) FORM AND MANNER OF RETURNS- A return is described in this subsection if such 
return—

(1) is in such form as the Secretary may prescribe,

(2) contains-

(A) the name, address, and TIN of the individual with respect to whom payments described in 
subsection (a) were received from (or were paid to),

(B) the name, address, and TIN of any individual certified by the individual described in 
subparagraph (A) as the taxpayer who will claim the individual as a dependent for purposes of 
the deduction allowable under section 151 for any taxable year ending with or within the 
calendar year, and

(C) the-

(i) aggregate amount of payments for qualified tuition and related expenses received with respect 
to the individual described in subparagraph (A) during the calendar year,

(ii) the amount of any grant received by such individual for payment of costs of attendance and 
processed bv the person making such return during such calendar year,

(iii) (tt4 aggregate amount of reimbursements or refunds (or similar amounts) paid to such 
individual during the calendar year bv the person making such return,

(iv) (m)-aggregate amount of interest received for the calendar year from such individual, and

(D) such other information as the Secretary may prescribe.

(c) APPLICATION TO GOVERNMENTAL UNITS- For purposes of this section-



(1) a governmental unit or any agency or instrumentality thereof shall be treated as a person, and

(2) any return required under subsection (a) by such governmental entity shall be made by the 
officer or employee appropriately designated for the purpose of making such return.

(d) STATEMENTS TO BE FURNISHED TO INDIVIDUALS WITH RESPECT TO WHOM 
INFORMATION IS REQUIRED- Every person required to make a return under subsection (a) 
shall furnish to each individual whose name is required to be set forth in such return under 
subparagraph (A) or (B) of subsection (b)(2) a written statement showing-

(l) the name, address, and phone number of the information contact of the person required to 
make such return, and

(2) the aggregate amounts described in subparagraph (C) of subsection (b)(2).

The written statement required under the preceding sentence shall be furnished on or before 
January 31 of the year following the calendar year for which the return under subsection (a) was 
required to be made.

(e) DEFINITIONS- For purposes of this section, the terms 'eligible educational institution' and 
'qualified tuition and related expenses' have the meanings given such terms by section 25A 
(without regard to subsection (g)(2) thereoD. and except as provided in regulations, the term 
“qualified education loan” has the meaning given such term, by section 221(e)(1).

(f) RETURNS WHICH WOULD BE REQUIRED TO BE MADE BY 2 OR MORE PERSONS- 
Except to the extent provided in regulations prescribed by the Secretary, in the case of any 
amount received by any person on behalf of another person, only the person first receiving such 
amount shall be required to make the return under subsection (a).

(g) REGULATIONS- The Secretary shall prescribe such regulations as may be necessary to carry 
out the provisions of this section. No penalties shall be imposed under part II of subchapter B of 
chapter 68 with respect to any return or statement required under this section until such time as 
such regulations are issued.'.



Excerpted from Conference Report on HR 2676, Internal Revenue Service Restructurina and 
Reform Act of 1998

16. Reporting requirements relating to education tax credits (sec. 3716 of the Senate 
amendment)

[Not reprinted here.]

No provisions.

Present Law

House Bill

Senate Amendment

The Senate amendment modifies the information reporting requirements under section 
6050S. In addition to reporting the aggregate amount of payments for qualified tuition and 
related expenses received by the educational institution with respect to a student, the institution 
must report any grant amount received by the student and processed through the institution 
during the applicable calendar year. The institution is not required to report on grant aid that is 
paid directly to the student and is not processed through the institution. In addition, an 
educational institution is required to report only the aggregate amount of reimbursements or 
refunds paid to a student by the institution (and not by any other party).

Effective date—The provision applies to returns required to be filed with respect to 
taxable years beginning after December 31,1998.

Conference Aqreement

The conference agreement follows the Senate amendment, but includes certain 
additional clarifications intended to minimize the reporting burdens imposed on educational 
institutions while preserving the ability of the IRS to monitor compliance with respect to the 
HOPE Scholarship and Lifetime Learning credits. In particular, the conference agreement 
clarifies that the definition of term “qualified tuition and related expenses” shall be as set forth in 
section 25A, determined without regard to section 25A(g)(2) (which requires adjustments for 
certain scholarships). Eligible educational institutions that receive payments of qualified tuition 
and related expenses (or reimburse or refund such payments) are required separately to report 
the following items with respect to each student under section 6050S(b)(2)(C): (1) the 
aggregate amount of qualified tuition and related expenses (not including certain expenses 
relating to sports, games, or hobbies, or nonacademic fees); (2) any grant amount (whether or 
not excludable from income) received by such individual for payment of costs of attendance and 
processed through the institution during the applicable calendar year; and (3) the aggregate 
amount of reimbursements or refunds (or similar amounts) paid to such individual during the 
calendar year by the institution.

The conferees understand that the Department of Treasury is in the process of issuing 
regulatory guidance with respect to the education credit reporting requirements. In developing 
such guidance, the conferees urge Treasury to minimize the reporting burdens imposed on



educational institutions in connection with the HOPE Scholarship and Lifetime Learning credits. 
For example, section 472(1) of the Higher Education Act contains a definition of tuition and 
fees that is used in calculating a student’s total “cost of attendance." The conferees urge 
Treasury to conform the definition of “qualified tuition and related expenses” for purposes of 
the HOPE Scholarship and Lifetime Learning credits to the definition set forth in section 472(1) 
to the extent possible, so as to minimize the additional reporting burden on educational 
institutions.

In general, the conferees expect that the regulatory guidance regarding the education 
credit reporting requirements will have an effective date that will provide educational institutions 
with sufficient time, after any notice and comment period, to implement additional required 
reporting. In addition, although the provision generally applies to taxable years beginning after 
December 31, 1998, the conferees intend that no reporting beyond the reporting currently 
required in Notice 97-73 would be required of educational institutions until such final regulatory 
guidance is available.

In furtherance of the objective of minimizing the reporting burden on educational 
institutions, the conferees note that, pursuant to the regulatory authority granted in section 
25A(i), Treasury may exempt educational institutions from the reporting requirements with 
respect to certain categories of students, such as non-degree students enrolled in a course for 
which academic credit is not granted by the institution, provided that such exceptions do not 
undermine the overall compliance objectives of the provision. The conferees further expect that 
Treasury will provide clarification regarding the reasonable cause exception contained in 
section 6724(a) as it may apply to the education information reporting requirements. Finally, 
the conferees urge that any update and modernization of IRS computer systems incorporate 
the capacity to match a dependent’s TIN with the return filed by the person claiming the 
individual as a dependent.



16. Reporting requirements relating to education tax credits (sec. 3716 oi the Senate 
amendment)

Ertsenilgw
Individual taxpayers are allowed to claim a nonrefiindable HOPE credit against Federal 

income taxes up to $1,5(X) per student per year for qualified tuition and related expenses paid for 
the first two years of the student’s post-secondary education in a degree program. A Lifetime 
Learning credit against Federal income taxes equal to 20 percent of qu^ified expenses (up m a 

maximum credit of $1,000 per taxpayer renim for 1998 through 2002 and $2,000 per taxpayer 
return after 2002) is also available. (Qualified tuition and related expenses do not 
expenses covered by educational assistance that is not required to be included in the gross 
income of either the student or the taxpayer claiming the credit (e.g., scholarship or fellowship 
grants).

Code section 6050S requires information reporting by eligible ariiiratinnai inffrimtions 
which receive payments for qukified tuition and related expenses, and certain other persems who 

make reimbursement or refunds of qualified tuition and related expenses, in order to assist 
students, their parents, and the IRS in calculating the amount of the HOPE and Lifetime Learning 
credits potentially available. Section 6050S(b) provides that the annual information report to the 
Secretary must be in the form prescribed by the Secretary and must contain the following: (1) tte 
name, address, and taxpayer identification number (TIN) of the individual which reflect to 
whom the qualified tuition and related expenses were received or the reimbursement or refund 
was paid; (2) the name, address, and TIN of any individual certified by the student as the 
taxpayer who will claim that student as a dependent for purposes of the deduction under section 
151 for any taxable years ending with or within the year for which the infeumation return is filed;
(3) the aggregate amount of payments of qualified tuition and related expenses received by the 
eligible educational institution and the aggregate amount of reimbursements or refunds (or 
similar amounts) paid during the calendar year with respect to the student; and (4) such other 
information as the Secretary may prescribe. Under section 60S0S(d), an educational institution 
also must provide to each person identified on the information return submitted to the Secretaiy 
(e.g., the student and his or her parent(s)) a wrinen statement showing the name. and
phone number of the reporting person’s information cmitact, and the amounts set forth in (3) 
above.

On December 22,1997, the Department of Treasury issued Notice 97-73 setting forth the 
information reporting requirements under section 6050S for 1998. Notice 97-73 describes who 
must report information and the nature of the information that must be reported for 1998. In 
general, the required reporting under Notice 97-73 is more limited than that which will ultimately 
be required under section 6050S upon die issuance of final regulations. Accordingly, for 1998, ^ 
educational institutions must report the following information'. (1) die name, address, and TIN of 
the educational mstinuion; (2) the name, address, and TIN of the student with reflect to whom 
payments of qualified tuition and reiaied expenses were received during 1998; (3) an indication 
as to whether the student was enrolled for at least half the full-time woridoad during ^
any academic period commencing in 1998; and (4) an indication as to whether the was
enrolled exclusively in a program or programs leading to a graduate-level degree, graduate-level 
certificate, or other recognized graduate-level educational credential. Educational institutions 
must provide to students the information listed above, as well as the phone number of the 
information contact at the school. Information returns must be provided to students by I^bruary 
1,1999 and filed with the IRS by March 1,1999. Notice 97-73 states that until final regulations 
^ adopted, no penalties will be imposed under sections 6721 and 6722 for failure to file correct 
information returns or to fiunisb correct statements to the individuals with respect to whom

\

\/
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information reporting is required under section 6050S. In addition, Notice 97-73 states that, even 
after final regulations are adopted, no penalties will be imposed under sections 6721 and 6722 for 
1998 if the institution made a good faith effort to file information returns and furnish statements 
in accordance with Notice 97-73.

No provision.

House Bill

Senate Amendment

The Senate amendment modifies the information reporting requirements under section 
6050S. In addition to reporting the aggregate amount of payments for qualified tuition and 
related expenses received by the educational institution with respect to a student, the institution 
must repon any grant amount received by the student and processed through the institution 
during the applicable calendar year. The institution is not required to report on grant aid that is 
paid directly to the student and is not processed through the institution. In addition, an 
educational institution is required to report only the aggregate amount of reimbursements or 
refunds paid to a student by the institution (and not by any other party).

Effective date.--The provision applies to returns required to be filed with respect to 
taxable years beginning after December 31, 1998.

Conference Agreement

The conference agreement follows the Senate amendment, but includes certain additional 
clarifications intended to minimize the reporting burdens imposed on educational institutions 
while preserving the ability of the IRS to monitor compliance with respiect to the HOPE 
Scholarship and Lifetime Learning credits. In particular, the conference agreement clarifies that 
the definition of term “qualified tuition and related expenses” shall be as set forth in section 
25A, determined without regard to section 25A(g)(2) (which requires adjustments for certain 
scholarships). Eligible educational institutions that receive payments of qualified tuition and 
related expenses (or reimburse or refund such payments) are required separately to report the
following items with respect to each student under section 6050S(b)(2)(C); (1) the aggregate 
amount of qualified niition and related expenses (not including certain expenses relating to 
sports, games, or bobbies, or nonacademic fees); (2) any grant amount (whether or not 
excludable from income) received by such individual for payment of costs of attendance and 
processed through the institution during the tq)plicable calendar year; and (3) the aggregate 
amount of reimbursements or refunds (or similar amounts) paid to such individual during the 
calendar year by the institution.

The conferees understand that the Department of Treasury is in the process of issuing 
regulatory guidance with respect to the education credit reporting requirements. In developing
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such guidance, the conferees urge Treasury to minimize the reporting burdens imposed on 
educational institutions in connection with the HOPE Scholarship and Lifetime Learning credits. 
For example, section 472(1) of the Higher Education Act contains a definition of tuition and fees 
that is used in calculating a student’s total “cost of attendance.” The conferees urge Treasury to 
conform the definition of “qualified tuition and related expenses” for purposes of the HOPE 
Scholarship and Lifetime Learning credits to the definition set forth in section 472(1) to the 
extent possible, so as to minimize the additional reporting burden on educational institutions.

In general, the conferees expect that the regulatory guidance regarding the education 
credit reporting requirements will have an effective date that will provide educational institutions 
with sufficient time, after any notice and comment period, to implement additional required 
reporting. In addition, although the provision generally applies to taxable years be^nning after 
December 31,1998, the conferees intend that no reporting beyond the reporting currently 

jequ^mI^ceJ7-73^uldl»r^i^^f educational institutjonsuntirs^ch^nal regulatory 

guidance is available. _

In furtherance of the objective of minimizing the reporting burden on educational 
institutions, the conferees note that, pursuant to the regulatory authority granted in section 
25A(i), Treasury may exempt educational institutions from the reporting neqnirementQ with 
respect to certain categorigs^students,,such,as-non5egree student.*; enrolled in a course for 

'^hich acadeniic credit is not granted by the institution, provided that ^ch exemptions do not 
undermine the overall compliance objectives of the provision. The conferees further expect that 
Treasury will provide clarification regarding the reasonable cause exception contained in section 
6724(a) as it may apply to the education information reporting requirenients. Finally, the 
conferees urge that any update and modernization of IRS computer systems incorporate the 
capacity to match a dependent’s TIN with the return filed by the person claiming theThdividual 
as a dependent. -------
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S. A. Noe

07/01/98 11:16:01 AM 

Record Type: Record

To: Robert M. Shireman/OPD/EOP

cc:
Subject: Re: ^

Alex Hunt
He deals with Treasury/IRS regulations/notices, etc.

I also invited Danny Werfel at OIRA, but he could not make it this morning. But Danny should get 
involved in the reporting issues.

Thanks.
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> i

w
DEPARTMENT OF THE TREASURY

OFFICE OF TAX POLICY 
1500 PENNSYLVANIA AVENUE, NW 

WASHINGTON, DC 20220

DATE: JjJlltL
Number of Pages: (including cover)

TO: Bo ^ S\o’\r<-

Addressee's FAX Number: “

Addressee's Confirmation Number:

FROM:

Sender’s FAX Niimber: (202) 622-9260 

Location: Room 1322 M.T.

Sender's Confirmation Number: (202'> 622. 

Comments/Special Instructions; ^ j .

Tel. No: (202 622, I 3 V J

I ,

Thank you.

UNCLASSIFIED
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For purposes of this section, the terms “eligible educational institution” and “qualified 
tuition and related expense.s” have the meanings given such terms by section 25A except 
that, in applying the rule of section 25 Afg¥2t. only those qualified scbnlar^hip. .nH 
educational assistance allowances that are processed as financial aid bv the person 
making the, fgtpm shall be taken into account. Also for purposes of this section, except as 
provided in regulations, the term “qualified education loan” has the meaning given such 
term by section 221(e)(1).

Nick and Maury:

It is now being represented that rather than the amendment accomplishing what we were 
told was its intent when it was offered on the Senate floor, the amendment was intended to 
relieve the reporting institutions of reponsibility for doing any netting, i.e. subtracting the 
scholarships and other tax-free aid that is processed through the institution from the total amount 
of tuition and related expenses paid on the student’s behalf If that were the puipose of the 
amendment, there would be several adverse consequences:

1) Taxpayers would not be able to determine what their credit should be. Section 25A 
clearly permits a credit against qualified tuition and related expenses, which is defined to 
exclude tuition covered by tax-free scholarsliips and other tax-free assistance. Most such 
assistance is processed by institutions. If taxpayers are given gross tuition charged and 
gross student aid provided, they will have a miserable time determining how to allocate 
the aid to tuition. Taxpayers will not know what type of aid they received and whether it 
was subject to special rules that would detennine the allocation. Furthermore, tlie perils 
of compliance will be extremely clear because they will be told that every dollar of aid 

-----thgy-de^otraHocate-toJjjition and required expenses is very likely taxable. unle.s.s it wac
used to pay for books and equipment.

2) Revenue cost should not be negligible. This change will cause the amount reported to 
the taxpayer to deviate significantly from the amount that can be used in calculating the 
credit. Therefore, the added biaden and complexity for taxpayers alone should cause a 
noticeable number of them to claim too large a credit, simply because they cannot or will 
not do a proper allocation of their grant aid.

If the amendment had meant what is now asserted, it would have read nothing like it actually did. 
Instead, it would have revised section section 6050S(e) to say the following:

For purposes of this section, the terms “eligible educational institution” and 
“qualified tuition and related expenses” have the meanings given such terms by 
section 25A. except that the nile of section 2.5ArpV2’i shall not apply. Also for 
purposes of this section, except as provided in regulations, the term “qualified 
education loan” has the meaning given such term by section 221(e)(1).
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6050S(b)(2)(C)(i) to say that institutions must report

Treasury and the IRS are fully aware that determining how to do the netting is not intuitively 
obvious. We are trying to address some of the netting issues, e.g. how to allocate grant aid that 
covers both tuition and other expenses like room and board, in the proposed regulations we are 
currently drafting. Rather than engaging us in a dialogue about how that should be done, it 
appears the institutions are trying to legislate away the need to do any netting and leave the 
burden of doing complicated allocations to the taxpayer.

TOTPL P.02



ybur Money
The Washington Post

ICIONPOSI

driven 
iO con- 
nWaU

y has 
ney to 
^ con- 
ind in- 
sn’t un- 
f, but it 
idy and 
as Wal- 

r strong 
lent, and 
upward

tors, even 
conomy is 
i are just 
lesses bet-

PHOTOCOPY
PRESERVATION

using tech- 
iproaches to 
■y are spend- 
“When they 
my sense is 
’t have very 
a, and those 
taken them 
referring to 
hat’s abso- 
M. Hoguet, 
1 treasurer 
nt Stores, 
rs Mac/s,

Choosing Between Education IRAs, Tax Credits
l„a,skipthen,mfavoroahenewedu»tion

j3.800«.free,„o.c»mft,gcon.^U<,ns.A.
Sa^ foo sSli bother wiU,. this point, middlomcome people should consider

tha^:Sfs““‘*“-'“'"""-“’' "‘TZ'redncaUontaitcredits.rea^hle. 
With education IRAs, you can invest up to $500 gut you cannot claim them in any year that yw

a year for every child under 18. There’s no 
immediate tax deduction. But the earnings on 
your money are tax-free if spent on higher
education. .

The Senate voted recently to raise the annual 
contribution to $2,000. Last year, the House 
proposed a limit of $2,500. But these two biUs also 
extend the education IRA to parents who will ^nd 
children to private or parochial elementary and

withdraw funds from an education IRA to help pay 
for school. You have to choose between the IRA 
and the credits. Which one is better?

The credits are worth up to $1,500 a year for the 
child’s first two years of school. For each year 
thereafter, you can claim up to $1,000 ($2,000
starting in 2003). ,

That comes to a total of $5,000 (or $7,000), for 
four years of school.

secondary schools. The IRA nrobably will be worth more than that
This embrods the IJA in the fight over whether ^tart it when the child is bom. If you

start when your chdd is 8. however, them audits
probably wiU be worth more.

The future is guesswork, but you get the idea: 
education IRAs for early, disciplined planners or 
higher-income people; tax credits for
middle-income people who didn’t save early.

You’re fully eligible for the new tax credits if

school system. President Clinton says he will veto 
the proposal.

So you’re probably still looking at a $500
education IRA. Should you use it?

rd say definitely yes, if you’re in the right 
financial situation. Even small tax breaks are
'^^Educ^n^sare av^ble only for children your adjusted gross income is less ^

under 18. You can put in $500 a year on top of the a single return or W.OOO
$2 000 you might invest in either a traditional or a those limits, the credits phase out 
Roth IM 2003, these amounts will nse with mflation.

Grandparents, other relatives, godparents or Back to education IRAs. Here are some other
friends also could establish the IRA. But no more possible gUtches: * ...
than $500 total can be invested for each child, each „ You can’t fund an IRA in a year you contnbute to
year. If grandma puts in $300, dad can add only ^ state prepaid tuition plan, and some states are
$200. There’s a 6 percent penalty on excess offering plans that look pretty attractive.
contributions. ^ . The more the child has in savings, the less

Typical annual fee; $10 or $ 15, although the financial aid he or she will qualify for. (But this is
Strong Funds and some others charge nothing. gayg. Non-savers get stuck with

To make a full education IRA contribution, your more student loans.) , .
■ If the child doesn’t go past high school, the IRA 
can be transferred tax-free to another child. But 
any money not used by age 30 must be withdrawn 
and taxed to the chUd, with a 10 percent penalty. 

Education IRAs aren’t publicized much because

’^toS:tT;ar™i^u„ver,w.U.Hso,^

adjusted gross income has to be less than $95,000 
on a single return or $150,000 on a joint return. 
Above these limits, the contribution phases out.

If you put in the maximum from the time the 
child is bom, and your money earns 10 percent a 
year you will have around $22,500 in 18 years,

t was a wild week in both 
the bond and stock 
markets, marked by a 

sudden fear that the Federal

for three-month bills, which were 
down. Meanwhile, tax cash was 
flooding the Treasury, raising 
speculation that officials would
arvnr.iini'P rViatltfPS tHiS WCCk Ul

TMASURY FRIDAY was YEAR 
ACD ASO

wrt frY rniCP

Three-month bill 
Six-month bill 
One-ye^r b'h

500% 5.06% 5.21%
5.25% 5.25% 5.52%
540% 5.39% 5.86%
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The creation last year of the Hope Scholarship and Lifetime Learning tax credits 
through the Taxpayer Relief Act is but one example of the extraordinary commitment of 
the 105 Congress to higher education. These education tax incentives clearly will 
benefit students and their families, but also will impose extensive regulatory and record 
keeping requirements on colleges and universities. We write today to discuss these 
requirements and to propose actions for Congress to consider to minimize the 
administrative burden and increased costs for institutions created under the current 
law.

The diversity of American higher education is undoubtedly one of its greatest 
strengths. Over 3,700 non-profit colleges and universities, including public and private, 
two-year and four-year institutions, serve approximately 15 million full-time and part- 
time students. An additional 15 - 25 million individuals are involved in continuing 
education programs at colleges and universities. Institutions vary by mission, 
selectivity, geographic location, size, and sector. They also vary in their capacities to 
collect and report data on their students.

Colleges and universities are taking the steps necessary to comply with the 
modified reporting requirements for FY 1998. These requirements were issued by the 
Internal Revenue Service (IRS) after numerous discussions and public forums between 
representatives of the Treasury Department and institutions of higher education. We 
anticipate that institutions will be able to comply with these first-year reporting 
requirem^ts, in part due to the extensive consultation that took place during the past

One Dupont Circle NW • Washington DC 20036-1193 
(202) 939-9355 • FAX (202) 803-4762 • WED: hrTp;//www.ACENEr,edu
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One important exception to broad compliance will center on providing data on 
students enrolled in continuing education courses, who may be eligible to claim the 
Lifetime Learning tax credit. Currently, many campuses that offer non-degree, 
continuing education courses do not maintain student records in their institutional data 
systems. Without these student records, the data required under section 605CS cannot 
be collected without great expense.

As a result, we urge you to modify the requirement that institutions report 
information on all .students enrolled in continuing education courses, by providing a de 
minimus exception for students who take low-cost noncredit courses. We recommend 
that requirements similar to those of the Charitable Substantiation Rules be adopted. 
Students who paid less than $250 in tuition and related expenses for a non-credit course 
would be able to claim the Lifetime Learning credit without having a Form 1098-T and 
could rely on their canceled check as verification of their enrollment.

Wc also recommend that an exception be provided so that institutions are not 
required to report on nonresident alien students. The vast majority of those individuals 
will be ineligible for the tax credits. In addition, reporting on nonresident alien students 
would be particularly problemahc because most do not have (and are ineligible for) 
Social Security numbers. It would be a poor use of individual, institutional, and 
governmental resources to require nonresident alien students to apply for ITINs so that 
institutions could satisfy these reporting requirements.

For future years, the statutory requirements stipulate that institutions must 
provide the Taxpayer Identification Number (TIN) of an individual certified by the 
student as the taxpayer who will claim the student as a dependent. Institutions also will 
be required to report the aggregate amount of payments of qualified tuition and related 
expenses received by an institution for each student. We are concerned that these 
statutory requirements will be very difficult for institutions to meet. Information, 
particularly TINs, on parents of students or others who claim .students as dependents is 
not collected by colleges and universities. Students are likely to be unreliable sources of 
this data. A more reliable source is the data already collected by the IRS on every 1040 
that is submitted. All that is required for the IRS to verify the accuracy of the claim for a 
Hope Scholarship or Lifetime Learning tax credit is to key into their computer the TINs 
of each dependent a.s they process the tax return. This also will have other benefits for 
the effective administration of tax laws.

We urge you to delete the requirement that institutions report the TIN of an 
individual certified by the student as the taxpayer who will claim the student as a 
dependent. Surely it would be more cost effective for the IRS to change its data 
handling procedures than for more than 7,000 institutions of postsecondary education 
(including proprietary schools) to develop systems to collect and report information that 
is not readily available to them.

Section 6050S requires institutions to report aggregate payments for qualified 
tuition and related expenses, as defined by the Taxpayer Relief Act. This information 
currently is not captured in such a format by institutions, nor can it be collected without
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significant cost, because institutional accounting system.s do not classify or match 
payments received from various sources (such as student payments, scholarships, and 
loans) ^vith specific charges to the student's account (such as tuition, room and board, 
and other fees). In addition, even if Treasury is able to write sufficient regulations for 
this requirement, and colleges report this number to taxpayers and the IRS, taxpayer.s 
will have to do additional calculations to determine their eligibility for either of the two 
education tax credits.

As an alternative to requiring institutions to provide this information to the IRS, 
we urge you to make the following two changes:

1. Allow institutions to report two numbers: gross tuition and related expenses (as 
defined by the Department of Education), and total grant aid received that is 
processed through the institution, including federal, state, and institutional grants, 
bill. The student or taxpayer should be able to determine which resources are 
applied to which costs of attendance. This process would be consistent with how 
taxpayers must reconcile outside sources of support for their education, such as 
employer reimbursements or other scholarships that are not processed through a 
college financial aid office.

2. Redefine "qualified tuition and related expenses" to conform with the definition of 
"cost of attendance" found in Section 472(1) of the Higher Education Act which is 
widely recogruzed and applied at colleges and universities. Section 472(1) defines 
"cost of attendance" as "tuition and fees normally assessed a student carrying the 
same academic workload as determined by the institution, and including costs for 
rental or purchase of any equipment, materials, or supplies required of all students in 
the same course of study." This redefinihon will relieve institutions of the burden of 
examining all fees charged to determine which meet the statutory definition, and 
explaining decisions to students and parents. Conforming the defirution also will 
obviate the need for extensive regulations explaining what types of charges are 
"qualified."

We appreciate your willingness to coiviider these modifications to the reporting 
requirements accompanying the new education tax incentives, as well as your interest 
in reducing the administrative burden and high costs institutions will have to face 
under current law. While the recent report of the National Commission on the Cost of 
Higher Education challenges campuses to take bold steps to reduce costs, it also 
challenges government to minimize regulatory burdens on higher education 
institutions. We believe our modest proposal would lessen the regulatory costs for 
higher education institutions while at the same time provide sufficient information to 
prevent fraudulent abuses.

We look forward to working closely with you regarding this matter.
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April 22,1998

The Honorable Susan M. Collins 
United States Senate 
Washington, DC 20510

Dear Senator Collins:

Thank you for your leadership in addressing the reporting requirements 
imposed on colleges and universities by the education tax provisions established 
by the Taxpayer Relief Act of 1997.

The benefits of the Hope and Lifetime Learning tax credits to individual 
taxpayers and to the nation's human capital will be enormous. However, the 
costs imposed on colleges and universities to collect and report data to the 
federal government on the estimated 25 million individuals who are eligible for 
the credits will be exorbitant.

As you may recall, the higher education community formed a task force 
comprised of campus officials and staff from nine associations to analyze and 
document the full extent of the burden these regulations pose. Chaired by James 
E. Morley Jr., president of the National Association of College and University 
Business Officers (NACUBO), this task force asked institutions to prepare cost 
estimates for compliance with the reporting requirements based on a standard 
template prepared by NACUBO.

Our initial estimates indicate that the aggregate costs to colleges and 
universities of complying with the Taxpayer Relief Act reporting requirements 
will be approximately $U5 million for tax year 1998 and $136 million for tax year 
1999. The average cost of compliance increases in tax year 1999 because of an 
increase in the number of students benefiting from the tax credits.

When broken down on a per student basis, these costs translate into $3.41 
per student record for 1998, and $2.90 per student record for 1999. These costs 
account for resources required to obtain student data, file information returns, 
integrate student data, respond to questions, and for 1999, to obtain, process, and 
maintain information on individuals certified by students as taxpayers who will 
claim a tax credit.

One Duponr Circle N'V - Washington DC 20036-1193 
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The per student average camouflages the tremendous variation in 
compliance costs among the nation's 6,000 institutions of higher education. The 
per student cost is estimated to be as low as $1,40 at one research university and 
as high as $21.00 at another institution. These variations are attributable to the 
number of students enrolled and the sophistication of campus information 
systems. The California Community College system, for example, which is 
comprised of 107 colleges and serves over 2.4 million students, estimates it will 
cost $20 million just to develop a system to comply with the reporting 
requirements. Ongoing costs of complying with the requirements are estimated 
to be $12.6 million per year.

We will continue to gather information to refine these estimates in the 
weeks ahead. Nonetheless, the preliminary figures highlight the challenges 
colleges and universities are confronting as they develop systems to comply with 
reporting requirements introduced by the Taxpayer Relief Act of 1997.

Thank you again for your leadership and commitment to reducing this 
burden. We look forward to continuing to work closely with you to address this 
issue.

Sincerely, i ^

Terry W. Hartle 
Senior Vice President



SENT BY;ACE
-••l-l « - - =JC3

: 5- 6-98 ; 5:04PM ;GOVT. REL./PUB. AFF.^
» V UX.P MKTC^COHM 4562223;# 7/ 7

1 • W

PACE a^a

'^^•^'‘^ONOFCOLUNS/DBWINEBDUCATtm/TAXatBlaT

^^mendment

!=.;;y^-^£Sasair.ar”of tWj saaioa AouU have Jtoe »vww.i^!a^ 

proc^atdth^a^UatiMm Ar<rf^ «
subsoctioavvooMluvenqairediiXteT^rl^^fT'’'-

S2S™iS^'=SSSreducational assistance nnrfar IRC seSon i ^ ^ eaaployfirs \vho provide
reports evnn '^7 ate not bemgrequimi to make similar

C3jpeases are directly prohibited fem qualiftrino fbr tax

«« piyaMt. B«I. br undent, to Uto “ '^’*

not have to make infonnaiion reports for^Li Insutuftom w>uld

«^_;yb^-bl= tek of gonemti^tfcaa^'^;^ „

I



^'(h
, q

j/

f - -m ^
jw

"a

..

.: r fc ^>-.........

4#?,,,'.. I...  n-
I#:,.: ------ : #»

<q> !tf - . a

'pj
fi.

n\i^^ :f^,:
r({hd

!,-5>'i!
hr

rtIK-

jAi

if#-''



ctim

i^.

- -.//iAi_-- ----------

. .-..^....



0

..^.4 -..
,:..........

/wi--.\4^-'
/ Qu......-........ ....... iernes’.

<--fao|W

HTS\.

Zl//

G]ffc , I ’



c .■M


