
of the original effective date of section
7702. See H.R. Conf. Rep. No. 861,
98th Cong., 2d Sess. 1076 (1984), 1984–3
(Vol. 2) C.B. 330; see also 1 Staff of
Senate Comm. on Finance, 98th Cong.,
2d Sess., Deficit Reduction Act of 1984,
Explanation of Provisions Approved by
the Committee on March 21, 1984, at 579
(Comm. Print 1984). Thus, contracts re-
ceived in exchange for existing contracts
are to be considered new contracts issued
on the date of the exchange. For these
purposes, a change in an existing contract
is not considered to result in an exchange
if the terms of the resulting contract (that
is, the amount and pattern of death bene-
fit, the premium pattern, the rate or rates
guaranteed on issuance of the contract,
and mortality and expense charges) are the
same as the terms of the contract prior to
the change.

.02 Notwithstanding Section 5.01, if
a life insurance contract satisfied Section
3.01 or Section 3.02 when originally is-
sued, a change from previous tables to the
2001 CSO tables is not required if:

(a) The change, modification, or exer-
cise of a right to modify, add or delete ben-
efits is pursuant to the terms of the con-
tract;

(b) The state in which the contract is
issued does not require use of the 2001
CSO tables for that contract under its stan-
dard valuation and minimum nonforfeiture
laws; and

(c) The contract continues upon the
same policy form or blank.

The changes, modifications, or exer-
cises of contractual provisions referred to
in this subsection include addition or re-
moval of a rider, an increase or decrease
in death benefit (if the change is not un-
derwritten), and a change from an option 1
to option 2 contract or vice versa.

SECTION 6. EFFECT UPON OTHER
PUBLICATIONS

This notice supplements Notice
88–128.

SECTION 7. REQUEST FOR
COMMENTS

The Internal Revenue Service and the
Treasury Department recognize that ad-
ditional guidance may be needed regard-
ing the application of § 7702(c)(3)(B)(i).
Therefore, the Treasury Department and

Returns Relating to Interest
Payments on Qualified
Education Loans

Notice 2004–63

PURPOSE

This notice announces that the Internal
Revenue Service will not assert penalties
under section 6721 (failure to file correct
information returns) or section 6722 (fail-
ure to furnish correct information state-
ments) of the Internal Revenue Code for

the failure to report under section 6050S
payments attributable to loan origination
fees and capitalized interest received in
calendar year 2004 on qualified education
loans made on or after September 1, 2004,
if a person receiving payments satisfies the
requirements set forth below. This notice
also announces that a borrower who re-
ceives an information statement indicating
that it does not include payments of loan
origination fees may use any reasonable
method to allocate the loan origination fees
over the term of the loan for purposes of
the deduction allowable under section 221.

BACKGROUND

Section 6050S requires certain persons
(payees) who receive payments of interest
on one or more qualified education loans,
as defined in section 221(d)(1), to file in-
formation returns with the Service and to
furnish a corresponding information state-
ment to the individual named on the infor-
mation return (borrower) showing the in-
formation that is reported to the Service.
The return and statement are required to
include information concerning the aggre-
gate amount of interest received from the
individual during the calendar year to as-
sist taxpayers and the Service in determin-
ing the amount of qualified education loan
interest that taxpayers may deduct under
section 221. The specific information re-
porting requirements applicable to payees
for the calendar years 1998 through 2001
are described in Notice 98–7, 1998–1 C.B.
339 (as modified by Notice 98–54, 1998–2
C.B. 641; Notice 99–37, 1999–2 C.B. 124;
and Notice 2000–62, 2000–2 C.B. 587).

On April 29, 2002, the Treasury De-
partment and the Service issued final
regulations under section 6050S. See 67
Fed. Reg. 20901. The final regulations
extended the reporting requirements de-
scribed in Notice 98–7 (as modified) for
calendar year 2002. The final regulations
apply to information returns required to be
filed, and information statements required
to be furnished, for payments received
during calendar year 2003 and later years.
Section 1.6050S–3(e)(1) of the Income
Tax Regulations contained a special tran-
sitional rule under which payees were not
required to report payments of loan origi-
nation fees or capitalized interest received
on qualified education loans made before
January 1, 2004.

2004–41 I.R.B. 597 October 12, 2004



On May 7, 2004, the Treasury De-
partment and the Service finalized the
section 221 regulations and amended sec-
tion 1.6050S–3(e) by extending the special
transitional rule. See 69 Fed. Reg. 25489.
Amended section 1.6050S–3(e)(1) pro-
vides that payees are not required to report
payments of loan origination fees and
capitalized interest for qualified education
loans made before September 1, 2004.
For qualified education loans made on or
after September 1, 2004, however, payees
are required to report payments of inter-
est (including loan origination fees and
capitalized interest) received on qualified
education loans on Form 1098-E, “Student
Loan Interest Statement.”

Payees have advised the Treasury De-
partment and the Service that the period
of time between May 7, 2004, the publi-
cation date of the section 221 regulations
and the amended section 6050S regula-
tions, and September 1, 2004, the date as
of which payees must begin to capture in-
formation on payments of loan origination
fees and capitalized interest, does not pro-
vide sufficient lead time for some payees to
make the necessary programming changes
to comply with the reporting requirements.

PENALTY RELIEF

In light of these comments, the Service
will not assert penalties under section 6721
or section 6722 for failure to report pay-
ments attributable to loan origination fees
and capitalized interest received in calen-
dar year 2004 on a qualified education loan
made on or after September 1, 2004, if the
payee:

(1) files and furnishes in a timely man-
ner a Form 1098-E (or other appropriate
information statement) that (i) includes the
amount of interest (except for any loan
origination fees or capitalized interest) re-
ceived in 2004 in box 1, (ii) does not in-
clude a check in box 2, and (iii) includes
all other required information; and

(2) furnishes a statement to the bor-
rower indicating that the amount of inter-
est reported in box 1 of Form 1098-E for
calendar year 2004 does not include pay-
ments attributable to either loan origina-
tion fees or capitalized interest received on
qualified education loans made on or after
September 1, 2004, and that the borrower
may be able to deduct amounts in addition
to the amount reported in box 1.

The penalty relief under this notice will
allow additional time for payees to make
the necessary programming changes to en-
able them to capture information on and
report payments of loan origination fees
and capitalized interest received in 2005
and future calendar years consistent with
the reporting requirements of the amended
section 6050S regulations for qualified ed-
ucation loans made on or after September
1, 2004.

Forms 1098-E for calendar year 2004
must be filed with the Service by February
28, 2005, if filed on paper or by magnetic
media, or by March 31, 2005, if filed elec-
tronically. In addition, payees must furnish
information statements to the borrower on
or before January 31, 2005.

Notwithstanding sections 1.163–7(a)
and 1.1275–2(a), a borrower who receives
a Form 1098-E (or other appropriate infor-
mation statement) indicating that it does
not include payments of loan origination
fees may use any reasonable method to
allocate the loan origination fees over the
term of the loan for purposes of the de-
duction allowable under section 221. A
method that results in the double deduction
of the same portion of a loan origination
fee would not be reasonable.

EFFECTIVE DATE

This notice is effective as of September
1, 2004.

CONTACT INFORMATION

The principal author of this notice
is Tonya L. Christianson of the Of-
fice of Associate Chief Counsel (Pro-
cedure & Administration). For further
information regarding this notice, con-
tact Ms. Christianson at (202) 622–4910
(not a toll-free call).

tax-exempt property and casualty insur-
ance companies described in § 501(c)(15).
This notice advises taxpayers that the Ser-
vice will continue to scrutinize the eligi-
bility of entities claiming to be tax-exempt
property and casualty insurance compa-
nies. See Notice 2003–35, 2003–1 C.B.
992.

BACKGROUND AND PRIOR LAW

Section 501(a) provides that an organ-
ization described in § 501(c) is exempt
from federal income tax. Prior to the re-
cent amendments, former § 501(c)(15)(A)
provided that an insurance company, other
than a life insurance company, was tax-ex-
empt if its net written premiums (or, if
greater, its direct written premiums) did
not exceed $350,000. For purposes of
determining whether the insurance com-
pany met the $350,000 premium test for
the taxable year, the premiums received in
that taxable year by all companies or asso-
ciations in the same controlled group (as
defined in § 831(b)(2)(B)(ii) of the Code)
as the insurance company were treated as
though received by the insurance com-
pany.

PENSION FUNDING EQUITY ACT OF
2004

The Pension Funding Equity Act, P.L.
108–218, (the “Act”) was enacted on April
10, 2004. Section 206 of the Act made
several changes to § 501(c)(15) that, in
general, are effective for taxable years be-
ginning after December 31, 2003. Specif-
ically, the Act amended § 501(c)(15) to
provide that a property and casualty in-
surance company is eligible to be exempt
from federal income tax if (a) its gross
receipts for the taxable year do not exceed
$600,000, and (b) more than 50 percent of
its gross receipts for the taxable year con-
sist of premiums. See § 501(c)(15)(A)(i).
For purposes of these tests, amounts re-
ceived by all members of the insurance
company’s controlled group (including
foreign and tax-exempt companies) are
taken into account. See § 501(c)(15)(C).
Alternative gross receipts and premium
tests apply to small mutual insurance com-
panies. See § 501(c)(15)(A)(ii).

The Act clarifies that, for purposes of
§ 501(c)(15), the term “insurance com-
pany” has the same meaning as in § 816(a)
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