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million and 10% of B’s gross income. Accord-
ingly, section 6050P requires B to report dis-
charges of indebtedness in Year 5. 

(B) For Year 6, B satisfies the applicable 
safe harbor requirements of paragraph (b)(2) 
of this section for each of the three most re-
cent test years (Years 2, 3, and 4). Therefore, 
section 6050P does not require B to report 
discharges of indebtedness in Year 6. Because 
B is not required to report for Year 6, the ap-
plicable safe harbor for Year 7 is the one con-
tained in paragraph (b)(1) of this section, and 
thus the only relevant test year is Year 5. 

Example 5. (i) Facts. (A) Company C, a cal-
endar year taxpayer, was formed in Year 1 
and, on a regular and continuing basis, en-
ters into the following transactions with its 
clients, all of whom are unrelated parties to 
C. C does not have any other income. 

(B) C’s clients sell goods to customers, fre-
quently accepting as payment accounts re-
ceivable that are due in 30 to 90 days. Under 
a contract with each client, C investigates 
the creditworthiness of the client’s cus-
tomers with respect to the prospective sales, 
and, for each customer, C determines wheth-
er, and to what extent, C is willing to as-
sume the risk of loss on accounts receivable 
to be issued by the customer. C’s decision 
whether to assume risk of loss may be based 
on an evaluation of the credit quality of par-
ticular customers or on the aggregate credit 
quality of all of the client’s prospective cus-
tomers. If C is unwilling to assume the risk, 
the client either may refuse to extend any 
credit to the customer or may accept the ac-
count receivable and bear the risk of loss. 

(C) Pursuant to some contracts between 
C’s clients and C, C’s clients assign legal 
title to the accounts receivable to C when 
the accounts receivable are issued by the 
customers. For these accounts receivable, C 
agrees to undertake collections and to remit 
the amounts collected to the client, less a 
fee of 0.70 percent of the face value of the ac-
counts receivable. Pursuant to other con-
tracts between C’s clients and C, C’s clients 
retain legal title to the accounts receivable 
and retain the initial collection responsi-
bility. For these accounts receivable, C’s fee 
is reduced to 0.35 percent. Both groups of ac-
counts receivable include accounts receiv-
able for which C has assumed the risk of loss 
and accounts receivable for which C has not 
assumed the risk of loss. 

(D) Based on all the facts and cir-
cumstances, C acquires ownership for Fed-
eral tax purposes of some, but not all, of the 
accounts receivable that it has agreed to col-
lect and of some, but not all, of the accounts 
receivable for which the client has retained 
collection responsibility. 

(E) In Year 1, C’s total fee income with re-
spect to accounts receivable of which it ac-
quired tax ownership was $2 million. C’s fee 
income in Year 1 from accounts receivable of 
which it did not acquire tax ownership was 

$700,000. C does not have any other income 
for Year 1. 

(F) In Year 3, there were discharges of 
$950,000, representing $100,000 of customer de-
faults on those accounts receivable of which 
C was the owner for Federal tax purposes at 
the time of the identifiable event marking 
the discharge and $850,000 of customer de-
faults on the accounts receivable of which 
the clients, and not C, were the owner. 
Whenever C determined the uncollectibility 
of an account receivable for which it had not 
assumed the risk of loss, C reassigned title 
to the account receivable to the appropriate 
client. Each defaulting customer defaulted 
on an account receivable with an out-
standing balance of at least $600. 

(ii) Results. (A) For Year 3, C’s test year is 
Year 1. Under paragraph (e) of this section, 
C’s $2 million fee income from the accounts 
receivable of which it acquired tax owner-
ship is ‘‘gross income from lending money’’ 
for purposes of paragraph (b) of this section, 
because C was the owner of the accounts for 
Federal tax purposes. Under paragraph (e) of 
this section, C’s $700,000 fee income from the 
accounts receivable of which it did not ac-
quire tax ownership is not ‘‘gross income 
from lending money’’ for purposes of para-
graph (b) of this section, because C was not 
the owner of the accounts receivable for Fed-
eral tax purposes. In Year 1, therefore, C’s 
gross income from lending money is less 
than $5 million but is not less than 15% of 
C’s gross income. Because C lends money on 
a regular and continuing basis and does not 
meet the applicable safe harbor, section 
6050P requires C to report discharges of in-
debtedness occurring in Year 3. 

(B) In Year 3, section 6050P requires C to 
report the $100,000 of discharges of the ac-
counts receivable of which C was the owner 
for Federal tax purposes at the time of the 
identifiable event marking the discharge. 
Unless an exception to reporting under para-
graph (b) or (c) of this section applies, sec-
tion 6050P requires C’s clients to report the 
$850,000 of discharges of the accounts receiv-
able of which C did not become the owner. 

(i) Effective date. This section applies 
to discharges of indebtedness occurring 
on or after January 1, 2005. 

[T.D. 9160, 69 FR 62186, Oct. 25, 2004] 
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[T.D. 8992, 67 FR 20904, Apr. 29, 2002, as 
amended by T.D. 9029, 67 FR 77681, Dec. 19, 
2002] 

§ 1.6050S–1 Information reporting for 
qualified tuition and related ex-
penses. 

(a) Information reporting requirement— 
(1) In general. Except as provided in 
paragraph (a)(2) of this section, any eli-
gible educational institution (as de-
fined in section 25A(f)(2) and the regu-
lations thereunder) (an institution) 
that enrolls (as determined under para-
graph (d)(1) of this section) any indi-
vidual for any academic period (as de-
fined in the regulations under section 
25A), and any person that is engaged in 
a trade or business of making pay-
ments under an insurance arrangement 
as reimbursements or refunds (or other 
similar amounts) of qualified tuition 
and related expenses (as defined in sec-
tion 25A(f)(1) and the regulations there-
under) (an insurer) must— 

(i) File an information return, as de-
scribed in paragraph (b) of this section, 
with the Internal Revenue Service 
(IRS) with respect to each individual 
described in paragraph (b) of this sec-
tion; and 

(ii) Furnish a statement, as described 
in paragraph (c) of this section, to each 
individual described in paragraph (c) of 
this section. 

(2) Exceptions—(i) No reporting by in-
stitution or insurer for nonresident alien 
individuals. The information reporting 
requirements of this section do not 
apply with respect to any individual 
who is a nonresident alien (as defined 
in section 7701(b) and § 301.7701(b)–3 of 
this chapter) during the calendar year, 
unless the individual requests the in-
stitution or insurer to report. If a non-
resident alien individual requests an 
institution or insurer to report, the in-
stitution or insurer must comply with 
the requirements of this section for the 
calendar year with respect to which 
the request is made. 

(ii) No reporting by institutions for non-
credit courses—(A) In general. The infor-
mation reporting requirements of this 
section do not apply with respect to 
any course for which no academic cred-
it is offered by the institution. 

(B) Academic credit defined. Academic 
credit means credit offered by an insti-
tution for the completion of course 
work leading toward a post-secondary 
degree, certificate, or other recognized 
post-secondary educational credential. 

VerDate Mar<15>2010 07:44 Aug 03, 2011 Jkt 223096 PO 00000 Frm 00401 Fmt 8010 Sfmt 8010 Y:\SGML\223096.XXX 223096rm
aj

et
te

 o
n 

D
S

K
89

S
0Y

B
1P

R
O

D
 w

ith
 C

F
R


		Superintendent of Documents
	2014-08-20T12:14:22-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




