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25 CFR Pacts 1 and 602
[TD 8507]

AN 1545-AQ78

information Reporting for

Reimbursements of Interest on
Qualifled Mortgages

AGENCY: Internal Revanue Servwe [IRS].
Treasury.
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SUMMARY: This document contains final
regulations under section 6050H of the
Internal Revenue Code relating to the
information reporting requirements for
reimbursements of interest paid in
connection with s qualified mortgage.
This information is requized by the
Internal Revenus Sarvice to encourage
compliance with the tax Jews relating to

* * the deductibility of payments of
mortgage interest. The informatior will
be used to determine whether mortgage
interest reirsbursements have bean
correctly reported on the return of the
taxpayer whoe receives the

— ——reimbursement. .

EFFECTIVE DATE: These regulations are
effective December 29, 1993.

SUPPLEMENTARY INFORMATION:
Paperwork Reduction Act

The collection of infermation
contained in these final regulations has
been reviewed and approved by the
Office of Management and Budge! in
accordance with the Paperwork
Reduction Act (44 U.S.C. 3504(h)) under
control number 1545-1339. The
collection of information requirement in
these ions is satisfied by
including the additional information on
a Form 1098 filed with the Service and
on a statement furnished to the payor of
record (a substitute Form 1098). The
astimated burden for filing Form 1098
and the statement to the payor of record
{substitute Form 1098} is reflected in the
burden estimates for Form 1038,

Comments concerning the accuracy of
this burden estimate and suggestions for
reducing this burden should be directed
to the Internal Revenue Service, Atitn:
IRS Reports Clearance Officer PCFP,
Washington, DC 20224, and to the
Office of Management end Budgst, Attn:
Desk Officer for the Department of the
Treasury, Office of Information and
Regulatory Affairs, Washington, DC
20503.

Background
This documnent provides final

iations unendpmg the Income Tax
Ragulations (26 CFR part 1} under
section 6050H of the Internal Revenue
Code of 1986 (Code). On October 186,
1992, the IRS published in the Federal
Register a Notice of Froposed
Rulemaking {57 FR 47428} relating to
the information reparting requirements
for reimbursements of interest paid on
qualifed martgages. Before adopting the
final regulations, the IRS solicited
comments and heid & public hearjng on

the proposed regulations. The IRS

ncnind dghtun written comments. In -
. "'"“"5 I ot I IIcm.dbaldon :nnnbuubletomchymmustbe

WNovemnber 30, $992. The -mudmu to
the reguistions conteined in this
documant are sdapted after
considerstion of the written comments

and the testimony at the public heering.
Comments on Proposed Regulations

“A. Effective Date

Undar section 6050H, intarest
recipisnts must (1) Ele an infarmation
return {Form 1098} with the IRS, and (2}
furnish a statement to the payor of
record on the mortgage. Under the
propesed regulations, Forms 1098 filed
with the IRS after Decamber 31, 1993,
waore required to-inchude-the——

information relating to the
reimbursement of mortgege interest.
However, mortgege interest
reimbursements were to be mported on
statements required to be furnished to
psyors of record after December 31,
1992 (i.g., for stataments relating to 1992
relmbursements]

Commentators argued that
comfhmos with this effective date
woulid be unduly burdensome and, in
same cases, impossible. The
commentators noted that the data
processing systems of the interest
recipients had not been programmed to
identify reimbursements of interest
made in 1992 and. thus. compliance
with the reguletions wauld requirs o
va:'y costly manual search of records

proparation of slatemaents.
Commentators requested that the
effective date for statemants furnished
to payors of record be after December
31, 1993, consistent with the eflective
date for Forms 1098 filed with the RS,

The Bnal regulations, thersfore,
provids that reimbursernents of interest
on a gualified morigage made in 1593
and subsequent calendar years must be
reported op both Forms 1058 filad with
the IRS and statemants furnished 1o
payors of record. This change was first
announced in Notice 52—60, 1952-2
C.B. 387. In addition, for
reimbursements made in 1993, no
penalties will be imposed under
sactions 6721 through 6724 for failure to
comply with the reporting requirements
of these regulations. Reimbursements
made prior to 1993 are not required to
be reported.

B. Information Reported to Payors of
Record

The pmposed regulations
that, on the statement fu

rovided
ad to

- payors of record under § 1.6050H-2(b),

the year or years in which the interest
averpayments were made and the
portion of the reimbursement

feported. Conmnentators recommanded
. that this requirement not be included in
the final regulations. The commentatars
argued that compliance would impose
data processing difficulties. Further, the
commentstors noted that reporting the
year of years of overpayment is

"important to only a small minority of

payors of record—those that deducted
el]l of their morigage interest in some
years but not in other years. Because the
information is reievant to only a stmall
number of payors of record, the
commentators argued that it should not
ba required to be reported. Rather, ifa
payor of record needs to know the
year{s} of overpayment, the payor of
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record can contact the interest mp:ent .

"~ directly to obtain the information. -
Therefors, the requiremant in the .
pmposud regulations that intarest .
recipients report to the payor of racord
the year or years in which the interest "
overpayments were mads and the °
. portion of the reimbursement .=
_ attributatle to each ‘vear has besn
- excluded from the final regulaﬁons. N
~ Undet the final regulations, with raspect
- to mortgsags intersst reimburse-.-ents,
the reimbwsement amount reported on
. Form 1098 to ths fatarnal Ravenue-is; .-
" the only smount Tequired to ba mputted
on statements furnished to'payors of =
record. This changa wa.s.ﬁrst a.nnouncerl
m Nodce 92-60. Y

-C. Infamauorrﬁcporung Threshold :

The propased regulations mqm.rsd :
. any reimbursement of prior
" averpayments of interest to reported
. ifthe reimbursement relates toan - -
amount of interest required o be -
reported on a Form 1098 in such prior
year, Commantators stated that the

re%ulauons should provide a de mi.m.rms
rule Co e

] relating to the amount of ]

. reimbursement that must be mported.
Some commentators recommended a
$600 threshold for the reporting of -
reimbursaments, consistent with tha
" threshold for reporting mortgage interest.

received. - ,
In response to those comments, the

final regulations provide that, with -
respect to pimbursements of interest on
& qualified mortgege in a calendar year,
{2) reimbursements aggregating $600 or
more must be reported, and (b) -
reimbursements aggregating less than

5600 must be reported cnly in [nstances .

* -where $600 or more of interest on the
quelified mortgage is received in the
calendar year of the reimbursement
from the payer of record. Thus, under
the regulations, reimbursements .
aggregating 5600 or more in & calendar
year must be reportc . However, = .
reimbursements aggregsting less than .
56500 rust be reported only if a Form -

1098 is otherwise required to be filed foi'

the payor of record that received the
reirabursement because at least 5600 of  _
mortgage interest is received in the ..

. calsodar year from the payar of record.

D. Heportmg Re:mbursements on Form -
1088,

Some commemamx: contended Lhat
reimbursements of interest on & :
qualifisd mortgage are reportable under
section 65041 of the Code and thus
should be reperted on Form 1099 )
MISC. The proposed regulations make
clear that the reimbursements are -
reportable u.nder section 6050H an Form
1098,

-, addition to the name and address ofthe

 The final regulations toeintain the .
position prescribed in the proposed . -

. .~ regulations that reimbursements of.*

. interest on a qualified mortgage must be
* repotted on Form 1098.The Internel .~

- Revenue explored the possibility of

... requiring tha reporting of mortgage ™ .:

. interest reimbursements ofl Form 1099—

MISC iinder section 6041. It was ;

~"decided; however, that section’ GOS{IH
was the more appropriate reporting - ~

“section because the reporting of. -

! reimbursements of mortgage mtemst

» clearly comes within section " - -:

aosot{ﬂ:}{z}(v}. which allows the*', .

* Secretafy to require other i.nfom:anon to

~be reported under section 6050H in -

LA

. taxpayer and the amount of mortgage -
“year. A Teimbursemént of mortgage

: likelihood was previously deducted by -
the barrower. The inclusion of the .
reimbursed amount in gross income
effectively reverses part of the mortgags

requirement to report the interest -
-reimbursement under section BOSOH is-
~ in keoping with the statutory intent of *

~ that section, which is to encourage

“compliance with the tax laws relating to
> the deduction for morigage interest. Sae -
H.R. Rep. No. 432, 98th Cong., 2d Sess.:
1353 (1984). Finally, the Internal

- Revenue wishes to clarify that
reimbursemsnts of mortgage interest are
. not subject to Form 1099 reporting
undar section 6041. .

E. Reportmg of Intersst on
He:mbursemenJ

Commentators requested more -
guidance on the reporting of interest
paid with respect to reimbursed
amounts {i.e., the amount paid to the .

_ borrower, in addition to the refund of an
overpayment, that constitutes interest

. for the use of the berrower’s funds). The.

. proposed regulations provide only that .
*- Form 1098 and the statement furmshed‘

to'the payor of record must :: st inciude
-. any amount that constitutas interest on -.
" “the relmbumment pmd to the payor of
T record.””
The final mgulatiuns pmvica thnt. ln
tha cass of o person carryingon the -
bmh:}
defin
carrying on the banking business), rules .
relating to the reporting of interest on a
. reimbursament of mortgage interest are
provided in section 6049 and the

" regulations thereunder. Persons subject

to section 6049 must repoit payments of
B aresl aggregating S10 ormoreto s .
payor of record during the calendar
year. : C e

interest received during the calendar . . o

intarest previously deducted. Thus, the .

business (or 2 middieman, as . .. i
in §1.6049-4(f){4), of a person *~

The final regulations also provids

* . that, for persons not subject to'section -

6049 reporting for the payment of
interest on a reirmbursement of morigage
interest, rules relating to the reporting of

~ .7 such interest payments are provided in
* section 6041 and the regulations C.

. thereunder. Because section 5041.— . -
.. provides s $600 threshold amount; -

o . ~persons ot subject td section 6049 .
- ..+ reporting for the payment of mtarest on
& reimbursement of mertgege interest

would be required to report only these
“- payments of interest agg‘mgatmg SGOO or
_mare to a payor of mcord

F Other Comments
Ths IRS received a number of

‘_-.

’ -'- comments in.addition to thoss

summarizad above. Some of the
" suggestions contained in the comments

T |
< intérest relates to an amount that in'all” - bave been edopted in the finel

" regulations. Other suggested changes
-ware not adopted primacily because

" thosa suggestions were inconsistent

with the purpose of the regulahnns

Spoc:al Analyses
. 1t has been determined that this. -

- Troasury decision is nat a mgmﬁca.nt .

.. regulatory action as defined in
" Executive Order 12866. It has also been
-determined that section 553(b) of the -
~Admmlstmt1va ‘Procadure Act (5 U.S.C
* chapter 5} and the Regulatary Flexibility
Act (5 U.S.C. chapter 8) do not apply to
- these regulations, and, therefore,a -
.~ Regulatory Flexibility Analysis is not
- required. Pursuant to section 7805(D of -
the Code, the notice of propoased
rulemakmg for the regulations was
. submitted to the Chief Counsel for..

.- Advocacy of the Small Business

- Administration for comment on its
impact-on small business.

Drafting Information

The principal author of these
regulations is Stephen ]. Toomey of the
Office of Assistant Chief Counsel
. {Income Tax and Accounting); Intemal

- Revenue. However, other personnel

» from the' IRS and Traasury Department s
participatad I.n.thair deve!apment -

Li.:l of Su.b]ects
_ 25 CFR Part 1°:
" Income taxss, Raporung and
-recordkeeping requirements.
26CFRPart 602 . 7=

Rspartmg and rscordkaepmg
requirements.
Adoption pf Amendments to the
Regulations -

Accordingly, 26 CFR parts 1 1nd 602

are a.menc’!ed as follows: o
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PART 1—-INCOME TAXES

Paragraph 1. The suthority citation
for part 1 continues to read in part as -
follows: . - -

Authority: 26 U.5.C 7805 * * *. Section
1.6050M-2 is 2lso issued under 26 US.C
BOSOH. = * * . S
" 'Par. 2. Seclion 1.6050H-2 is amended -
as follows: .o

1. The word "and" at the end of
paragraph (a){2)(iii) is rem=ved: .

2. Paragraph (a)(2)(iv] is redesignated
as paragraph {(a}{(2}{v}.

3. A new paragraph (a){2i(iv] is added.
4. Paragraphs {a)(3) and (a)(4) are -

redesignated as paragraphs (z}{4) and
(a)(5), respectively, and a new paragraph
{a)3) isadded. -~ -

5. Newly designated paragraph (=){4}
is revised. -

6. Parapraph (b)(2)(ii) 15 revised.

7. At the end of paragraph (b){2}iii),
*." is removed and ; ang" is added in
its place.

8. Paragray  (bl{2){iv} is added.

9. Paragraz .. [D)(B) is revised.

10. The auded and revised provisions
read as follows:

§1.60504-2 Timea, form, and merned of
reporting interest recelved on qualified
mortgage.

[ﬂ} LR I

lz} - = &

(iv) With respect to reimbursements of
interest on a qualified mortgage [as
discussed in paragraph (a)(3) of this
section} made to the payor of record in

.the calendar year— -

{A} Reimbursements aggregating $600
ol more; and .

(B! Reimbursements aggregating less
than 5500, but only if $600 of more of
interest on the qualified mortgage is
received in the calendar year from the

_ payor of record; and

(3} Reimbursemenlts of interest an ¢
qualified mortgage. For purposes of
parzgraph (a)(2)(iv) of this section, a
reimbursement of interest on a qualified
mortgage is & reimbutsement of an
amount received in a prior year that was
reguired to be reporte'g for that prior
ye v under pararraph (a)(2)(ii1} of this
s. ‘ion by any ‘uterest recipient Only -
the interest rec’ ~ient that makes the
. reimbursemen . required to report the '
reimbursemen! :nder this s« tion. Form
1098 and the statement furnished to the
payor of record under paragraph (b) of
this section must nof include any,
amount that constitutes interest on the
reimbursament paid to the payorof -
record. Rules relating (o the requiremenl
to repart interest on a rairnbursament
are, in the case of a person carrying on
the banking business (or & middileman,

o5 defined in § 1.6045—4(f)(4}, of n

person carrying on the banking
business), provided in section 6049 and
the regulations thereunder, and, for
other persons, provided in section 6041
and the regulations thereunder, | .
Reimbursements of interast on a
gualified mortgage (as described in this
section) made in 1993 and subsequent.
calendar years must be reported on

. Form 1088 and stetements furnished to °

payors of record. Reimbursements made
prior to 1993 are not required to be
reported. - -

(4} Time and place for filing return,
An interest recipient must file » return
required by paragraph {a} of this section
on or before February 28 of the year
{cllowing the calendear year for which it
receives the mortgage intecest. If no
interest is required 1o be reported for the
calendar year, but a reimbursement of
izterest on 8 qualified mortgage is

required to be reported for the calendar

year, then a retiern tequired by
paragraph (a) of this section must be
filed on or before February 28 of the
year following the calendar year in
which the reimbursement was made. An
interest recipieat must file the retum
required by.paragraph (e} of this section
with the IRS office designated in the
jnstructions for Form 1098,

[‘b] * % ®
2} * = F
(i) A legend that—

{A] Identifies the statement as
important tax information that is baing
furnished to the IRS; and

(B) Notifies the payor of recard thet if

. the payar of record is required 1o file a

return, a negligance penalty or other
sanction may be imposed on the payor
of record if Lthe IRS determines that an
underpayment of tax results becsuse the

peyor of record overstated & deduction .

for this mortgage interest (if any} or
understated income from this mortpage
interest reimbursement (if any) on the
peyer of record s return;
L] X - - L] ]
(iv} With respect to any information
required to be reportsd under paragraph
{2)}{Z}{iv) of this section, an instruction .
providing that the amount of the .
reimbursemant is not to be deducted
acd that the amount raust be included
in the gross income of the payor of
record if the reimb. . sed interest was -
deducted by the payar of record tn a
prior year 50 &s to reduce incoms tax.

- *

(6} Time and place for furnishing
stafernent. An interes! recipient must

" furnish @ statement required by

peragraph {b)(1} of this section o &
payor ol record on or before fanuary 31

of the year following the calendar year
for which it receives the montgegs
interest. If no mortgage interest is
required to be reported for the calendar
year, but & reimbursement of interest on
t quelified morigage is required to be
reported for the calendar year, then the
statement required by parag:aph (b){1)
of this section must be furnished on or
before January 31 of the year following
the calendar year in which the
reimbursement was msde. The interest

* recipient will be considered to have

furnished the statement to the payor of
reccrd if it mails the statement 1o the
peyor of recards last known address.

* PART 602=0MB CONTROL NUMBERS

UNDER THE PAPERWORX
REDUCTION ACT

Par4. The authority citation for part
602 continnes to read es follows:

Autharity: 26 U.5.C. 7805.

§602.101 [Amesndad]
Par 5. In § 602.101{c), the table is
amended by ravising the entry for
§ 1.6050H~2 to read: *1.6050H-2 " = ~
154509001, 1545-1338".
Margaret Milner Richerdson,
Comunissioner of Intermal Revenue.
Avproved; Decernber 18, 1991,
Seanuel Y. Secpiony,
Acting Assistoat Secoetary of the Treasury.
{FR Doc. 8301307 Filed 12-28-93: 5:45 1m]
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