Qualified State Tuition Programs

Notice 96-58

This notice provides guidane regard-
ing certan reporting requiremerg and
the transition rules applicabé to “quali-
fied Stak tuition program§ describd in
§ 529 of the Internd Revene Code,
recenty enacte by sectiom 1806 of the
Smal Busines Jab Protection Act, Pub.
L. 104-18 (the “Act’’). The notice also
solicits commens from the public on
sectim 529.

Sectin 529 provides tax-exemp sta-
tus to ‘‘qualified Stae tuition pro-
grams; meanirg prograns established
and maintaineé by a Stak (or agenyg or
instrumentaliy thereoj unde which
persors may (1) purchas tuition credits
or certificates on behaf of a designated
beneficiay entitling the beneficiay to a
waiver or paymen of qualified higher
educatio expense of the beneficiay, or
(2) contribuke to an accoun established
for the sole purpo® of meetirg qualified
highe educatim expenss of the desig-
nated beneficiay of the account.

Unde § 529 qualified Stae tuition
prograns also mug med requirements
relating to contributions refunds and
maintenane of separa¢ accouns for
ead designatd beneficiay of the pro-
gram In addition the progran must
prohibit investmem direction by con-
tributors or beneficiaries the pledge or
assignmen of ary interes in the pro-
gram as securiy for a loan and excess
contributions.

In general 8 529 is effective for
taxabk yeas endirg after Augud 20,
1996 the dake of enactment Howeve,
the Act includes atransitian rule provid-
ing tha if

(1) a Stae maintairs (on the dat of

enactment a progran unde which

persois may purchas tuition credits
on behaf of, or make contributions
for educationb expense of, a desig-
natel beneficiay, ad (2) sud pro-
gran mees the requiremerg of a
qualified Stae tuition progran before
the later of (a) one yea after the date
of enactmentor (b) the first day of
the first calenda quarte after the
cloe of the first regula sessio of
the Stak legislatue tha begirs after
the dake of enactmentthen the provi-
siors of the...[Ac{ will apply to con-
tributions (and earning allocabk
theretg mace befor the dake the
progran mees the requiremerg of a

qualified Stae tuition program with-

out regad to whethe the require-

mens of a qualified Stak tuition

progran are satisfied with respet to

sud contributiors and earnings. ..
H.R. Conf. Rep No. 737, 104h Cong.,
2d Sess 282 (1996) (Conferene Re-
port). The Internd Revene Servie will
not asser income tax liability againsg a
Stake tuition progran for ary period
before the progran mees the require-
mens of § 529 if the progran qualifies
for the transitian rule.

Section 529(c)(3)(A ard (B) provides
tha ary distribution mace by or benefit
furnisheal in-kind unde a qualified State
tuition progran shal be includible in
the gross income of the distributee in
the manne as provided undeg 8 72, to
the extert not excludel from gross in-
come unde ary othe provision.

Sectin 529(d authorize the Internal
Revene Servie to require qualified
Stak tuition prograns to file informa-
tion repors for education furnishal to
beneficiaris or distributiors made to
individuals during any calenda yea.
Any reportirg requiremerg promulgated
unde § 529(d would appl in lieu of
ary othe reportirg requiremen for a
progran that may apply with respet to
information returrs or payee statements
on distributions.

The Internd Revene Servie is cur-
rently developimg reportirg requirements
unde § 529(d) Howeve, becaus this
legislation was enacte late in the year
ard becaue States are expectd to need
time to implemen appropria¢ record-
keeping reportirg will not be required
for ary distribution macke by, or benefit
furnished in-kind unde, a qualified
Stak tuition progran prior to 1998 In
addition the Internd Revene Service
will not asses penalties again$ plan
administratos who do nat file informa-
tion returrs or provide payee statements
on distributiors mace during 1997 and
prior years.

Commerg on Future Guidan@ In-
vited

The Internd Revene Servie invites
commens on § 529 including the re-
quiremens for reportirg distributions
mack by qualified Stae tuition pro-
grams the requiremers for qualification
and operatio of thes programs ard the
treatmen for federa tax purpose of
distributiors made by thes programs.
Thee commens will be considerd in
drafting future guidance Pleag send

written commens by Decembe 31,
1996 to: CC:DOM:CORPR (Notice
96-58) Roam 5226 Internd Revenue
Service POB 7604 Ben Franklin Sta-
tion, Washington DC 20044 Submis-
siors may be hand-deliverd between
the hours of 8 am amd 5 p.m to:
CC:DOM:CORPR (Notice 96-58)
Couria’s Desk Internd Revene Sea-
vice, 1111 Constitution Avenue NW,
Washington DC. Alternatively, taxpay-
ers may submt commens electronically
via the Internd directly to the IRS in-
ternd site at http://www.irs.ustreas.gov/
prod/tax_regs/comments.html.

For furthe information concerning
this notice conta¢ Monice Rosenbaum
of the Office of Associaé Chief Counsel
(Employe= Benefis and Exempg Organi-
zationg at (202 622-60D (nat a toll
free call).




