Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: required to obtain a benefit. The likely
and Notice of Public Hearing . respondents are individuals, farms, busi-
Paperwork Reduction Act nesses or other for-profit institutions,
The collections of information con- ang t?rr:at” dbLthtlnIessnens cl)rrorg?t?rllza%orrls.
tained in this notice of proposed k S>-mateéd total annual reporting bur-

REG-208172-91 rulemaking have been submitted to théjen:loo,OOOhours.

Office of Management and Budget forresl?;ctmitr?ti ﬁ;ﬁ:?ge annual burden per
AGENCY: Internal Revenue ServicereView in accordance with the Paper =g oo number of respondents:

Basis Reduction Due to Discharge
of Indebtedness

IRS), Treasury. work Reduction Act of 1995 (44 U.S.C.

" ' 3507(d)). 102.:sct)i(r)r(1)ated annual frequency of re-
ACTION: Notice of proposed rulemak- Comments on the collections of infor-Sponseson occasion

ing and notice of public hearing. mation should be sent to th@ffice of

An agency may not conduct or spon-
sor, and a person is not required to
respond to, a collection of information
unless the collection of information dis-
plays a valid control number.

Books or records relating to a collec-
tion of information must be retained as
long as their contents may become ma-

Management and Budget Attn: Desk
SUMMARY: This document contains Officer for the Department of the Trea-
proposed regulations that provide ordersury, Office of Information and Regula-
ing rules for the reduction of bases oftory Affairs, Washington, DC 20503,
property under sections 108 and 1017 ofvith copies to thelnternal Revenue
the Internal Revenue Code of 1986. Thé&ervice Attn: IRS Reports Clearance
regulations will affect taxpayers thatOfficer, T:FP, Washington, DC 20224.
exclude discharge of indebtedness froncomments on the coII_ections of infor-,[erial in the administration of any inter-
gross income under section 108. mation should be received by March 8,nal revenue law. Generally, tax returns

1997. Comments are specifically re- ; ; .
DATES: Written comments must be re-quested concerning: and tax return information are confiden-

ceived by April 7, 1997. Outlines of oral ~ whether the proposed collections ofidl as required by 26 U.S.C. 6103.

comments to be presented at the publirformation are necessary for the propeackground

hearing scheduled for April 24, 1997, atperformance of the functions of the

10 a.m. must be received by April 3,|nternal Revenue Service including This notice contains proposed amend-
1997. whether the information will have prac-ments to the income tax regulations (26
ADDRESSES: Send bmissi . tical utility; CFR Parts 1 and 301) under sections
CC:DOM:CORP:Ren(Rég—gézsllggfgli. The accuracy of the estimated burded08 and 1017 of the Internal Revenue

“)associated with the proposed collection§ode of 1986 (Code). The amendments
room 5228, Internal Revenue Service,t'cormation (see below): are proposed to conform the regulations

ington, DC 20044. In the alternative,y, ote T2 OEY L IOR B0 T O made by the Bankruptey Tax Act of
submissions may be hand delivered beénhanced' 1980, Pub. L. 96-589, § 2, 94 Stat.

tween the hours of 8 a.m. and 5 p.m. to: . . 3389 (1980), 1980-2 C.B. 607 (Bank-
CC:DOM:CORP:R (REG-208172-91), HOW the burden of complying with ¢\ o "o "4 oy "ihe Technical Correc-

Courier's Desk, Internal Revenue serthe prt?pose_d_ cplledctiqnsl %f infoLmatiok?tions Act of 1982, Pub. L. 97-448,
vice, 1111 Constitution Avenue, Nw,May be minimized, including throug

" ; ! 'the application of automated collection3 102(h)(1), 96 Stat. 2365, 2372 (1983),
Washington, DC. Alternatively, taxpay- - -~ her f finf .~ 1983-1 C.B. 451; the Deficit Reduction
ers may submit comments electronicallfechniques or other forms of information’, .=~ ™" 9o/ ™" 5 v" | 98_369
; i ; «Tny technology; and ' NN '
va tr,!e niemet by selecting the Tax Estimates of capital or start-u cost§§ 474(N©) and 721(b)(2), 98 Stat.
Regs” option on the IRS Home Page, P . P 4, 839, 966 (1984), 1984-3 C.B. (Vol.
or by submitting comments directly to2nd ﬁOStS O]f operation, maln.tdene_mfce, anf) 1. the Tax Reform Act of 1986, Pub.
the IRS internet site at http://Purchase of service to provide informas” go"c: 4 “se 1 04y 2). 231(d)(3)(D).

www.irs.ustreas.gov/prod/tax_regsHon. . . 822 and 1171(b)(4), 100 Stat. 2085,
comments.html. The collections of information in this 2105, 2179, 2373, 2513 (1986), 1986-3

proposed regulation are in 8§ 1.108+ g (Vol. 1) 2; and the Omnibus Bud-
FOR FURTHER INFORMATION 4(b), 1.1017-1(e)(2), and 1.1017—get Reconciliation Act of 1993 Pub. L.

CONTACT: Concerning the regulations1(f)(2)(ii) and (iii). This information is 103-66, § 13150, 107 Stat. 312, 446
generally, Sharon L. Hall or Christopherrequired for a taxpayer to elect to 1993) '1993-3 CB. 1 ' '

F. Kane of the Office of Assistant Chiefreduce the adjusted bases of depreciab?e ' T

Counsel (Income Tax & Accounting) atproperty under section 108(b)(5), to In general, section 108 excludes from
(202) 622-4930; concerning partnershiglect to treat section 1221(1) real propgross income discharges of indebtedness
adjustments under section 1017, Briamrty as either depreciable property oif the discharge occurs in a title 11 case
M. Blum of the Office of Assistant depreciable real property, and to accoundr when the taxpayer is insolvent, or if
Chief Counsel (Passthroughs & Specidlor a partnership interest as either deprehe indebtedness is “qualified farm in-
Industries) at (202) 622—3050; concerneiable property or depreciable real propdebtedness” or “qualified real property
ing submissions and the hearingerty. This information will be used to business indebtedness.” Taxpayers gen-
Evangelista C. Lee of the Regulationgletermine whether taxpayers have properally must reduce specified tax at-
Unit at (202) 622—-7190 (not toll-free erly reduced the bases of their propertributes, including adjusted bases of
numbers). ties. The collections of information areproperties, to the extent income from



discharge of indebtedness is excluded In addition, the proposed regulationgproportionate interest in the adjusted
from gross income under section 108modify the categories in the existingbases of depreciable property (or depre-
Section 1017 provides rules regardingegulations to simplify the process ofciable real property) held by the partner-
any basis reductions required by, obasis reduction. First, the distinctionship (inside basis).

elected under, section 108. between purchase-money indebtednessThe proposed regulations generally
. . and other secured indebtedness is elimprovide that a taxpayer may freely
Explanation of Provisions nated. Second, the order of basis reduchoose whether or not to request that a

tion for property that secured dischargegpartnership reduce the partner’s share of
o . indebtedness is changed. Thus, the firstepreciable basis in partnership property
The legislative history of the Bank- category of the general ordering rule isand thereby permit the taxpayer to treat
ruptcy Tax Act states that the exclusionea| property used in the taxpayer'she partnership interest as depreciable
of discharge of indebtedness (COD intrade or business or held for the producproperty (or depreciable real property).
come) from gross income under sectiofion of income (other than sectionIn addition, the proposed regulations
108 is intended to promote a debtor's|221(1) real property) that secured th@enerally provide that the partnership is
fresh start. S. Rep. No. 1035, 96thgischarged indebtedness, and the secofi¢e to grant or deny its consent. In
Cong., 2d Sess. 10 (1980), 1980-2 C.Beategory is personal property used in therder to prevent avoidance of the gen-
620, 624; H.R. Rep. No. 833, 96thiaxpayer’s trade or business or held foeral ordering rules of the proposed regu-
Cong., 2d Sess. 11 (1980). The excluthe production of income (other thanlations through the use of partnerships,
sion provided by the statute generallynventory, accounts receivable, and noteBowever, a partner is required to request
operates, however, to defer, rather thapeceivable) that secured the dischargegonsent if the partner owns (directly or
eliminate, income from discharge ofindebtedness. Therefore, if an indebtedndirectly) more than 50 percent of the
indebtedness. ness secured by a building, a parcel ofapital and profits interests of the part-
The deferral of income provided byjand used in the taxpayer's trade omnership, or if the partner receives a
statute is generally achieved by requirpysiness, office equipment, and officedistributive share of COD income from
ing a taxpayer to reduce specified tayrniture is discharged, the taxpayer prothe partnership. In addition, the partner-
attributes  (including adjusted bases oportionately reduces the adjusted baseship is required to grant consent if
property) under section 108(b) by anof the buiiding and the parcel of land,requests are made by partners owning
amount equal to the COD income extased upon their relative adjusted base§girectly or indirectly) an aggregate of
cluded from gross income under sectiofy the full extent of the excluded CODmore than 50 percent of the capital and
108(a). Section 108(b)(2) requires a taxmcome before reducing the adjustedrofits interests of the partnership.
payer to reduce tax attributes in thepases of the office equipment and the The proposed regulations provide that
following order: (A) net operating l0ss; office furniture. The IRS and Treasurya partner requesting a reduction in in-
(B) general business credit; (C) mini-pepartment believe that this modifica-side basis must make the request before
mum tax credit; (D) capital loss car-tion of the current regulations will sim- the due date (including extensions) for
ryovers; (E) adjusted bases of propertyplify the process of basis reduction forfiling the partner's Federal income tax

Overview

(F) passive activity loss and credit carmany taxpayers. return for the taxable year in which the
ryovers; and (G) foreign tax credit car- partner has COD income. A partnership
ryovers. If the excluded COD inCOmeSpeciaI Rules for Depreciable Propertieghat consents to a basis reduction must
exceeds the sum of the taxpayer's tax include a consent statement with its

attributes, the excess is permanently ex- Instead of reducing tax attributes inForm 1065, U.S. Partnership Return of
cluded from the taxpayer’s gross in-the order specified by section 108(b)(2)income, and must also provide a copy
come. a taxpayer may elect under sectiorf that statement to the affected partner
When basis reductions are necessar§08(b)(5) first to reduce the adjustedon or before the date the Form 1065 is
section 1017(a) requires the taxpayer tbases of depreciable property (real anflled. The IRS and Treasury Department
reduce the adjusted bases of propertgersonal) to the extent of the excludegecognize that under current law a part-
held on the first day of the following COD income. If the adjusted bases oher may not always have sufficient
tax year. Section 1017(b)(1) providesdepreciable property are insufficient toinformation with which to decide to
that the amount of the basis reductioroffset the entire amount of excludedrequest a basis reduction until on, or
required under section 1017(a), and th€OD income, the taxpayer must reducghortly before, the due date (including
particular properties the bases of whiclany remaining tax attributes in the ordelextensions) for filing the partner's tax
are to be reduced, shall be determinedpecified in section 108(b)(2). Sectionreturn. For example, for calendar year
under regulations. 108(c) requires that excluded COD intaxpayers, a partner’s tax return and a
) ) come from the cancellation of qualifiedpartnership’s Form 1065 are generally
General Rules for Basis Reduction  real property business indebtedness mugiie on the same dageesections 6031
Consistent with the legislative historybe applied against depreciable real propand 6072. Comments are requested as to
of the Bankruptcy Tax Act, the proposederty. whether additional rules (such as requir-
regulations generally retain the *“trac- Section 1017(b)(3)(C) provides that ang a partnership to inform partners of
ing” approach of the existing regulationstaxpayer must treat a partnership interes€OD income prior to the date the Form
issued under prior law. Thus, the pro-as depreciable property when reducing065 is filed) are necessary to ensure
posed regulations require a taxpayer tadjusted bases under section 108(b)(5)hat information is exchanged between
reduce the adjusted basis of the propertgnd as depreciable real property whethe partnership and its partners in a
that secured the discharged indebtednessducing adjusted bases under secticimely fashion.
before reducing the adjusted bases df08(c), to the extent the partnership The proposed regulations remove
other property. correspondingly reduces the partner'§ 301.9100-13T, which governs elec-
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tions under section 108(b)(5), and addhis requirement is contained in sectionadmitted beyond the Internal Revenue
new proposed § 1.108-4. Under thel017(b), 6001, and 7805(a). Building lobby more than 15 minutes
temporary regulations, a taxpayer is re- Though the proposed regulationgefore the hearing starts.

quired to make the election with themight affect any partnership owning The rules of 26 CFR 601.601(a)(3)
taxpayer’s Federal income tax return fodepreciable property, the IRS and Treaapply to the hearing.

the taxable year in which the dischargéury Department believe that partner- Persons that wish to present oral
occurs, but is permitted to file an elec-Ships owning depreciable real propercomments at the hearing must submit
tion with an amended return, or claimare the most likely to be affected.written comments by April 7, 1997 and
for credit or refund, if the taxpayer APProximately 1,560,000 partnership resubmit an outline of the topics to be
establishes reasonable cause for failin§s were filed for 1993. Approxi- discussed and the time to be devoted to
to file the election with the original mately 620,000 of these were for parteach topic (signed original and eight (8)
return. New proposed § 1.108-4 renerships owning real property. It iscopies) by April 3, 1997.

quires the taxpayer to make the electiofnlikely, however, that many of these A period of 10 minutes will be allot-
on the timely filed (including exten- Partnerships will be affected by theted to each person for making com-
sions) Federal income tax return for thé?foposed regulations in any given yearments. _ _
taxable year the taxpayer has COD After a partner conveys information An agenda showing the scheduling of
income that is excluded under sectiofonceming the amount of COD incomethe speakers will be prepared after the
108(a). Therefore, a taxpayer that fail€xcluded from gross income under secdeadline for receiving outlines has
to make the election on that return mustion 108(2) to the affected partnershippassed. Copies of the agenda will be
request the Commissioner’s consent téhe partnership must reduce the partner@vailable free of charge at the hearing.

file a late election under § 301.9100-3Tinterest in inside basis. Accordingly, the . .
or any regulations that superseddartnership must prepare and maintaifrafting Information

§ 301.9100-3T. special entries on its books because this The principal author of these regula-
basis reduction will reduce the partner'sions is Leo F. Nolan Il, Office of
Special Analyses share of the partnership’s depreciationgsistant Chief Counsel (Income Tax

_ _ _deductions, and ultimate gain or loss oy Accounting). However, other per-
It has been determined that this noticghe sale of the property, in subsequenionnel from the IRS and Treasury De-

of proposed rulemaking is not a signifi-years. In many cases, partnership returisartment participated in their develop-
cant regulatory action as defined in ECare prepared using computer softwarg,ent.
12866. Therefore, a regulatory assesshat can prepare and maintain these
ment is not required. special entries after the initial year.

Pursuant to section 7805(f) of the The IRS and Treasury Department Ar'®roposed Amendments to the Regula-
Internal Revenue Code, this notice ohot aware of any federal rules that may;yg
proposed rulemaking will be submittedduplicate, overlap, or conflict with the
to the Chief Counsel for Advocacy of proposed rule. Accordingly, 26 CFR parts 1 and 301
the Small Business Administration for As an alternative to the disclosureare proposed to be amended as follows:
comment on its impact on small busi-described above, the IRS and Treasur
ness. Department considered, but rejected a8ART 1—INCOME TAXES

- - too burdensome, a rule that would have Paragraph 1. The authority citation
Initial Regulatory Flexibility Act Analy- required an affected partnership to disfor 26 CER part 1 is amended by adding
Sis close the reductions of adjusted basis ogntries in numerical order to read as
a property-by-property basis. There argg|ows:

* * * *

This initial analysis is required under

nership to include a statement with it -
. uest comments from small entities con
Form 1065, U.S. Partnership Return OSE U.S.C. 108.

Income, and provide a copy of that erning pOSSIble alternatives. Section 1.1017-1 also issued under 26
statement with the taxpayer's Schedulgomments and Public Hearing U.Ss.C. 1017.

K-1 (Form 1065), Partner's Share of

Income, Credits, Deductions, etc., for Before these proposed regulations ar§ 1.108(a)-1 [Removed]

the taxable year in which the CODadopted as final regulations, consider- . .
income is excluded under sectionation will be given to any written com- _Par. 2. Section 1.108(a)-1 is re-
108(a), stating the amount of the partments (a signed original and eight (gynoved.

ner's share of the reduction in thecopies) that are submitted timely to the

partnership’s adjusted bases of deprdRS. All comments will be available for § 1.108(a)-2 [Removed]

ciable real or personal property (insidepublic inspection and copying. Par. 3. Section 1.108(a)-2 is re-
basis). This requirement will ensure that A public hearing has been scheduleg,qyed.

the partner knows it is entitled to reducdor April 29, 1997, at 10 a.m. in IRS

the adjusted basis of the partnershiguditorium, 7th Floor, Internal Revenue .

interest and that the affected partnershipuilding, 1111 Constitution Avenue, § 1.108(b)-1 [Removed]

knows it must reduce the partner’s interNW, Washington, DC. Because of ac- Par. 4. Section 1.108(b)-1 is re-
est in inside basis. The legal basis foress restrictions, visitors will not bemoved.
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8 1.1016-7 [Removed] standing principal amount of that indebt-section for the treatment of partnership
edness immediately before the dischargedebtedness as indebtedness secured by
over the net fair market value of thethe taxpayer’'s interest in the partner-
qualifying real property, as defined inship);

§ 1.1016-8 [Removed] § 1.1017-1(c)(1), immediately before (2) Personal property used in a trade

Par. 6-7. Section 1.1016-8 is rethe discharge. For purposes of this se@r business or held for investment, other
moved. tion, net fair market valuemeans the than inventory, accounts receivable, and
fair market value of the qualifying real notes receivable, that secured the indebt-
= property (notwithstanding sectionedness immediately before the discharge
§ 1.1017-2 [Removed] 7701(g)) reduced by the outstandingsee paragraph (f)(1) of this section for

Par. 8. Section 1.1017-2 is removedprincipal amount of any other qualifiedthe treatment of partnership indebted-

. _ real property business indebtedness seess as indebtedness secured by the

Par. 9. Section 1.108-4 is added tQreq by that property immediately betaxpayer’s interest in the partnership);

read as follows: fore and after the discharge. (3) Remaining property used in a

. . (b) Overall limitation The amount trade or business or held for investment,
§ 1.108-4 Election to reduce basis  excluded from gross income under secether than inventory, accounts receiv-
of depreciable property under tion 108(a)(1)(D) shall not exceed theable, notes receivable, and real property
section 108(b)(5). aggregate adjusted bases of all deprelescribed in section 1221(1);

(a) Description An election under _ciable _real property held by the taxpayer (4) Inventory, accounts receivable,
section 108(b)(5) is available Wheneve,tmmedlately_before the discharge (o'ghenot_es recelvab_le, and real property de-
a taxpayer excludes discharge of indebthan depreciable real property acquiredcribed in section 1221(1); and
edness (COD income) from gross in/N contemplation of the discharge) re- (5) Property not used in a trade or
come under sections 108(a)(1)(A), (B)’duced by the sum of any— business nor held for investment.
or (C) (concerning title 11 cases, insol- (1) Depreciation claimed for the tax- (b) Operating rules—(1) Prior tax-
vency, and qualified farm indebtednessable year the taxpayer excluded d!sattrlbute reduction The amount of ex-
respectively). See sections 108(d)(2) angharge of indebtedness from gross included COD income applied to reduce
(3) for the definitions oftitle 11 case COMe under section 108(2)(1)(D); andbasis does not include any COD income
and insolvent See section 108(g)(2) for (2) Reductions to the adjusted basedpplied to reduce tax attributes under
the definition of qualified farm indebt- of depreciable real property requiredsections 108(b)(2)(A) through (D) and,
edness under section 108(b) or section 108(gjf applicable, section 108(b)(5). For ex-

(b) Time and mannerTo make an for the same taxable year. amplef if a taxpayer excl_udes $100 of
election under section 108(b)(5), a tax- (c) Effective date This section is ef- COD income from gross income under
payer must enter the appropriate inforfective for discharges of qualified realSection 108(a) and re_duces tax attributes
mation on Form 982Reduction of Tax Property business indebtedness occurri $40 under sections 108(b)(2)(A)
Attributes Due to Discharge of Indebted-on or after the date these regulations aréirough (D), the taxpayer is required to
ness (and Section 1082 Basis Adjustublished as final regulations in thereduce the adjusted bases of property by
ment) and attach the form to the timely Federal Register. $60 ($100 - 3$40) under section
filed (including extensions) Federal in- Par. 11. Section 1.1017-1 is revise&os(b)(z)(E.)' . .
come tax return for the taxable year irto read as follows: (2) Multiple discharged indebted-
which the taxpayer has COD income Nesses If a taxpayer has COD. income
that is excluded from gross income§ 1.1017-1 Basis reductions following adttributable to more than one discharged
under section 108(a). An election undeflischarge of indebtedness indebtedness resulting in the reduction

h i . of tax attributes under sections
this section may be revoked only with () General rule for section 108(b)(2)(A) through (D) and, if appl-

. ) i ¢ 108(b)(2)(E) This paragraph (a) appliescable, section 108(b)(5), paragraph
charges of indebtedness occurring on 108(b)(2)(E) that are required by sectiorallocating the tax-attribute reductions
after the date these regulations are puoI-OS(a)(l)(A) or (B) because _the lax-among the indebtednesses in proportion
lished as final regulations in thieederal kbayer excluded discharge of m_debtedto the amount of COD income attribut-
Register Ress (COD lncomeé from grhOSSf Illl’lcomeable to each discharged indebtedness.

: . . taxpayer must reduce in the followingFor example, if a taxpayer excludes $20
Par. 10. Secjuon 1.108-5 is added WQger 1o the extent of the excludedof COD irﬁ)come attrigu%/able to secured
read as follows: COD income but not below zero, theindebtedness A and excludes $80 of
adjusted bases of property held on th€OD income attributable to unsecured
first day of the taxable year following indebtedness B (a total exclusion of
the taxable year that the taxpayer ex$100), and if the taxpayer reduces tax
cluded COD income from gross incomeattributes by $40 under sections
(in proportion to adjusted basis): 108(b)(2)(A) through (D), the taxpayer
(a) Indebtedness in excess of value (1) Real property used in a trade omust reduce the amount of COD income
The amount excluded from gross in-business or held for investment, otheattributable to secured indebtedness A to
come under section 108(a)(1)(D) (conthan real property described in sectior$12 ($20 — ($20+ $100 x $40)) and
cerning discharges of qualified reall221(1), that secured the dischargechust reduce the amount of COD income
property business indebtedness) shall nindebtedness immediately before the disattributable to unsecured indebtedness B
exceed the excess, if any, of the outeharge (see paragraph (f)(1) of thito $48 ($80 — ($80+ $100 x $40)).
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Par. 5. Section 1.1016-7 is removed

§ 1.108-5 Limitations on the exclusion
of income from the discharge of
qualified real property business
indebtedness



(3) Limitation on basis reductions un-the limitation on basis reductions undemership consents to a corresponding re-
der section 108(b)(2)(E) in bankruptcysection 1017(b)(2) using the aggregateuction in the partnership’s basis (inside
or insolvency If COD income arises of the remaining adjusted bases of propbasis) in depreciable property (or depre-
from a discharge of indebtedness in @rty. For example, if, immediately afterciable real property) with respect to
titte 11 case or while the taxpayer isthe discharge of indebtedness in a titiguch partner.
insolvent, the amount of any basis redl case, a taxpayer’s adjusted bases of ..
duction under section 108(b)(2)(E) shalproperty is $100 and its undischarge%f(") Reque_st by ‘partner and_consent

v ; . partnership—(A) In general Except
not exceed the excess of— indebtedness is $70, and if the taxpaye otherwise brovided in this paradrach

(i) The aggregate of the adjustedelects to reduce the adjusted bases %’S » P paragrap
bases of property and the amount oflepreciable property by $10 under sec )(2)(i), a taxpayer may choose
money held by the taxpayer immediatelytion 108(b)(5), section 1017(b)(2) IimitsWh‘ather Or not to request Fhat a partner-
after the discharge; over any further basis reductions under secSNiP reduce the inside basis of its depre-

(i) The aggregate of the liabilities of tion 108(b)(2)(E) to $20 (($100 — $10) —ciable property (or depreciable real
the taxpayer immediately after the dis$70). property) with respect to the taxpayer,
charge. (d) Changes in securityAny change and the partnership may grant or with-

(c) Modification of ordering rules for in the property securing an indebtednesBold such consent, in its sole discretion.
basis reductions under sectionsduring the one-year period preceding thé request by the taxpayer must be made
108(b)(5) and 108(e}-(1) In general discharge of that indebtedness shall beefore the due date (including exten-
The ordering rules prescribed in paradisregarded if a principal purpose of thasions) for filing the taxpayer’s Federal
graph (a) of this section apply, withchange is to affect the taxpayer’s basisncome tax return for the taxable year in
appropriate modifications, to basis re+eductions under section 1017. which the taxpayer has COD income
ductions under sections 108(b)(5) and (e) Election to treat section 1221(1)that is excluded from gross income
(c). Thus, a taxpayer may reduce onlyeal property as depreciable(1l) In  under section 108(a).
the adjusted bases of depreciable promeneral For basis reductions under sec- ;
erty under section 108(b)(5) and maytions 108(b)(5) and (g), a taxpayer ma a)EB; Zre qu:}isstt f?é Egr;tsegt rzgtlﬁgﬁﬂ 'S
reduce only the adjusted bases of depr@lect under sections 1017(b)(3)(E) an pay quest parinership
ciable real property under section(4)(C), respectively, to treat real prop- onsent to redu(;:_e |r;5|de .bg.S'S ;f the
108(c). Furthermore, for basis reductionerty described in section 1221(1) aéaxpayer owns (directly or in |rect.y) a
under section 108(c), a taxpayer mustlepreciable property. This election is nofreater than 59 percent interest in the
reduce the adjusted basis of the qualifyavailable, however, for basis reducti0n§apltal qnd profits of thg partnership, or
ing real property to the extent of theunder section 108(c). if fed“Ct'O”fS to the basis of the taxpay-
discharged qualified real property busi- (2) Time and mannerTo make an ©r'S depreciable property (or depreciable
ness indebtedness before reducing thelection under section 1017(b)(3)(E) of€@l property) are being made with re-
adjusted bases of other depreciable re&#)(C), a taxpayer must enter the approSPect to the taxpayer’s distributive share
property. The terngualifying real prop- priate information on Form 982Reduc- Of COD income of the partnership.
erty means real property with respect tdion of Tax Attributes Due to Discharge (C) Granting of request requiredA
which the indebtedness is qualified reabf Indebtedness (and Section 1082 Basjsartnership must consent to reduce its
property business indebtedness withikdjustment) and attach the form to apartners’ shares of inside basis if con-
the meaning of section 108(c)(3). Sedimely filed (including extensions) Fed-sent is requested by partners owning
paragraphs (e) and (f) of this section foeral income tax return for the taxable(irectly or indirectly) an aggregate of
elections relating to section 1221(l)year in which the taxpayer has CODmore than 50 percent of the capital and
property a_nd partr)ershlp interests. income that is e>_<c|uded from 9rossyrofits interests of the partnership. For

(2) Partial basis reductions under income under section 108(a). An elec'example if there is a cancellation of
section 108(b)(5)If the amount of basis tion under this paragraph (e) may bepartnersﬁi indebtedness securing real
reductions under section 108(b)(5) igevoked only with the consent of the b e s g

. . property used in a partnership’s trade or
less than the amount of the COD in-Commissioner. business, and if partners owning (in the
come excluded from gross income under (f) Partnerships—(1) Partnership ’ P 9
section 108(a), the taxpayer must reduc€OD income For purposes of paragraphaggreg‘f"te) 60 percent of the cap|tal and
the balance of its tax attributes, includ{a) of this section, a taxpayer must treaPrOfIts interests of thg partnership elect
ing any remaining adjusted bases o& distributive share of a partnership'd® €xclude the COD income under sec-
depreciable property, under sectiorCOD income as attributable to a dis1ion 108(c), the partnership must make
108(b)(2). For example, if a taxpayercharged indebtedness secured by tH8€ appropriate reductions in those part-
excludes $100 of COD income fromtaxpayer's interest in that partnershipners’ shares of inside basis.
gross income under section 108(a) and (2) Partnership interest treated as de- (iii) Partnership consent statement
elects to reduce the adjusted bases qireciable property— (i) In general For (A) Partnership requirementA consent-
depreciable property by $10 under secpurposes of making basis reductions, ifng partnership must include with the
tion 108(b)(5), the taxpayer must reduce taxpayer makes an election undeForm 1065, U.S. Partnership Return of
its remaining tax attributes by $90 undersection 108(b)(5) or (c) the taxpayerincome, for the taxable year of the
section 108(b)(2). must treat a partnership interest as departnership that ends with or within the

(3) Modification of fresh start rule preciable property (or depreciable reataxable year the taxpayer excludes COD
for prior basis reductions under sectionproperty) to the extent of the partner'sincome from gross income under section
108(b)(5) After reducing the adjusted proportionate share of the partnership’d08(a), and must provide to the taxpayer
bases of depreciable property under setasis in depreciable property (or depreen or before the date the Form 1065 is
tion 108(b)(5), a taxpayer must computeciable real property), provided the partfiled, a statement that—
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(1) Contairs the name address and
taxpaye identification numbe of the
partnership and

(2) States the amoun of the reduction
of the partne’s proportiona¢ interes in
the adjustel base of the partnershifs
depreciald propery or depreciakd real
propery, whicheve is applicable.

(B) Taxpaye's requremen. State
mens- describel~ in- paragrap
M()(iii)(A) of this sectim mug be
attachd to a taxpaye’'s timely filed
(including extensiony Feder& income
tax retum for the taxabk yea in which
the taxpaye has COD income thd is
excludel from gross income unde sec-
tion 108(a).

(iv) Partng’s shae of partnerships
adjusteal basis [Reserved.]

(3) Partnershp bask reduction The
rules of this sectio (including this para-
graph (f)), apply in determiniry the
propertiess to which the partnerships
bask reductiors mug be made.

(g) Specid allocation rule for cases
to which sectim 139 applies If a
bankrupty estaé and a taxpaye to
whom section 1398 applies (concerning
only individuals undeg Chapte 7 or 11
of title 11 of the United States Code)
hold propery subje¢ to bass reduction
unde section 108(b)(2)(B or (5) on the
first day of the taxabk yea following

the taxabk yea of dischage the bank-
rupty estaé mug redue all of the
adjustel base of its propery before the
taxpaye is required to redue ary ad-
justed base of propery.

(h) Effective date This sectin is ef-
fective for dischages of indebtedness
occurrirg on or afte the dae these
regulatiors are publishel as final regula-
tions in the Federd Registe.

PART 301—PROCEDUR AND
ADMINISTRATION

Pa. 12 The authoriy citation for
pat 301 continues to read as follows:
Authority: 26 U.S.C 780 * * *

§ 301.9100-13T [Removed]

Pa. 13. Section 301.9100-13 is re-
moved.

Margard¢ Milner Richardson,
Commissioneof Internd Revenue.

(Filed by the Office of the Federad Registe on
Januay 6, 1997 8:45 a.m, ard publishal in the
isste of the Federh Registe for Januay 7, 1997,
62 F.R. 955)

The filin g requiremers for trustees ard othe payes are as follows:

Announcement 97-10

The Healh Insurane Portability and
Accountabiliy Act of 19% addel sec-
tion 220 to the Internd Revene Code
to permt eligible individuals to establish
medicd saving accouns (MSAS). The
Act also addel Code section 6050Q,
which requires ary persa paying long-
term care or acceleraté deah benefits
to repot the aggregat benefis paid and
certan othe information In addition,
the Smal Busines Jdb Protection Act
of 199% addel section 408(p) which
allows individuals to establit Savings
Incentive Match Plars for Employee of
Smal Employes (SIMPLE) retirement
accounts.

To carty out the MSA provisions the
IRS developé three new forms Form
1099—-MSA Distributions From Medical
Saving Accounts for trustes to report
distributiors from an MSA; Form 5498—
MSA, Medicd Saving Accourt Infor-
mation for trustees to repot contribu-
tions to an MSA; and Form 885],
Summay of Medicd Saving Accounts,
for trustes to repot the numbe of
MSAs established.

For insurane companis ard other
payes to repot the aggregat benefits
paid and othe information required un-
der sectiom 6050Q the IRS developed
Form 1099+ TC, Long-Tem Care and
Accelerate Deah Benefits.

Jure 2, 1997 (For MSAs establishd from Jan 1—Apr.

Augug 1, 1997 (For MSAs establishd from May

If the Fom Is— Then File With or Furnish to- By This Date
1099-M3A (Copy A)- IRS- March 2, 1998
1099-M3A (Copy B)—~ Recipient Februay 2, 1998
Fom 5498—-M3A (Copy A)— IRS- Jure 1, 1998
Fom 5498-MS\ (Copy B)- Participant Jure 1, 1998
Fom 8851~ IRS-

30, 1997)
Fom 8851~ IRS-

1—Jure 30, 1997)
Fom 1099+ TC (Copy A)- IRS- March 2, 1998
Fom 1099-LTC (Copy B)- Policyholdef Februay 2, 1998
Fom 1099+ TC (Copy C)~ Insurech Februay 2, 1998

Copy A of Forms 1099-MSA 5498-
MSA, ard 1099+ TC are provided for
your information Fom 8851 is also
included Printad forms are expectéd to
be availabk in late Februay.

No new forms are required for trust-
ees to repot distributiors from and

1997-10- I.R.B.

contributiors to a SIMPLE. Trustees
mud- repott- distributiors= from- a
SIMPLE on Fom 1099-R ard report
contributiors to a SIMPLE on Form
5498 The filing dates for Form 1099-R
ard Form 5498 will reman the sane as
in prior years The 1997 versiors of

64

thee forms hawe bee revisal for re-
porting SIMPLEs Printed copies of
Forms 1099-R amd 5498 can be ob-
tained by calling 1-800-829-3676.

All the forms discussd abowe can be
downloadd from the IRS's Internet
Web Site at http://www.irs.ustreas.go



0594

Clvoio [ CORRECTED

PAYER'S name, street address, city, state, and ZIP code

OMB No. 1545-1517 |

1997

Distributions From
Medical Savings

Accounts
Form 1099-MSA
PAYER'S Federal identification number] RECIPIENT'S identification number 1 Gross distribution 2 Eamings on excess Copy A
: contributions
For
$ $ Internal Revenue

RECIPIENT'S name

3 Distribution code

Service Center
File with Form 1096.

Street address (including apt. no.)

City, state, and ZIP code

Account number (optional)

For Paperwork
Reduction Act Notice
and instructions for
completing this form,
see the 1997
Instructions for
Forms 1099, 1098,
5498, and W-2G.

Form 1099-MSA Cat. No. 23114L Department of the Treasury - Intemal Revenue Service
Do NOT Cut or Separate Forms on This Page '
0527 L voip ] CORRECTED

TRUSTEE'S name, street address, city, state, and ZIP code ~ i Employes MSA OMB No. 1545-1518

contributions made in Medical
1997 and 1998 for 1997 "

$ ﬂ@97 Savings
2 Total MSA contributions Account
made in 1997 Information

$ Form 5498-MSA
TRUSTEE'S Federal identification number | PARTICIPANT'S sacial security number | 3 Total MSA confributions made in 1998 for 1997 Copy A
$ For
PARTICIPANT'S name ~~~ oo e e ‘4 MSA roliover contributions {not | 5 Fair market value of account | Internal Revenue
included in boxes 1, 2, or 3) Service Center
$ $ File with Form 1096.

Street address (including apt. n6.)

City, state, and ZIP code ~ ™~

Account number (optional).

For Paperwork
Reduction Act Notice
and instructions for
completing this form,
see the 1997
Instructions for
Forms 1099, 1098,
5498, and W-2G.

Fom 5498-MSA

Cat. No. 23007L

Department of the Treasury - Internal Revenue Service

Do NOT Cut or. Separate. Forms, on. This Page.

65
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- Form 8851 Summary of Medical Savings Accounts e
1997

Trustee's name Employer identification no.

e e ooty » For Paperwork Reduction Act Notice, see back of form.

Number, street, and room/suite no.

City, state, and ZIP code Telephone number

( )

a This report is for the period: ['_'] January 1 through D May 1 through
April 30, 1997 June 30, 1997

b Total number of medical ¢ Total number of previously d Total number of excludable
savings accounts (see uninsured account holders account holders (see
instructions) , ., . » (see instructions), . . » instructions) ., , . ., P

Check if
Name of Account Holder Social Security Number | Previously
(Last name, first name, and middle initial) Uninsured

Check if
Excludable

10

11

12

13

14

15

16

17 . ' LR,

18

19

20
Page 1 of

Cat. No. 22932F Form 8851 (1997,

1997-10 I.R.B. 66



0593

[Jvoip [ CORRECTED

PAYER'S name, street address, city, state, and ZIP code

1 Gross long-temn care

OMB No. 1546-1619

Street address (including apt. no.)

Street address (including apt. no.)

City, state, and ZIP code

City, state, and ZIP code

Account number (optional)

4
(optional)

D Chmirlllicalby D Tm‘r;llilnally

Date certified

benefits paid
$ ﬂ@97 Long-Term Care and
2 Accelerated death Accelerated Death
benefits paid Benefits
$ Form 1099-LTC
PAYER'S Federal identification number | POLICYHOLDER'S identification numberf 3 Check one: INSURED'S social security no. copy A
D Per D Reimbursed
diem amount For
POUCYHOLDER'S name INSURED'S name Internal Revenue

Service Center
File with Form 1096,

For Paperwork
Reduction Act Notice
and instructions for
completing this form,
see the

1997 Instructions for
Forms 1099, 1098,
5498, and W-2G.

Form 10989-LTC

Cat.

No. 23021Z

Department of the Treasury - Intemal Revenue Service

Do NOT Cut or Separate Forms on This Page



