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Objectives NATP

* At the end of this course, you will be able to:

* Explain the reporting of Forms 1099-A and 1099-C

* Identify the deemed selling price from Form 1099-A

* Determine taxable income from cancellation of debt

* Discuss the concept of insolvency

» Complete Form 982, Reduction of Tax Attributes Due to Discharge of Indebtedness
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Types of Debt

Arizona
Chapter Years

Different Flavors of Debt NATP

* Secured debt
* The debt is “secured” by specific property, typically real property
* Borrower is not liable for any debt not settled by repossession of the
property
* Unsecured debt
* Essentially a “signature loan”
* No specific property is pledged as security for the loan
* Borrower is fully liable to pay the entire debt
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Non-Recourse Debt NATP

e This is always secured debt.

* Loan is fully satisfied if property is repossessed EVEN IF THE
VALUE OF THE PROPERTY HAS DROPPED BELOW THE
AMOUNT OF THE DEBT!!

* Thus, the creditor runs the risk of losing money

* Which means a higher interest rate may be charged

Non-Recourse Debt NATP

* If loan is non-recourse, this will be stated in the paperwork
¢ Usually occurs only because required by state law!

* 12 states require the first mortgage on taxpayer’s principal
residence to be non-recourse

* This benefit is LOST when the taxpayer refinances the house

* May also occur with large commercial real estate or large
development projects
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Example of Non-Recourse Debt NATP

* Taxpayer takes out a non-recourse mortgage on a building with FMV of
$700,000.

* Mortgage is $600,000.

* A year later, the taxpayer stops making mortgage payments.

* Loan balance is now $550,000 and FMV of the building is $500,000 ..

* Lender repossess the property and later sells the building for $525,000.

* The lender has lost $25,000 but cannot pursue the taxpayer for the
remainder of the loan.

* No cancellation of debt income for the taxpayer!

Twelve States NATP

* These are the 12 states that require the first mortgage on a
principal residence to be NON-RECOURSE!

» Alaska, Arizona, California, Connecticut, Idaho, Minnesota, North
Carolina, North Dakota, Oregon, Texas, Utah and Washington

B

CALIFORNIA REPUBLIC
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Recourse Debt NATP

* Recourse debt may be secured or unsecured.

* Borrower is fully responsible for satisfying the debt, whether or
not there is secured property.

« If it’s secured, first the property is repossessed...and then the
lender can go after the borrower if there is still outstanding debt.

9
Secured debt Specific property is pledged as Specific property is pledged
collateral. Lender has recourse to as collateral and lender has no
pursue the borrower for remaining further recourse.
debt. Repossession is treated as a sale  Repossession is treated as a
of property and cancellation of debt sale of the property. No
may occur. cancellation of debt.
Unsecured debt “Signature loan” relies on borrower’s NA
creditworthiness and promise to repay
(credit cards, typically). There is no
repossession of property. Cancellation
of debt may occur.
10
10
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Defaulting on a Loan ~ NATP

* Repossession is not automatic (because the lender really doesn’t
want the property)!

* There are alternatives:

* Renegotiate to reduce interest rate, reduce principal balance, extend
repayment period, request a temporary halt to required payments

* Principal balance reduction can result in cancellation of debt
income to the taxpayer.

11

11

Short Sale NATP

* A short sale occurs when the FMV of the property is less than the
mortgage balance, but the lender permits the borrower to sell the
property at a price below the balance of the loan.

* Funds received for this sale go directly to the bank.
* May relieve the borrower of further obligation to pay the loan!

* (Or not.)

Whether or not the borrower is relieved of pm—
further obligation to pay the loan depends on
whether the loan is...??

12

12
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Other Options NATP

* Borrower might simply abandon the property.

* Borrower might provide a deed-in-lieu of foreclosure.

* This is a legal process in which the borrower voluntarily conveys
ownership of the home to the lender as an alternative to foreclosure.

* Note that a deed-in-lieu does not wipe out any secondary loans but lender
takes title subject to these liens.

* Lender is not required to accept the deed-in-lieu.

* State law determines many of the steps in this process.

13

13

NATP

Arizona
Chapter Year

* Which of the following is true about nonrecourse debt?

a. Thelender cannot go after the borrower if the debt is not fully satisfied
by property repossession.

b. Itis never secured debt.
Some states require the first mortgage on a home to be nonrecourse.
d. It will always produce cancellation of debt upon default.

0o

14

14
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Form 1099-A

Arizona
Chapter Years

15

15

1099-A NATP

* 1099-Ais filed only by a creditor when...
e That creditor is in the trade or business of lending money AND
* Debt was secured by property of the borrower AND
* Creditor receives an interest in the secured property in full or
partial satisfaction of the debt

* Due by January 315t of year following the repossession/
abandonment

16

16
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NA_TP

1099-A NOT Required

* 1099-Ais NOT issued in a short sale situation because the lender
never takes possession of the property.

* Instead, there will be a closing document and a 1099-S from the
title company!

* 1099-A is NOT issued if the property securing the loan is located
outside the United States and the borrower has provided a
statement, under penalties of perjury, that the borrower is an
exempt foreign person.

17

17
Date lender
acquired the
- property OR had
CORRECTED (if checked) knowledge of
'Los:gfﬁ;; e, St o,y Cr e, Sl o procn, G, ZPor OMB No. 15450877 abandonment
Form 1 099'A
8 (Rev. January 2022)
= For caender Secured Property Balance of
= ot f ondrs acqusion o | 2B of o Co 1 mortgage as of
= T -
o LENDER'S TIN BORROWER'S TIN rrower that date
"‘a - / $ This is important tax
= BORROWER'S name 3 4 Fa mariat vaseofpropary nformation and & boing
fumished to the IRS. If
_;‘ s you are required to file a Property FMV as
= -
=1 Street address (including apt. no.) S If checked, the borrower was personaly liable for repayment ;i';;"ﬂ":“’,:;’: of that date
_%) of the debt > imposed on you if
— City or town, state or province, country, and ZIP or foreign postal code 6 Description of property T ome resuts
L from this T
arom neTmczn || Check the box for
Account number (see instructions) &;;ﬁp.ﬂ::’] recourse!
L | Form 1099-A (Rev. 1-2022) (keep for your records) www.irs.gov/Form1099A Department of the Treasury - Internal REMM
’ Property ID
18
18
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Box 5 NATP

* Box 5 establishes whether the debt was recourse or non-recourse

« If it’s not checked, it’s nonrecourse — the deemed sales price is the
loan balance (Box 2).

» If it is checked, then it’s recourse — the deemed sales price is the
lower of FMV (Box 4) or loan balance (Box 2).

S If checked, the borrower was personally liable for repayment
ofthedebt . . . . . . . . . . .Wm

- .

19

19

What If I Don’t Agree With the FMV?? NATP

* The FMV on Form 1099-A is an important number and is
determined by the lender.

* The difference between the FMV and the debt is collectible by the
lender if this is a recourse loan!

* This FMV also may represent a deemed sale amount on the tax
return.

* If the borrower doesn’t agree with the amount in Box 4, consider
getting an appraisal to send to the lender.

* If the lender won't agree, submit the appraisal with Form 8275,
Disclosure Statement.

20

20

10
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Box 6 NATP

* Typically a street address for residential real property
* Vacant land will show a legal address
 Automobile will show a VIN

6 Description of property

21

21

Two Separate Transactions NATP

* Remember that there are two possible tax events when it comes to
a repossession of property

* First: the “sale” of the property with a resulting gain or loss
* (Which may or may not be recognized on the tax return)

* Second: the possibility of cancelled debt
* These two tax events may occur in different years

22

22

11
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Bonnie & Clyde’s Repossession Nf=

* Bonnie and Clyde bought their home in 2018 ¥
for $225,000

* Loan from their bank was $200,000

* In 2021, they both lost their jobs and stopped
paying the mortgage

* That year, the bank foreclosed and repossessed
the home

* Balance owed was $190,000, FMV was $175,000

* Their basis, with closing costs, is $230,000

* They received a 1099-A the following year that
looked like this:

onnie yaes - NATP
| CORRECTED (if checked)
LENDER'S name, street address, city or town, state or provinca, country, ZIP or OMB No. 1545-0877
fcrwapo:aJ wa:a: telephone no. rom 1099-A Acquisition or
et e (Rev. January 2022) Abandonment of
Forcalendar yer | Secured Property
20 _22

1 Date of lender’s acquisition or | 2 Balance of principal Copy B

LENDER'S TIN BORROWER'S TIN ge of abandonment | - outstanding For Borrower Loan balance

XXX-XX- XXX 123-45-6789 12/5/2021 $ $190000 Thsis . $190K
BORROWER'S name 3 4 Fair market value of property]| information and is being
furnished to the IRS. If
BONNIE AND CLYDE ou are required to file a
$ $175,000) return, a negligence FMV $175K
Street address (including apt. no.) 5 If checked, the borrower was personally liable for repayment ;ﬂ‘;“’ﬂ Z\:;':
of the debt . o . - > [7] [ ———
City or town, state or province, country, and ZIP or foreign postal code 6 Description of property taxable income resuits
1234 ARROWHEAD DRIVE from this transaction
TOMBSTONE, AZ and the IRS determines
Account number (see instructions) : that it has not been
reported.
Form 1099-A Rev. 1-2022) (keep for your records) www.irs.gov/Form1099A Department of the Treasury - Intemal Revenue Service
24

12
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Bonnie & Clyde’s Repossession

« It's a recourse loan, so deemed sales price is" §
the lesser of the FMV of $175K or loan
balance of $190K!

* They may see a 1099-C in the future

* Basis is $230,000

* This is a LOSS of $175,000 - $230,000
$55,000

Can they deduct this loss?

25

Form 8949 (2022) Attachment Sequence No. 12A Page 2
Narme(s) shown on retum. Name and SSN or taxpayer identification no. not requred ff shown on other side | Social security number or taxpayer identification number
BONNIE AND CLYDE XXX-XX-XXXX

Before you check Box D, E, or F below, see whether you received any Form(s) 1099-8 or substitute statement(s) from your broker. A substitute
staternent will have the same information as Form 1099-B. Either will show whether your basis (usually your cost) was reported to the IRS by your
broker and may even tell you which box to check
Long-Term. Transactions involving capital assets you held more than 1 year are generally long-term (see
instructions). For short-term transactions, see page 1.
Note: You may aggregate all long-term transactions reported on Form(s) 1099-B showing basis was reported
to the IRS and for which no adjustments or codes are required. Enter the totals directly on Schedule D, line
8a; you aren’t required to report these on Form 8949 (see instructions).
You must check Box D, E, or F below. Check only one box. If more than one box applies for your long-term transactions, complete
a separate Form 8949, page 2, for each applicable box. If you have more long-term transactions than will fit on this page for one or
more of the boxes, complete as many forms with the same box checked as you need.
] (D) Long-term transactions reported on Form(s) 1099-B showing basis was reported to the IRS (see Note above)
] (E) Long-term transactions reported on Form(s) 1099-8 showing basis wasn't reported to the IRS

(F) Long-t not reported to you on Form 1099-B
‘Adjustment, if any, to gain or loss.
1 (e) If you enter an amount in caumn (g), ]
® ® fe) (d) Cost or other basis 5::‘: a W’ﬂ column (f). Gain or (loss)
Date sold o Proceeds See the Note below separats instructions. | Subtract column (¢)
|EMT3$:;D':\?§§0, D’j‘: fﬂ““”"‘: disposed of (sales price) | and see Column fe) from column (d) and
xames f ¥-Y | (Mo., day. yr. | (ses instructions) | i the separate ] @ combina the result
instructions.  [Code(s) from Amount of with column (g).
instructions adjustment
PRINCIPAL RESIDENCE
FORM 1099 RECOURSE 02112018 | 121512021 $175,000 $230,00 L I $55,000 $0

 Code L = personal use property, loss not allowed

13
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What If There Had Been a Gain? NATP

* In an alternate universe, Bonnie and Clyde’s basis was $150,000 and the
deemed sale price was $175,000, so they have a gain in that universe.

Form 8949 (2022) Attachment Sequence No. 12A Page 2
Narme(s) shown on refum. Name and SSN or taxpayer identifcation no. not required if shown on other sde | S0cial security number o taxpayer identification number
BONNIE AND CLYDE | XXK-XX-XXXX

Before you check Box D, E, or F below, see whether you received any Form(s) 1099-B or substitute statement(s) from your broker. A substitute
statement will have the same information as Form 1099-B8. Either will show whether your basis (usually your cost) was reported to the IRS by your
broker and may even tell you which box to check.

Part Il Long-Term. Transactions involving capital assets you held more than 1 year are generally long-term (see
instructions). For short-term transactions, see page 1.

Note: You may aggregate all long-term transactions reported on Form(s) 1099-B showing basis was reported
to the IRS and for which no adjustments or codes are required. Enter the totals directly on Schedule D, line
8a; you aren't required to report these transactions on Form 8349 (see instructions).
You must check Box D, E, or F below. Check only one box. If more than one box applies for your long-term transactions, complete
a separate Form 8949, page 2, for each applicable box. If you have more long-term transactions than will fit on this page for one or
more of the boxes, complete as many forms with the same box checked as you need.
] (D) Long-term transactions reported on Formis) 1099-B showing basis was reported to the IRS (see Note above)
| (E) Long-term transactions reported on Form(s) 1099-B showing basis wasn't reported to the IRS
[] (F) Long-term transactions not reported to you on Form 1099-B

1 fe) L
@ ) () (@ Costoratherbasis| | _ seler s eode) o . Gain or (loss)
. Date sold or Procesds  [Sea the Note below, separate instructions. | ,btract column fe)
e e oy | e aeauise | disposeaot | (sabes prics) |and see Coumn ) from column (d) and
Example o) | Mo cay. v} | (o day, yr) | (seeinstructions) | in the separate l ) combina the result
instructions. ~ [Code(s) from mount of with cokumn (g).
structio adjustmant
PRINCIPAL RESIDENCE
FORM 1099 RECOURSE 0212018 | 12/52021 $175,000 $150,00( H ($25,000) $0 27

27

A Bad Year in Neverland NATP

* Peter and Wendy bought their home in 2019 for $225,000, with a
bank loan of $200,000.

* In 2022, they both lost their jobs and stopped paying the
mortgage.

* That year, the bank foreclosed and repossessed the home.

* Balance owed was $190,000, FMV was $175,000.

* Their basis, with closing costs, was $230,000.

* They received a 1099-A the following year that looked like this:

28

28

14
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Peter and Wendy Get a 1099-A  NATP

* Notice that Box 5 is not checked! Sale price is the loan balance!

| CORRECTED (if checked)

foreign postal code, and telephone no.
MORTGAGE BANK

LENDER'S name, street address, city or town, state or province, country, ZIP or

OMB No. 1545-0877

Form 1 099‘A

Rev. Janvary 2022) | Ab

Acquisition or
andonment of

LENDER'S TIN
XX-XXXXXX

BORROWER'S TIN

123-45-6789

Forcalendar yer | Secured Property
20
1 Date of Iar\d;'f‘s acquisition or | 2 Balance of principal Copy B
For Borrower
12/5/2021 $ $190.000  This is important tax

BORROWER'S name
PETER AND WENDY

Street address (including apt. no.)

City or town, state or province, country, and ZIP or foreign postal code

4 Fair market value of property

$ 175,000

information and is being
fumished to the IRS. if
you are required to file a
retum, a negligence

of the debt

§ If checked. the borrower was personally liable for repayment

- -

penalty or other

6 Description of property
2222 ARROWHEAD DRIVE

Account number (see instructions)

TOMBSTONE, AZ

taxable income results
from this transaction
and the IRS determines
that it has not been
reported.

Form 1099-A [Rev. 1-2022)

(keep for your records)

Wwww.irs. gov/Form1089A

Department of the Treasury -

Internal Revenue Service

29

29

Peter and Wendy’s Form 8949

NATP

* Nondeductible loss of $40,000

Form 8949 (2022)

Attachment Sequence No. 12A

Page 2

PETER AND WENDY

Narmeds) shown on retum. Name and SSN or taxpayer identifcation no. not requred i shown on other side

Social security number or taxpayer identification number

JOO(-XX-XXXX

Before you check Box D, E, or F below, see whether you received any Formys) 1099-8 or substitute statement(s) from your broker. A substitute
statement will have the same information as Form 1099-B. Either will show whether your basis (usually your cost) was reported to the IRS by your
broker and may even tell you which box to check

Long-Term. Transactions involving capital assets you held more than 1 year are generally long-term (see
instructions). For short-term transactions, see page 1.
Note: You may aggregate all long-term transactions reported on Form(s) 1099-B showing basis was reported
to the IRS and for which no adjustments or codes are required. Enter the totals directly on Schedule D, line

8a; you aren't required to report these transactions on Form 8949 (see instructions).

You must check Box D, E, or F below. Check only one box. If more than one box applies for your long-term fransactions, complete
a separate Form 8949, page 2, for each applicable box. If you have more long-term transactions than will fit on this page for one or
more of the boxes, complete as many forms with the same box checked as you need.
| (D) Long-term transactions reported on Form(s) 1099-B showing basis was reported to the IRS (see Note above)
] (E) Long-term transactions reported on Form(s) 1099-B showing basis wasn't reported to the IRS
[] (F) Long-term transactions not reported to you on Form 1099-B

1

Adjustment, if any, to gain or loss

© H you enter an amount in cokumn (gl "

™ ® fe) (L] Cost or other basis ‘enter a code in column (9. Gain or loss)
Description of Date acquired | Date S0kd of Procesds  [Ses the Note beiow| See the separate instructions. | 5,baract column (e)
Eraroler ‘Wg“"xﬂ 4 " ﬂ““ disposed of (sales price) | and see Column (e} from column (d) and
(Examp o) | Mo day. 7} | (o day, yr) | (seeinstructions) | in the separate @ combine the rasuit

instructions. [Co0e(s) trom(  Amount of with cokumn fg).

instructions | adjustment
PRINCIPAL RESIDENCE

st Ndreliz - 12/5/2021 $190,000| $230,00 L $40,000 50

02/112019
I

30

30

15
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P eyt o) o] e
o er = Sz AT S Arizona
. e P . - | o o = Chapter Years
= \S ! 3 S ot = 7 S
~ - -1 - =
i Ll W 7N Nt T ] — ™
b S, | [ a_ =" .. 1 o n:?_; :_

* Which of the following is not information provided by the 1099-
A?

If the loan is recourse or non-recourse

The FMV of the property at the time of repossession
The date a 1099-C will be issued

The property description

© oo T

The loan balance at the time of repossession

Form 1099-C
NAIP
Chaotor 5

16
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Cancellation of Debt is Income NATP

* §61 (a)GENERAL DEFINITION

* Except as otherwise provided in this subtitle, gross income means
all income from whatever source derived, including (but not
limited to) the following items:...

* (11) Income from discharge of indebtedness

33

33

Recourse Debt and Debt Cancellation NATP

* Debt cancellation may or may not occur at the same time or even
in the same year as the repossession.

* Debt cancellation occurs if and when the lender’s accounting
department removes the loan from its books.

* Yes, it can take years...

* And the taxpayer might never see the form because it’s been
mailed to an old address.

34

34

17
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8 “Identifiable Events”  NATP

* 8 identifiable events trigger a creditor’s responsibility to report COD income
on Form 1099-C

1. Discharge of indebtedness under Title 11 (aka bankruptcy)

2. Cancellation of an indebtedness that renders a debt unenforceable in a
receivership, foreclosure or similar proceeding

3. Cancellation of an indebtedness upon expiration of statute of
limitations for collection for an indebtedness

4. Cancellation of an indebtedness pursuant to election of foreclosure
remedies

35

35
1 S L2 144
8 “Identifiable Events”  naTP
* 8 identifiable events trigger a creditor’s responsibility to report COD income
on Form 1099-C
5. Cancellation of an indebtedness that renders a debt unenforceable due
to probate
6. Discharge of indebtedness pursuant to an agreement between an entity
and a debtor to discharge indebtedness at less than full consideration
7. Discharge of indebtedness pursuant to a decision by the creditor or
application of a defined policy by the creditor
8. Financial institution, credit union or certain government agencies at the
expiration of the non-payment testing period (as required by law to
maintain an accurate balance sheet)
36
36

18
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* A =Debt discharged in bankruptcy
* B = Unenforceable debt in receivership, foreclosure or similar
proceeding other than bankruptcy in a federal or state court
 C = Statute of limitations or expiration of deficiency period
* D = Statutory cancellation following foreclosure
* E = Unenforceable due to probate or similar proceedings
* F = Agreement between debtor and creditor to cancel
* G = Cancellation decision or policy to discontinue collection
* H = Other actual discharge prior to an identifiable event
37
37
| Date of identifiable event | | Amount of debt cancelled |
/ 1
i CORRECTED (if checked) / / Any interest included in Box 2 |
;I:Eg;?:;ganv:&i;:l‘ﬁr‘e:;paz‘zr;:wn,mamorp«mwnce.counm; 1 Date of identifiable avent OMB#fo. 1545-1424
2 Amount of debt discharged Form 1 Cancellation
$ (Rev pfiuary 2022) of Debt
3interest, i included in box 2 |y#r calendar year
$ 20__
CREDITOR'S TIN DEBTOR'S TIN 4 Debt description Copy B
For Debtor
DEBTOR'S name

This is important tax

5 Iif checked, the debtor was personally liable for

Street address (inchuding apt. no.)
repayment of the debt

A

City or town, state or province, country, and ZIP or foreign postal code taxable Ncome ras,

from this transact
and the IRS

that it has not been

’ Identity information ‘
'l

Account number (see instructions) 6 Identifiable event code 7 Fair market value of propdity

$ reported
- Form 1099-C (Rev. 1-2022) (keep for your records) wwfv.irs.gov/Form1029C Depfrtment of the Traasuly - Internal Revenue Service \
| Type of debt cancelled
Identifiable event code || Property FMV || Recourse? | X

38

19
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Lizzy and William NATP

* Lizzy and William bought their home in 2020 for $210,000

* Bank loan (recourse) for $164,000

* Bank foreclosed and repossessed the house on 12/5/2022

* Loan balance was $154,000 including $1,200 interest unpaid
* Home FMV was $140,000

 William and Lizzy still owe $14,000 to the bank

* But the bank’s policy is to not pursue debts under $15,000!!

39

39

Lizzy and William’s 1099-C ~ naTP

* The bank sends ONE form out, a 1099-C
* No need to send a 1099-A as well

CORRECTED (if dhecked)

CREDITOR'S name, street address, city or town, state or province, country, | 1 Date of idgntifiable event OMB No. 1545-1424

ZIP or foreign postal code, and telephone no. 12k512022

BANK OF EVERYWHERE 2 Amount offdebt discharged rorn 1099-C Cancellation
$ v 154,000| (Rev. January 2022) of Debt
3 Interest, if included in box 2 |  For calendar year
$ 1,200 20 22

CREDITOR'S TIN DEBTOR'S TIN 4 Debt description Copy B

XU-XOO0XNX 123-45-6789 RESIDENTIAL MORTGAE LOAN For Debtor

DEBTOR'S name This is important tax

information and is being

LIZZY AND WILLIAM fumished to the IRS. if
you are required to file a

Street address (including apt. no.) 5 if checked, the debtor was personally liable & return, a negligence
repayment of the debt . ¥ penalty or other

sanction may be
imy n if
City or town, state or province, country, and ZIP or foreign postal code xamse“i.ii«dn: retjls
from this transaction
and the IRS determines

Account number (see instructions) 6 Identifiable event code T Fair market value of property that it has not been
> G $ 140,000 reported.
Form 1099-C (Rev. 1-2022) (keep for your records) www.irs.gov/Form1089C Department of the Treasury - Intemal Revenue Service

40

40
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Only Form 1099-C is Received NATP

* There are still TWO separate reportable events if real property is
involved!

* Repossession aka deemed sale
* Debt cancellation aka possible ordinary income

41

What Do I Do About Interest? NATP

« If the interest would have been deductible if they had paid it, they
are not required to pay tax on it as cancelled debt.

* This treatment only applies to deductible interest.
* It doesn’t matter if they wouldn’t have itemized.

SCHEDULE A Itemized Deductions
(Form 1040) Go to www.irs. for and the latest i
Department of the Treasury Attach to Form 1040 or 1040-SR.
Interal Revenus Senvice | Caution: If you are claiming a net qualified disaster loss on Form 4684, see the instructions for line 1

jame(s) shown on Form 1040 o 1040-SR [ Your social security number

42

42
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End Result Lizzy and William  NATP

* Debt discharged is $154,000 — FMV $140,000 — $1,200 deductible
interest = $12,800 cancelled debt

* But is not taxable thanks to the principal residence mortgage
indebtedness exclusion! §108(a)(1)(E)

* (We'll talk more about that shortly)

43

43

Guarantors NATP

* Bob Sr. guaranteed a loan for Bob Jr.

If the Bob, Jr. defaults, who gets the
1099-C?

44

22
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1099-C for Credit Cards NATP

* 1099-C is filed by each credit card company.

* A taxpayer may receive multiple 1099-Cs from multiple credit
card companies.

* But no property is repossessed so no 1099-A is filed.

45

IA\I/\TP'
S N e

* Which statements are false?

a. There must always be both a 1099-A and a 1099-C when there is
cancellation of debt.

b. In certain cases, a 1099-C is enough; no 1099-A is required.

c. If multiple credit card companies cancel debt, the combined amount is
reported on just one 1099-C.

d. If real property is repossessed under a recourse loan, there will likely be
two taxable events: deemed sale and debt cancellation.

46

46
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Exceptions

Arizona
Chapter Years

47

47

31"."

* There are 4 exceptions to the rule that cancellation of
debt is income.

* Meaning the taxpayer will not receive a 1099-C in these
circumstances...

* There are 5 exclusions that require the reduction of
tax attributes.

* Meaning the taxpayer will probably receive a 1099-C in
these circumstances but might not have to pay tax on that
cancelled debt!

Exclusions vs Exceptions... & P

48
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Start with the 4 Exceptions NATP

* These four exceptions do not result in a 1099-C and no tax
attributes are reduced on Form 982 (so basically invisible to the
IRS)

* Gifts and bequests §102(a)

* Forgiveness of tax-deductible items (when the debt itself would be
deductible if paid — remember the interest on the mortgage!) §108(e)(2)

* Direct purchase price reductions between buyer and seller (§108(e)(5)(A)
* (When seller is holding the note and reduces the price)
* Certain student loans §108(f)(1), §108(f)(5)

49

49

Gifts and Bequests NATP

* §102 (a) GENERAL RULE Gross income does not include the value of
property acquired by gift, bequest, devise, or inheritance.

* If the debt was cancelled as a gift or inheritance, there is no taxable
income to the recipient of that gift.

50
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Deductible Debt NATP

* I you use the cash method of accounting, you do not realize
income from the cancellation of debt if the payment of the debt
would have been a deductible expense.

* (Because it just ends up being a wash.)

51

Price Reductions NATP

* Direct purchase price reductions between buyer and seller are
simply reductions in price.
* No cancellation of debt is involved.

52
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Student Loan Debt NATP

* §108(f)(1) STUDENT LOANS
* (1) IN GENERAL

* In the case of an individual, gross income does not include any
amount which (but for this subsection) would be includible in
gross income by reason of the discharge (in whole or in part) of
any student loan if such discharge was pursuant to a provision of
such loan under which all or part of the indebtedness of the
individual would be discharged if the individual worked for a
certain period of time in certain professions for any of a broad
class of employers.

53
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Teachers, Doctors, Nurses... NATP

* This exclusion typically applies to people who agree to work in certain
fields in underserved areas for a period of time!

* Typically rural areas

* Organizations include:
* Public Service Loan Forgiveness
* National Health Service Corps Loan Repayment Program
* Indian Health Service Loan Repayment Program
» Armed Forces Loan Repayment Programs

54
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Form 982 Exclusions

Arizona
Chapter Years

55

55

Form 982 NATP

* “Generally, the amount by which you benefit from the discharge
of indebtedness is included in your gross income. However, under
certain circumstances described in §108, you can exclude the
amount of discharged indebtedness from your gross income.

* You must file Form 982 to report the exclusion and the reduction
of certain tax attributes either dollar for dollar or 33!/, cents per
dollar (as explained later).” - - Form 982 Instructions

56

56
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Form 982 NATP

* “Generally, the amount by which you benefit from the discharge
of indebtedness is included in your gross income. However, under
certain circumstances described in §108, you can exclude the
amount of discharged indebtedness from your gross income.

* You must file Form 982 to report the exclusion and the reduction
of certain tax attributes either dollar for dollar or 33!/ cents per
dollar (as explained later).” - - Form 982 Instructions

57
57
5 Exclusi NATP
* Part I of Form 982 shows the 5 exclusions.
I Bankruptcy I
Reducti f Tax Attributes Due to Discharge of —|1n501vency
eduction or Tax ributes Due to Discharge 0i OMB No. 1545-0046
f;mmgg,g Indebtedness (and Section 1082 Basis Adjustment) .
- :ﬂ“ s » Attach this form to your income tax return. Attachment
\Demlﬂml 'me g » Go to www.irs.gov/Form982 for instructions and the latest Sequence No. 94 I QuahﬁEd farm debt I
Name showi et B [ identifying number
ual real propert
IEZE General Information (see instructions) Q R property
business debt
1 Amount excluded is due to (check applicable box(es)): ¥
a Discharge ofindebtedness inatitle11case . . . . . . . . . . . . . . . . . . .. ...
b Discharge of indebtedness to the extent insolvent (not in a title 11 case) PR - . - . N
¢ Discharge of qualified farm indebtedness . . . . . . . . . . . . . . . . . ... ... . Quahﬁed home
d Discharge of qualified real property business lndebledness ..................
e Discharge of qualified principal residence indebtedness (Caution: See instructions before checklng this box if debt // mortgage debt
was discharged after 2017.) . . e e . . . (]
2 Total amount of discharged indebtedness excluded from grossincome . . . . . . . . . 2 |
3 Do you elect to treat all real property described in section 1221(a)(1), relating to property held for sale to
customers in the ordinary course of a trade or business, as if it were depreciable property? . . . . . . | Yes No
58
58
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Exclusions...and Tax Attributes NATP

Part II of Form 982 shows tax attributes to be reduced.

X Reduction of Tax Attributes. You must attach a description of any transactions resulting in the reduction in
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable,
for Part IL.)

required pa p consent (For ad see the i

Enmamwm excluded from gross income:
For a discharge of qualified real property business indebledness applied 10 reduce the basis of

depreciable real property 4
5 That you elect under section 108{b)5) to apply first to reduce the basis (under section 1017) of
depreciableproperty . . . . . . . . . . . .. ... o. . . |s
6  Applied to reduce any net operating loss that occurred i melanye.—uonmascrwg carried
aver to the tax year of the discharge . . 6
7 Applied to reduce any general business credit camyover o or from the tax year of the discharge . | 7
8  Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the
taxyearofthedischarge . . . . . . . . . . . . . 8
9 Applied to reduce any net capital loss for the tax year of mecxscnarge inciu dnqa y:a:ml foss
carryovers to the tax year of the discharge 9
10a Applied to reduce the basis of nondepreciable and depreciable property if not educcdon\ ine 5.
DO NOT use in the case of discharge nrqunf»eamrm indebtedness . . . . . 10a
b Applied to reduce the basis of your principal residence. Enter amount her  ONLY if lne Te
checked T

11 For a discharge of qualified farm indebtedne: app\edl reduce the basis of;
a Depreciable property used or held for use in a trade or business or for the production of income if
notreduced on line 5 . . .. e e e e e e e e . .

b Land used or held for use in a trade or business of farming .

© Other property used or held for use in a trade or business or for the production of income 11c

12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge

13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge 13 59

59

Reporting Bankruptcy Exclusion NATP

* To show that debt was canceled in a bankruptcy case and is
excluded from income, attach Form 982 to the federal income tax

return and check the box on line 1a.

* Lines 1b through le don't apply to a cancellation that occurs in a
title 11 bankruptcy case.

* Enter the total amount of debt canceled in the title 11 bankruptcy
case on line 2.

* You must also reduce the client’s tax attributes in Part II of Form
982.

60

60
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Insolvency NATP

* A taxpayer is insolvent if they have more liabilities than assets.

* The test date for insolvency is the date just prior to the date on the
1099-C.

» All liabilities and all assets are included in the calculation,
including assets that would otherwise be exempt from bankruptcy
or other collection processes.

* Assets are valued at FMV.
 Liabilities are valued at amount due.

61

61

Multiple Insolvencies

¢ Alice had a lot of credit card debt R\

* She negotiated with the various card
companies and was able to reduce both
principal and payments on three different
cards
* Alice has:
e Car FMV $12,000
* Furniture, jewelry FMV $5,000 Total assets $17,250
* Cash of $250
* Secured car loan of $5,000

62
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Multiple Insolvencies

* Alice received three 1099-C forms:

* First 1099-C is for $2,235, identifiable event date of
7/15/2022

* Second 1099-C is for $3,184, identifiable event date of
8/1/2022

* Third 1099-C is for $1,100, identifiable event date of
8/15/2022

* We have to examine each of these separately to see if
Alice meets the insolvency criteria.

63
L] , L] L] L] L] ,
Alice’s Liabilities NATP
7/15/2022 $11,235 $9,000 $2,235
8/1/2022 $6,734 $3,550 $3,184
8/15/2022 $3,450 $2,350 $1,100
Total card debt $21,419 $14,900 $6,519
Car loan $5,000 $5,000 NA
Total debt $26,419 $19,900 NA
* Remember that when debt is cancelled, the liability is removed! So
Alice’s debts will actually decrease after each 1099-C.
* The car loan amount will also drop if she’s making payments, but I've
kept that constant for simplicity. .
64
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First 1099-C

* First 1099-C is for $2,235 with an identifiable event %

date of 7/15/2022. ~

» As of 7/14/2022, Alice has total debt of $26,419 and
assets of $17,250.

* She is insolvent in the amount of $26,419 - $17,250 =
$9,169, so that first 1099-C can be excluded from
income due to insolvency.

65

Second 1099-C

* Second 1099-C is for $3,184 with an identifiable %

event date of 8/1/2022. S

» As of 7/31/2022, Alice has total debt of $9,000 +
$6,734 + $3,450 + $5,000 = $24,184 and assets of
$17,250.

* She is insolvent in the amount of $24,184 - $17,250 =
$6,934, so that second 1099-C can be excluded from
income due to insolvency.

66
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Third 1099-C

v
=~

date of 8/15/2022.

* Third 1099-C is for $1,100 with an identifiable event

» As of 8/14/2022, Alice has total debt of $9,000 +

$3,550 + $3,450 + $5,000 = $21,000 and assets of {

$17,250.

income due to insolvency.

* She is insolvent in the amount of $21,000 - $17,250 =
$3,750, so that third 1099-C can be excluded from

)

67

IRS Insolvency Worksheet Pub 4681

NATP

Insolvency Worksheet

Date debt was canceled (mm/dd/yy

T
mmediately

B

the Cancellation

ore

Part|. Total liabilities immediately before the cancellation (don'tinclude the same liability

category

in more than one

Liabilities (debts, Amount Owed
mmediately
Before the
Cancellation
1. Creditcard debt s
2. Mortgage(s) on real property (including first and second mertgages and home equity $
loans) (mortgage(s) can be on main home, any additional home, or property held for
investment or used in a trade or business
3. Carand other vehicle loans $
4. Medical bills owed $
5. Studentloans 5
6. Accrued or past-due mortgage interest s
7. Accrued or past-due real estate taxes s
8. Accrued or past-due utilities (water, gas, electric, etc S
9. Accrued or past-due childcare costs $
10. Federal or state income taxes remaining due (for prior tax years) $
11. Judgments $
12. Business debts (including those owed as a sole proprietor or partne 3
13. Margin debt on stocks and other debt to purchase or secured by inv 5
other than real property
14. Other liabilities (debts) notincluded above 5
15. Total liabilities immediately before the cancellation. Add lines 1 through 14. $

the same assetin more than one category

Fair market value (FMV) of assets owned immediately before the cancellation (don't include the FMV of

16. Cash and bank account balances $
17. Real property, including the value of land (can be main home, any additional home, or | $
property held for investment or used in a trade or business)
8. Carsand oth S
19. Computers 5
S
S
3
S
$
Stocks and bonds 5
26. Investments in coins, stamps, paintings, or other collectibles s
27. Firearms, sports, photographic, and other hobby equipment s
Interestin retirement accounts (IRA accounts, 401 (k) accounts, and other retirement s
accounts|
Interestin a pension plan S
Interest in education accounts L]
Cash value of life insurance S
deposits with landlords, utili and others s
33. Interests in partnerships 5
34. Value of investmentin a business s
35. Other investments (for example, annuity contracts, guaranteed investment contracts, | $
mutual funds, commodity accounts, interests in hedge funds, and options
36. Other assets not included above $
37. FMV of total assets immediately before the cancellation. Add lines 16 through 36. s
Part Ill, Insolvency
38 Amount of insolvency. Subtract line 37 from line 15. 1f zero or less, you aren't $

insolvent.

68
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What if Alice’s COD was More?

* It Alice’s COD had exceeded her insolvency and she had
no other exclusions available, she would report the excess g%
amount as Schedule 1 income. \

* Consider attaching the insolvency worksheets as pdfs to
the e-filed tax return.

* Prepare for an audit!!

69

Reporting Insolvency Exclusion NATP

* To show that you are excluding canceled debt from income under
the insolvency exclusion, attach Form 982 to the federal income
tax return and check the box on line 1b.

* On line 2, include the smaller of the amount of the debt canceled
or the amount by which you were insolvent immediately before
the cancellation.

* Calculate the extent to which the taxpayer was insolvent
immediately before the cancellation.

* Taxpayer must also reduce tax attributes in Part II of Form 982.

70
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Qualified Farm Debt Exclusion NATP

* §108(g)(2) QUALIFIED FARM INDEBTEDNESS

* For purposes of this section, indebtedness of a taxpayer shall be
treated as qualified farm indebtedness if —

* (A) such indebtedness was incurred directly in connection with
the operation by the taxpayer of the trade or business of farming,
and

* (B) 50 percent or more of the aggregate gross receipts of the
taxpayer for the 3 taxable years preceding the taxable year in
which the discharge of such indebtedness occurs is attributable to
the trade or business of farming.

71

71

Qualified Farm Debt Exclusion NATP

* Exclusion limits:

* The amount of canceled qualified farm debt that can be
excluded from income under this exclusion is limited. It
can't be more than the sum of:

1. Taxpayer’s adjusted tax attributes, plus

2. The total adjusted basis of qualified property taxpayer held at
the beginning of 2022

* Any canceled qualified farm debt that is more than this
limit must be included in income.

72
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Reporting Qualified Farm Debt Exclusion NATP

* To show that all or part of canceled debt is excluded from income
because it is qualified farm debt, check the box on line 1c of Form
982 and attach it to Form 1040 or 1040-SR.

* On line 2 of Form 982, include the amount of the qualified farm
debt canceled, but not more than the exclusion limit.

* Reduce client’s tax attributes in Part II of Form 982

73

Qualified Real Property Business Exclusion NATP

* §108(c)(3) QUALIFIED REAL PROPERTY BUSINESS INDEBTEDNESS

* The term “qualified real property business indebtedness” means
indebtedness which —

* (A) was incurred or assumed by the taxpayer in connection with
real property used in a trade or business and is secured by such
real property,

* (B) was incurred or assumed before January 1, 1993, or if incurred
or assumed on or after such date, is qualified acquisition
indebtedness, and...

74
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Qualified Real Property Business Exclusion NATP

* §108(c)(3) QUALIFIED REAL PROPERTY BUSINESS INDEBTEDNESS

* (C) with respect to which such taxpayer makes an election to have
this paragraph apply.

* Such term shall not include qualified farm indebtedness.
Indebtedness under subparagraph (B) shall include indebtedness
resulting from the refinancing of indebtedness under
subparagraph (B) (or this sentence), but only to the extent it does
not exceed the amount of the indebtedness being refinanced.

75
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Reporting Real Property Business Exclusion NATP

 Taxpayer must make an election to exclude canceled qualified real
property business debt from gross income.

* The election is made on a timely filed federal income tax return
(including extensions) and can be revoked only with IRS consent.

* The election is made by completing and attaching Form 982 to
your federal income tax return, checking the box on line 1d.

* Include the amount of canceled qualified real property business
debt on line 2 of Form 982.

* Reduce tax attributes in Part II of Form 982

76
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Real Property Business Exclusion Limit NATP

* The excluded amount can't be more than either:

1. The excess (if any) of the outstanding principal amount of the qualified
real property business debt (immediately before the cancellation) over
the FMV (immediately before the cancellation) of the business real
property securing the debt, or

2. The total adjusted basis of depreciable real property you held
immediately before the cancellation of the qualified real property
business debt (other than depreciable real property acquired in
contemplation of the cancellation).

77
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Principal Residence Indebtedness NATP

* Qualified principal residence indebtedness exclusion is:

* Debt used to buy, build, or improve the taxpayer’s principal residence

* Up to $1M ($500K MEFS) may be excluded if incurred on or before
12/15/2017

 Up to $750,000 ($375K MES) may be excluded if incurred after 12/15/2017
* Debt must be cancelled before 1/1/2026

* Exclusion may apply when a taxpayer sells home in a short sale, loses the
home in foreclosure, or when mortgage debt is restructured

78

78
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Reporting Principal Residence Exclusion NATP

* To show that all or part of your canceled debt is excluded from
income because it is qualified principal residence indebtedness,
attach Form 982 to the tax return and check the box on line 1e.

* On line 2 of Form 982, include the amount of canceled qualified
principal residence indebtedness, but not more than the amount of
the exclusion limit.

» If the taxpayer continues to own the home after a cancellation of
qualified principal residence indebtedness, taxpayer’s basis in
the home must be reduced.

79
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Principal Residence Debt

* Brad'’s principal residence is security for a $1
million mortgage, of which $800,000 is qualified
principal residence debt and $200,000 is not.

* Brad cannot afford his mortgage and, due to a

decline in market value, he can only sell the home
for $700,000.

80
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Principal Residence Debt

* The lender agrees to discharge the other $300,000 of
debt ($1 million -$700,000).

* Brad may only exclude $100,000 of discharge of debt
income —the total $300,000 debt discharged less the
$200,000 of debt that is not qualified principal
residence debt.

* Brad must report $200,000 of debt discharge income
on his return ($300,000 debt discharge — $100,000
excluded from income).

81

Didn’t Get a 1099-C...  NATP

» If the taxpayer thinks debt was canceled but didn’t get a form

* First, of course it’s taxable income even if a form wasn’t
received!

* BUT don’t jump the gun!
¢ Could be that the lender is going to issue a 1099-C but hasn't
yet done so!

82
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* True or false?

a. Taxpayers only have to reduce tax attributes for the insolvency
exclusion.

b. All principal residence debt qualifies for the principal residence
exception.

c. Insolvency is calculated as of the date of the identifiable event.
d. Taxpayers may exclude only one 1099-C per year.

Reducing Tax Attributes
NAIP
Chapter 5
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We Call Them Exclusions... NATP

* But these really are opportunities to DELAY the tax impact!

* If you qualify for one of these 5 exclusions, then you reduce tax
attributes to delay the consequences.

 Form 982 reports that tax attribute reduction as required.

* If your cancelled debt exceeds your tax attributes, the remaining
debt is disregarded.

* If you don’t meet any of the exclusions, then you have taxable
income.

85
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Reducing Tax Attributes

* “If you exclude canceled debt from income, you
must reduce certain tax attributes (but not below
zero) by the amount excluded. Use Part II of Form
982 to reduce your tax attributes.”

* From Pub 4681, Canceled Debts, Foreclosures,
Repossessions, and Abandonments

86
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What’s a Tax Attribute? NATP

* A tax attribute is the right to a future tax benefit that is fully
vested but is no available to reduce the current year’s tax liability.

* Examples: basis in assets (including personal assets), disallowed
deductions that carry forward to a future year, credits that carry
forward to a future year.

87
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Tax Attributes NATP

* Tax attributes include:
1. Any net operating loss and any NOL carryover
2. Any net capital loss and any capital loss carryover
3. Any passive activity loss carryover
4. Three times the sum of any:
a. General business credit carryover,
b. Minimum tax credit available,
c. Foreign tax credit carryover, and
d. Passive activity credit carryover

88
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Il Reduction of Tax Attributes. You must attach a iption of any trar ing in the reduction in . .
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable, e Line4: Used
required partnership consent statements. (For additional information, see the instructions for Part Il.) .
Enter amount excluded from gross income: eXCluSlVely for the
4 For a discharge of qualified real property business indebtedness applied to reduce the basis of 1 f 1
depreciable real property . 4 11
§ That you elect under section 1ua(bw5) to apﬂly ﬁrst 1o reduce Ehe basrs (under section mm nl qua 1 1ed rea property
depreciable property e e e 5 : .
6  Applied to reduce any net operating loss that occurred in the tax year of the dnscha rge or camed bUSIHeSS Indebtedness
overtothe tax yearof thedischarge . . . . . . . . . . . . . P [ eXCluSiOnS
7 Applied to reduce any general business credit carryover to or from the tax year of the discharge . | 7
8  Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the .
tax year of the discharge . . . 8 L] Llne 5: Taxpayers Can
9 Applied to reduce any net capital \oss Ior the tax year ol me dlscharge mcludmg any capu!a\ \oss
carryovers to the tax yearof thedischarge . . . . . . . . . . . . . . . . . .. 9 m 1
10a Applied to reduce the basis of nondepreciable and depreciable property if not reduced on line 5. ake an Optlonal
DO NOT use in the case of discharge of qualified farm indebtedness . 10a .
b Appled 15 redce the bass of Yo ol resdence. Entr amount hre ONLY i i T i [T election to reduce tax
checked . . . . s e e+« . |10b . .
11 Fora discharge of qualiedfam indeblodness applied o reduce the basi o attributes in an order
a Depreciable property used or heid for use in a trade or business or for the production of income if
notreducedonline5 . . . . . . . . . . . . . ... ... |10 Other thanthat
b Land used or held for useinatrade orbusinessoffarming . . . . . . . . . . . . . 11b mandated by
¢ Other property used or held for use in a trade or business or for the production of income . . . |11¢ §1 08(b) ( ]_ )
12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge | 12
13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge . . |13
89

89

Qualified Real Property Business Indebtedness N/\TP

* Taxpayer reduces the basis of his depreciable real property by the
amount excluded. The amount of exclusion allowable as qualified
real property business indebtedness is limited to the adjusted basis
in these depreciable assets.

 Under this provision, the taxpayer cannot exclude cancellation
debt income that (1) exceeds the FMV of the qualified business real
estate, or (2) exceeds the adjusted basis of the qualified business
real estate.

90
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Form 982 Part II Tax Attributes

NATP

Reduction of Tax Attributes. You must attach a iption of any trar
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable,

required consent (For

in the reduction in

information, see the instructions for Part I1.)

EnIer amount excluded from gross income:

o

o

For a discharge of qualified real property business indebtedness applied to reduce the basis of
depreciable real property .

That you elect under section msmm to apply first to reduce the basis (under section mm of
depreciable property .

Applied to reduce any net operahng loss that occurred in lhe tax year o! the dlscharge or camed
over to the tax year of the discharge . P . B L

Applied to reduce any general business credit carryover to or from the tax year of the discharge .
Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the
tax year of the discharge .

Applied to reduce any net capital \oss !or the tax year o! me dlscharge mcludmg any capllal \ass
carryovers to the tax year of the discharge . .

Applied to reduce the basis of nondepreciable and ueprecaab\e property |I not reduced on line 5.
DO NOT use in the case of discharge of qualified farm indebtedness .

Applied 1o reduce the basis of your principal residence. Enter amount here ONLY if fine Te is
checked . Ce e e

For a discharge of quallﬁed farm indebtedness appllnd to reduce the basis of:

Depreciable property used or held for use in a trade or business or for the production of income if
not reduced on line 5 .

Land used or held for use in a trade or business of farming
Other property used or held for use in a trade or business or for the preduction of income
Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge

Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge

* Line 6: NOL (reduction

is dollar for dollar)

Line 7: General
business credit
carryover (reduce
credit $1 for every $3 of
canceled debt)

91
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Form 982 Part II Tax Attributes

NATP

Reduction of Tax Attributes. You must attach a any trar

of g in tﬁe reduction in
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable,

required consent (For information, see the instructions for Part Il.)
Enter amount excluded from gross income:
4  For a discharge of qualified real property business indebtedness applied to reduce the basis of
depreciable real property . 4
5 That you elect under section 103(bH5) to apply ﬂrs! to reduce lhe basis lundef section 10!7) Dl
depreciable property . 5
6 Applied to reduce any net eperahng loss that occurred in the tax year of the dnscharge or carried
over to the tax year of the discharge . R . 6
7  Applied to reduce any general business credit carryover to or from the tax year of the discharge . 7
8 Applied to reduce any minimum tax credit as of the begmnmg of the tax year immedrateiy after the
tax year of the discharge . 8
9 Applied to reduce any net rapnlal loss for the tax year of the dlscharga mcludmg any capnlal loss
carryovers to the tax year of the discharge . 9
10a Applied to reduce the basis of nondepreciable and deprecaab\e propelty |I nol reduced on Ime 5
DO NOT use in the case of discharge of qualified farm indebtedness . 10a
b Applied to reduce the basis of your pnnclpal residence. Enter amount here ONLY if tme leis
checked B 10b
11 For a discharge of uuallﬁed farm indebtedness appllsd to reduce the basis of:
a Depreciable property used or held for use in a trade or business or for the production of income if
not reduced on line 5 . 11a
b Land used or held for use in a trade or business of farming 11b
¢ Other property used or held for use in a trade or business or for the production of income 11c
12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge | 12
13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge 13

Line 8: Minimum tax
credit carryover
(reduce credit $1 for
every $3 of canceled
debt)

Line 9: Net capital loss
for the year, plus any
capital loss carryovers
(reduction is dollar for
dollar)
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Form 982 Part II Tax Attributes

NATP

Il Reduction of Tax Attributes. You must attach a iption of any trar
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable,
required partnership consent statements. (For additional information, see the instructions for Part Il.)

in the reduction in

Enter amount excluded from gross income:
4

For a discharge of qualified real property business indebtedness applied to reduce the basis of

Line 10a: Basis in
depreciable and

depreciable real property 4
nondepreciable (possibl

§ That you elect under section 1ua(b)¢5) to apﬂly first 10 reduce the basis (under section mm of

depreciable property - . . . . . . . ..o s personal) property (but
6 Applied to reduce any net operating loss that occurred in the tax year of the dnscharge or camed ..

overtothe tax yearof thedischarge . . . . . . . . . . . . . R [ l’lOt fOI‘ quallfled faI‘m
7 Applied to reduce any general business credit camyover to or from the tax year of the discharge . | 7 indebtedne SS)
8  Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the

taxyearofthedischarge . . . . . . . . . . . . . . . .. 0w e 8
9 Applied to reduce any net capital loss for the tax year of the discharge, including any capital loss 3 . s :

carryovers to the tax yearof thedischarge . . . . . . . . . . . . . . . . . .. 9 ° Llne 1Ob' In the SImatlon

10a Applied to reduce the basis of nondepreciable and depreciable property if not reduced on line 5.
DO NOT use in the case of discharge of qualified farm indebtedness . 10a I I

b Applied to reduce the basis of your principal residence. Enter amount here GNLY if line e is
checked . . . . s e e+« . |10b

11 For adischarge of quallﬁed farm indebtedness apphnd to reduce the basis of:
a Depreciable property used or held for use in a trade or business or for the production of income if
not reduced on line 5 4 4 & & 4 & &4 4 & & 4 & & 4 8 &a a8 s a2 s a0 |T0

of qualified principal
residence indebtedness,
the basis of the taxpayer’s

home, but only if the
b Land used or held for use in a trade or businessoffaiming . . . . . . . . . . . . . |11b taxpayer mail’ltains
¢ Other property used or held for use in a trade or business or for the production of income . . . [11¢

possession of it after the
discharge.

12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge | 12

13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge . . . | 13

93

93

Personal Use Property =~ NATP

* Personal-use property is any property that isn't used in your trade
or business or held for investment (home, home furnishings, car).

* Include on line 10a of Form 982 the smallest of:
1. The basis of personal-use property held at the beginning of the tax year,

2. The amount of canceled nonbusiness debt (other than qualified
principal residence indebtedness) that is excluded from income on line 2
of Form 982, or

3. The excess of the total basis of the property and the amount of money
held immediately after the cancellation over total liabilities immediately
after the cancellation.

* We'll look at an example shortly!

94
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Qualified Principal Residence Indebtedness NATP

* Acquisition indebtedness is debt the taxpayer incurred to acquire,
construct or substantially improve any qualified principal
residence that secures the debt.

* Refinanced debt is includable as long as the refinanced loan
amount does not exceed the original loan amount.

* The exclusion does not apply to discharges of second mortgages
or home equity loans unless the taxpayer used the loans to acquire,
construct or substantially improve the taxpayer’s principal
residence.

95
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Form 982 Part II Tax Attributes NATP

Reduction of Tax Attributes. You must attach a i 1 of any trar g in the reduction in
basis under section 1017. See Regulations section 1.1017-1 1or basis reduction ordering rules, and, if applicable,
required partnership consent (For additi information, see the instructions for Part I.)
Enter amount excluded from gross income:
4  For a discharge of qualified real property business indebtedness applied to reduce the basis of

depreciable real property . . 4
5 That you elect under section 108(!)}{5) to apply ﬁrst to reduce !he basxs lunder section 101‘.’) DI
depreciable property . e 5
6 Applied to reduce any net operating loss that occurred in the tax year of the discharge or carried
over to the tax year of the discharge . . . . . . . . 6
7  Applied to reduce any general business credit carryover to or from the tax year of the discharge . 7
8 Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the
taxyearofthedischarge . . . . . . . . . . . . . . . . . 8
9 Applied to reduce any net capital loss for the tax year of the discharge, mcludmg any capn!a\ loss
carryovers to the tax year of the discharge . . . . . . . . . . . . . . . . . . . 9
10a Applied to reduce the basis of nondepreciable and depreciable property if not reduced on line 5.
DO NOT use in the case of discharge of qualified farm indebtedness . . . . . . . . . . 10a
b Applied to reduce the basis of your principal residence. Enter amount here ONLY if line 1e is
checked . . 10b
11 For a discharge of uualmed farm indebtedness aDD\IBd to reduce the basis of: . . . f-
a Depreciable property used or held for use in a trade or business or for the production of income if ° Lll’le 1 1 a-C: SpeCl 1C
notreducedonlines . . . . . . . . . . . . . .. oo oo . - |11a .
issues for farm
b Land used or held for use in a trade or businessoffaming . . . . . . . .. . . |1 .
. indebtedness
¢ Other property used or held for use in a trade or business or for the productionofincome . . . [11¢

12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge 12

13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge . . . | 13
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Form 982 Part II Tax Attributes NATP

Il Reduction of Tax Attributes. You must attach a iption of any trar ing in the reduction in
basis under section 1017. See Regulations section 1.1017-1 for basis reduction ordering rules, and, if applicable,
required partnership consent statements. (For additional information, see the instructions for Part Il.)
Enter amount excluded from gross income:
4  For a discharge of qualified real property business indebtedness applied to reduce the basis of ° 3 .
TR Sacnarge of auaifed. . Line 12: Suspended
§ That you elect under section 1ua(b)¢5) to apﬂly ﬁrst to mduce the bas:s (undm section mm nl 3 ot
deprcitbie eropety o o ) v CRPTY TR T fadlice The SR tncar el T e s passive activity losses
6 Applied to reduce any net operating loss that occurred in the tax year of the dnscharge or carried ( 1 1
overtothe tax yearof thedischarge . . . . . . . . . . . . . P [ reduCtlon 15 dOIIar for
7 Applied to reduce any general business credit carryover to or from the tax year of the discharge . | 7 dollar)
8  Applied to reduce any minimum tax credit as of the beginning of the tax year immediately after the . .
texyearofthedischarge . - . . . . . - ..o .o oL . S| e Line 13: Forelgn tax
9 Applied to reduce any net capital loss for the tax year of the discharge, including any capital loss
carryovers to the tax yearof thedischarge . . . . . . . . . . . . . . . . . .. 9 1
10a Applied to reduce the basis of nondepreciable and depreciable property if not reduced on line 5. Credlt Carryovers
DO NOT use in the case of discharge of qualified farm indebtedness . 10a . $
b Appled 1o rcios the baae of sour panclpal eaidance, S s e ORLY ¥t T [0l (reduce credit by $1 for
checked . . . . . e+« « . |10b
11 For adischarge of quahﬁed farm indebtedness appnm to reduce the basis of: every $3 Of Canceled
a Depreciable property used or heid for use in a trade or business or for the production of income if
notreducedonline . . . . . . . . . . ... ... e e e e 11a debt)
b Land used or held for useinatrade orbusinessoffarming . . . . . . . . . . . . . 11b
¢ Qther property used or held for use in a trade or business or for the production of income . . . [11¢
12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge | 12
13 Applied to reduce any foreign tax credit carryover to or from the tax year of the discharge . . . | 13
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Reduce in Order NATP

* Reduce tax attributes until you run out of debt, or you run out of
tax attributes, whichever comes first!

* Order of tax attributes reduction:

1. NOL (dollar for dollar reduction)

2. General business credit carryover (reduce credit $1 for every $3 of cancelled debt)
3. Minimum tax credit carryover (reduce credit $1 for every $3 of cancelled debt)
4

Net capital loss for the year plus any capital loss carryovers (dollar for dollar
reduction)

Property basis
Passive activity loss and credit carryovers
Foreign tax credit

N oG
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Personal Use Property Example N Ui

* In 2020, Diane bought a car for personal use. The
cost of the car was $12,000.

* Diane put down $2,000 and took out a loan of
$10,000 to buy the car.

* The loan was a recourse loan, meaning that Diane
was personally liable for the full amount of the
debt.

99

Personal Use Property Example NATP

* On December 7, 2022, when the balance of the loan was $8,500, the
lender repossessed and sold the car because Diane had stopped
making payments on the loan.

* The FMV of the car was $7,000 at the time of repossession.

* The lender applied the $7,000 it received on the sale of the car
against Diane’s loan and forgave the remaining loan balance of
$1,500 ($8,500 outstanding balance immediately before the
repossession minus the $7,000 FMV of the car).

100

100
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Personal Use Property Example NATP

* Diane’s only other assets as of December 6, 2022 are:
* Furniture in her apartment with basis of $5,000 and FMV of $3,000
* Jewelry with basis of $500 and FMV of $1,000
* $600 in her savings account
* Thus, the FMV of Diane’s total assets immediately before the
cancellation was $11,600 ($7,000 car + $3,000 furniture + $1,000
jewelry + $600 savings).

101

101

ey

Personal Use Property Example = jr

L
S

of $6,000 immediately before the cancellation,
bringing her total liabilities at that time to $14,500.

* $8,500 car loan balance + $6,000 student loan
balance = $14,500 liabilities

» Assets of $11,600 and liabilities of $14,500 means
Diane is insolvent in the amount of $2,900.

* Diane also had an outstanding student loan balance
A .
fl
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Personal Use Property Example NATP

* Diane received a Form 1099-C showing $1,500 in box 2 (amount of
debt that was canceled), $7,000 in box 7 (FMV of the property),
Code G in box 6 showing the debt was cancelled due to lender’s
policy.

* Diane can exclude all $1,500 of canceled debt from income because
at the time of the cancellation, she was insolvent to the extent of

$2,900.

103
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Personal Use Property Example NATP

* Diane checks box 1b on Form 982 and enters $1,500 on line 2.
e This is the amount she’s excluding due to insolvency

‘ was uisciiaiged ainet £uir.) . . . . . . . -

2 Total amount of discharged indebtedness excluded from grossincome . . . . . . . . . | 2 | $1,500

* The only tax attribute she has available to reduce is personal

property!
* But she doesn’t have to reduce her personal property bases by
the full $1,500.

* Here’s where it gets weird.
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104

52



10/30/2023

Reducing Basis in Personal Use Property NATP

* Personal-use property is any property that isn't used in your trade
or business or held for investment (home, home furnishings, car).

* Include on line 10a of Form 982 the smallest of:
1. The basis of personal-use property held at the beginning of the tax year,

2. The amount of canceled nonbusiness debt (other than qualified
principal residence indebtedness) that is excluded from income on line 2
of Form 982, or

3. The excess of the total basis of the property and the amount of money
held immediately after the cancellation over total liabilities immediately
after the cancellation.

105
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Personal Use Property Example NATP

* On line 10a, Diane enters the smallest of:

1. $5,500 basis of her personal-use property held at the beginning of 2022
($5,000 furniture plus $500 jewelry), or

2. $1,500 nonbusiness debt she is excluding from income on line 2 of Form
982, or

3. The $100 excess of the total basis of the property and the amount of
money Diane held immediately after the cancellation over her total
liabilities at that time ($5,500 basis of property held immediately after
the cancellation plus $600 savings minus $6,000 student loan).

- 7 v
10a Applied to reduce the basis of nondepreciable and depreciable property if not reduced on line 5.
DO NOT use in the case of discharge of qualified farm indebtedness . . . . . . . . . . 10a $100
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106

53



10/30/2023

Personal Use Property Example {~ WP

* Diane must reduce (by one dollar for each dollar of
excluded canceled debt) her basis in each item of
property she holds at the beginning of 2022 in
proportion to her total adjusted basis in all her
property.

* The total reduction should be $100.

107

Personal Use Property Example NATP

* Diane reduces her basis pro rata:

* The furniture's basis is 91% of her total adjusted basis ($5,000
divided by $5,500), so she reduces it by $91 (the $100 excess
multiplied by 0.91).

* The jewelry’s basis is 9% of her total adjusted basis ($500
divided by $5,500), so she reduces it by $9 (the $100 excess
multiplied by 0.09).
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Runnin’ Empty on Assets NATP

* §108(b)(2). If the excluded COD income exceeds the sum of
the taxpayer's tax attributes, the excess is permanently excluded
from the taxpayer's gross income.

» Tax attributes are reduced to the lesser of
* Discharged debt being excluded
« Total of taxpayer’s tax attributes

» Future tax attributes aren’t considered!

109

Questions?
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