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Important Changes

Debt cancellation. In an effort to focus this
publication on bankruptcy issues, material in-
cluded in previous editions concerning certain
debt cancellations has been relocated. The
exclusion from income resulting from the fol-
lowing debt cancellations is now located as
indicated:

Student loans—Publication 525, Taxable
and Nontaxable Income.

Farm debt—Publication 225, Farmer’s Tax
Guide.

Purchase-money debt—Publication 334,
Tax Guide for Small Business.

Deductible debt—Publication 334.

New provisions concerning the exclusion
from income resulting from the cancellation of
qualified real property business indebtedness
can be found in Publication 334.

Introduction

This publication covers the federal income tax
aspects of bankruptcy. Bankruptcy proceed-
ings begin with the filing of a petition with the
bankruptcy court. The filing of the petition cre-
ates a bankruptcy estate, which generally con-
sists of all the assets of the person filing the
bankruptcy petition. A separate taxable entity
is created if the bankruptcy petition is filed by
an individual under chapter 7 or chapter 11 of
the Bankruptcy Code. These chapters are ex-
plained in the beginning of the publication. The
tax obligations of taxable estates are dis-
cussed later under The Bankruptcy Estate.



The tax obligations of the person filing a
bankruptcy petition (the debtor) vary depend-
ing on the bankruptcy chapter under which the
petition was filed. For individuals, these are
also explained in the first part of this publica-
tion. For other entities, see Partnerships and
Corporations, later.

Generally, when a debt owed to another is
canceled the amount canceled or forgiven is
considered income that is taxed to the person
owing the debt. If a debt is canceled under a
bankruptcy proceeding, the amount canceled
is not income. However, the canceled debt
reduces the amount of other tax benefits the
debtor would otherwise be entitled to. See
Debt Cancellation, later.

This publication is not intended to cover
bankruptcy law in general, or to provide de-
tailed discussions of the tax rules for the more
complex corporate bankruptcy reorganiza-
tions or other highly technical transactions. In
these cases, you should seek competent pro-
fessional advice.

Useful Items
You may want to see:

Publication
0 536 NetOperating Losses
00 538 Accounting Periods and Methods

0 544 Sales and Other Dispositions of
Assets

0 551 Basis of Assets

Form (and Instructions)
0 SS-4 Application for Employer
Identification Number

00 982 Reduction of Tax Attributes Due to
Discharge of Indebtedness (and Section
1082 Basis Adjustment)

0 1041 U.S. Fiduciary Income Tax
Return

0 1041-ES Estimated Income Tax for
Fiduciaries

Ordering publications and forms. To order
free publications and forms, call our toll-free
telephone number, 1-800-TAX-FORM
(1-800-829-3676). You can also write to the
Internal Revenue Service Forms Distribution
Center nearest you. Check your income tax
package for the address.

Individuals in Chapter
12 or
Chapter 13 Proceedings

A separate estate, for tax purposes, is not cre-
ated for an individual who files a petition under
Chapter 12 or 13 of the Bankruptcy Code. You,
the individual, should continue to file the same
federal income tax return that was filed prior to
the bankruptcy petition.

On your return, report all income received
during the entire year and deduct all allowable
expenses. Do not include any debt canceled
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(because of bankruptcy) in income on your re-
turn. However, you must reduce (to the extent
that you have) certain losses, credits or basis
in property by the amount of canceled debt.
See Debt Cancellation, later.

For information about determining the
amount of tax due and paying tax, see Tax
Procedures, later.

Note: Interest on trust accounts in Chapter
13 proceedings. If you are an individual
debtor in a chapter 13 wage earner’s plan, do
not include as income on your return interest
earned on amounts held in trust accounts
while awaiting distribution to your creditors.
This interest is not available either to you or to
your creditors. It is available only to the trust-
ees, and is taxable to the trustee as his or her
individual income.

Individuals in Chapter 7
or
Chapter 11 Proceedings

If you are an individual debtor who files for
bankruptcy under chapter 7 or 11 of the Bank-
ruptcy Code, a separate “estate” is created
consisting of property that belonged to you
before the filing date. This bankruptcy estate is
a new taxable entity, completely separate from
you as an individual taxpayer.

The estate, under a chapter 7 proceeding,
is represented by a trustee. The trustee is ap-
pointed by the bankruptcy court to administer
the estate and liquidate the nonexempt assets
of the debtor. In a chapter 11 proceeding, the
debtor remains in control of the assets as a
“debtor-in-possession.” However, sometimes
the bankruptcy court will appoint a trustee in a
chapter 11 case. In this case, the debtor-in-
possession must turn over to the trustee con-
trol of the debtor’s assets and operations.

The estate may produce its own income as
well as incur its own expenses. See The Bank-
ruptcy Estate, later. The creation of a separate
bankruptcy estate also gives you a “fresh start
"—with certain exceptions, wages you earn
and property you acquire after the bankruptcy
case has begun belong to you and do not be-
come a part of the bankruptcy estate.

If your bankruptcy case began but was
later dismissed by the bankruptcy court, the
estate is not treated as a separate entity, and
you are treated as if the bankruptcy petition
had never been filed in the first place. File
amended returns on Form 1040X to replace
any returns you previously filed. Include on
any amended returns items of income, deduc-
tions, or credits that were or would have been
reported by the bankruptcy estate on its re-
turns and were not reported on returns you
previously filed.

Individual Debtor’s
Responsibilities

You, as the individual debtor, generally must
file income tax returns during the period of the
bankruptcy proceedings. Do not include on
your return, the income, deductions, or credits

belonging to the separate bankruptcy estate.
Also do not include as income on your return,
the debts canceled because of bankruptcy.
However, the bankruptcy estate must reduce
certain losses, credits, and the basis in prop-
erty (to the extent of these items) by the
amount of canceled debt. See Debt Cancella-
tion, later.

You have the option of ending your tax year
on the day before you filed your bankruptcy
petition. This allows the tax due on that short
period return to be a claim against the bank-
ruptcy estate. See Election to End Tax Year,
later.

See Tax Procedures, later, for information
about determining and paying the amount of
tax due.

Tax attributes. Certain deduction and credit
carryovers and decisions that you made in ear-
lier years are taken over by the bankruptcy es-
tate when you file for bankruptcy. These in-
clude carryovers of deductions, losses, and
credits, your method of accounting, and the
basis and holding period of assets. These are
referred to as tax attributes.

When the estate is terminated, you as-
sume any remaining tax attributes that were
taken over by the estate as well as any attrib-
utes arising during the administration of the es-
tate. See Attribute carryovers, later under The
Bankruptcy Estate, for a list of attributes.

Disclosure of return information. The bank-
ruptcy estate’s income tax returns are open,
upon written request, to inspection by or dis-
closure to you the individual debtor. The dis-
closure is necessary so that you can properly
figure the amount and nature of the tax attrib-
utes, if any, that you must assume when the
bankruptcy estate is terminated.

In addition, your income tax returns for the
year the bankruptcy case begins and for ear-
lier years are open to inspection by or disclo-
sure to the bankruptcy estate’s trustee. See
Disclosure of return information, later, under
The Bankruptcy Estate.

Transfer of assets to the estate. Bankruptcy
law determines which of your assets become
part of the bankruptcy estate. Generally, all of
your legal and equitable interests become
property of the estate. However, you can sub-
sequently “exempt” certain property from the
estate.

A transfer (other than by sale or exchange)
of an asset from you to the bankruptcy estate
is not treated as a “disposition” for income tax
purposes. This means that the transfer does
not result in gain or loss, recapture of deduc-
tions or credits, or acceleration of income or
deductions. For example, the transfer of an in-
stallment obligation to the estate would not ac-
celerate gain under the rules for reporting in-
stallment sales.

When the bankruptcy estate is terminated,
you are treated the same as the estate was re-
garding any assets transferred back to you.

Carrybacks from your activities. Asthe indi-
vidual debtor, you cannot carry back any net
operating loss or credit carryback from a tax



year ending after the bankruptcy case has be-
gun to any tax year ending before the case be-
gan. The estate, however, can carry the loss
back to offset your pre-bankruptcy income.

Election to End Tax Year

If you are an individual debtor and have assets
(other than those you exempt from the bank-
ruptcy estate), you may choose to end your tax
year on the day before the filing of your bank-
ruptcy case. Then your tax year is divided into
2 “short” tax years of fewer than 12 months
each. The first year ends on the day before the
filing date, and the second year begins with the
filing date and ends on the date your tax year
normally ends. Once you make this choice,
you may not change it. Any income tax liability
for the first short tax year becomes an allowa-
ble claim (as a claim arising before bank-
ruptcy) against the bankruptcy estate. If this
tax liability is not paid in the bankruptcy pro-
ceeding, the liability is not canceled because
of bankruptcy and it can be collected from you
as an individual.

If you do not choose to end the tax year,
then no part of your tax liability for the year in
which bankruptcy proceedings begin can be
collected from the estate.

Making the election. If you choose to end
your tax year, you do so by filing a return on
Form 1040 for the first short tax year on or
before the 15th day of the fourth full month af-
ter the end of that first tax year.

Example. John Doe files a bankruptcy pe-
tition on July 10. To have atimely filed election,
he must file Form 1040 (or an extension) for
the period January 1 through July 9 by Novem-
ber 15.

To avoid delays in processing the return,
write “Section 1398 Election” at the top of the
return. You may also make the election by at-
taching a statement to an application for exten-
sion of time to file a tax return (Form 4868 or
other). The statement must say that you
choose under section 1398(d)(2) to close your
tax year on the day before the filing of the
bankruptcy case. You must file the application
for extension by the due date of the return for
the first short tax year. If your spouse decides
to also close his or her tax year, see Election
by debtor’s spouse, next.

Election by debtor’s spouse. If you are mar-
ried, your spouse may also join in the choice to
end the tax year, but only if you and your
spouse file a joint return for the first short tax
year. You must make these choices by the due
date for filing the return for the first short tax
year. Once you make the choice, it cannot be
revoked for the first year; however, the choice
does not mean that you and your spouse must
file a joint return for the second short tax year.
Later bankruptcy of spouse. If your
spouse files for bankruptcy later in the same
year, he or she may also choose to end his or
her tax year, regardless of whether he or she
joined in the choice to end your tax year. Be-
cause each of you has a separate bankruptcy,
one or both of you may have 3 short tax years
in the same calendar year. If your spouse had

joined in your choice, or if you had not made
the choice to end your tax year, you can join in
your spouse’s choice. But if you had made an
election and your spouse did not join in the
election, you cannot join in your spouse’s later
election. This is because you and your spouse,
having different tax years, could not file a joint
return for a year ending on the day before your
spouse’s filing of bankruptcy.

Example 1. Paul and Mary Harris are cal-
endar-year taxpayers. A voluntary chapter 7
bankruptcy case involving only Paul begins on
March 4.

If Paul does not make an election, his tax
year does not end on March 3. If he does make
an election, Paul’s first tax year is January 1—
March 3, and his second short tax year begins
on March 4. Mary could join in Paul’s election
as long as they file a joint return for the tax year
January 1—March 3. They must make the
election by July 15, the due date for filing the
joint return.

Example 2. Fred and Ethel Barnes are
calendar-year taxpayers. A voluntary chapter
7 bankruptcy case involving only Fred begins
on May 6, and a bankruptcy case involving
only Ethel begins on November 1 of the same
year.

Ethel could choose to end her tax year on
October 31. If Fred had not elected to end his
tax year on May 5, or if he had elected to do so
but Ethel had not joined in his election, Ethel
would have 2 tax years in the same calendar
year if she decided to close her tax year. Her
first tax year is January 1—October 31, and
her second year is November 1—December
31.

If Fred had not decided to end his tax year
as of May 5, he could join in Ethel’'s choice to
close her tax year on October 31, but only if
they file a joint return for the tax year January
1—October 31. If Fred had elected to end his
tax year on May 5, but Ethel had not joined in
Fred’s choice, Fred could not join in Ethel's
choice to end her tax year on October 31, be-
cause they could not file a joint return for that
short year. They could not file a joint return be-
cause their tax years preceding October 31
were not the same.

Example 3. Jack and Karen Thomas are
calendar-year taxpayers. A voluntary chapter
7 bankruptcy case involving only Karen begins
on April 10, and a voluntary chapter 7 bank-
ruptcy case involving only Jack begins on Oc-
tober 3 of the same year. Karen chooses to
close her tax year on April 9 and Jack joins in
Karen'’s choice.

Under these facts, Jack would have 3 tax
years for the same calendar year if he makes
the election relating to his own bankruptcy
case. The first tax year would be January 1—
April 9; the second April 20—October 2; and
the third October 3—December 31.

Karen may (but does not have to) join in
Jack’s election if they file a joint return for the
second short tax year (April 10—October 2). If
Karen does join in, she would have the same 3
short tax years as Jack. Also, if Karen joins in
Jack’s election, they may file a joint return for
the third tax year (October 3—December 31),
but they are not required to do so.

Annualizing taxable income. If you choose
to close your tax year, you must annualize
your taxable income for each short tax year the
same way it is done for a change in an annual
accounting period. See Short Tax Yearin Pub-
lication 538, Accounting Periods and Methods,
for information on how to annualize your in-
come and how to figure your tax for the short
tax year.

Filing requirement. If you elect to end your
tax year on the day before filing the bankruptcy
case, you must file the return for the first short
tax year as explained earlier under Making the
election.

If you make this election, you must also file
a separate Form 1040 for the second short tax
year by the regular due date. You should note
on the return that it is the “Second Short Year
Return After Section 1398 Election.”

If the bankruptcy case is later dismissed
you, the debtor, must file an amended return to
replace any full or short year returns that you
filed. Attach a statement to any amended re-
turn you file explaining why you are filing an
amended return. In this situation, no bank-
ruptcy estate is created for tax purposes. In-
come that was or would be reported by the
bankruptcy estate must be reported on your
return.

The Bankruptcy Estate

The filing of a bankruptcy petition for an indi-
vidual debtor under chapter 7 or chapter 11 of
the bankruptcy code creates a separate taxa-
ble bankruptcy estate. The trustee (for chapter
7 cases) or the debtor-in-possession (for
chapter 11 cases) is generally responsible for
preparing and filing the estate’s tax returns
and paying its taxes. The debtor remains re-
sponsible for filing returns and paying taxes on
any income that does not belong to the estate.

If a bankruptcy case begins, but later is dis-
missed by the bankruptcy court, the estate is
not treated as a separate taxable entity. If tax
returns have been filed for the estate,
amended returns must be filed to move in-
come and deductions from the estate’s returns
to the debtor’s returns. If no returns have been
filed, report all income and deductions on the
debtor’s returns.

The following discussions provide tax infor-
mation for the bankruptcy estate.

Treatment of income, deductions, and
credits. The gross income of the bankruptcy
estate includes any of the debtor’s gross in-
come to which the estate is entitled under the
bankruptcy law. The estate’s gross income
also includes any income the estate is entitled
to and receives or accrues after the beginning
of the bankruptcy case. Gross income of the
bankruptcy estate does not include amounts
received or accrued by the debtor before the
bankruptcy petition date.

The bankruptcy estate may deduct or take
as a credit any expenses it pays or incurs, the
same way that the debtor would have de-
ducted or credited them had he or she contin-
ued in the same trade, business, or activity
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and actually paid or accrued the expenses. Al-
lowable expenses include administrative ex-
penses, such as attorney fees and court costs.
These are discussed later under Administra-
tive expenses.

The bankruptcy estate figures its taxable
income the same way as an individual figures
his or her taxable income. The estate can take
one personal exemption and either individual
(itemized) deductions or the basic standard
deduction for a married individual filing a sepa-
rate return. The estate cannot take the higher
standard deduction allowed for married per-
sons filing separately who are 65 or older or
blind. The estate uses the rates for a married
individual filing separately to figure the tax on
its taxable income.

Transfer of assets between

debtor and estate. Bankruptcy law deter-
mines which of the debtor’s assets become
part of the bankruptcy estate. These assets
are treated the same in the estate’s hands as
they were in the debtor’s hands.

A transfer (other than by sale or exchange)
of an asset from the debtor to the bankruptcy
estate is not treated as a “disposition” for in-
come tax purposes. This means that the trans-
fer does not result in gain or loss, recapture of
deductions or credits, or acceleration of in-
come or deductions. For example, the transfer
of an installment obligation to the estate would
not accelerate gain under the rules for report-
ing installment sales. The estate is treated the
same way the debtor would be regarding the
transferred asset.

When the bankruptcy estate is terminated,
that is, dissolved, any resulting transfer (other
than by sale or exchange) of the estate’s as-
sets back to the debtor is not treated as a dis-
position. This transfer does not result in gain or
loss, recapture of deductions or credits, or ac-
celeration of income or deductions to the
estate.

Attribute carryovers. The bankruptcy estate
must treat its tax attributes the same way that
the debtor would have treated them. These
items must be determined as of the first day of
the debtor’s tax year in which the bankruptcy
case begins. The bankruptcy estate gets the
following tax attributes from the debtor:

1) Netoperating loss carryovers,

2) Carryovers of excess charitable
contributions,

3
4
5
6

~

Recovery of tax benefit items,

=

Credit carryovers,

~

Capital loss carryovers,

~

Basis, holding period, and character of
assets,

7
8

~

Method of accounting,

~

Passive activity loss and credit
carryovers,

9
10

~

Unused at-risk deductions, and

~

Other tax attributes as provided in
regulations.
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Certain tax attributes of the estate must be
reduced by any excluded income from cancel-
lation of debt occurring in a bankruptcy pro-
ceeding. See Debt Cancellation, later.

Termination of the estate. If the bank-
ruptcy estate has any tax attributes at the time
it is terminated, they are assumed by the
debtor.

Passive and at-risk activities. For bank-
ruptcy cases beginning on or after November
9, 1992, treat passive activity carryover losses
and credits and unused at-risk deductions as
tax attributes that the debtor passes to the
bankruptcy estate and the estate passes back
to the debtor when the estate terminates. Addi-
tionally, transfers to the debtor (other than by
sale or exchange) of interests in passive or at-
risk activities are treated as exchanges that
are not taxable. These transfers include the re-
turn of exempt property to the debtor and the
abandonment of estate property to the debtor.

Cases beginning before November 9,
1992. If a bankruptcy case begins before No-
vember 9, 1992, and ends on or after that date,
the debtor and the trustee for an individual
chapter 7 case (the debtor-in-possession for
an individual chapter 11 case) can elect to
have these provisions apply. In a chapter 7
case, the election is made jointly by the debtor
and the trustee of the bankruptcy estate. In a
chapter 11 case, the election is incorporated in
the bankruptcy plan. See IRS regulations
1.1398-1 and 1.1398-2 for more information
on how to make this election.

Administrative expenses. The bankruptcy
estate is allowed a deduction for administra-
tive expenses and any fees or charges as-
sessed it. These expenses are generally de-
ductible as itemized deductions subject to the
2% floor on miscellaneous itemized deduc-
tions. However, administrative expenses at-
tributable to the conduct of a trade or business
by the bankruptcy estate or the production of
the estate’s rents or royalties are deductible in
arriving at adjusted gross income.

The expenses are subject to disallowance
under other provisions of the Internal Revenue
Code, such as disallowing certain capital ex-
penditures, taxes, or expenses relating to tax-
exempt interest. These expenses can only be
deducted by the estate, and never by the
debtor.

If the administrative expenses of the bank-
ruptcy estate are more than its gross income
for the tax year, the excess amount may be
carried back 3 years and forward 7 years. The
amounts can only be carried back or forward to
a tax year of the estate and never to the debt-
or’s tax year. The excess amount to be carried
back or forward is treated like a net operating
loss and must first be carried back to the earli-
est year possible. For a discussion of the net
operating loss, see Publication 536, Net Oper-
ating Losses.

Change of accounting period. The bank-
ruptcy estate may change its accounting pe-
riod (tax year) once without getting approval
from the Internal Revenue Service. This rule

allows the trustee of the estate to close the es-
tate’s tax year early, before the expected ter-
mination of the estate. The trustee can then file
a return for the first short tax year to get a quick
determination of the estate’s tax liability.

Carrybacks from the estate. If the bank-
ruptcy estate itself has a net operating loss,
separate from any losses passing to the estate
from the debtor under the attribute carryover
rules, the bankruptcy estate can carry the loss
back not only to its own earlier tax years but
also to the debtor’s tax years before the year
the bankruptcy case began. The estate may
also carry back excess credits, such as the
general business credit, to the pre-bankruptcy
years.

Return Requirements
and Payment of Tax

The trustee (or debtor-in-possession) must file
an income tax return on Form 1041, U.S. Fidu-
ciary Income Tax Return if the estate has
gross income that meets or exceeds the
amount required for filing. This amount is the
total of the personal exemption amount and
the basic standard deduction for a married in-
dividual filing separately. See the Form 1041
instructions for the current year's amount.

If a return is required, the trustee (or
debtor-in-possession) completes only the
identification area at the top of the Form 1041,
enters any tax due, and signs and dates it.
Form 1041 is a transmittal for Form 1040, U.S.
Individual Income Tax Return. Complete Form
1040 and figure the tax using the tax rate
schedule for a married person filing sepa-
rately. In the top margin of Form 1040, write
“Attachment to Form 1041. DO NOT DE-
TACH.” Attach Form 1040 to the Form 1041.

Note: The filing of a tax return for the bank-
ruptcy estate does not relieve the individual
debtor of his or her tax filing requirement.

Estimated tax. The trustee or debtor-in-pos-
session must pay estimated tax (if any is due)
for the bankruptcy estate. See the Instructions
to Form 1041-ES, Estimated Income Tax for
Fiduciaries, for information regarding the dol-
lar limits and exceptions to filing Form
1041—-ES and paying estimated tax.

Employer Identification Number. The trus-
tee (or debtor-in-possession) must obtain an
employer identification number (EIN) for a
bankruptcy estate if the estate must file any
form, statement, or document with the IRS.
The trustee uses this EIN on any tax return
filed for the bankruptcy estate including esti-
mated tax returns. The trustee can obtain an
EIN for a bankruptcy estate by filing Form
SS—4, Application for Employer Identification
Number. Form SS—4 is available at IRS or So-
cial Security Offices. Trustees representing
ten or more bankruptcy estates (other than es-
tates that will be filing employment or excise
tax returns) may file a consolidated application
to obtain blocks of ten or more EINs by follow-
ing the procedures set out in Revenue Proce-
dure 89-37, 1989-1 C.B. 919.



Note: The social security number of the in-
dividual debtor cannot be used as the EIN for
the bankruptcy estate.

Employment taxes. The trustee (or debtor-
in-possession) must withhold income and so-
cial security taxes and file employment tax re-
turns for any wages paid by the trustee (or
debtor), including wage claims paid as admin-
istrative expenses. Until these employment
taxes are deposited as required by the Internal
Revenue Code, they should be set apart in a
separate bank account to ensure that funds
are available to satisfy the liability. If the em-
ployment taxes are not paid as required, the
trustee may be held personally liable for pay-
ment of the taxes. See Publication 15, Circular
E, Employer’s Tax Guide, for details on em-
ployer tax responsibilities.

The trustee has the duty to prepare and file
Forms W-2, Wage and Tax Statement, in con-
nection with wage claims paid by the trustee,
regardless of whether the claims accrued
before or during bankruptcy. If the debtor fails
to prepare and file Forms W-2 for wages paid
before bankruptcy, the trustee should instruct
the employees to file an IRS Form 4852, SUB-
STITUTE FOR FORM W-2, WAGE AND TAX
STATEMENT OR FORM 1099R, DISTRIBU-
TIONS FROM PENSIONS, ANNUITIES, RE-
TIREMENT OR PROFIT-SHARING PLANS,
IRA’S, INSURANCE CONTRACTS, ETC.,
with their individual income tax returns.

Disclosure of return information. The debt-
or’s income tax returns for the year the bank-
ruptcy case begins and for earlier years are,
upon written request, open to inspection by or
disclosure to the trustee. If the bankruptcy
case was not voluntary, disclosure cannot be
made before the bankruptcy court has entered
an order for relief, unless the court rules that
the disclosure is needed for determining
whether relief should be ordered.

For information concerning the disclosure
of the bankruptcy estate’s tax return see Dis-
closure of return information, earlier, under In-
dividual Debtor’s Responsibilities.

Example.

On December 15, 1992, Thomas Smith filed a
bankruptcy petition under chapter 7. John
Black was appointed trustee to administer the
estate and to distribute the assets.

The estate received the following assets
from Mr. Smith:

1) A $100,000 certificate of deposit,

2) Commercial rental real estate with a fair
market value of $300,000, and

3) His personal residence with a fair market
value of $200,000.

Also, the estate received a $253,000 capital
loss carryover.

Mr. Smith’s bankruptcy case was closed on
December 31, 1993. During 1993, Mr. Smith
was relieved of $70,000 of debt by the court.
The estate chose a calendar year as its tax
year. John, the trustee, reviews the estate’s
transactions and reports the taxable events on
the estate’s final return.

Schedule B (Form 1040). The certificate of
deposit earned $5,500 of interest during 1993.
John reports this interest on Schedule B. He
completes this schedule and enters the result
on Form 1040.

Form 4562. John enters the depreciation al-
lowed on Form 4562. He completes the form
and enters the result on Schedule E.

Schedule E (Form 1040). The commercial
real estate was rented through the date of
sale. John reports the income and expenses
on Schedule E. He enters the net income on
Form 1040.

Form 4797. The commercial real estate was
sold on July 1, 1993, for $300,000. The prop-
erty was purchased in 1983 at a cost of
$250,000. It was depreciated using straight
line depreciation and the total depreciation al-
lowed or allowable as of the date of sale was
$100,000. Additionally, $25,000 of selling ex-
penses was incurred. He reports the gain or
loss from the sale on Form 4797. He com-
pletes the form and enters the gain on Sched-
ule D (Form 1040).

Form 2119. Mr. Smith’s former residence was
sold on September 30, 1993. The sale price
was $200,000, the selling expenses were
$20,000 and his adjusted basis was $130,000.
John enters this information on Form 2119.
John completes Form 2119 and enters the
gain on Schedule D (Form 1040).

Schedule D (Form 1040). John completes
Schedule D, taking into account the $250,000
capital loss carryover from 1992 ($253,000
transferred to the estate minus $3,000 used on
the estate’s 1992 return). He enters the results
on Form 1040.

Form 1040, page 1. John completes page 1
of the 1040 and enters the adjusted gross in-
come on the first line of Form 1040, page 2.

Schedule A (Form 1040). During 1993, the
estate paid mortgage interest and real prop-
erty tax on Mr. Smith’s former residence. It
also paid income tax to the state. John enters
the mortgage interest, real estate tax and in-
come tax on Schedule A. Also, he reports the
estate’s administrative expenses as a miscel-
laneous deduction subject to the 2% floor. He
completes the Schedule A and enters the re-
sult on page 2 of Form 1040.

Form 1040, page 2. John determines the es-
tate’s taxable income and figures its tax using
the tax rate schedule for married filing sepa-
rately. He then enters the estate’s estimated
tax payments and figures the amount the es-
tate still owes.

Form 982. John completes the Schedule D
worksheet for capital loss carryover. Because
$70,000 of debt was canceled, John must re-
duce the tax attributes of the estate by the
amount of the canceled debt. See Debt Can-
cellation, later. In 1994, Thomas Smith (the in-
dividual) will assume the estate’s tax attrib-
utes. Mr. Smith will assume a capital loss
carryover of $2,000 ($72,000 carryover minus
the $70,000 attribute reduction).

Form 1041. John enters the total tax, esti-
mated tax payments, and tax due from Form
1040 on Form 1041. He completes the identifi-
cation area at the top of Form 1041, then signs
and dates the return.

Form 1041, page 1 for Thomas Smith Bank-
ruptcy Estate

Form 1040, page 1 for Thomas Smith
Banruptcy Estate

Form 1040, page 2 for Thomas Smith Bank-
ruptcy Estate

Schedule A (Form 1040) for Thomas Smith
Bankruptcy Estate

Schedule B (Form 1040) for Thomas Smith
Bankruptcy Estate

Schedule D (Form 1040) for Thomas Smith
Bankruptcy Estate

Schedule E (Form 1040), page 1 for Thomas
Smith Bankruptcy Estate

Form 2119 for Thomas Smith Bankruptcy
Estate

Form 4797, page 1 for Thomas Smith Bank-
ruptcy Estate

Form 4797, page 2 for Thomas Smith Bank-
ruptcy Estate

Form 4562 for Thomas Smith Bankruptcy
Estate

Form 982 for Thomas Smith Bankruptcy
Estate
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§ 1041 Us. Fiduciary income Tax Retum 1993 |

For the calandar year 1933 or fiscal year baginning , 1983, and ending , 18 | omB Neo. 1545-0092
A Type aof Entity Name of satate or trust (grantor type trusd, see instructians) € Empivyec [dentification number
[J Decscent's extate | 00:000Q000
D Simpla trust D Oabe entity crowbad

0] complex truse Thomas Smith Bankruptey Estate 12-15-92

O Grantor typa trust Name and tite of fiduciary E Nonexsmpt charitable and spit-

& Banknptcy estats—Chpt. 7 John Black Trustee
Dammmﬂ Number, street, and room or sute no. {f a P.O. box, ass page 3 of nstructiona.)

interasat trusts, check applicatie
boxes {soe instructions):

Deductions
- 4

i
]

Other daductions NOT subject to the 2% floor (attach schedule} e e a w e .
Allowable miscellaneous itemized deductions subject to the 2% floor.

Total (add lines 10 through 15b) .
AdJusted total income or (loss) (subtract line 16 trom Ilne 9] Emar hera and nn Suhedule B, Ilnu 1 lv

[ Pooied income fund 1] 5tate Street [ Described in section 4847axy)
B Number of Schedules K-1 | City, state, and 2IF code 2 Nota private foundati
attached (ase pri on
instructions) - B Anywhere USA 00000 [ Describad in saction 4947iaie2)
F f:p.f:.uo O il e B Fnarewm L1 Amendsd retum G Pooled mortgage account (see Instructions)
__boxes: Changa in Fidudiary's »  [[] Name [1 Address ] Bougnt Sokt  Date:
1 Interest income . e e e e e e e e 1
2 Dividends. . ., . e v 4. 2
o| 3 Business income or (Ioss} (ettad'l Schedule C or C-EZ (Form 1040}1 | 3
E| 4 Capital gain or {ioss) {attach Schedule D {Form 1041)). 4
81 5 Rents, royalties, partnerships, other estates and trusts, etc. (ettech Schedule E {Form 1040)} ]
£( 8 Farm income or (loas) {attach Schedule F (Form 1040) N
7 Ordinary gain or (loss) (attach Form 4797) T
8 Other incoms (state nature of income) __.___ ... e a e 8
9 Total income {combine lines 1 through 8, . . . . . . . . . . . . .» ]
10 Interest. {Check if Form 4952 isattached ™ 3 ) . . . . . . . . . . . . . 10
11 Taxes . . 1"
12 Fiduciary fees 12
13 Charitable deduction {from Scheduls. A line 7} 13
14 Attorney, accountant, and rsturn preparer fees 14
15a
15b
18
N

18 Incoma distribution deduction (from Schadule B, line 17) {see instructions) {attach Schadules
K-1 (Form 1041} . . . . 18
19  Estate tax deduction (including certain gamman sklppmg texee} {attech oomputeuonl 19
20 Exemption . , .. .. R ..
21 Total deductions (edd lines 18 through 20} PP I e N |
22 Taxable income of fiduciary (subtract line 21 from iine 17). | 22
23 Total tax {from Schedule G, line 7) . .23 2,400
24 Payments: s 1933 estimated tax payments and emount epplled fram 1992 return | 248 A | ¥alo)
b Estimatad tax payments allocated 1o beneficlaries (from Form 1041-T) | 24b
¢ Subtract line 24b from line 24a . 24c 2 170
§ d Tax paid with extension of time to fle: L[] Fom 2758 [J Form 8738 [ Form 8800 [24d
e Faderal income tax withheld , ., , , e &
Cradits: f Form 2439 ____.._.__.._.. ;g Fom P S th Other .............. ;Total | 240
/8|25 Total payments (add lines 24c through 24, and 24} . . . . . . . . . . .p» |28 2100
£/ (28  Peneity for undsmayment of sstimatad tax (see instructions) . . |28
27 Tax Dua. K line 25 is smaller than the total of lines 23 and 26, enter emomt owed . | 27 200
26 Overpayment. If line 25 ia larger than the total of lines 23 and 26, enter amount overpald | 28
28 Amount of line 26 fo ba: a Credited to 1994 estimated tax b ; bRefunded > | 29
Please | Unierpenatties of pedury. | declars that | heve axamined thia retur, inchuding sccompanying schadules and statements, and to the best of my knowiedge
. and bhadled, It s trus, comrect, and complete. of preparer {other than fiduciary) is basad on all information of which prepare haa any Knowledgs.
Sign KA Lack hwatre | 3/i0 /24 » DO 0000001
Here ’ of fidkiciary of oHicer represanting fiduciary Date EIN of fiduciary (s instructions)
Pid | G - ey el AT
Preparsr's [~ Firm's name (or E -
Usa Only | yours ¥ sett-smpioyed) e
— | and address 2P code »
For Paperwark Reduction Act Notice, see page 1 of the separats instructions. Cat No. 11370H Form 1041 (1399
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Attachment 4o Forna 1041 DO NOT DETACH

.E 1040 U.8. Ind?v;:u:l Irieome Tax Rotum ‘{I@QS |
= "‘Uﬂﬂnb—ﬂnmmwd-hhwnm
For the year Jan. 1-Dac. 31, 1m«mcmywwmlng . 1903, ening 19 IDM
Label /] ‘Your Arst name and initia) Laxt nams 1 '“" IMB No 1546-0074
(Sae t | Thoras Smith Bankruptey Estate . .'Do
Irlltﬂ-lﬂiﬂ:: g | 1 ajoint mtum, spouse's first name and inlial ¥ Last name o - 2.2“
onpaei) ¥ €4 T, Black Trustee s
mﬂ"m y | Homa acdress (rumber and Trset. It you have a F.O. box. ses page 12 regey i ¢
cmacwee, | £ 111 State Street Por Privacy Act and
pleces print E town or post offios, state, and ZIP oade. If you have a forsign sddreas, soe page 12, MP:‘WO Reduction
or typs. 1 he. A ofice, see page 4.
Presidentfal \. ﬂ“w e UD eXelelole A Yo | No | Note: Checking ~vas-
Butlmcamulln’ Do you want $3 to ga to this fund? . . e e wi not change your
(Gos page 12) Hf a joiet rotum, dose your spouse want $3 to go to this fund? . . e .. e o recuce your
1 Single
Filing Status 5 Married fiing jolnt retum (sven if only ane had income)
[See page 12) 3 Marind filing separats retum. Enter spouse’s social security no. above and full reme harm.
4 Hoad of housshald {with qualitying persan). (880 page 13.) If the qualying persan is & child
prorihil onter thia chiki's name hers. b PRraan® & chii but not your dapandent
5 Qualifying widowler) with dependent chiid (year spouse cied > 19 ). (Sew page 13,
sa [] Yourssit. X your parsnt (or someons sies) can ciaim you ae & depandent on his or her tax N0, of bouns
Exemptions retumn, do not check bex 82, But be sure 10 check the box on ine 33b on page 2 , | hesied m
-
(See page 13) b [] Spouss . —
¢ Dependents: TICwck| (3 ITage 1 or oloar, | (&) Depandents T e
{1) Nama {¥rst, inital, and kst name) ";."‘,' mum’&uum nugmiipm | g e o i
Yu_, | Mreailgd
® brdwihiyw
If more than aix OI:":.II
depandants,
cet e 1 -
Pags 15) ——
i Depomionts on Ba
H ot ontaned bove
d |1ynurmludammmyoumlsaumwwupuunumummqmam,chu:m >0 M eeten
& Total numbar of axamptions clalmed . . « & = +__ fmee showe >
7 wm-umnp-.mmmmw-z - e s o« LT
Income - rmnmmlnmtmpmmmsdmh"mm A ) 2. 500
Attach b Tax-sxempt intaerest (see page 17). DON'T inciude on ine 0al 88 ]
CopyBotyowr 9 Dividend income. Attach Behadule B If over $400 . e N
mﬁ 10 Tmmmmuwsummmmmpumm , 110
1000-R hore. 11 Alimony received | . ., . "
" od net 12  Business incorme or Jous). mmc«c—a e s o e . 12
guaW2es 13 Captal gain or foow). Altach SchecieD . . . e e .l (G oo
page 10, 1 c.pugmdwimmmpauanlhna(-.pq.m e I L
15 Other gains or Jossas). Attach Form 4797 , . S I
Myou oo 168 Total IRA distroutions , | 108 i " b Taxable amount (see page 19 | 180
M:rgm 17a  Tatal pansions and annuities {178 B Taxmbie amount (ses page 18 | 178
omer, put ton 18  Rental real estate, royaties, partnerships, 8 corporations, trusts, etc. Attach Schecue € | 18 | 40 000
“‘P"'ﬂfz 10 Fammincome or floss), Attach ScheduleF , , . . . . . O .
W-2G, or amwwmm{numm.............ﬁ
1099-R 218 Social security benefts 212 | 1| b Taxabie amount see pege 19 | 21b
22  Other income, List type and amount—ase page 20 " 22
23 Add the amcunta in the far right column for knes 7 th h 22. This s your totsl incoms - | 23 H2 500
24a Your IRA deduction (sse page 20} . . . . . . ., |24a
Adjustments ) g, ey 1Rk deduction ee pege 2y . . . . . . [248
10 InCOMB8 25  One-naif of seir-empioyment tax (see page 21) | 28
Beepage 20) 28 Seif-empioyed health insurance deduction (see page 22) |28
27  Kaogh ntirement plan and seif-smpicyed SEP ceduction |27
28 Penaity on earty withcrawal of savinge . . . . . . | &
20  Aimony peid. Recipient's 55N i 28
m g_o Add fines 24a through 29 Mnygurwm « o 3 130
lltted 1  Subtmoct liine 30 from ine 23. This & your adiseted gross Income. if thiv amaowst & isse then
ross licome B g i o S B b e B | | w2 00
Cat. Na. 113208 Form 10440 (1503
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Form 1040 (1983) Page 2
Tax 32 Amount from line 31 @djustad gross income) . . 42 sop
Compu- & Checki: 00 You wers 65 or oider, [ Biing: Dsmmmasum (=™
tation Add the number of boxes chacksd sbove and enter the tctel hare | . ¥a
b if your parent for somecne olae) can claim you as a dependent, check hars , = 33b a
g‘:l"ﬂ' ¢ If you are mamied flling separataly and your spouse itamizes decuctions or
you mre & clial-status aiien, see page 24 ancichecichers, . . ., . . . % 33 [
Itemnized deductions from Schacue A, line 26, OR
M  Enter | standard deduction shown beiow for your filng status. But If you checked
the any box on line 33a or b, go to page 24 to find your standard deduction.
larger If you checked box 330, your standard deduction is zero. 24 |50
your; | ® Single—$3,700 & Head of household—S$5,450 y
& Married filing jointty or Qualifying widowier}—$8,200
o Maind fiing separstely-—$3,100
38  Bubiract lina 34 from line 32 . ) as| 13350
38 Iflhoaziasm.a&'.iorhu.mlllptyia.awbythowldnurrblrdmpdomd-mdon
finw Ge. If line 32 ia over $81,350, 508 the worksheet on page 25 for the amount to enter , |38 2 |
Myouwant 37 Taxable incoma, Subtract line 38 from ine 35. If fine 38 is mors than ine 35, enter -0- | 6 o0
thalRSio 38 Tax Chack i rom a []Tax Tabke, b B Tax Rate Schechies, ¢ (] Schedule D Tax Work-
“&":;“”’ sheet, or d (] Form 8815 fses page 25). Amount from Formis) 8814 > e i 38 2 400
page 24 a0 mnum(-.pag.zq Chaok if from -EIanwro bI:lFormaon. .. L3
40 Addines38and39. . . . PR I T 2 400
Crodits *' cummumdmwmmmmzm 4
42  Cradit for the siderly or the disabled. Attach Scheduls R, | 42
{Seepage 43  Forsign tax credkt. Attach Fomn 1118 « «
? 44 Other crecits (see page 28). Check Iffrom & L Form 3800
b [ Fom 8288 o T Form 8201 o [ Form tspecity) L]
45 Add lines 41 through 44 , , . I ]
48 Subiract Ine 45 from line 40, 1 ine 48 i3 more than line 40, snter -O- . > Jaal 2 yoo
Other 47  Sell-empicyment tax. Attach Schedule SE. Also, ses ine 28, ., . . . . . . 47
Taxes 48  Altsmative minkmum tax. Attach Form 6251 , | 48
40 Recaplura taxes {see page 28. Check f fom o Ol Form 4285 w0 Formas11 oClFormsme | 49
80  Social security and Medicans tax on tip Income nat mportad to employer. Attach Fom 4137 50
81  Tax on quaified retirement plans, Including IRAs. If required, attach Form 5329 , . . P13
82 Advance samad income credit payments fromFormW-2 . . . . . . s .« .« . B2
83 Ak lines 48 through 52. This is your total tax, , s e s o0 . P 183 Z 400
Payments 64  Federal income tax withhield. (1 any is trom Form(s) 1099, check > El 54
55 1993 miimated tax payments and amount applied from 1902 retun , | 58 | 100
Attach 88 Eamed income credit. Attach Schedule BC ., , . . , 158
Forme W-2, 87 Amount paid with Form 4868 {sxtension request) , . . | 87
W2G. 80d  yay pxeees soda sacuty, Medcar, and RRTA b witheld (ee page 28) . | 88
the front. b Deferal of addMorml 1963 taxes, Altach Fomss41 , , , . |58b
59  Other peymants see page 28). Check i from a ] Form 2439
b O romaas . . . . LS
60 Addlh-ummugsom.omrwm P B 2 ige
Refund ot 81 Hlina & ts more than Irm 83, subtract ine 53 from line 80. This is the amcunt you OVERFAID, |, | #1
Amount %2 Amountof ine 81 you want REFUNDED T YOU. . . S i
You Owe ° Amount of e §1 you want APPLIED TO YOUR 1904 ESTIMATED TAX > {eaf ]
64 1 line 53 is more than line 80, subtract line 80 from Bne 53. This Is the AMOUNT YOU OWE.
For detalls on how 1o pay, Including what to write on your peyment, ses page29 , ., . | 84 300
65 Estimated tax penaity {soe page 2. Also inciude on iine 64 | 85 | |
Lincer penaities of perury, | deciare that | have sxamined this return and aooompanying schecules and statements, and to the beat of my knowledge and
Sign badisl, they s trus, camect, and complets, Decharation of preparer fother than txpayer] Is hased an all iInformation of which preperer has any knowledge.
Horo Your signature Date Your gocupation
a copy ’
%m:‘tum } Spowse's signatura. (f m joint retum, BOTH must sign. Oate Spause's cccupation
ijnfl’ Dats Chack i Preparac's sociai securiy no.
:?::arar's i saerpores [ :
Use ONly i outommosed s ELb,
adorens Z1F'go_d.
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SCHEDULES A4B Schedule A—Itemized Deductions OME No. 1545 0074
1
(Form 1040) (Schedule B Is on back) 'TI®93
P Feovens S| B Attach to Form 1040. & Ses Instructions for Schadules A and B (Form $040). Soquence No. OF
Name(s) shown on Form 1040 . Your social sscurity number
Thormas Smith, Bankruptey Estate 00+ pedooDd
Medlcal Caution: Do not inciude expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-1} .,
Dental 2 Enter amount from Form 1040, line 32. 1 2 | ]
Expenses 3 Multiply line 2 above by 7.5% (075) . . . . . . . L3
4  Subtract line 3 from line 1. If zero or legs, enter -0-, P 2 N |
Taxes You 5 Stateandlocalincometaxes , ., . . . . . . . |9 I 00
Paid 6 Reaiestato taxes (seepage A-2) . . . . . . . . L& 4 Qo0
{Ses T  Other taxes. List—include personal property taxes W
BB Al e e aamna T
8 Add lines 5 through 7. PP .4 I - 5 oon
Intereat 9a Home mortgage interest and points reported to you on Form 1088 (S8 ] (O QOO
You Paid b Home mortgage interest not reported to you on Form 1088. If paid
(See to the persen from whom you bought the home, see page A-3
page A-2) and show that person’s name, identifying no., and address b
Note: e e eon e eem e e s mn e e anere | 9b
Personal ; _
interest is 10 :'mnts not reparted to you on Form 1088, See page A-3 10
not ar speciglrules. . . . . . . . . L L L 2
deductibla. 11 Investment intarest. If required, attach Form 4852, (See
page A-3) . . . . L . . . . . .. e . L1t
12 Addlines@athroughd . . . . . . . . . . . . .. . .. .. kli2] O OO0
Gifts to Cautlon: if you made a charitable contribution and
Charity received a banefit in refurn, sea paga A-3.
{Sea 13 Contributions by cashorcheck . . . . . . . . |13
Page A-3) 44  Other than by cash or check. If over $500, you MUST
attachForm8283 . . . . . . . . . . . . . |14
15 Carryover from prioryear ., ., , , . . . . . . |18
16 Addlnest3threwghts. . . . . . . . . . .. . . ... . .ml18
Casualty and K
Thaft Losses 17  Casualty or theft ioss{es). Attach Form 4684. (Seepage A-4) . . . . . .| 17
Moving
Expsnses 18 Moving expenses. Aftach Form 3803 or 3903-F. {(Seepage A4} . . . . . P 18
Job Expenses 19 Unreimbursed employee experses—iob travel, union
and Most dues, job education, etc. If required, you MUST attach
Other Form 2106. (See page A-4.) P _______ . o cireeaeaes
L 1T T T U
Deductlons 20 Other expenses—investment, tax preparation, safe
(See deposit box, etc. List type and amount ...
page A-5 for BKRPT Administvohve Experses. .. .
ot horay 21 Add lines 19 and 20 :
Enter amount from Form 1040, line 32.
23 Multiply ine22 abova by 2% (02) . . . . . . . :
24 Subltract line 23 from fine 21. ffzero orless, enter 0- . . . . . . . . . > q.150
Other 28  Other—from liat on page A-5. List type and amount P ... _....cccceccemmanannans R
IS aMOME v r———————— N
Daductions »
Total 28 i= the amount on Form 1040, line 32, more than $108,450 (more than $54,225 if
Hemized marriad filing separataty)?
Deductions & NO, Your daduction is not imited. Add lines 4, 8, 12, 18, 17, 18, 24, and 25
and enter the total hers. Also enter on Form 1040, line 34, the largerof this | _ p 24 150

28

amount or your standard deduction. N ‘\\\X\\
» YES. Your deduction may be fimited. See page A-5 for the amount to enter. w&\\\\\\\\
For Paperwork Reduction Act Notice, sae Form 1040 instructions. Cat, No. 11330X Schedus A (Form 1040} 1993
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Schedules AAD {Form 1040) 19593

OMB No. 1545-0074 Page 2

Name{a) shown on Form 1040, Do not enter nume and aocial sacurity number If ahown on other side. Your sacial sacurity nianber
Thomas Smith Banlcrup-f-cv Estate 00~ ©0 DodD
Schedule B—Interest and Dividend Income Saquance N, 08
Part | Note: #f you had over $400 in taxable interest Incame, you must aisa compiate Part Jil.
interest Interest Incoma Amount
Income 1 Llist name of payer. if any interest is from a seller-financed mortgage and the
(Ses buyer used the property as & personal residence, see page B-1 and list this
pages 16 imerest first. Also show that buyer’s social security number arld address M
and B-1) Lectificate of Deposit. XXz Bank .. ... 5 500
Hote: [f you T T e s e
received & FOM c-omorm e e e e e e e e e e e e
T0B0-INT, PO i reem—aseatasammeere—————ke—mnrmnm———— e m— e oe eem e
1083-D10, or
subsgtitute T T R RSt e 1
stalement oM oo e e e e e e e et e
B DroKEmagE I, e ememeeeecmeemecesssseamermemmemeeem e e e oo e e
list the firm’s
name as the T R e e
payer and BIMBF = ---oooom e e e L e e e
the total Interemt e ——n
shown on that
form. RS e
2 Add the amounts on line 1 . o | 2 5:5'00
3 Excludabls interast on series EE U. S savings bnnds mued after 1989 fnom Forrn
8815, line 14. You MUST attach Form 8815 to Form 1040 |, | 3
4 Subtract ling 3 from Ime 2. Erter the result here and on Form 1040, Ilne sa> |4 5. 500
Part 11 Note: /f had aover dividends and/or other distributions on must afso compiate Part I,
Dividend Dividend Income Arrount
Income 5 List name of payer. include groas dividends and/or other distributions on stock
{See hera. Any capital gain distributions and nontaxable distributions will be deducted
pages 17 onlines 7 and B P ecciciamcmeman e eaas——m e cmem .
P
Ly R
L cabutneJk L0 L
1088-DIV or $
substitute = T es oo e e e e e e oo e s e
atatement from = s e erecremnmeermeersme s e s e semree s s e msmsa e en e e
OO g e ee e ——m—m——_—m————m—————— . ——————————
firm, list the
firm's name 88 ettt e e e e e e e e e e e e e svsTErsssrLas oo
e PAYSr B cooee e e aeam e e ms e everaseaas
B A O e ——————
dividends
shown on that =~ moeereseseremeem oo oo s o s e --
form. 6 Add the amounts on line 5 . . . L
7 Capital gain distributions. Enter here and on Schedule D* , | 7
8 Nontaxable distributions. {See fhe inst. for Form 1040, ine 9) L8
® Addlines7andt8 , . . 1
10 Subtract Iine 8 from line 8. EntermeresulthereandanFommtlo lheg D 0
'!fyoumoa!vedmpwdgnnd‘u!ﬂbuhonsbuldamlnudmotompod
anyomerga}nsarbsus see the instructions for Form 1040, fnes 13 and 14.
Part Il It you had over $400 of iterest or dividends OR had a forsign account or were a grantor of, or a transfaror
Foreign 1o, a forsign trust, you must completa this part Yoo
Accounts 114 At any time during 1993, did you have an interest in or a signature or other autharity over a financiak
and account in a foreign courrtry, such as a bank account, securities account, or other financlai
Trusts account? See page B-2 for exceptions and filing requirements for Form TD F 90-22.1 , . . .
b if “Yes,” entar the name of the foralgn country B e e
{See 12 Wers you the grantor of, or transferor to, a foreign trust that existed during 1983, whether or not
page B-2) you have any beneficial intersst in it? If “Yes.” vou may have to file Form 3520, 3520-A, or 926 .

Fer Papsrwork Reduction Act Notics, ses Form 1040 instructions.
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OME No. 1545-0074
?”5'7’1”'-5 o Capltal Gains and Losses 1]@93
( I > Attach to Form 1040, » Sea Instructiona for Schedule D (Form 1040).
wdhm Aftachment
intemal Pvanus Service qulholmandzzformmtullstu-mucﬁonaiorlhn1nnd9. Sequence No. 1
Nama{s) shown on Form 1040 Your social security nunriser
Thoras Smith Bonkruptey Estate 00 OPipcoco
Short-Term Capital Gains and Losses—Assets Held'One Year or Less
{s} Description of {b] Date {c} Date scwd {d} Salea price h}(kutor {g) GAIN
HRE: | uit | TR | S5S8T | 2B t:m‘;s;m:: 2| "

BUBtracs () from {

2 Enter your short-term totals, if any, from
llne21, . . ., . 2
3 Total short-term salu price amaunts.
Add column (d) of lines 1and2 |, | | 3 H
4 Short-term gain from Forms 2119 and 6252, and shert-term gain or {lass)
from Forms 4684, 6761, and 8824 . . . . 4
5 Net short-term gain or (lss) from partnarships. S corporatlons ancl
fiduciaries from Scheduleig) K-1 . . . . . - 5

8 Short-term capital loss carryover from 1892 Schedule D, Ine 38 . , . . |- & .

7 Addlines 1,2, and 4 through 6, In columns {fand ig. . . . . . . . LI X )

Nt short-tarm capital gain ar {losa). Combine columns (f} and {g) of line 7 __. . -] 8
W Long-Term Capital Gains and Losses—Assets Heid More Than One Year

10 Enter your long-tarm totals, i any, from

linm23, . . . 10
i1t Total long-term nhs wicl lmounh.

Add column {d) of lines Sand 10. . . | 11
12 Galn from Form 4797; long-term gain from Forms 2118, 2438, and 6252; i -

and long-term gain or (oas) from Forms 4684, 6781, and 8824 . . . . |12 5 175,000
13 Netlong-tarm gain or(loss)fromparhersths. Soorpotatlona. and fiduciariea i

from Schedule(g) K-1. . . . [ I |-
14 Caphalgandistributions . . . . . . . . . . 4. . - . . . o |14

Lo

18 Long-term capital loas carryover from 1992 Scheduie D, line 46 . . . . |18 250,000
16 Add lines 9, 10, and 12 through 15, in columns (and (@ . . . . . . L18WZS0000: )| [75.000;

17 Net long-term capital gain or (loss). Combine columns (f} and (g) of line 16
Summary of Parts | and Il

18 Combine lines 8 and 17. If a loss, go to line 19. i a gain, enter the gain on Form 1040, line 13.
Nots: /f both finea 17 and 18 are gains, sve the Schedule D Tax Worksheet on page D-4 | ,
19  If line 18 in a {loss), enter here and as a (loss) on Form 1044, line 13, the smalier of thess loasan:
a Tha (loss) on line 18; or
b ($3,000) or, if married filing separately, ($1,500) . Lt
Note: SuﬂmCmdemOlrryermpageM#ﬂnMQnﬂmwmem R
the jass on line 19 or if Form 1040, fine 35, is & loss. 3 R R
For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 113384 Schodul D[Faﬂrl 1040} 1983
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SCHEDULE E Supplemental Income and Loss OMA Mo, 1545 9074
{(Form 1040) (From rental real estate, royalties, Elrh'wrsﬁm ‘ﬂ@gs
e S corporations, estatas, trusts, AEMICs, stc.) Atachmont
itumst Roverve Sevice | | ™ Attach to Farm 1040 of Form 1041, B See Instructions for Scheculs E (Form 1040). | _Seauence Na 13
Name{s) shown on return Your saclal security number
Thomas 5m.+h Ponkrpptcy Estate o0 oo ooeo

XTI incoms or Loas From Rental Real Estate and Royalties Not: Asport income and axpenses from your business of ranting
parsonal property on Schedule C ar C-EZ (sas paga E-1). Report farm rental incama or loss from Farm 4835 on page 2, fine 39.

1 | Show the kind and location of each rentsl real eatate property: 2 For each rental real estate Yes| Neo
Al Lommercin] Rentol Rea | Estate property fisted an line 1, did you
Anyuierve JusA ©o0p0 L& or your family use t for persanal | 4 X
— ¥ 7 purposes for more than the
= N P S PP PSS SO graater of 14 days or 109 of the
total days rented at fair rental B
Lo SO value during the tax year? (See
"""" page E-1) c
Propertiaa Totals
Income: A B c {Auid columna A, B, and C.)
3 Rents received. . 3 15 00D 3
4 Royalties received 4 4
Expenses:
6 Advertising . . . 5
# Auto and travel (see paga E-2} L]
7 Cleaning and maintenanca 7
8 Commissions . 8
9 Insurance 9 .
10 Legal and other profasslonal fees | 10
11 Management fees. . . 1
12 Mortgage interest paid to banks
etc. see page E2) . . . . . |12] 10,000 i2
13 Otherinterest . . , . , . . |13
14 Repais . . . . . . . . . |14
15 Supplies. . . . . . . . . |18
18 Taxes. . . . . . ... . |81 20000
17 Utilites . . . . . . . . . 12
18 Other flisg ™ . iieieenes
O
19 Addlines Sthrough 18 . . . . | 181 30,000 19
20 Dapreciation expensa or deplstion
(sea page E-2). . . . (20| 5 ¢o0 20
21 Total expanses. Add linas 1gand20 | 21| 35 000
22 income or (loss) from rental real ’
estate or royalty properies.
Subtract line 21 from line 3 {rents}
of line 4 {royalties). f the result is
a (loss), see page E-2 to find out
if you must file Form 6198. . . QO' Q00
23 Deductible rental real estate joas.
Caution: Your rental mel sstste
foss on lina 22 may be imited. Sea
page E-3 to find out if you must
fila Form 8582, . . 23 {{ I Ji( )
24 income. Add positive amounts shawn on line 22. Da not include any losses. . . . |24 40,0001
25 Loasss. Add royalty losses from line 22 and rental real estate losses from line 23. Errlar the total
losses hare . . . . P C e .28 )
268 Total rantairealestate and royally |momaor{bsa) Combho Ilnasz-ll-and 25 Entariha rasulthara
If Parts Il 1), IV, and line 38 on page 2 do not apply to you, also enter this amount on Form 1040,
line 18. Otherwise, include this amount in the totalon line40 onpage 2 . . . . . . . . 26 "IU ool
For Paperwork Reduction Act Notice, see Form 1040 inatructiona. Cat No. 113440 Scheduls E [Form 1040} 1993
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21 1 9 Sale of Your Home OMB No. 1545-0072
e 99
» Attach to Form 1040 for year of sale. dl] 3
Dapartrrant of ths Tressry > Sea saparste instructions. > Pleass print or type. as':“uﬂ\'::"mzﬂ
Your first nema and initiel. If & jcint retum, slao give spouse's name and initial, Laat nams Your sacisl sscurity manter
Thowas Smith Boankvuphey Esiode (- OO 00

Filt in Your Address | Prossnt ddress (no. swoat, and ept. o, rural fouts, or P.O. bax no.  mall is not deverd 10 siroat addrass)| Bpouse's sacist seourity number
Only If You Are Filing : H

This Form by ttaeil -
and Not With Your | CT: Sown or past offics, stais, and ZP code

Tax Return
General Information

1 Date your former main home was sold (month, day,ysat} . . . . . . . . . . .» {1109/ 30 ;93
2 Have you bought or built a new main home?. . .. Ovee WNo
2 I or was any pant of either main home rented out or used For busmess? If 'Yes. sae mstn.sctlms . . dves R No

Gain on Sale—Do not nclude amounts you deduct as moving expenses.

4 Salkng price of home. Do not include personal property items you sold with your home 4 200 000

5  Expense of sala (sse instructions) e e . 5 20,000

& Amount realized. Subtract line 5 from line 4 . ) 6| 180 000

7 Adjusted basis of home sold (see instructions) . . Li {30 Cop

€ Gain on sale. Subtract line 7 from line & A - 50 00O
s e B Yes P if line 2 is “Yes,"” you must go to Part lil or Part IV, whichever applles. If ine 2 is
More then No,” ga ta fine 9.
zerc? No p  Stop and attach this form to your retum.

@ If you haven't replaced your home, do you plan to do 50 within the repiacement period (soe instructions)? [Jves [ No
¢ If lina @ is “Yas,” stop here, attach this form to your retum, and see Additional Filing Requirements in the instructions.
® if line @ is “No,” you must go to Part Il or Part IV, whichever spplies.

Ona-Ti'no Exclusion of Gain for People Age 55 or Oldu—By compieting this part, you ara slecting to take
the one-time exclusion (see instructions). if you are not electing to take the exclusion, go to Part IV now.
10 Who was age 55 or oider on the date of sale? . . . . . . . L[lYou L[IYourspouse L[] Both of you
11 I:idmepmonwhowasageﬁoroldarownandmhepmpemahhorhermainhomeforamﬂofat
Jaast 3 years {excapt for short absencas) of the S-year period before the sals? F“No," goto PartVnow ., . [JYes [JNo

12 At the time of sale, who owned the home? . . . . « . BYou [OYourspouse [1Both of you

13 Soclal security number of spouse at the time of sale if you had a dMarent spouse from the
one above. if you were not married at the tima of sale, enter *Nong® . . . . j13

14  Exclusion. Entar the smaller of line 8 or $125,000 ($62,500 rfma’riadfllngsepuataraham)
Than.goln lina 15 . . . |14

AdluatodSaluPrlu. Taxable uam. and Adiumd Basis of New Home

15 If line 14 is blank, snter tha amount from line 8. Otherwiss, subtract ine 14 from line 8

# [f iins 15 is zero, stop and attach thia form 1o your return.

& [f fine 15 ia more than zero and ling 2 is "Yes,” go to line 16 now.

# If you are reporting this sale on the Installment msthod, stop and ses the instructions,

« Al others, stop and enter the amount from fine 15 on Schedule D, col. (g}, few 4 or line 12,
16 Fixing-up expenses (see inatructiona for time imits} . . D e
17 If line 14 is blank, enter amount from line 18. Otherwise, addlmas14and16 I,
18 Adjusted sales price. Subtract iine 17 from line 8, e e e e e e e e e e .
19a Date you moved into new home b | / / | b Cost of new home (see instructions)
20 Subtract line 190 from fine 18, If zero orless, enter -0- , , . . . . . . . .. . . .
21 Taxable gain. Enter the smaller of line 1Sorline 20 . . . e e e e e .

® If line 21 is zero, gotolhezzmmachthlsfonnwywm

& | you am reporting this sale on the instaliment method, sea the line 15 instructions and go to line 22,

& All sthars, antsr the amount from line 21 on Scheduls D, aol.(g],h4arlh.12.mdmtoh22.

22 Fostponed gain. Subtract lina 21 from line 15 . _
23 Admdbudsolmwhom&bmetlinezzﬂumllmwb

Sign Here Uncler penaities of parjury, | deciare that | hive sxamined this form, mmmmﬂbhhtdeMWQBtm
Only #f You comect, and completa.
Are Flling Your signeture Cate Spouse's signsture Date
This Form by
Realf and Not
With Your Tax ’ ’
Ratum i = joini retum, bath must sign.

For Papsrwork Recuction Act Notice, ses saparsts instructions. Cat. No. 11710 Form 21198 (1993
@ Friviad an recycied pagear

nlelglzlse
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4797 Sales of Business Property OMB Na. 1545-0104
Form
(Also Involuntary Conversions and Recapture Amounts 1]@93
Doptetrent of the Trasaury Under Sections 178 and 280F(b}2)) Ataca
Internal Mevanye Servios » Attach to your tax retumn. » See separate insiructions. Sequencs Mo, 27
Nams(s) shown on return Idertifying number
Thomas  Smi+h  Ban kvupkv Estate 00 - OOOCEO
1 Emter here the gross proceads from the sala or exchange of real esta!omported to you for 1983 on Formis) 1099-8
{or a substitute statement) that you will be including on fine 2, 11, ar 22 | 1 {200 oo
Sales or Exchanges of Property Used in a Trade or Business and Involuntary Gonversions From
Other Than Casualty or Theft—Proparty Heid More Than 1 Year
ractation | () Cost or other
(%) Deacription of Dats gcquired { fc) Datesokt | ) Gross sales o owwed _ basis, plus ) LOSS ) GAIN
property mo., day. yr) | (mo., day, yr) price or siowatie sincs | improvermants and e | e
2
3  Gain, if any, from Form 4684, ine 38 . . . . e )
4 Soction1231gahfmmhatallmentsaleefromForm3252 inozsura7 . e 4
§  Sectlon 1231 gain or {loss) from kke-kind exchanges from Formse24 . . . ., . . . 5
& Gain, If any, from Ene 34, from other than casualty orthe® . . . . . . . . . . 8
T Add lines 2 though 6 incolumns (@ and (). . . . . C e e e 7
8 Compine columns (g and M) of line 7. Enhu'qdnor(lnn]hu'landmthaappropmtelhuntm -

P-h\Onhlpo—Entnrm.gahor(lmjannrm1065.SﬁadubK.Inos.Sklplan.w.12.!nd13bdow. 3
8 corporations—Feport the galn or {loss) following the instructiona for Form 11208, Schedule K, linea 5 and 6. Sidp R
linea 9, 10, 12, and 12 below, uniesa line & Ia a galn and the $ comoration is subjact to the capital gaina tax.
AN others—if line B ia Zero or a loss, enter the amount on line 12 beiow and skip ines 9 and 10. If line 8 is a gain R\
and you did not have any prior year section 1231 losass, or they ware recaptured In an sarller year, anber the gein N
a u long-term capital gain on Schadule O and akip lines 9, 10, and 13 baiow.

® Nonracaptured net saction 1231 loesas from prior years (see instructions) , . . . . . . . 9

10 Subtract ine @ from kne 8. i zoro or leea, arter -O-. Also enter on the approprists ine as folows (ses instiructions): 10 125 000
8 corporations—Enter this amaum (f mors than zerg) on Scheduie [ (Form 11208), line 13, and skdp lines 12 and 13 below.,

All others—if lins 10 is zero, entar the amount from line 8 on line 13 balow. If Ins 10 is mors than zem, enter the amount fram line 9 on line
13buluw ang enter the amount from line 10 as a long-term capital gain on Schadula D.

Ordinary Gaine and Loases
11 Ordinary gaina and losass not included on lines 12 through 18 (inchude property held 1 yess or lesa):

12 Loss, lfany,fromiined ., . . . e A |
13 Ganﬂw.ﬁmlma.ormmmmsifmphbh O O
14 Gain, fany,fromine3 . . . . . . T o )
16 Ndoalnor{lau)!runFound&Bllnnmmd&a e A )
18 Ordinary gsin from installment salss from Form 6252, ine25or36, . . . . . . . . |18
17  Ordinary gain or {lass) from liks-kind axchanges from Form 8824 |, . . 17
14 Hmmmdaachonﬁ!umodeducﬁmfor%nmd&mwﬂmdurdﬂdm&om
property dispositisns by partnershipa and S corporations (see Instructions) . . . . . . |18
19  Add lines 11 through 18 iIn coumne (@ and M) . . . . . . . . . 1o §{

20 Combire columns (@) and () of kne 189. Em-gnnu'ooa)horo.ll'llonthommafolm -
a For ali sxcapt individual retuma: Enter the gain or oas) from kne 20 on the retum being filad. R
b For individusl retuma:

(1) i the ioss on line 12 includes 2 josa from Form 4584, line 35, column (bKI), enter that part of the loss hemm and
on line 20 of Schaduls A (Form 1040). Identify aa from “Form 4797, ne 200(1)." See instructiona . . . RUbiiy
Redstermine the gain or {loas) on ine 20, sxciuding the joss, if any, on line 200(1). Enter hare and on Form 1040, tm15

For Papsrwork Raduction Act Notice, sew page t of ssparsie instructions. Cat No. 130381

Page 14



Form 4797 (1983} Page 2
XYl Gain From Disposition of Property Under Sections 1245, 1250, 1252, 1254, and 1255

21  {a) Description of saction 1245, 1250, 1252, 1254, or 1255 property: | Date acaured | - (o) Data sckd

Commrecio | Rea| ¢stnte — 61&3 07-01-83] ¢7-0i- 9%

o|o|w|»

Relate lings 21A through 21D {0 thase columns
22 Groaa sales prica (Note: Sea fina 1 before complating.)
23 Cost or other basis plus axpanse of sale .
24 Deprecialion {or depletion) allowed or alioweble .
25 Adjusted baska. Subtmct line 24 from lne 23 .
28
27

Property A Property B Proparty C Property D
ZE0, pog
275,000
IFJO' 200
[25 000

5 |wleil|”

Total gain. Subtract line 25 from fine 22 .

¥ section 1245 property:
a Depreciation aliowed or allowable from line 24 , , ., ,
b Enter the smaller of line 26 or 27s,
28 Hﬁm1ﬂmiwﬁmwaﬂmmumm
-0- on iine 289, except for a corporation subjact to section 291,
a Additional depreciation after 1975 (see inatructions). .
b Applicable percentage multiplied by the amatler of line 26
or fine 28a (ase instructions) .
c &Jbtmuhmzaaﬁomlnozaﬂmmmhlmmpmpﬂy
or {ine 28 Ia not more than line 28a, zkip lines 28d and 28a
d Adcll‘lenprociaﬁonaﬂnr-‘lQﬁQandbehr&ﬂ?ﬁ. .
Enter ihe smailer of line 28¢ or 2B8d
Saction 281 amount {corporations oniy}

125,000

EIE

YIS m

Add linea 280, 2Ba, and 28f . L. e a a w
K saction 1252 property: Skip thia section f you did not dispose
of farmiand or if this form is being complated for a parinecship,
Soil, water, and land cisaring expenses | |
mmmmmmmmmmmw
¢ Enter the smaller of line 28 or 2gb. .

0 K section 1254 property:

a Intangible driting and developmant coats, expenditures for
deveiopment of mines and othar natual deposits, and
mining exploration costa (sea inatructona) | .

b Enterthaamallerof ne26or30a. . . . .

3 K sacton 1255 property:

8 Applicable percantage of payments excluded from incoma
under section 126 (sesinstructionsy . . . , , . . {3Ha

b Emerthasmallgroflin@26or3ta. . . . , . ., . |76

Summary of Part Il Galna. Complete property columns A through D, through line 31b before going to line 32.

3L

- ]

@m@

B8

32 Total gains for all proparties, Add columns A though D, Ine 28 . . . . . . . . . . . . . . . J’;_ﬁ,m

33 Add colurmnsa A through D, lines 27b, 28g, 29¢, 30b, and 31b. Emer hersand on fine 14 ., . (33 | ~0-
34  Subtract line 33 from line 32. Enter the portion from casuaity or theft on Form 4584, ine 23, Entu'thepornon

from other than c of thett on Form 4797, ine 6 . . 125 000
lm HocapmruAmounhUndorSocﬁons179and200F{b)(2]WhmBu|mmUuDropstoso%oer
See instructions for Part 1V,

{a) Section {b) Section
179 2800FMH2)

3§ Section 179 axpanse deduction or depraciation allowabie in prior years ,

38 Recomputad depreciation (ses instructions) . -
a7 Recapiurs amount. SUbtmetlnuaaﬂnmllmas.Sulmdlomfnrwhﬂtnmm

8|8
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4562 Depreclation and Amortization OMB No, 15450172
Form (including Information on Listed Property) 1993
i~y Rlermenid » See sepwraie Instructions. ™ Attach thia form to your return, Saquence No. 67
Mame(s} shown on retum dentilying rumniber
Thonmas Smith Bonkvuptey Estote 00 - C0000OC

Businsas or activity to which thia form relatea

Commeveiol Renta! Real £5tate
IEETI]  Eiection To Expanse Certain Tangible Property {Section 179) (Note: /f you have any "Listed Property,”
complete Part V before you complete Part 1.}
Maximum dollar limitation {If an enterprise zone businass, see instructions.) .
Total cost of aection 179 property placed in service during the tax year (ses Instructmns)
Threshold cost of section 179 property before reduction in iimitatlen . . . .
Reduction in limitation. Subtract line 3 from line 2, but do not enter less than -0-

Dollar limitation for tax year. Subtract line 4 from line 1, but do nat enter less than -0-. [If
married filing separately, sea instructions). . . . . . . . 3

{a} Daseription of property Mcc!t MEWM

$17,500

$200,000

|2 |0 | =

th b N -

7 Listed property. Enter amount from line 26. . . . D
8 Total electad cost of section 179 property. Add amounts in cokimn {¢)nes6aend?7 . . . | B
8 Tentative deduction. Enter the smallerof ineSorline8 . . . . . . . . . . . . . L9
10 Carryover of disallowsd deduction from 1992 (see instructions), . . . e

11 Taxable income limitation. Enter the smaller of taxable income or line 5 (see mstructims} . 1
12 Section 179 expanse deduction. Add lines 9 and 10, but do not enter more than line 11 .

13  Canyover of disaliowsd deduction to 1934. Add linea 8 and 10, less line 12 [18 | ) SN
Note: Do not use Part If or Part Ill below for listed property (autornobiles, ceriain other vehiclas, ceﬁmnrtelepm
certain compulers, or property used for entertainment, recreation, or amusemant). instead, use Part V for isted property.

MACRS Depreciation For Assets Placed in Service ONLY During Your 1893 Tax Year (Do Not Include

Listed Property)
(5] Month and | (¢} Basis Tor depreciation
{a) Clasaification of proserty yoor pinced In | busineasinvestment use “w {a) Convention | ) Method | {g) Depreciation deduction
rvics only—sen instructioens}
14 General Depreciation System {GDS) (see instructions):
a_3-year property
h S-year property
c 7-year property
d 10-year property
& 15-year property
f 20-year properny
g Reaidantial rental 27.5 yrs. MM S/L
proparty 27.5 yrs. MM S/L
h Nenresidential raai MM S/L
property MM S/L
15 Altemative Depreciation System (ADS) m insiructions):
a Class life S/L
b 12-year 12 vrs. S5/L
¢ 40-year 40 yrs. MM S/L
FUSIl Other Depreciation (Do Not Include Listed Property)
16 GDSandADSdaducuombrasemplwedinmmtuyanbedmmbefm1m(mmmn} 18
17 Property subject to saction 168(f{1) election (see nswcﬁons) . .. . 7
18 ACRHS and other depreciation {see instructions) . . . W e e e a e e e - - . |18 5 oo
Summary
19 Listed property. Enter amount from line 25, |, . 19
20 Total Add deductions on fine 12, linea 14 and 16 in coh.mn (g} and Iinu 16 Ihrwgh 19 Enterhu'e
and on the appropriate lines of your retum. (Partnerships and S corporations—sea instructions) | 20

21 For assats shown ahove and placed In sarvice during the current year, entar
tha portion of the basis attributabla to section 263A ensts (ses instructions) | 29

For Paparwork Reduction Azt Notice, ses page 1 of the seperate instructions. Cat. No. 12906N torm 4562 neey
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roem 982 Reductlon of Tax Attributes Due to Discharge of OMB No. 1545-0048
For.cecombr 023 | INdebtedness (and Section 1082 Basis Adjustment) | S o™
imemal ﬁ‘l':':' J::w % m: T&ms':nrm to ;:mr Ineum:' :xy.r.:tum o 1952 gﬂaﬂmm 94
Narme ghown ot retum entifying numbet

T howmas Smith éanumph\, Estate

I General Information (see instructions)
1 Amount excluded is due ta (chack applicabie box{es)):
Discharge of indebtedness in a title 11 case,
Discharge of ndebtadness to the extent insolvent (not ina ﬁtla 11 case)
Discharga of qualified farm indebtedness
Discharge after 1992 of qualified real propsrty buslness undebtedness
2 Total amount of discharged indebtedness sxcluded from groas income, -2l 7o 000

3 Duv you elact to treat all real property described in section 1221(1), rslating to propeny held for sals to
customers in the ordinary coursa of a trade or busineas, as if it were depreciable property?. . . OYes [INo

Reduction of Tax Attributes (You must attach a description of the transactions resulting In the reduction
in basis under section 1017.)

Enter amount excluded from gross incoms:

S0~ Oolooll

™
ooom

4 For a discharge of quaiified real property business indebtadness, applied to raduce the basis of
depreciable real property |, . . 4
6 That you elect under section 108(b)(5) tu appty flrst to reduoe the basls {undar sachon 101?) oi
depreciable property. . . . . . 5
6 Applied to reduce any net operating lass ﬂ'un oowrrad in tha tax yaar oi the dlschargo or camed
over to the tax year of tha discharge . . . &

7 Applied to reducse any general business cradit carryover to or from the tax yaar of tha dmharge 7
8 Applied to reduce any net capital loss for the tax year of the discharge including any cq:ital loss

carryovers to the tax year of the discharge . . 8 70 o00
8 Applled to reduce the basis of nondepreciable and depreclubla pmparty rt not raduced on Ima
5. DO NOT use In the case of discharge of qualified farm indebtedness . . . . . . . . |9

10 For a discharge of qualified farm Indebtedness, applled to reduce the basis of:
8 Depracisble property used or held for use In a trade or business, or for the production of incoma, if

notreducedonline 5. . . . . 10a

b Land used or held for use in a trade or business of farmng . 10b

e Other property used or held for use in a trade or busineas, or for tha pmduct{on of |r|oome . |10e
11 lied to reduca foreign tax credit ca to o from the tax of the disch 11

Consant of Corporation to Adjustment of Basis of its Property Undor Sm:tlon 1082(a)(2)

The corporation named above has exciuded under section 1081(b) of the internal Revenue Code $  ......coeviimninmncceeees
from ite gross income for the tax year beginNINg .o... o coocee e v candending ..ol
Under that sactlon the corporation consents to have the basis of its property ad]usted in accordance with the regulations prescribed
under section 1082(a}(2) of the internai Revenus Coda in effect at the time of filing its incoma tax retusn for that year. The corporation

i organized under tha laws of e iismmsererme o ramaaseenenmn - .
{Statm of Incorporation)
Note: You must attach a description of the transactions resulting in the nanrecognition of gain under section 1081.
Faperwork Reduction Act Notica—Wa you. You can write fo both the IRS and the  # Any nat operating ioss (NOL) for the tax
ask for the information on thia form to Office of Managaement and ut the year of the discharpe (and any NOL
out the Intemal Revenue laws of the  addresses listed in the instructions for the  carmyover to that ysark;
gztadfo?m“mm You ara“dreqdrad touhﬂml: tax returmn with which this form s flled, ® Any genaral business credit carryover to
in ion. Wae n it to ensure -
General Instructions or fram the tax year of the cischarge:

you ame complying with thess laws and to
allow us to figure and collect the right
amount of tax.

The tima neaded to compiete and flle
this formn will VI%. depending on individual

fircumstarms estimated average tme
5.

Ascordkesping . . . . 4hr, 47 min,
Leaming about the law

orthe foorm . . . 1hr., 53 min.
Pnp-hgmdundhg
taformtotheiRE, . ., 2hr, Smin

If you have comments conceming the
accuracy of these time estimates or
suggeations for making this form more
simpls, we would be happy to hear from

Section rafersnces ame (o the Imemal
Ravenue Cods uniess otherwise noted.

Purposs of Form.~Ganaerally, the amount
yau recaive from the discharge of
indabtednesa is includad in your gross
income, However, under certain
circumstances described in section 108,
you may sxclude the amount of diacharged
{ndebtadness from your gross incoma,
Unless you chack the box on ine 1d or
make the alection on line 5, the amount
wxciuded from gross Incomae is applied to
reduce cartaln tax atiributes
dallar for doflar {see axceptions for linas 7
and 11} In the following order:

» Any net capital loss for the tax year of
ﬂnclsdwoe(andmycapﬂalloas

+ Any foreign tax credit carryover to or
from tha tax year of the discharge.
Caution: For discharges of indebtedness in

Cat. No. 17088E
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Capital Loss Carryover Worksheet (keep for your records)

Use this worksheet to figure your capital loss carryovers from 1993 to 1994 if Schedule D, line 19, is a loss and (a) that loss is a smaller loss
than the loss on Schedule D, line 18, or (b) Form 1040, line 35, is a loss.

rwDE

Enter the amount from Form 1040, line 35. If a loss, enclose the amount in pare ntheses 1.
Enter the loss from Schedule D, line 19, @s a poOSItive amMOUNt . .........oouuiiiii e eiiaaees 2.
Combinelines 1 and 2. If Zero Or I8SS, BNtEr —0— ... ..ttt ettt et et e ettt 3.
Enter the smaller Of N 2 OF [IN@ 3 ... ... e ettt ettt et e e eeeeiinans 4.
Note: Ifline 8 of Schedule D is a loss, go to line 5, otherwise, skip lines 5 throug h 9.
Enter the loss from Schedule D, line 8, as a POSItive amMOUNL . ... ..ottt aas 5.
Enter the gain, if any, from Schedule D, IN@ 17 . ...t 6.
Enter the amount from N 4 ... ... e . 7.
A INES B AN 7 oo e e 8.
Short-term capital loss carryover to 1994. Subtract line 8 from line 5. If zero or less, enter—0— ................coooieet 9
Note: Ifline 17 of Schedule D is a loss, go to line 10; otherwise, skip lines 10 thr ough 14.
Enter the loss from Schedule D, line 17, as a positive amount 10
. Enter the gain, if any, from Schedule D, line8 ...................
. Subtractline 5 fromline 4. If zero orless, enter —0— .. ...t
B Yo o I 1 == I T oI 13.
Long-term capital loss carryover to 1994. Subtract line 13 from line 10. If zero or less, enter —=0— ..............ccoooeeet 14.

18, 350

3, 000

21, 350
3, 000

. 75,000

3,000

72, 000

Page 18




Partnerships and
Corporations

A separate taxable estate is not created when
a partnership or corporation files a bankruptcy
petition. The court appointed trustee is, how-
ever, responsible for filing the regular income
tax returns on Form 1065 or Form 1120.

Partnerships

The filing requirements for a partnership in
bankruptcy proceedings do not change. How-
ever, the filing of required returns becomes the
responsibility of an appointed trustee, re-
ceiver, or a debtor-in-possession rather than a
general partner.

A partnership’s debt that is canceled be-
cause of bankruptcy is not included in the part-
nership’s income. It may or may not be in-
cluded in the individual partners’ income. See
Partnerships, later under Debt Cancellation.

Corporations

The following discussion covers only the high-
lights of the bankruptcy tax rules applying to
corporations. Because the details of corporate
bankruptcy reorganizations are beyond the
scope of this publication, you may want to
seek the help of a professional tax advisor.

See Corporations under Debt Cancellation,
for information about a corporation’s debt can-
celed because of bankruptcy.

Tax-Free Reorganizations

The tax-free reorganization provisions of the
Internal Revenue Code apply to a transfer by a
corporation of all or part of its assets to another
corporation in a title 11 or similar case, but only
if, under the reorganization plan, stock or se-
curities of the corporation to which the assets
are transferred are distributed in a transaction
qualifying under IRC section 354, 355, or 356.

A “title 11 or similar case,” for this purpose,
is a bankruptcy case under title 11 of the
United States Code, or a receivership, foreclo-
sure, or similar proceeding in a federal or state
court, but only if the corporation is under the ju-
risdiction of the court in the case and the trans-
fer of assets is under a plan of reorganization
approved by the court. In a receivership, fore-
closure, or similar proceeding before a federal
or state agency involving certain financial insti-
tutions, the agency is treated as a court.

Generally, section 354 provides that no
gain or loss is recognized if a corporation’s
stock is exchanged solely for stock or securi-
ties in the same or another corporation under a
qualifying reorganization plan. In this case,
shareholders in the bankrupt corporation
would recognize no gain or loss if they ex-
change their stock solely for stock or securities
of the corporation acquiring the bankrupt’s
assets.

Section 355 generally provides that no gain
or loss is recognized by a shareholder if a cor-
poration distributes solely stock or securities of
another corporation that the distributing corpo-
ration controls immediately before the distribu-
tion. Section 356 provides that in an exchange

that would qualify under section 354 or 355 ex-
cept that other property or money besides the
permitted stock or securities is received by the
shareholder, gain is recognized by the share-
holder only to the extent of the money and the
fair market value of the other property re-
ceived. No loss is recognized in this situation.

Filing Requirements

The filing requirements of a corporation in-
volved in bankruptcy proceedings do not
change. However, the filing of required returns
becomes the responsibility of an appointed
trustee, receiver, or a debtor-in-possession,
rather than a corporate officer.

Exemption from tax return filing. If you are
a trustee, receiver, or an assignee of a corpo-
ration that is in bankruptcy, receivership, dis-
solution, or in the hands of an assignee by
court order, you may apply to your IRS District
Director for relief from filing federal income tax
returns for the corporation. To qualify, the cor-
poration must have ceased business opera-
tions and must have neither assets nor
income.

Your request to the District Director must
include the name, address, and employer
identification number of the corporation and a
statement of the facts (with any supporting
documents) showing why you need relief from
the filing requirements. You must also include
a statement that you are making the request
and furnishing the information under penalties
of perjury. The District Director will act on your
request within 90 days.

Personal Holding

Company Tax

A corporation that is subject to the jurisdiction
of the court in a title 11 or similar case is ex-
empt from the personal holding company tax,
unless the main reason for beginning or con-
tinuing this case is to avoid paying this tax. A
“title 11 or similar case” is defined earlier
under Tax-Free Reorganizations.

Tax Procedures

The following section discusses the proce-
dures for determining the amount of tax due
from the debtor or the bankruptcy estate, pay-
ing the tax claim, and obtaining a discharge of
the tax liability.

Determination of Tax
The first step in the determination of the tax
due is filing a return. As an individual bankrupt
debtor, you file a Form 1040 for the tax year in-
volved, and the trustee of your bankruptcy es-
tate files a Form 1041, as explained earlier
under Individuals in Chapter 7 or Chapter 11
Proceedings. A bankrupt corporation, or a re-
ceiver, bankruptcy trustee, or assignee having
possession of, or holding title to, substantially
all the property or business of the corporation,
files a Form 1120 for the tax year.

After the return is filed, the Internal Reve-
nue Service may redetermine the tax liability
shown on the return. When the administrative

remedies within the Service have been ex-
hausted, the tax issue may be litigated either in
the bankruptcy court or in the U.S. Tax Court,
as explained in the following discussion.

Request for prompt determination of tax li-
ability by the trustee. The trustee of the
bankruptcy estate may request a determina-
tion of any unpaid liability of the estate for tax
incurred during the administration of the case
by the filing of a tax return and a request for
such a determination with the Internal Reve-
nue Service. Unless the return is fraudulent or
contains a material misrepresentation, the
trustee, the debtor, and any successor to the
debtor are discharged from liability for the tax
upon payment of the tax:

1) As determined by the Internal Revenue
Service,

2) As determined by the bankruptcy court,
after the completion of the IRS examina-
tion, or

3) As shown on the return, if the IRS does
not:

a) Notify the trustee within 60 days after
the request for the determination that
the return has been selected for exami-
nation, or

b) Complete the examination and notify
the trustee of any tax due within 180
days after the request (or any additional
time permitted by the bankruptcy court).

Making the request for determination.
To request a prompt determination of any un-
paid tax liability of the estate, the trustee must
file a written application for the determination
with the IRS District Director for the district in
which the bankruptcy case is pending. The ap-
plication must be submitted in duplicate and
executed under the penalties of perjury. The
trustee must submit with the application an ex-
act copy of the return (or returns) filed by the
trustee with the IRS for a completed tax period,
and a statement of the name and location of
the office where the return was filed. On the
envelope write “Personal Attention of the Spe-
cial Procedures Function. DO NOT OPEN IN
MAILROOM.”

The IRS examination function will notify the
trustee within 60 days from receipt of the appli-
cation whether the return filed by the trustee
has been selected for examination or has been
accepted as filed. If the return is selected for
examination, it will be examined as soon as
possible. The examination function will notify
the trustee of any tax due within 180 days from
receipt of the application or within any addi-
tional time permitted by the bankruptcy court.

Bankruptcy court jurisdiction. Generally,
the bankruptcy court has authority to deter-
mine the amount or legality of any tax imposed
on the debtor or the estate, including any fine,
penalty, or addition to tax, whether or not the
tax was previously assessed or paid.

The bankruptcy court does not have au-
thority to determine the amount or legality of
a tax, fine, penalty, or addition to tax that was
contested before and finally decided by a court
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or administrative tribunal of competent juris-
diction (that became res judicata) before the
date of filing the bankruptcy petition.

Also, the bankruptcy court does not have
authority to decide the right of the bankruptcy
estate to a tax refund until the trustee of the es-
tate properly requests the refund from the In-
ternal Revenue Service and either the Service
determines the refund or 120 days pass after
the date of the request.

If you (the debtor) have already claimed a
refund or credit for an overpayment of tax on a
properly filed return or claim for refund, the
trustee may rely on that claim. Otherwise, if the
credit or refund was not claimed by you, the
trustee may make the request by filing the ap-
propriate original or amended return or form
with the District Director for the district in which
the bankruptcy case is pending. On the return
or claim for refund write “Personal Attention of
the Special Procedures Function. DO NOT
OPEN IN MAILROOM.”

The appropriate form for the trustee to use
in making the claim for refund is as follows:

1) Forincome taxes for which an individual
debtor had filed a Form 1040, Form
1040A, or Form 1040EZ, the trustee
should use a Form 1040X, Amended U.S.
Individual Income Tax Return.

2) Forincome taxes for which a corporate
debtor had filed a Form 1120, the trustee
should use a Form 1120X, Amended U.S.
Corporation Income Tax Return.

3) Forincome taxes for which a debtor had
filed a form other than Form 1040, Form
1040A, Form 1040EZ, or Form 1120, the
trustee should use the same type of form
that the debtor had originally filed, and
write “Amended Return” at the top of the

form.

~

4) For taxes other than income taxes for
which the debtor had filed a return, the
trustee should use a Form 843, Claim for
Refund and Request for Abatement, at-
taching an exact copy of any return that is
the subject of the claim along with a state-
ment of the name and location of the of-

fice where the return was filed.

=

5

~

For overpayment of taxes of the bank-
ruptcy estate incurred during the adminis-
tration of the case, the trustee may
choose to use a properly executed tax re-
turn (for income taxes, a Form 1041) as a
claim for refund or credit.

The IRS examination function, if requested
by the trustee or debtor in possession as dis-
cussed later, will examine the appropriate
amended return, claim, or original return filed
by the trustee on an expedite basis, and will
complete the examination and notify the trus-
tee of its decision within 120 days from the
date of filing of the claim.

Tax Court jurisdiction. The filing of a bank-
ruptcy petition automatically results in a stay
(suspension) of any U.S. Tax Court proceed-
ing to determine your tax liability as the debtor.
This stay continues until one of the acts re-
moving it occurs. The stay may be lifted by the
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bankruptcy court upon your request, the re-
quest of the IRS, or the request of any other
party in interest. Because the bankruptcy court
has power to lift the stay and allow you to begin
or continue a Tax Court case involving your tax
liability, the bankruptcy court has, in effect,
during the pendency of the stay, the sole au-
thority to determine whether the tax issue is
decided in the bankruptcy court itself or in the
Tax Court.

Suspension of time for filing. In any
bankruptcy case, the 90—day period for filing a
Tax Court petition, after the issuance of the
statutory notice of deficiency, is suspended for
the time you are prevented from filing the peti-
tion because of the bankruptcy case, and for
60 days thereafter. However, even if the statu-
tory notice was issued before the bankruptcy
petition was filed, the suspension exists if any
part of the 90-day period remained at the date
the bankruptcy petition was filed.

Trustee may intervene. The trustee of
your bankruptcy estate in any title 11 bank-
ruptcy case may intervene, on behalf of the es-
tate, in any proceeding in the U.S. Tax Court to
which you are a party.

Assessment of tax. After the determination
of a tax by either the bankruptcy court or the
U.S. Tax Court, the Internal Revenue Service
may assess the tax against the estate, or
against you or your successor, subject to ap-
plicable law.

Immediate assessments. In bankruptcy situ-
ations, the Internal Revenue Service has lim-
ited authority to immediately assess tax defi-
ciencies, without following the normal
procedure under which it issues a deficiency
notice. In a bankruptcy case, an immediate as-
sessment of tax may be made for a tax liability
incurred by the debtor’s estate, or on the
debtor, if the liability for the tax has been finally
decided (has become res judicata) in the
bankruptcy case. No purpose would be served
by requiring issuance of a deficiency notice
prior to assessment of taxes imposed on the
bankruptcy estate, or on the debtor when the
liability has been finally determined in the
bankruptcy court, because in neither case can
the issue be litigated in the Tax Court.

Statute of limitations for assessment. Ina
title 11 bankruptcy case, the period of limita-
tions for assessment of tax (generally, 3 years
after the later of the date the return was due or
was filed) is suspended for the period during
which the Internal Revenue Service is prohi-
bited, because of the bankruptcy case, from
making the assessment, plus 60 days
thereafter.

Disclosure of return information. In bank-
ruptcy cases other than those of individuals fil-
ing under chapter 7 or 11, and in receivership
proceedings where substantially all the debt-
or's property is in the hands of the receiver,
current and earlier returns of the debtor are,
upon written request, open to inspection by or
disclosure to the trustee or receiver, but only if
the Internal Revenue Service finds that the
trustee or receiver has a material interest

which will be affected by information on the
return.

Payment of Tax Claim

After the filing of a bankruptcy petition and dur-
ing the period the debtor’s assets or those of
the bankruptcy estate are under the jurisdic-
tion of the bankruptcy court, these assets are
not subject to levy. The Internal Revenue Ser-
vice may file a proof of claim in the bankruptcy
court the same way as other creditors. This
claim may be presented to the bankruptcy
court even though the taxes have not yet been
assessed or are subject to a Tax Court
proceeding.

Seventh priority taxes. In bankruptcy, the
debtor’s debts are assigned priorities for pay-
ment. Most of the prepetition tax debts are
classified as seventh priority claims. Gener-
ally, prepetition taxes are certain income and
other taxes that the debtor is considered to
owe before he or she files a bankruptcy
petition.

The following federal taxes, if unsecured,
are prepetition seventh priority taxes of the
government:

1) Income taxes for tax years ending on or
before the date of filing the bankruptcy pe-
tition, for which a return is due (including
extensions) within 3 years of the filing of
the bankruptcy petition.

2

~

Income taxes assessed within 240 days
before the date of filing the petition. This
240—day period is increased by any time,
plus 30 days, during which an offer in
compromise with respect to these taxes
was pending, that was made within 240
days after the assessment.

3) Income taxes that were not assessed
before the petition date, but were assess-
able as of the petition date, unless these
taxes were still assessable solely be-
cause no return, a late return (within 2
years of the filing of the bankruptcy peti-
tion), or a fraudulent return was filed.

4

=

Withholding taxes for which you are liable
in any capacity.

5

~

Employer’s share of employment taxes on
wages, salaries, or commissions (includ-
ing vacation, severance, and sick leave
pay) paid as priority claims under 11 USC
507(a)(3) or for which a return is due
within 3 years of the filing of the bank-
ruptcy petition, including a return for
which an extension of the filing date was
obtained.

6

~

Excise taxes on transactions occurring
before the date of filing the bankruptcy pe-
tition, for which a return, if required, is due
(including extensions) within 3 years of
the filing of the bankruptcy petition. If are-
turn is not required, these excise taxes in-
clude only those on transactions occur-
ring during the 3 years immediately before
the date of filing the petition.

Priority of payment. For a chapter 7 case,
the preceding seventh priority prepetition



taxes may be paid out of the assets of the
bankruptcy estate to the extent there are as-
sets remaining after paying the claims of se-
cured creditors and other creditors having
higher priority claims.

Different rules apply to payment of seventh
priority prepetition taxes under chapters 11,
12, and 13:

1) Inchapter 11, the debtor can pay these
taxes over a period of 6 years from the
date of assessment, including interest,

2) Inchapter 12, the debtor can pay such tax
claims in deferred cash payments over
time, and

3) Inchapter 13, the debtor can pay such
taxes over 3 years (or over 5 years with
court approval).

Certain taxes are assigned a higher priority
for payment. Taxes incurred during adminis-
tration by the bankruptcy estate are paid first,
as administrative expenses. Taxes arising in
the ordinary course of your business or finan-
cial affairs in an involuntary bankruptcy case,
after the filing of the bankruptcy petition but
before the earlier of the appointment of a trus-
tee or the order for relief are included in the
second priority of payment. The employee’s
portion of the employment taxes on the first
$2,000 described in (5) above is included in
the third priority.

Relief from penalties. A penalty for failure to
pay tax, including failure to pay estimated tax,
will not be imposed for any period during which
a title 11 bankruptcy case is pending, under
the following conditions. If the tax was incurred
by the bankruptcy estate, the penalty will not
be imposed if the failure to pay resulted from
an order of the court finding probable insuffi-
ciency of funds of the estate to pay administra-
tive expenses. If the tax was incurred by you
as the debtor, the penalty will not be imposed
if:
1) The tax was incurred before the earlier of
the order for relief or (in an involuntary
case) the appointment of a trustee, and

2) The bankruptcy petition was filed before
the due date for the tax return (including
extensions) or the date for imposing the
penalty occurs on or after the day the
bankruptcy petition was filed.

This relief from the failure-to-pay penalty
does not apply to any penalty for failure to pay
or deposit tax withheld or collected from others
and required to be paid over to the U.S. gov-
ernment. Nor does it apply to any penalty for
failure to timely file a return.

FUTA credit. An employer is generally al-
lowed a credit against the federal unemploy-
ment tax (FUTA) for contributions made to a
state unemployment fund, if the contributions
are paid by the last day for filing an unemploy-
ment tax return for the tax year. If the contribu-
tions to the state fund are paid after that date,
generally only 90% of the otherwise allowable

credit may be taken against the federal unem-
ployment tax.

However, for any unemployment tax on
wages paid by the trustee of a title 11 bank-
ruptcy estate, if the failure to pay the state un-
employment contributions on time was without
fault by the trustee, the full amount of the credit
is allowed.

Statute of limitations for collection. In ati-
tle 11 bankruptcy case, the period of limita-
tions for collection of tax (generally, 10 years
after assessment) is suspended for the period
during which the Internal Revenue Service is
prohibited from assessing or collecting, plus 6
months thereafter.

Discharge of Unpaid Tax

Debts are divided into two categories; dis-
chargeable and nondischargeable. Discharge-
able debts are those that the debtor is no
longer personally liable to pay after the bank-
ruptcy proceedings are concluded. Nondis-
chargeable debts are those that are not can-
celed because of the bankruptcy proceedings.
The debtor remains personally liable for their
payment.

As a general rule, there is no discharge for
you as an individual debtor at the termination
of a bankruptcy case for the second and sev-
enth priority taxes described earlier, or for
taxes for which no return, a late return (filed
within 2 years of the filing of the bankruptcy pe-
tition), or a fraudulent return was filed. How-
ever, claims against you for other taxes pre-
dating the bankruptcy petition by more than 3
years may be discharged. However, if the IRS
has a lien on the debtor’s property, this prop-
erty may be seized to collect discharged tax
debts.

Exception for individuals with regular in-
come. If you complete all payments under a
chapter 13 debt adjustment plan for an individ-
ual with regular income, the court may grant
you a discharge of debts, including a dis-
charge of the second and seventh priority
prepetition taxes described earlier. However, if
you fail to complete all payments under the
plan, these taxes are not discharged although
the court may grant a discharge of other debts
in limited circumstances.

Debt Cancellation

If a debt is canceled or forgiven, other than as
a gift or bequest, the debtor generally must in-
clude the canceled amount in gross income for
tax purposes. A debt includes any indebted-
ness for which the debtor is liable or which at-
taches to property the debtor holds.

Exceptions and Exclusions

There are several exceptions and exclusions
from the inclusion of canceled debt in income.
The exceptions include:

1) The cancellation of a student loan for a
student required to work for certain em-
ployers. See Cancellation of student loan

in Publication 525, Taxable and Nontax-
able Income.

2) The cancellation of debt that would have
been deductible if paid. See Canceled
debtin Chapter 7 of Publication 334, Tax
Guide for Small Business.

3) The reduction of a debt by the seller of
property if the debt arose from the
purchase of the property. See Canceled
debtin Chapter 7 of Publication 334.

The exclusions are discussed next.

Exclusions

Do not include a canceled debt in gross in-
come if any of the following situations apply:

« The cancellation takes place in a bankruptcy
case under the U.S. Bankruptcy Code. See
Bankruptcy case exclusion, later.

The cancellation takes place when you are
insolvent (see Insolvency exclusion, later),
and the amount excluded is not more than
the amount by which you are insolvent.

« The canceled debt is qualified farm debt
(debt incurred in operating a farm). See
Chapter 4 of Publication 225, Farmer’s Tax
Guide.

The canceled debt is qualified real property
business indebtedness (certain debt con-
nected with business real property). See
Chapter 7 of Publication 334.

Order of exclusions. If the cancellation of
debt occurs in a Title 11 bankruptcy case, the
bankruptcy exclusion takes precedence over
the insolvency, qualified farm debt, or qualified
real property business indebtedness
exclusions.

To the extent that the taxpayer is insolvent,
the insolvency exclusion takes precedence
over qualified farm debt or qualified real prop-
erty business indebtedness exclusions.

Bankruptcy case exclusion. A bankruptcy
case is a case under title 11 of the United
States Code, but only if the debtor is under the
jurisdiction of the court and the cancellation of
the debt is granted by the court or occurs as a
result of a plan approved by the court.

None of the debt canceled in a bankruptcy
case is included in your gross income in the
year canceled. Instead, certain losses, credits,
and basis of property must be reduced by the
amount of excluded income (but not below
zero). These losses, credits, and basis in prop-
erty are called tax attributes and are discussed
under Reduction of Tax Attributes, later.

Insolvency exclusion. You are insolvent
when, and to the extent, your liabilities exceed
the fair market value of your assets. Determine
your liabilities and the fair market value of your
assets immediately before the cancellation of
your debt to determine whether or not you are
insolvent and the amount by which you are
insolvent.

Exclude from your gross income debt can-
celed when you are insolvent, but only up to
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the amount by which you are insolvent. How-
ever, you must use the amount excluded to re-
duce certain tax attributes, as explained later
under Reduction of Tax Attributes.

Example. $4,000 of the Simpson Corpora-
tion’s liabilities are cancelled outside bank-
ruptcy. Immediately before the cancellation,
the Simpson Corporation’s liabilities totaled
$21,000 and the fair market value of its assets
was $17,500. Because its liabilities were more
than its assets, it was insolvent. The amount of
the insolvency was $3,500 ($21,000 —
$17,500).

The corporation may exclude only $3,500
of the $4,000 debt cancellation from income
because that is the amount by which it was in-
solvent. It must also reduce certain tax attrib-
utes by the $3,500 of excluded income. The
remaining $500 of canceled debt must be in-
cluded in income.

Reduction of
Tax Attributes

If a debtor excludes canceled debt from in-
come because it is canceled in a bankruptcy
case or during insolvency, he or she must use
the excluded amount to reduce certain “tax at-
tributes.” Tax attributes include the basis of
certain assets and the losses and credits listed
next. By reducing these tax attributes, tax on
the canceled debt is in part postponed instead
of being entirely forgiven. This prevents an ex-
cessive tax benefit from the debt cancellation.

If a separate bankruptcy estate was cre-
ated, the trustee or debtor-in-possession must
reduce the estate’s attributes (but not below 0)
by the canceled debt. See Individuals under
chapter 7 or chapter 11, later.

Order of reduction. Generally, use the
amount of canceled debt to reduce the tax at-
tributes in the order listed below. However, you
may choose to use all or a part of the amount
of canceled debt to first reduce the basis of de-
preciable property before reducing the other
tax attributes. This choice is discussed later.

Net operating loss. First, reduce any net
operating loss for the tax year in which the
debt cancellation takes place, and any net op-
erating loss carryover to that tax year.

General business credit carryovers.
Second, reduce any carryovers, to or from the
tax year of the debt cancellation, of amounts
used to determine the general business credit.

Minimum tax credit. Third, reduce any
minimum tax credit that is available as of the
beginning of the tax year following the tax year
of the debt cancellation. This only applies to
debt canceled in tax years beginning after
1993.

Capital losses. Fourth, reduce any net
capital loss for the tax year of the debt cancel-
lation, and any capital loss carryover to that
year.

Basis. Fifth, reduce the basis of your prop-
erty as described under Basis Reduction,
later. This reduction applies to the basis of
both depreciable and nondepreciable
property.

Passive activity loss and credit carry-
overs. Sixth, reduce any passive activity loss
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or credit carryover from the tax year of the debt
cancellation. This only applies to debt can-
celed in tax years beginning after 1993.

Foreign tax credit. Last, reduce any car-
ryover, to or from the tax year of the debt can-
cellation, of an amount used to determine the
foreign tax credit or the Puerto Rico and pos-
session tax credit.

Amount of reduction. Except for the credit
carryovers, reduce the tax attributes listed ear-
lier one dollar for each dollar of canceled debt
that is excluded from income. Reduce the
credit carryovers by 33% cents for each dollar
of canceled debt that is excluded from income.

Making the reduction. Make the required re-
ductions in tax attributes after figuring the tax
for the tax year of the debt cancellation. In re-
ducing net operating losses and capital losses,
first reduce the loss for the tax year of the debt
cancellation, and then any loss carryovers to
that year in the order of the tax years from
which the carryovers arose, starting with the
earliest year. Make the reductions of credit
carryovers in the order in which the carryovers
are taken into account for the tax year of the
debt cancellation.

Individuals under chapter 7 or chapter 11.
In an individual bankruptcy under chapter 7
(liquidation) or chapter 11 (reorganization) of
title 11 of the United States Code, the required
reduction of tax attributes must be made to the
attributes of the bankruptcy estate, a separate
taxable entity resulting from the filing of the
case. Also, the trustee of the bankruptcy es-
tate must make the choice of whether to re-
duce the basis of depreciable property first
before reducing other tax attributes. See the
discussion of The Bankruptcy Estate, earlier.

Basis Reduction

If any amount of the debt cancellation is used
to reduce the basis of assets as discussed
under Reduction of Tax Attributes, the follow-
ing rules apply to the extent indicated.

When to make the basis reduction. Make
the reduction in basis at the beginning of the
tax year following the tax year of the debt can-
cellation. The reduction applies to property
held at that time.

Bankruptcy and insolvency reduction limit.
The reduction in basis because of canceled
debt in bankruptcy or in insolvency cannot be
more than the total basis of property held im-
mediately after the debt cancellation, minus
the total liabilities immediately after the cancel-
lation. This limit does not apply if an election is
made to reduce basis before reducing other at-
tributes. This election is discussed later.

Exempt property under title 11. If debtis
canceled in a bankruptcy case under title 11 of
the United States Code, make no reduction in
basis for property that the debtor treats as ex-
empt property under section 522 of title 11.

Election to reduce basis first. You (the es-
tate in the case of an individual bankruptcy

under chapter 7 or 11) may choose to reduce
the basis of depreciable property before re-
ducing any other tax attributes. However, this
reduction of the basis of depreciable property
cannot be more than the total basis of depre-
ciable property held at the beginning of the tax
year following the tax year of the debt
cancellation.

Depreciable property means any property
subject to depreciation, but only if a reduction
of basis will reduce the amount of depreciation
or amortization otherwise allowable for the pe-
riod immediately following the basis reduction.
You may choose to treat as depreciable prop-
erty any real property that is stock in trade or is
held primarily for sale to customers in the ordi-
nary course of trade or business. You must
generally make this choice on the tax return for
the tax year of the debt cancellation, and, once
made, you can only revoke it with IRS ap-
proval. However, if you establish reasonable
cause, you may make the choice with an
amended return or claim for refund or credit.

Making elections. Make the election to
reduce the basis of depreciable property
before reducing other tax attributes as well as
the election to treat real property inventory as
depreciable property, on Form 982, Reduction
of Tax Attributes Due to Discharge of Indebt-
edness (and Section 1082 Basis Adjustment).

Recapture of basis reductions. If any basis
in property is reduced under these provisions
and is later sold or otherwise disposed of at a
gain, the part of the gain that is attributable to
this basis reduction is taxable as ordinary in-
come. Figure the ordinary income part by
treating the amount of this basis reduction as a
depreciation deduction and by treating any
such basis-reduced property that is not al-
ready either section 1245 or section 1250
property as section 1245 property. In the case
of section 1250 property, make the determina-
tion of what would have been straight line de-
preciation as though there had been no basis
reduction for debt cancellation. Sections 1245
and 1250 and the recapture of gain as ordinary
income are explained in Chapter 4, Disposi-
tions of Depreciable Property, in Publication
544, Sales and Other Dispositions of Assets.

Partnerships

If a partnership’s debt is canceled because of
bankruptcy or insolvency, the rules for the ex-
clusion of the canceled amount from gross in-
come and for tax attribute reduction are ap-
plied at the individual partner level. Thus, each
partner’s share of debt cancellation income
must be reported on the partner’s return un-
less the partner meets the bankruptcy or insol-
vency exclusions explained earlier. Then all
choices, such as the choices to reduce the ba-
sis of depreciable property before reducing
other tax attributes, to treat real property in-
ventory as depreciable property, and to end
the tax year on the day before filing the bank-
ruptcy case, must be made by the individual
partners, not the partnership.



Depreciable property. For purposes of re-
ducing the basis of depreciable property in at-
tribute reduction, a partner treats his or her
partnership interest as depreciable property to
the extent of the partner’s proportionate inter-
est in the partnership’s depreciable property.
This applies only if the partnership makes a
corresponding reduction in the partnership’s
basis in its depreciable property with respect to
the partner.

Partner’s basis in partnership. The alloca-
tion of an amount of debt cancellation income
to a partner results in that partner’s basis in the
partnership being increased by that amount.
At the same time, the reduction in the partner’'s
share of partnership liabilities caused by the
debt cancellation results in a deemed distribu-
tion, in turn resulting in a reduction of the part-
ner’s basis in the partnership. These basis ad-
justments are separate from any basis
reduction under the attribute-reduction rules
described earlier.

Corporations

Corporations in a bankruptcy proceeding or in-
solvency generally follow the same rules for
debt cancellation and reduction of tax attrib-
utes as an individual or individual bankruptcy
estate would follow. However, a different rule
may exist when a corporation’s stock is trans-
ferred in exchange for its own debt. This stock
for debt exception is repealed for transfers
made after 1994 unless the corporation filed
for bankruptcy (or a similar court proceeding)
before 1994. The principal difference between
the stock for debt exception and the general
treatment is that the corporation does not re-
duce its tax attributes under the stock for debt
exception.

Stock for Debt Rules

If a corporation transfers its stock in satisfac-
tion of indebtedness and the fair market value
of its stock is less than the indebtedness it
owes, the corporation has income (to the ex-
tent of the difference) from the cancellation of
indebtedness. After 1994, a corporation can
exclude all or a portion of the income created
by the stock for debt transfer if it is in a bank-
ruptcy proceeding or, if not in a bankruptcy
proceeding, it can exclude the income to the
extent it is insolvent. However, the corporation
must reduce its tax attributes (to the extent it
has any) by the amount of excluded income.

Stock for debt exception. Generally, before
1995, a corporation does not realize income
because of such stock for debt exchanges if it
is in bankruptcy or to the extent it is insolvent.
Consequently, there is no gross income to ex-
clude and no reduction of its tax attributes is
necessary. This provision applies only to stock
transferred before 1995 in satisfaction of its
debt, unless the bankruptcy (or a similar court
procedure) was filed before 1994.

De minimis exception. The stock for debt
exception does not apply if:

1) The corporation issues nominal or token
shares, or

2) The value of stock received by the credi-
tor in exchange for cancellation of the
debt is less than half the value of the stock
that the creditor would receive if all the
corporation’s unsecured creditors taking
part in the workout received a pro rata
amount of stock issued.

A corporation that is in bankruptcy or to the ex-
tent that it is insolvent can exclude the debt
cancellation income but it must reduce its tax
attributes (to the extent it has any). A
“workout” includes a title 11 bankruptcy case
or other transaction or series of transactions
involving a significant restructuring of the debt
of a corporation in financial difficulty.

See IRS Regulation 1.108-1 and Revenue
Procedure 94-26 for rules that can help you
determine if an exchange of stock for debt
qualifies for the stock for debt exception.

Example 1. Mr. Smith, a creditor, held
$1,000 of unsecured debt against a debtor cor-
poration. In 1993, debtor corporation filed a
chapter 11 bankruptcy proceeding. In 1994, in
accordance with a confirmed plan of reorgani-
zation, the corporation fully satisfied $10,000
of its unsecured debt by the transfer of $6,000
(60% of the debt canceled) of its stock to credi-
tors. Mr. Smith must receive at least $300
($1,000 x 60% = $600 x 50%) of stock in satis-
faction of his claim in order for the debtor cor-
poration to rely on the rule that it has no debt
discharge amount with respect to the cancella-
tion of Mr. Smith’s claim in exchange for stock.
If Mr. Smith receives only $100 of stock for his
$1,000 debt, then the debtor corporation will
have a debt discharge amount of $900 with re-
spect to Mr. Smith. Because the corporation is
in bankruptcy, it does not include the $900 in
income. However, it must reduce its tax attrib-
utes, if any, by the $900 amount.

Example 2. The facts are the same as in
Example 1, except that the corporation is not
bankrupt or insolvent. In this case, regardless
of the value of the stock Mr. Smith receives in
satisfaction of the debt, the corporation real-
izes debt cancellation income for Mr. Smith’s
claim equal to the difference between the
$1,000 debt and the fair market value of the
stock transferred to him.

Example 3. Assume the same facts as are
in example 1, except that the corporation filed
for bankruptcy in 1995. As the result of any
subsequent workout, the corporation must re-
duce its tax attributes by an amount equal to
the difference between the $1,000 debt and
the fair market value of the stock transferred to
him.

Earnings and Profits

The earnings and profits of a corporation do
not include income from the discharge of in-
debtedness to the extent of the amount ap-
plied to reduce the basis of the corporation’s
property as explained earlier. Otherwise, dis-
charge of indebtedness income, including
amounts excluded from gross income, in-
creases the earnings and profits of the corpo-
ration (or reduces a deficit in earnings and
profits).

If there is a deficit in the corporation’s earn-
ings and profits and the interest of any share-
holder of the corporation is terminated or extin-
guished in a title 11 or similar case (defined
earlier), the deficit must be reduced by an
amount equal to the paid-in capital allocable to
the shareholder’s terminated or extinguished
interest.

S Corporations

For S corporations, the rules for excluding in-
come from debt cancellation because of bank-
ruptcy or insolvency apply at the corporate
level.

Net operating losses. A loss or deduction
that is disallowed for the tax year of the debt
cancellation because it exceeds the share-
holders’ basis in the corporation’s stock and
debt is treated as a net operating loss for that
tax year in making the required reduction of tax
attributes for the amount of the canceled debt.

Example of
Tax Attribute Reduction

The sample filled-in Form 982, Reduction of
Tax Attributes Due to Discharge of Indebted-
ness (and Section 1082 Basis Adjustment),
shown in this publication is based on the fol-
lowing situation.

Tom Smith is in financial difficulty, but he
has been able to avoid declaring bankruptcy.
In 1993, he reached an agreement with his
creditors, whereby they agreed to forgive
$10,000 of the total that he owed them, in re-
turn for his setting up a schedule for repay-
ment of the rest of his debts.

Immediately before the debt cancellation,
Tom'’s liabilities totaled $120,000 and the fair
market value of his assets was $100,000 (his
total basis in all these assets was $90,000). At
the time of the debt cancellation, he was con-
sidered insolvent by $20,000. He can exclude
from income the entire $10,000 debt cancella-
tion because it was not more than the amount
by which he was insolvent.

Among Tom'’s assets, the only depreciable
asset is a rental condominium with an adjusted
basis of $50,000. Of this, $10,000 is allocable
to the land, leaving a depreciable basis of
$40,000. During the tax year of the debt can-
cellation, he had a net capital loss of $5,000
resulting from sales of stock at a loss. He also
has a net operating loss carryover to this year
of $3,000 from a previous tax year.

Tom’s adjusted gross income for the year,
without considering the debt cancellation, the
capital loss, or the net operating loss carry-
over, is $20,000. He does not itemize deduc-
tions, and he has no general business credit or
foreign tax credit arising in the year of the debt
cancellation or carried to this year.

Ordinarily, in applying the $10,000 debt
cancellation amount to reduce tax attributes,
Tom would first eliminate his $3,000 net oper-
ating loss carryover, and then his $5,000 net
capital loss. He would then have $2,000 re-
maining to apply to basis reduction, but would
not have to reduce basis because his total ba-
sis in assets ($90,000) was less than his total
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liabilities, immediately after the debt cancella-
tion ($120,000 - $10,000 = $110,000).
However, Tom figures that it is better for
him to preserve his current deductions of
$3,000 for the net operating loss carryover and
$3,000 for the net capital loss, plus the $2,000
capital loss carryover ($5,000 - $3,000) to the
following year. (Only $3,000 of a net capital
loss can be applied to offset other income in
any one tax year.) He can do this by choosing
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to reduce the basis of his depreciable property
before making other tax attribute reductions.
Tom elects to reduce basis first. Therefore,
he can reduce the depreciable basis of his
rental condominium (his only depreciable as-
set) by $10,000. The tax effect of doing this will
be to reduce his depreciation deductions for
years following the year of the debt cancella-
tion. However, if he later sells the condomin-
ium at a gain, the part of the gain attributable to

the basis reduction will be taxable as ordinary
income.

Tom must file Form 982, as shown here,
with his individual return (Form 1040) for the
tax year of the debt discharge. In addition, he
must attach a statement describing the debt
cancellation transaction and identifying the
property to which the basis reduction applies.
This statement is not illustrated.

Form 982 for Tom Smith



roem 982 Reduction of Tax Attributes Due to Discharge of OMB No. 1545-0048
v Doerier 92y | INd@btedness (and Section 1082 Basis Adjustment) | =o't
Degearimant Tren Canrtiore DO discharge of indaltaciees beginning Attachm

reten e Service wgu:tabmegcm to ;::ur Incomeh :‘x”r'e:urn. ki S«t:luem:'t No. 94
Name ahown on retum Kdaniifying ramber

“"n.o o e

Tomi S +h

General Information (see instructions)

000 - 00 - OO0

Amount excluded i3 due to (check applicable box(es)):

Discharga of indebtednaeas in a titls 11 case,

Discharge of indebtadness to the axtent inacivent {not ina tnle 11 caee)
Discharge of qualified farm indebtedness

Discharge after 1992 of qualified réal property busnass mdebted'less
Total amount of discharged indebtedness excluded from gross incoma,

Do you elect fo trsat all real property described In saction 1221(1), relating o prn;:;erty held for sale to

customers in the ordinary course of a trads or businesas, aa if t were depreciable property?,

OoOoxrAa

et 10, 000

_Ol¥es Oto

in basis under section 1017.)

Reduction of Tax Attributes (You must attach a description of the transactions resulthg in the reduction

Enter amount sxcluded from gross Incomae:

4

b |

For a discharge of qualified real property business indebtedness, applied to reduce the basis of
depreciabla real property . ;

That you elect undar saction 108(!:}{5} tc apply ﬁret to reduce the basne (under aectlon 1017} cf
depreciable property. .

Appied to reducs any net cperettng Icee thet occurred in me tex year of the dlechemge or camed
over to the tax year of the discharge . .

Applied to raduce any general businass credit carrycver to ar frcrn the tex yeer cf ﬂ\educharge
Applied to reduce any net capital loss for the tax year of the discharge uncludng any capltel loss

IOI 808

carryovers to ths tax year of the discharge . . | 8
9 Applied to reduce the basis of nondepreciable and depreclable prcpedy rr nct reduced on line
5. DO NOT use in the case of discharge of qualified farm indebtedness . C e e e e . ]
10 For a discharge of qualified famm indebtadneas, appled to reduce the basia of:
a Dapraciable property usad or held for use in a trade or buginess, crforﬂnproducﬂcn ofinccme. if
notreducedontine 5. . . . . 10a
b Landusedcrheldforueenatradecrbusmessc”armmg | 10b
c Omerpmpenyusedcrheldforusalnatmdecrbuweee.crfcttheproductionofnccme 10¢
11 lied to reduca any foreign tax credit carryover to or from the tax year of the discharge . . | 11

Consent of Corporation to Adjustment of Basis of its Property Under Section 1082(2)(2)

The corporathon named above has exciuded undar section 10B1(b) of tha Internal Revenus Code §
from ita gross income for the tax year beginning ...

......... cand ending e

Undar that saction the corporation consents to have the basis of its proporty adjusted in accordance with tha requlations prescrhed
under saction 1082(a}{2) of tha Internal Revenuea Code in effact at the time of filing ita income tax return for that year. The corporation
is arganized under the laws of ... ...t s i esssssersmar e enveesnammenana . .

{Stats of Incomonion)

Note: You must attach a description of the transactions resuiting in the nonrecognition of gain under section 1081.

Paperwork Reduction Act Notice.—We
ask for tha information on this form to
carry out the Intemal Revenus laws of the
United Statex. You ame required o give us
the information. We need it to snaure that
you are complying with these laws and to
allow us %o figure and collact tha right
amount of tax.

The time nesded to compiste and flle
this form will vary depending on individual
it':ll'l:l.ll'mn.nm:m;. The eatimated average time
8

Recordkesping . . . . 4N, 47 min.
Learning about the law
ortheform .| . . 1br., 53 min.
Prepeﬂngemlm
the form to the IRS . . 2hr, Smin

H you have comments conceming the
accuracy of thess time estimates or
suggestions for making this form mom
simpis, wa would be happy to hear from

you. You can write to both the IRS and the
Office of Management and Budget at the

addrasses ksted in the instructions for the
tax mtum with which this form is filed.

General Instructions

Saction referances am to the intemal
Revenus Code uniess otherwise noted,
Purposs of Form.—{Generally, the amount
you receive from the discharge of
{ndebtedness is inciuded In your groas
Incoms. Howaver, under cartain
dmmtlnmddee'c:bedlnse:fu:n1m
U may axcluda amount fscharged
?:debmﬁnmywmmm
Uniess you check tha box on ina 1d or
make the election on line 5, the amount
axcluded from groas incoms is applied 10
reduce certain tax atributes
dollar for dollar {see exceptons for {inas 7
and 11} in the following order

& Any net operating loas (NOL] for the tax
year of the diacharge {and any NOL
caryover 1o that year);

& Any general busineaa credit camyover to
or from the tax year of the discharga;

& Any net capital loss for the tax year of

® Basis of property; and

® Any forsign tax cradit camyover to or
from the tax year of the discharge.
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