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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 later. The tax obligations of taxable es-
tates are discussed later under The Bank-
ruptcy 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 Iltems
You may want to see:

Publication
1536 Net Operating Losses
0538 Accounting Periods and Methods

0544 Sales and Other Dispositions of
Assets

0551 Basis of Assets

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

1982 Reduction of Tax Attributes Due to
Discharge of Indebtedness (and
Section 1082 Basis Adjustment)

11041 U.S.Income Tax Return for
Estates and Trusts

[0 1041-ES Estimated Income Tax for
Fiduciaries

See How To Get More Information, near the
end of this publication for information about
getting these publications and forms.

Individuals in Chapter
12 or 13

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
(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 11

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
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is a new taxable entity, completely separate
from you as an individual taxpayer.

If a husband and wife file a joint bankruptcy
petition and their estates are jointly adminis-
tered, treat their estates as separate entities
for tax purposes. Two separate tax returns
must be filed (if they separately meet the filing
requirements).

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 your nonexempt as-
sets. In chapter 11, the debtor remains in con-
trol 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 control 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 bank-
ruptcy case has begun belong to you and do
not become 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. However, you may not be able
to deduct administrative expenses the former
estate could have claimed. Also, the bank-
ruptcy exclusion cannot be used to exclude
debt that was canceled while you were under
the bankruptcy court’s protection. But the
other exclusions (such as insolvency) may

apply.

Responsibilities of the

Individual Debtor

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 bank-
ruptcy petition. This allows the tax due on that
short period return to be a claim against the
bankruptcy 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
earlier years are taken over by the bankruptcy
estate 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 and generally as-
sume any attributes arising during the adminis-
tration of the estate. See Attribute carryovers,
later under The Bankruptcy Estate, for a list of
attributes. Also, see Administrative expenses
under The Bankruptcy Estate for a limitation.

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 may “ex-
empt” 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
accelerate gain under the rules for reporting
installment sales.

If you receive any assets from the bank-
ruptcy estate when it terminates, do not treat
the transfer as a taxable disposition. You treat
these assets the same as the bankruptcy es-
tate would have treated them. This includes
using the same basis, holding period, and
character of the assets as the bankruptcy es-
tate did before it was terminated.

Abandonments. If you receive aban-
doned property from the estate, you receive
the same basis in the property that the estate
had.

Carrybacks from your activities. As the 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
allowable claim (as a claim arising before
bankruptcy) against the bankruptcy estate. If
this tax liability is not paid in the bankruptcy
proceeding, the liability is not canceled be-
cause 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 peti-
tion on July 10. To have a timely 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 ex-
tension 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 Janu-
ary 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 cal-
endar-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 10—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 L0—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 Meth-
ods, for information on how to annualize your
income 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 bank-
ruptcy 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
return 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 re-
turns 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 in-
formation 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
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.
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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 es-
tate. Bankruptcy law determines which of the
debtor’s assets become part of the bank-
ruptcy 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
acceleration of income or deductions to the
estate.

The abandonment of property by the es-
tate to the debtor is a nontaxable disposition
of property.

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) Net operating loss carryovers,

2) Carryovers of excess charitable
contributions,

3) Recovery of tax benefit items,
4) Credit carryovers,
5) Capital loss carryovers,

6) Basis, holding period, and character of
assets,

7) Method of accounting,

8) Passive activity loss and credit

carryovers,
9) Unused at-risk deductions, and

10

= =

Other tax attributes as provided in
regulations.

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.
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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. Ad-
ditionally, 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
return 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 individ-
ual 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
debtor’s tax year. The excess amount to be
carried back or forward is treated like a net op-
erating loss and must first be carried back to
the earliest year possible. For a discussion of
the net operating loss, see Publication 536,
Net Operating 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 es-
tate from the debtor under the attribute carry-
over 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-bank-
ruptcy years.

Return Requirements
and Payment of Tax

The trustee (or debtor-in-possession) must file
an income tax return on Form 1041, U.S. In-
come Tax Return for Estates and Trusts if the
estate has gross income that meets or ex-
ceeds the amount required for filing. This
amount is the total of the personal exemption
amount and the basic standard deduction for a
married individual 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 the identifi-
cation area at the top of the Form 1041 and
lines 23—-29 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 separately. In the top
margin of Form 1040, write “Attachment to
Form 1041. DO NOT DETACH.” 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
Responsibilities of the Individual Debtor.

Example.

Caution.This publication is not revised an-
nually. Future changes to the forms and their
instructions may not be reflected in this
example.

On December 15, 1994, Thomas Smith
filed a bankruptcy petition under chapter 7.

Joan Black was appointed trustee to adminis-
ter 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 $280,000, and

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

Also, the estate received a $251,500 capital
loss carryover.

Mr. Smith’s bankruptcy case was closed
on December 31, 1995. During 1995, Mr.
Smith was relieved of $70,000 of debt by the
court. The estate chose a calendar year as its
tax year. Joan, the trustee, reviews the es-
tate’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 1995.
Joan reports this interest on Schedule B. She
completes this schedule and enters the result
on Form 1040.

Form 4562. Joan enters the depreciation al-
lowed on Form 4562. She 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. Joan reports the income and expenses
on Schedule E. She enters the net income on
Form 1040.

Form 4797. The commercial real estate was
sold on July 1, 1995, for $280,000. 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
$120,000. Additionally, $25,000 of selling ex-
penses were incurred. She reports the gain or
loss from the sale on Form 4797. She 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, 1995. The sale price
was $200,000, the selling expenses were

$20,000 and his adjusted basis was $130,000.
Joan enters this information on Form 2119.
Joan completes Form 2119 and enters the
gain on Schedule D (Form 1040).

Schedule D (Form 1040). Joan completes
Schedule D, taking into account the $250,000
capital loss carryover from 1994 ($251,500
transferred to the estate minus $1,500 used
on the estate’s 1994 return). She enters the
results on Form 1040.

Form 1040, page 1. Joan 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 1995, the
estate paid mortgage interest and real prop-
erty tax on Mr. Smith’s former residence. It
also paid income tax to the state. Joan enters
the mortgage interest, real estate tax and in-
come tax on Schedule A. Also, she reports the
estate’s administrative expenses as a miscel-
laneous deduction subject to the 2% floor.
She completes the Schedule A and enters the
result on page 2 of Form 1040.

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

Form 982. Joan completes the Schedule D
worksheet for capital loss carryover. Because
$70,000 of debt was canceled, Joan must re-
duce the tax attributes of the estate by the
amount of the canceled debt. See Debt Can-
cellation, later. In 1996, Thomas Smith (the in-
dividual) will assume the estate’s tax attrib-
utes. Mr. Smith will assume a capital loss
carryover of $3,500 ($73,500 carryover minus
the $70,000 attribute reduction).

Form 1041. Joan enters the total tax, esti-
mated tax payments, and tax due from Form
1040 on Form 1041. She completes the identi-
fication area at the top of Form 1041, then
signs and dates the return.
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:1041 v,

arment of the Treasury—imamal Revenue Service

S. income Tax Return for Estates and Trusts

For calendar year 1985 or fiscal year peginning

. 1985, and ending

1995

OMB Nao. 1545-0082

A Type ol entity:

] Decedent's =state

O simple trust

D Complex trust

O granter type trust

E Bankruptcy estate-Ch. 7
O Bankruptcy sstate=Ch, 11
O pooted income fund

Name of estate or trust (f a grantor type tnest, see page 7 of the instructions.}

c

Employer idantification number
0D pooCcood

74 Te

ful))

Date entity created

/2 - i85~

Name and title of fidu::iarylI
ru,

S‘Cﬂadmomnrfnam (#f = P.O. bax, see page 7 of the instructions.)
Z—,e ree.

Number, st

114

Nonexempt chartable and spiit-
interest trusts, check applicable
boxes {see page 9 of the
instructions):

D Dascribed in section 4947(a)1)

8 Number n[;n Schedules K-1 | Cry or town, state, and 2P code C Nata private foundation
instructions) An Y w‘ere. Vi ,S R ovoooo [, Descrived in section 4347(a))
F Gheck O] intist retum B9 Finatretum ) Amended retum G Pooled mortgage account (see page 9 of the Instructions):
t’;;"';:’ Change in fiduciary's name _[J changs in fiduciary's address (] Bougnt [ Sokd  Date:
1 Interest income , 1
2 Dividends. . . . 2
o | 3 Business income or (loss} (attach Schedule C or C-EZ (Form 1040}) 3
E 4 Capital gain or {loss) (attach Scheduie D {Form 1041}, . 4
0| 5 Rents, royalties, partnerships, other estates and trusts, etc. (attach Schedule E (Form 1040‘}) 5
£ | 8 Farmincome or {oss) (attach Schedule F (Form 1040)) 6
7 Ordinary gain or (loss) (attach Form 4737) L
8 Otharincome. List type and amOUNT .. ioie e aaa e ea e eaaaas 8
§ Total income. Combine lines 9 through 8 . . ]
10 Imerest. Check if Form 4852 is attached » [ . 10
11 Taxes . . Lk
12 Fiduciary fe&s . . 12
13 Charitable deduction [from Schedule A, ine 7} 13
2114 Attomey, accountant, and return preparer fees . 14
% 15a Other deductions NOT subject to the 2% fioor (attach schadule) 15a
5| b Allowable miscellanecus femized deductions subject to the 2% floor. | 15b
B [18  Total. Add lines 10 through 15b . . 15
©147  Adjusted total income or (loss). Subtract line 16 from Ilne 9 Entar hare and on thadula B, Ima 1 > 17
18 Income distribution deduction (from Schedule B, line 17) {attach Schedules K-1 (Form 1041) 118
10 Estate tax deduction {including certain generMBn—sklpphg taxes} (atlach computaﬁon) 19
20 Exernption . . .. L2
21 Total deductiona. Md Ilnes 18 through 20 . P4
22 Taxable income. Subtract line 21 from line 17. if a loss, see page 13 of the instructions [ 22
23 Total tax (from Schedule G, line &) . . . : 23 2,607
a 24 Payments: a 1995 estimated tax payments and amount applled from 1994 return . 24 2,400
£ b Estimated tax payments allocated to beneficiaries (from Form 1041-T) 24b
£| ¢ Subtract line 24b from line 24a TR .. - 400
#| d Tax paid with extension of time to file: l:l Form 2758 (] Form 8736 [J Form8800 | 24d
81 e Federal income tax withheld. If any is from Form(s) 1099, check » [ .. 24e
B|  Oter payments: f Fom24® .._.........oeoceeee ;9 FOMATI8 oo ;Total > | 24h
x |25 Total payments. Add lines 24c through 24e, and 24h . .» |25 2,400
= (28 Estimated tax penalty (see page 14 of the instructions) } 26
27 Tax due. !f ine 25 is smaller than the total of lines 23 and 26, mteranmnlowed . 27 207
28 Overpayment. I lina 25 is larger than the total of lines 23 and 26, enter amount overpald
29 Amount of ling 28 to be:_a Credited to 1998 estimated tax ; b Refunded + | 29
PIEBSO I.mduqnmﬂinsofpar]w.Idsclarathatlhaunnmiﬂodmbmm.indudhg T ; schamumdsu!mms.pndtommmnwwmm
SIgn andg bel latn.n.norrnc*t.mdmm.ﬂeﬁ@mﬁm(mthmﬂmiwabaﬂmdl infiormation of which preparer has any knowladge.
Here ’ batis, | 2/15/75 » 00 poodopo/
of fiductary or officer reprefanting fiduciary Date B3N of fiduciary ¥ a finencial instituion (see page 3 of the instructions|
Paid m:: Dale Check If ssfl- E] Pl'lllIlIr':l locﬂ aacurity no.
, smployed P
Praparer's s neme for g
Use Only | yours  sef-employed) EIN b
|_and address ZIF code B
For Paperwork Reduction Act Notice, see page 1 of the separate Instructions. Cat. No. 11370 Fom 1041 (1995
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A mchmen'l' G Form104]

¢ 1040

U.S. Individual Income Tax Return m

Dwpartrrmant of the Treasury—|ntermnl Fevenue Servics

1999 |

DO NGT DETACH ||

35 Lisa Only—Da ot wiite or siapie 11 i Space.

For tha year Jan. 1-Dec, 31, 1995, or athar tax year beginning

. 85, wnding

.19 | omB Mo, 15450074

Label /7 [ Your fust name ad miom Last name TNy Your socisl security ramber
(Sem H omag MmiCA Lﬁ_)gy_&fﬂ 4 (ale | 00} ogdposoo
nstructions B | Ifajomt mum, spouse's fimt name and mitisd | Las name Spouse’s socksl securily number
on page 11.) E 7' ; :
UsethelRS | * oan (/e k Trustoe P
ey H Home acdress (number snd gtrest). ¥ you have s P.O. box, pee page 11, Apt. no. For Privacy Act and
Othorwins, | & Ui JTaTe Ji7eel Paperwork Reduction
m"""‘ E | Ciy. town or pest office, statu, and 20 code. If you have 8 toreign acdress, ase paga 11. Act Notice, ses page 7.
Prosidontisl \ Anywhere, SAH oscos gt S bbb
Ellcﬂnlcamnlnn’ Do you wartt $3 to ga Io this fund? . | C e e . tax or reckce your
See pags 11.) if & joint return, dmmspeuumsswgomwnnd‘? e .. mhund.
] Single
Filing Status Married Sing joint retumn (sven if only one had income)
{See page 11} 3 Married Hling sengrete retumn. Enisr spousa’s social securdty no. above and full name here.
Check only 4 Head of housshold (with qualitying person). {See page 12.) If the qualifying person is a child but not your dependent,
one bax. snter this child's name here.
5 Qualifying widkiw(er) with dependant chiki (year spouse died » 19 ). (5®e page 12.)
6a E‘rﬂnﬂf {f your parent {or someone else) can claim you as a dependent on his or her fax No. o oo
Exemptions retum, do ot check ba 6a. But be Surs 10 check the bax on live b onpage 2 . teekel ol g
{Ses page 12.) bDﬁpnuu...
¢ Dependents: (%) Dowendants socar | 13) Dooenients [NG. GOm0 oot o
) sacurity numbar, B bom relatonship to Jved in your whe:
(1) First name Last name in 1995, 586 page 13. you home in 145 :
o hadwithyou
It maore ten six ":?E"'"
dependents, :".
see page 13. aparalien {tas
page 14} -
Depeadents on 6
i mat outored sbovs
d | your child didr't Ive with you hutlscl;lmcnumrdlmmapu—msnmmcmnnb|:| ) s m
& Total number of exemptions clamed ., ., . .. . Heaz abave >
7 Wages, saiaries, tips, stc. Attach Formis) W-2 . Coe . 7
Income 8a Taxable intarest income {sse page 15). Attach Scheduls B If over $400 . . . . . | 8 —
Attach b Tax-sxempt interest {sea page 15). DON'T include on iing 8a | 8b | l
CopyBofyowr 9 Dividend income. Attach Schecule Bif over $400 ., . . . . 9
;";;::- 10 Taxable refunds, credits, aoﬂmmmmmwmmmpmﬁ; 1
1096-R heve. 11 Almony receivad . . kkl
It vou did net 2 Bumnmlmnrﬂussjﬁtlachsmeduhcnrc-&. .. e e . 12 |
gfaw_zlm 13 Capnalgainor[bujlfmquﬂd,athm&hodulanmoapagﬂa) e e .. 18 0_530)
page 14. 14 Other gains or (lossee). Attach Form 4797 | 14
153 Total IRA distributions , | 15a bTmquu'nuurltholpngawj 15b
gf':;:&w‘*: 18a Total pensions and annukies | 168 b Taxable smount (ses page 15) | 18
payment and - 17 Rental real estate, royaies, parnerships, § corporations, rusts, etc. Attach Schedule E |17 Yo,000
payment 18 Farm Incorme or (loss). Attach Sehadule F . . . . . _ . ., . . 18 |
voucher. Ses 18
19 Unemployment compensation (3ee page 17) . e e e e e e ..
Page 31. .
202 Social sscurity benefits | 208 | 1| b Taxable amount (sen page 1 | 208
21 Other income. List type and amount—see page 18 _.._.. ... _. | 21
Addﬂ'nm'noumsIntheflrghtuolmfwinu?mztmbyourwm > | 2 44 Dog|
. 238 Your IRA deduction [see page 19) . . . . . 230
Adjustments Spousa’s IRA deduction (see page 19 . . . . . . |2
t0 INCOM@ 24  soving expenass. Attach Form 3803 or S00a-F . . . |24
25  One-haif of seff-employment tax . , , . 25
26 mmmhmnimmmmcmmm) | 26
27 Keogh & seff-employad SEP plans. i SEP, check > ] | 27
28 Fenalty on early withdrawal of savings , . . 28
20 Almony paid Reciplent's SSN & N | 29
3 Add nes 23a through 28. Thess are your totel sdjusiments . . . . ki3
ﬁ]ustei 31 Gubtract line 30 from fine 22 This is your adjustad jross incame. I less than $26,673 and a chld ived
6ross |ncome with you (s than $5,230 I a ahild idr't Wve with you), see Eamed income Cracir on page 27 D> ¥400s

Cat. No. 113208

Form 1040 1905
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Forrn 1040 (1995) Page 2
Tax 32  Amount from line 31 (adjusted gross income) . 44,000
Compu- X Checki L] Vo were 65 or olcer, [ Biind; L] Spouse was 65 or oider, [J Biind.
tation Add the number of boxes checked above and enter the total here . 33m
b if your parent (or someone else) can claim you as a dapandent, chack hare . b 330 O
%’;’p"‘g" [ kummﬂflmmﬂa&mdmsmmn&nmﬁa&dmu
- you are a dual-status alien, see page 23 and check hare. .. .wa3e O
hemired deductions from Schacute A, line 28, OR
34  Enter | standard deduction shown below for your fling status. BiR if you checked
tha any box on #ine 33a or b, go t0 page 23 to find your standard deduction.
I!fmor If you checked box X3¢, your standard deduction ia zerp. a4 Q‘HQ.O
Your. | ® Single—$3,900 » Marred fiing jointly or Gualifying widow(er)—$6,550 ,
# Head of household—35.750 = Mamied ﬂlng separately—$3.275
35  Subtract line 34 from line 32 _ | 5 ‘7,35’0
36 | line 32 is $86,025 or lass, mulllply$2500bymetotalnumberofexempbonsclarmedon
ling Ge. if line 32 ™ ovar $86,025, sae the worksheet on page 23 far tha amount to anter | 20 2. 400
Wtyou want 37 Taxable Income. Subtract line 38 from line 35. If line 36 is more than line 35, enter -0- 37 19, 380
the RSto 38 Tax. Check if from & [J Tax Table, b [ Tax Rate Schedules. ¢ []Capital Gain Tax Work-
Houre your sheet, or d (] Form 8615 (see page 24). Amount from Form(s) 8814 » » ! 38 3 ¢07
page 35. 30 Additional taxes, Check it from  a [ Form 4570 b [J Form s972 N )
40 Addlines38endd. . . . . . . . . . . . . . . > | 2,607
Crodits !  Crodttor chid and dependent care expenses. Attach Form 2441 ol
42  Credit for the eiderly or the disabled. Attach Schecule R, . | %2
;jfepage 43  Foreign tax credit. Attach Form 1116 . . . L
7 44 Other credits (see page 25). Chack # from a [ For 3800
b [ Form 8296 & [ Form 8801 d [ Form (spacity) “
45 Add lineg 41 through 44 . . -
46 Subtract ine 45 from line 40. I line 45 Is more than Iine4|:l enier-o- . |an 4 607
Other 47  Sal-smployment tax. Attach Schedule SE . 47
Taxes 48  Altemative minimum tax. Attach Form 6251 48
49  Recapturs taxes Cheek if from  a [ ] Form 4255 hDFormaBﬂ o[ Form 8828 . | e
2(%90[:# 80 Social security and Medicare tax on tip Income not reported to smployar. Attach Form 4137 50
) §1  Tax on qualified retirerment plans, including IRAs, If required, attach Form 5328 | |
52 Advance sarmed income credit payments from Form W-2 52
53 Hougehold employment taxes. Attach Schedule H, |, | . 53
54  Add lines 46 through 53. This isyour totat tax, . . . . . | 54 a éa-?
Payments 85  Federal income tax withhald. If any is from Form(s) 1099, check El 88
56 1995 stimated tax payments and amount applied from 1984 retum , | 58 a0
57  Eamad Incoma cradit. Attach Schedule EIC if you have a quallfving
Attach child. Nontaxable samad income: amount | | |
Forms W-2, and type B e 57
1099-Ron 58 Amount pald with Form 4868 (sxtension requast) . . . . | 38
the front. 69  Excess socisl zecurity and RRTA tax withheld {see page 32) | 58
60  Other paymenis. Check if rom o [JForm 2439 b Form 4136 [ 60
81 Add iines 55 through £0. Theea are your total payments . . . . > & 2,400
Refund or 62 " 61 is more than ine 54, subtract kine 54 from line &1. This is the amouwnt you OVERPAID. | 82
Amount 5 Amountafine 62 you want REFUNDED TO YOU. | e .. . >
You Dwe © meutefbnse2yo mtmummmnimmmmm > [oe] I NN
85  Iffine 54 Is more than fing 61, subtract line &1 from na 54. This is the AMOUNT YOU OWE.
For detalls on how to pay and use Form 1040-V, Payment Voucher, see paga 33 . . B | 85 |
86 Estimated tax penalty (ses page 33). Also include on line 65 | es | o lOlOrys
- umpmnlmufpmurIdadmﬂmlhmmmdurmnandmmnuwmdﬂuﬂm mnd to the best of my knewiacige and
Sign beit, they are true. cormect. and compiste. Decleration of propare (other than taxpayer) i based on 4l IMfomation of which prapaes has any Know pdge.
Hel‘a : Your signaturs Data Your oecupation
Keap a on) ’
oftliaremprx -
mvg ’ Spouse's signature. If & joint retumn, BOTH must sign, Date Spouses's DooLpation
reco
Pald P"ﬁm’ Cate Gheck If Freparers sacial sacurty no.
P 1 Hondiure sef-smpioved [ !
reparers
u 0 I "::Tsnanatnrywrs EN
e unly -amployed) and
addrees ZIP code

@ Frinied on recycied paper
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SCHEDULES A&B Schedule A—Itemized Deductions OMB No. 15450074
(Form 1040) (Schedule B is on back) 1995
artment Attachment
Fr:fﬂmo:«?szvm:w Y] > Attach to Form 1040. » Ses Insiructions for Schedules A and B (Form 1040). s;':cmo- No. O7
Namwi{s) shown on Form 1040 . Your sockal sacurity number
Thomae $m. T4 Ban)(fu,P-CCy Liale 00} o0dlgnoss
Medical Caution: Do not inciude expenses reimbursed or paid by others,
and t Medical and dental expenses (see page A-1) . .
Dental 2 Enter amount from Form 1040, line 32, 1. 2 | L
Expenseas 3 Muttiply line 2 above by 7.5% (075, . . . . . . |_3
4 Subtract line 3 from line 1. If line 3 is more than line 1, enter -0 .
Taxes You 5 State and local income taxes . . & 4,800
Paid 6 Real estate taxes (see page A-2) . 6 1,000
{See 7 Personalpropertytaxes . . . . . . . . . . . |2
page A-1) B Other taxes. List type and amount W ____.____.......... N
____________ 8
9 Add lines 5 thrcugh 8. e oo
Interest 10 Home mortgage interest and points reported fo you on Form 1088 | 10 106000
You Pald 11  Home mortgage interast not reported to you on Form 1098, If paid
{See 1o the person from whom you bought the home, see page A-3
page A-2.) and show that person’s name, dentifying no., and address W
Note: OO I |
Personal 12  Points net reported 1o you en Form 1098, See page A-3
intersst is |
not for special rules . N A
deductible. 13 Investment interest. if required, attach Form 4952, (See
page A-3) N R
14 Addlines10through13. . . . . . . . . . . . ., 14 {0.0¢0
Gifts to 15  Gifts by cash or check. If you made any gift of $250 or
Charity more, see page A-3 . . . . . . . . . . . .
¥youmadea 16 Other than by cash or check. If any gift of $250 or more,

gfn:'"nd'g:’? a see page A-3. If over $500, you MUST attach Form 8283 | 16
s6e page A‘f'a_ 17 Canyover fromprioryear . . ., . . . . . . . |17
18 Add lines 15 though17 . . . .

Casualty and
Theft Losses 19 Casuaity or theft loss{es). Attach Form 4684. (See page A-4.)

Job Expenses 20 Unreimbursed smployse expensas—job travel, umion

and Most dues, job education, etc. If raquired, you MUST attach
Other Form 2106 or 2106-EZ. (See page A-5.) P __________.__
Mizcallaneows .
DB OnE

21 Tax praparation feas .

22 Other expenses—investment, safe deposit box, etc. List
g to type and amout ... SO
dacuet here) BRT. Hdm:hurmﬁ_m.--&(fmes ..............

23 Addilires20thwough22 . . . .°. . . . . . .

24  Enter amount from Form 1040, line 82, | 24 14,000 -

25 Multiply line2d4 aboveby2% (02 . . . . . . . |25 230

26 Subtract line 25 from fina 23_ If line 25 is more than iina 23, enter -0- _
Other 27  Other—from list on page A-5. List type andamount ™ .. ... NN
“I'ullanann ----------------------------------------------------------------------------------------------- h \\
Deductions -
Total 28 Is Form 1040, line 32, over $114,700 {over $57,350 if marmied filing separately)?
ftemized NO. Your deduction Is not iimited. Add the amounts in the far right colurmn
Deductions for lines 4 through 27. Also, enter on Form 1040, line 34, the largerof | - 3

this amount or your standard deduction. N QQ\\\
YES. Your deduction may ba limited. Sea page A-S for the amount to enter. R \‘\\\\Q\%
For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11330X Scheduls A (Form 1040] 1985

Page 9



Schadules AEB (Form 1040) 1995 OMB Ng. 1545-0074 Page 2

Nama(z) shown on Form 1040. Do not emier name and Social Jecunty namber i shown 0N QA Bos. 'rn..uuuumm
3 rupe Le 00 . 0000002
. u Attactment
Schedule B—Interest and Dividend Income Sequence No. 0B
Part | Note: if you had over 3800 in taxabie intsnest income, you st also complete Part /i,
interest 1 List name of payer. if any interest is from a seller-financed mortgage and the Amount
income buyer used the property as a personal residence, see page B-1 and list this
See imerest first. Also, show that buyer's social security number and address P
:)agas 15 Lerlficale of Deposi .. AXYZ BanK _ -{500
B0 Bl e eavees stamrrane trarsamnnnenes
CHybu T s
ACEIVAO 3 FOMM oo s i mm e irmrme i ore et e e eu AL REAMA AR e e eamea e mmaesaseemee s e
QL o g
1099-01D, or
SUDBHULE e e ;
smteman! L {1 14 I L R T R T e LT
E e T
list the firm's
NBTe BS fhe  eTeTeeeeeeeeeeeeeeasNeieeeeeehne et
mw ma mr --------------------------------------------------------------------------------------------
the TOTA] MIBFBSY L iiieiieeiceeeeeseeememesemeeeeeceemeseseemeseessscsessssarsssancar
shown on that
BT, e s s
2 Addﬂ:le amounts on ling 1 | 2 .{:IOO
3 Excludable interest on series EE U. S samngsbordsmdaﬂerwssfromForm
8015, line 14, You MUST attach Form 8815 to Form 1040 . | 3
4 _Subtract ine 3 from line 2. Enter the resuit hare and on Form 1040 line 82 » | 4 JL80
Part Il Note: if you had over $400 in gross dividends and/or other distributions on STock, you must also compiste Part il
Dividend & List name of payer. Include groas dividends and/or other distributions on stock Amount
income here. Any capital gain distributions and nontaxable distributions will ba deducted
(Sew onlines 7and B I . ... ....iiimiiiiiii s et e e a et naanas
B 10 ittt eeieeseteraessemeeeimestseseasmetemmeansessianrtensesrannes
and 3—1 ‘] --------------------------------------------------------------------------------------------
NOBE: I Y i ot e e e ce e meemae e am e amm e mmm———mmmmmm e n e ———
received a Form
T0BB-DIV Or T mesossesosstseesie e e s aa s o nn s e e 5
sub‘stnute --------------------------------------------------------------------------------------------
staterment from e imsssssremseaarrrrvsmmemmmmmmmmmmmeeemmemmmens
abrokerage
B NSt the  TeeTTITeNIeTTemememememeeiieiaieieesiesseesenes s
firm's NAMB @8 - oo tasd o admsrasesse oo mn e
e PRYEF BNO o eieii oo e e ceo e imeo e e esmeessesastseanenessesomeemmmmeemeeaeenmmneennsanennes
enter the total
RO TTTTTIeeTmememeemeseeeeseeiseioieeieseesesee it ae s e
BROWH 0N thAt = == == rrrr s rmm s e e e Em e mEemEr s mE N m YA EerAA o ARmas A e smedaaeaneamamas
form, 8 Add the amounts online5 ., | | e e e e 8
T Capital gain distributions. Enter here and on Sd'ledule D'
8 Nontaxabie distributions. (See the inst. for Form 1040, fine 9)
8 Addlines7andB ., . 9
10 Subiract fne 9 from line 6. Enter the resuft here and on Form 1040, line 8 . 10
“If you do not need Schadule D to report any other gains or fosses, seethe
instructions for Form 1040, fine 13, on pege i6.
Part li if you had over $400 of interest or dividends or had a forsign account or were B grantor of, or a transferor
Foreign 1o, a foreign trust, you muist complets this part.
Accounts 145 Atany time during 1995, did you have an interest in or a signature or other authority over a ﬁnanciai
and account in a foreign countty, such as a bank account, securitles account, or other financial D
Trusts account? Sea page B-2 for exceptions and filing requirements for Form TD F 90-22.1 | =TS
(See b If “Yes," anter the name of the foreign country ™ ... e, \\:
page 8-2.) 12 Were you the grantor of, or transfesor 10, a forglgn trust that existed during 1995, whether or not AN
you have any beneficial interest in it? if “Yas,” you may have to file Farm 3520, 3520-A, or 926 . X
For Paperwork Peduction Act Nolics, ses Form 1040 instructions. €D rrevson rcyeind paper Sohedule B (Form 1040) 1995
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OME No. 1545-0074
scueo:;:g D Capital Gains and Losses 1685
orm
i J » Aftach to Farm 1040 » Seo Instructions for Schedule D {Form 10403,
Department of the Traasury | Attachmant
intamal Revenue Sece (1) # Usa lines 20 and 22 for mors space o kst transactions for knes 1 and 8. Sequence No. 12
Name{s} shown on Form 1040 Your mul ucurily number
ﬂmy_&iﬁ.ﬁaﬁ%ﬁ% 00} 0000000
m__ Short-Term Capltal Gains and Losse ts Held One Year or Less
rty [Example: Irac other Dasi N (&) is more than {d), 1 (d} is more than (a},
P I0 ety XY2 oy, (Mo.. day, yr) | Mo cay.yr) |  (see page D3 {s06 page D3 | subtrmct (ch from (&) |  subtract fe] o (d)
1 H : :

N \Q\‘ H

€ Short-term capital logs camyover. Enter the amesint; \‘ y, from line Qb‘fw H
1994 Capital Loss Carryover Worksheet %@A I : :
“ \% !

2 Enter your short-term totals, if any, from
ine21. . . . . . . . . ... |2 : \ -
. A ey \Q
3 Total shori-term sales price amounts. \\\\&\ NS R N
Add column (djof ires 1and2 . . . 3 : &\XA\\X\\&\\% SRR &\}\\ R A
4  Short-term gain from Forms 2119 and 6252, and short-tarm gain or Joss from
“orms 4684, 6781, and 8824 . . . . . . . . . _. it . :
§ Net short-term gain or loss from partnerships, S corp% stdtes, and?__._._ i
trusts from Schedule(s) K-1 . . . . . . g . QE . L ey S -
MR

7 Add lines 1 through 6 in colume dig) . - LA )
8 Net short-term cap .Cowexms(ﬂ@dr. . ... .r|8
GRSl  Long-Terss.Qayiltdl Gains and Kosses—Assets Heldy ore Thap One Year

R T T . IO s ;
X SN Al _,', s @&\\i\\\g%“\\\\\ u \\\\\\W_
11 I les pri ' : A

12 Gain from Form 4787; @; gain from Forms 2118, 2439, and 6252; |
and long-term gain or losfom Forms 4684, 6781, and 8824 . . . . . | 12 i 17 L‘,OO_O_
13  Net long-term gain or loss from partnerships, S corporations, estates, and : '
trusts from Schedule(@g) k-1, . . . . . . . . . . . . . .

13
Rk

NN

R

14 Capitat gain distributions e e e e e e e e .
15 Long-term capital loss carryover. Enter the amount, if any, from line 14 of
your 1994 Capital Loss Carryover Worksheet . . . . . . . . . . [ 15

16 Add lines 8 through 15 In columns hand @ . . . . . . . . . . . L1el@fbgoe ! ) 75000

17 Net long-term capital gain or {loss). Combine columns fand (gl ofiinets . . . . . » | 17| (7§ oaa)i
Summary of Parts | and II v

18 Combine lines 8 and 17. f a loss, go to line 19. If a gain, enter the gain on Form 1040, line 13, E
Note: Iif both lines 17 and 18 are gains, see the Capital Gain Tax Worksheet on page24 ., | 18 (7.5:000)

18 Kiine 18 Is a loss, entar here and as a (1088} on Form 1040, line 13, the smaller of these losses:
a The loss on line 18; or

b {$3,000) or, f married filng separately, ($1,500) . . . . . . . . . . . . . ... \\--\-\y\\ <
Note: Seo the Capital Loss Carryover Workshest on page D-3 if the loss on line 18 exceeds \‘\\\\\ N
the loss on ine 18 or if Form 1040, Jine 35, is 4 loss. l\\\\\\\\i\m\

For Peperwork Reduction Act Natice, see Form 1040 Instructions. Cat. No. 11338H Schedue D {Form 1040) 1905



SCHEDULE E Supplemental Income and Loss OMB No. 15450074
(Form 1040) {(From rentai real estate, royaities, partnerships, ﬂ@gs
S corporations, m trusts, REMICs, oic.)
Department of the Treasury Attachment
Inernel Revenue Service » Attach to Form 1040 or Form 1041, » Ses instructions for Schedule E [Form 1040). Sequence No. 13

Name{s) shown on return Your socisl smlly LI

Thomar LmiTh ﬁg}(ruﬁ'ﬁ £sTdle 00! o0 00000
m income or Loss From Renial Real Esta Ruyaltiss Mote: Report income and axpanses from your business of renting

personal property on Schedule C or C-EZ (see page E-1). Raport farm rental income or loss from Form 4835 on page 2, lina 39.

1 | Show the kind and location of each rental real estate property: 2 For each _rantal rea! estate Yea| No
..(;?.f’lm@e!'ﬂ-!:@.f Rﬂﬂn{}gﬂﬂf ES&ZE— ......................... property "s‘fw on I!ne 1, did you
nn}g‘em UCA oo or your family use it for personal A X
» purposas for mare than the
- RN greater of 14 days or 10% of the
total days rented at fair rental B
c value during the tax year? (See
"""""""""""""""""""""""""""""""""""""""""" page E-1.) c
Properties Totals
Income: A B ) {Add colmns A, B, and C.)
3 Rents received . . 3 000 3
4 Royalties received 4 4
Expenses:
5 Advertising . . 5
& Auto and travel (see page E- 2} L)
7 Cleaning and maintenance. 7
8 Commissions . 8
9 Insurance 2
10 Legal and other prnfessmnal fees | 10
11 Management fees, 1
12 Morigage iMerest paid t¢ banks
otc. (see page E-2) . . . . . |12 o000 12
13 Otherinterest . ., . . . . . |13
4 Repairse _ . . . . . . . . LV
1§ Supplies. . . . . . . . . |15
16 Taxes. . . . . . . . . . |18 40000
17 Utiites . . . . . . . . . |17 '
18 Other (list} .. ...
U
19 Addlines 5 through 18, , ., , |19 36000 19
20 Depreciation expense or deplation
{see page E-2) . . | 20 4,000 20
21 Total sxpenses. Add lines 19and20 | 21 35 600
22 Income or (loas) from rertal real
estate or royalty properties,
Subtrect line 21 from line 3 {rents)
orﬂline 4 (royafties). If the result is
a {loss), see page E-2 to find out
if you must file Form 6188, ., . [ 22 40 000
23 Deductible rental real estate loss.
Caution: Your rental reel estate
foss on line 22 may be limited. See
page E-3 to find out i you must
file Form 8582, Aeal estate
professionals must complets line
42onpagez . . . 23 |( )( )¢ ]
24 Income. Add positive amounts shown on fine 22. Do nat include any losses . 24 ‘?0;0 00
26 Losaes. Add royaity losses from line 22 and rental real astate lasses from line 23, Enterthebmailossashera | 25 [{ )
28 Total rental real estate and royalty income or (loss). Combine lines 24 and 25. Enter the rasutt here.
i Parts I, I3, iV, and lIna 38 on page 2 do not apply to you, also enter this amount on Form 1040,
lina 17. Otherwise, include this amount In the total on line 40 onpage2 . . . . . . . . 26 ‘fﬂm
For Papsrwork Reduction Act Notice, ses Form 1040 Instructions. Cat. No. 113440 Scl'ntlilEtFum'lMD)iﬂ

Page 12



Sale of Your Home

» Attnch to Form 1040 for year of sals.
mm'mm,msl,,";?w #» See separate Instructions. P Please print or type.

-~ 2119

OMB No. 15450072

1099

Artachment
Sequance Na. 20

Your first name and Initial If a jaint retum, aiso give Mpousa’s name and Initial. Les? name

Your socisl security mumber

20 o0 D0osD

7.‘01'135 Jgug Bmﬁmg:ﬁ.z ...-JfZAE
Prasemt sddrean (no.. streat, and apt. ma.. ru . or PLO. box no. If mail is not deliverad to street address)

Fill in Youwr Address Spouss's socisl security number
Only ¥ You Are Filing : :
m::'"“m?‘ "ot‘:.w" City. Yown or post offica, etate, and ZIP code
Tax Returmn
Gain on Sale -
Date your former main home was sold (month, day, vear) » L] 09/ 30798
2 Have you bought or built a new main home? . } . .. Oyes X No
3 K any part of either main home was ever rented out or used for busmsss, check here D D and see page 3.
4 Salling price of home. Do not include personal property items you sold with your home 1.4 200,000
5 Expense of sale (sse page 3) . e e e e 5 200000
6 Subtract line 5 from iine 4 . 6 180 000
7 Adjusted basis of home sold (see page 3} 7 130,080
B  Gain on sale. Subtract line 7 from line & L 8 £0,000

9 i you haven't replaced your home, do you plan to do 50 within the replacement period (see page 1)7 |

i Yox -
::;:-T t:.r. "No,” go to line 8.
zero? No §» Stop; seo Loss on the Sale of Your Home on page 1.

If line 2 is *Yes,” you musat go to Part il or Part Ill, whichever appiies. If line 2 is

Oves M No

® [f line 9 is “Yes,” stap here, attach this form to your return, and see Additional Filing Requirements on page 1.

® |f line 8 is "No,” you must go to Part Il or Part 1ll, whichever applies.

One-Time Exclusion of Gain for People Age 55 or Older—By completing this part, you are electing to take
the one-time exclusion (see page 2). if you are not slecting to take the exclusion, go to Part Il now.

10  Who was age 55 or older on the date of sale? . . Ovou [ Your spouse [ Both of you
11 Did the person who was 55 or older own and use the pmperty as hls or har main home for a total of at least 3

years of tha 5-year period before the sale? See page 2 for exceptions. If “No,” go to Part lll now . OYes ONo
12 At the time of sale, who owned the home? Ovou [ Your spouse [ Both of you
13 Social security number of spouse at the time of sale If you had a dlfferem spouse from the

one above. If you were not married at the time of sale, enter “None® . . | L 113
14  Exclusion. Enter the smaller of line 8 or $125,000 #62,500 if married filing separate retum}

14

Than, go to line 15 . | .
m_gojusted Sales Prlea 1hl-ble Galn and Ad]usted Basls o‘l‘ New Home

15 I line 14 iz blank, enter the amount from line 8. Otherwise, subtract line 14 from line B
® It lire 15 is zerc, stop and attach this form to your return.
® |f line 15 is more than zero and line 2 is “Yas,” go to line 16 now.
& {f you are reporting this sals on the instaliment method, stop and see page 4.
& All others, stop and enter the amount from line 15 on Scheadule D, col. {g), line 4 or line 12.

16 Fixing-up expenses (see page 4 far time limits) .
17 i line 14 is blank, enter amount from line 16. Otherwise, add I:nes 14 and 16

18  Adjusted sales price. Subtract line 17 from lime 6 .

19a Date you moved ito new home [/ | b Gost of new home (see page &
20 Subtract line 19b from line 18. i zero or less, enter -0-

21 Taxable gain. Enter the smaller of line 15 or line 20 . .

& If line 21 is zero, go to line 22 and attach this form to your retum

= i you are reporting this sale on the installment method, see the line 15 instructions and go to line 22,

& Al others, enter the amount from line 21 on Schedule D, col. {g], lina 4 or line 12, and gotollm-22.
22 Postponed gain. Subtract line 21 from line 15 . . .. -
23  Adjusted basis of new home. Subtract lineg 22 from line 19b .

Undear panalties of parjury. | daclare that | have examined this form, ndudngathchmarrls undw'thebutofnwmowledgeandhehef it fa frue,

Sign Have
Only If You comect, and complete.
Are Fillng Your signaturg Cxite Spousa's signatune Cate
This Form by
falf and Not
With Youwr Tax ’ ’
Retum K a jaint return, both maust sign.
For Paperwork Reduction Act Notice, soo separate instructions. Cat. No. 117104 Form 2119 (1985)
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P'o OMB No. 1545-0184
o 4797 Sales of Business Property
{Also Involuntary Convarsions and Recapture Amounts ﬂ@gs
. Under Sections 179 and 280F (b)2))
weemal Rwvenus Service (1) i Attach to your tax relum. » Sae ssparaie instructions. s.qumm_z?
Narrafs) shiswn on retum Identitying number
771&: Jm:‘Z'A Boankroslow fosTale 0O ~00DO0LO
1 Emmugmpmmmmamémmmmwum1ss&mFm1ms

{or & substitute statement) that you will be Including online 2, 11, 0r22_ . . 1| 280 000
[ Part 1] SalasorExchanguofProportyUsodinaMoerhusandImoluntaryconvmionsFrom
Olhormanmsualtyurﬂwﬂ—ProportyHaldeThan1an
ition | M Goat or other
{a) Description of | (b Date scauired | (e} Dxtesold | fc) Groas seies ) wsd tasis, phm | o @LOSS_ ttd)plmhi
property of {d) and {8)

N . day, or siowible aince | Improvements and
{ma., day, yr) (I“D ny, yr} pnca o ftion exparss of sale minus (B

Gain, if any, from Form 46684, ine 38 . . . . e e e e .
Sac‘tlon1231gahfmmmtallrr|emsalufromﬁnn62& Ihl260r37 .
Sacﬂon1231galnot(lm}1rmlihe—kmdmtrornmss24 . e e .
Galn, if any, from {ine 34, from other then casualty orthett . . . . . . . . . . -
Add lines 2 through B in columns (and ®). . . . . . ( )| &5 000
Combine columns (g) and () of iine 7. Entargamor(hss]horemdonhnpmpmtanmasmm. R - Ad 900
Partnerships—Enter the gain or (los3) on Form 1065, Schedule K, line 6. Skip ines 9, 10, 12, and 13 below.
SUomamm—Rw:hegahorom)tdlmmsinahucﬂonsl'oranﬁzDS.ScheduleK.ﬁnasSmdB.Skh

Iinass.10.12,and13be!ow.unlessIhesisagﬁnmdhsmbwmmwtmmmm
Aloﬂuu—lllinoaiszemoraloss,anterthean'lnuﬂtonlhaﬂbalowmdskblhesﬂmdw.Ifline&isaglln
mdyoudklnothawwpriorywsecﬁonmmloases,orﬂwwanracapmdhaneanlaryw.mthemln
as a long-temm capltal gain on Schedule D and skip lines 9, 10, and 12 baiow.

9 Nonrecaptured net sectian 1231 losses from prior years {see instructions) . . . 8
10 wmghnmlma.lfzemurhss.enw-ﬂ-Nsoentunnhnwﬂeilmnshllowa(anhﬂucﬂom] 10 135 oop
8 corporations—Entar this amaunt on Schedule D Form 11205), kne 13, and akip fines 12 and 13 below.

Al others—ii line 10 |3 zero, enter the amount from line B on line 13 below. i line 10 is mone than zero, enter the amount from line 9 on line

13 balow, :ndenhrhemuntﬁunlhﬂﬂasalmg—mapmlgdnonSchadulaD

B Ordinary Gains and Losses
11__ Ordinary pains and losses not Inciuded on ines 12 through 18 (ncluds property heild 1 year or less):

~ o |on | o2

m-;mm b

12  Loss, ifany, romline 8 . . .
13  Gain, i any, from line 8, uramuntfrnmhegifappicable. . .
4  Gain, Heny,fromiine33 . . ., .
15 Nelgalnor{loas]fmmFormMIImstdSBu .o e e e a e e e
18  Ordinary gan from instaiment sales from Form 8252, Hae zsorae
17  Ordinary gain or (Ioss) from lke-kind exchanges from Form 8824
18 RocnptmufsadmwsoxpomadoducﬁmpraMmandSoomamtbnmmdmﬁom
property dispositions by parnerships and 5 corporations (see Instructions) . . . .
19 Add lines 11 through 18 In columns () and ) . . . LL]
20 Combine columng {g) and () of line 18. Enterqinor{loss)hemandmmlppropmlmasiolau ..
B For all except individual returns: Enter the gain or (oss) from [Ine 20 on tha return being filed.
b For Ingividual returna:
{1} I the loas on line 12 ncludes a loas from Farm 4884, line 35, column (i), entertMpu'lofmolosshefeand
on #ne 22 of Schedule A (Form 1040). Identify as from "Form 4797, line 20b{1).” Ses instructions
& H!Wmhlﬂug_ulnnronllmzo,m g the loss, if & ine 20b{1}. Enter hare and on Form 1040, line14

For Papatwork Reduction Act Notics, ses pags 1 of separsts instructions. Cat_ No. 130001 Fom 4787 (1086
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Form 4787 (1995

Plgo2

Gain From Disposition of Property Under Sections 1245, 1250, 1252, 1254, and 1256

21 {a) Description of section 1245, 1260, 1252, 1254, or 1255 property:

{b) Dats acquimnd
(ma., day, yr.)

{c) Dter 30k
{mo., day, yr.)

[+

Sl

ej-9; -3

0784 -9

olo|e|»
)

o
L

Relats Inss 21A through 21D to these columns

Grosa aales price (Nota: Saa fine T balfora compiating.)
Cost or other basie pius expense of sale . .
Depraciation (or depletion) aliowed or allowable |
Adjusted basis. Subtract line 24 from line 23 |

Total gain. Subtract line 25 from line 22

N ssction 1245 property:

Depreciation allowed or allowable from ne 24
Enter the smeller of ine 26or27a, . . .

BiE fo [wlepepel

Bl N[ mEBS

Ilaocﬂoﬂﬂmnshlpﬂlmmmwm
-0- on line 289, except for a corporetion subject to section 291,
Additional depreciation after 1975 {see Instructions), . .
Applicabls percantage multipiiad by tha amaller of Ine 26
or ine 28a (see instructions) . . .

Subtract [ine 26a from lirm 28. Ifmsidmﬁa.lmmpmpuw
or line 26 is not more than ne 28a, skip lines 28d and 284
Additional depreciation after 1969 and bedors 1976 .
Entar the smaller of line 28c or 28d
Saction 281 amount [corporations only)

Agd iinas 28b, 28, and 281 .

B |spi B 3

8L

o

Hm1ﬂm3kbﬂismulmlfmudfdmtdhpon
of farmiand or if thig form is being complsted for & parinership.
Soll, water, and land claaring expensss

Line 20a muttipiad by applicable ml{u-a |m1r|.l:lnru]
Enter the smaller of line 26 0r 28b, . . .

|§I§'§

i saction 1254 property:
intangibla drilling and davelopment costs, axpenditures for
development of mines snd other natural deposits, and

mining exploration costs (ses ingtructions)
Enter the smalier of line 26 or 30a . .

b_Enter the smaller of line 26 or 31a (ses instructions) .

if saction 1233 praparty:

Applicable percentage of payments axcluded from incoma
under section 126 (ses instructions)

316

Summary of Part Ul Gains. Complete property columns A through D, through line 31b before going to line ‘32.

Tnﬂnﬁmfnralprupﬂﬂu.AddpropuiycdurmsAmrmrshD line 26

3% Add property columna A through D, linss 27, 28g, 28c, 30, and 31b. Ender here and on line 14

34  Subtract line 33 from line 32. Enter the portion from casually or thaft on Form 4884, ine 33, Entorﬂ-leporﬂon

mmmmmwumﬂm Form479?= line8 ,

Heenpmhnnmhl.hder&cﬁons179“200F{b){2)wrnnﬂmlmsmnropstoﬂl%oruu

Sea instructions.

E Sachonﬂﬂupmdedmﬂonordaprwlnbnallombbhpﬂorm.
3  Racomputed deprecistion. Ses instructions .

37 Hmpﬂmmnt&awmﬂmaﬁﬁunlmss &oﬂnmmmmmm

X |32 | jas o000
(33| —O-
a4 128 000

{n) Section {b) Section

179 280F{b)2)

Page 15



4562 Depreclation and Amortization OMB No. 15450172
Form
{including Information on Listed Property) 1995
Attachmant
Fodamifibhalli Ml m » Ses separste instructions, I Attach this form 1o your return. s.qum;NoW
Name(s) shown on nelum Moracyuﬂytu which this forn relates Ideniilying number
T OMma .r T/ anty e o ; gnp_vergu/ {iﬁ‘ﬁ{ Reaf ESTale 90— 000000
Election To Certain Tangible Property (Section 179} (Note: If you have any "Listed Property,”
complete Part V befors you complete Part L)
*  Maximum dollar limitation. If an enterprise zone business, see page 1 of the instructions . . 1 £17,500
2 Total cost of section 179 property placed in 3ervice dunng the tax year. See page 2 of the
instructions . . . .. R

3 Threshold cost of saction 179 propertynaeroreraducmn in bmitation . . . . . . ... |3 $200, 00O

4 PReduction in limitation. Subtract line 3 from Iing 2. If zero or less, enter -0- | | .4

5 Dollar limitation for tax year. Subtract line 4 from line 1. if zaro or less, enter -O-. If mamad
Mzdmelnstmchms. e - . - 5

i) Description of property l,'blcnst (c]Elmdoui

8

7 Listed property. Enter amount from line 27. . . . .. Lt

8 Total elected cost of section 179 property. Add amounts in column ) lines6and? . . . |8

9@ Tentative deduction. Enter the smaller of line 5 orline8 . . . T -
10 Carryover of disaliowed deduction from 1994, See page 2 of the Instructions . . . . 10
11  Taxable income iimitation. Entar the smalier of taxable income {not leas than zem) or line 5 {see mstmcﬂona] 11
12 Saction 179 expense deduction. Add lines 9 and 10, but do not enter more than line 11 . . | 12

13 Carryover of disallowed deduction to 1996. Add lines 9 and 10, less line 12 » [ 13 | NMTTTTTTTTHTHT-.
Note: Do not use Part Il or Part I below for listed property fautornobiles, certain otfier vefiicias, caliwar telephones,

certain computers, or used for snteriainment, recreation, or amusemnent). Instead, usa Part V for listed proparty.
m MACRS Depreciation For Assets Placed in Service ONLY During Your 1985 Tax Year (Do Not include

Listed Property.)

Saction A—General Asset Account Election
14 If you are making the election under section 168{){4) to group any assets placed in samcedunngthetaxyaar into one or more

general asset accounts, check this box. See page 2 of the ingtructions . . . . .. .. kO
tb] Month and | (c} Basis for depreciation
{a) Cansification of propesty year placed in | fbusiness/investment use w:::;"" i} Convantion | {fs Method | (9} Depreciation daduction
ServiCe only—ses rsinctions)
Section B—(General Depruciaion System {GDS) [See page 2 of the instructions.)
15a_3-year property
b 5-year property
¢ _7-year property
d 10-year property
@ _15-year propsrty
T 20-year property
g Hesidential rental 27.5 yrs, MM S/L
property 27.5 yrs. MM S/L
h Nonresidential real 39 yrs. MM S/L
property MM S/L
(See page 4 of the instructions.)
18a Class life S/L
b 12-year 8/L
€ 40~ _MM S/L
Other Depreciation (Do Not Include Listed Propod;y)(Sae page4 of the instructions.)
17 GDSarﬂADSdammnnsforasseispiawdnsmnehtnxyearsbegnrungbefnrawséi O . 4
18 Property subject to section 168{{1) election . . . U O |- _
19 ACRS and other depreciation , . . . . S B | S oo
Sum e 4 of the instructnc:@)_ _
20 Listed property. Enter amount from lina 26. . . 20
21 Total. Add deductions on fine 12, Inas153nd16hcol.rm[gl.andlums 17through20 Enterhera
and on the appropriate lines of your retum. Parmaerships and S corporations—see instructions . S oo
2 Forasutsshownahoveandphoedhsuvlnedlﬂmmmyear.emer
the portion of the basis attributable to section 263Acosts . . . . 2
For Paperwork Reduction Act Notice, see page 1 of the sepersts Inatructions. Cat. No. 12908N
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Reduction of Tax Attributes Due to Discharge of

ror 982
Indebtedness (and Section 1082 Basis Adjustment)

[Aev. Dacember 1934}

CMB Ne. 1545-0046

cmwem:svammorf-‘ommwascmrgnurmmanwmmmmmrm Attachmaent
m:-;m:::‘;mmuw » Attach this form ta your Income tax returmn. Sequence No. 94
Name shown on return identifying numbaer

Thomas Jm;‘»{_&ﬁ‘@ﬁq E5Tale

General Information (see instructionsy
Amount excluded is due to (check applicable box(es)):

Co - vdapang

a Discharge of indebtedness in a title 11 case. . . =®
b Dischange of indebtedness ta the extent insoivent [nut ina tltle 11 case) |
¢ Discharge of qualified farm indebtedness il
d Discharge of qualified real property business mdeb‘ledmss .. .. ...
2 Total amount of discharged indebitedness excluded from grass income, .. .o 2] 70,000
3 Do you elect to treat ail real property described in section 1221(1}, relating to praperty held for sale 1o
customers in the ordinary course of @ trade or business, as if it were depreciable property?. Oves [CNe

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

Enter amount excluded from gross income:
4 For a discharge of qualified real property business indebtedness., applied to reduce the basis of
depreciable real property . . . 4
5 That you elect under section 108{b){5] to apply ﬁrst to reduoe the basns (under sectlnn 1D1 7) oi
depreciable property. e e
6 Applied to reduce any net operating Ioss that n::curred in the tax year of 1he discharge or camed
over to the tax year of the discharge . . L

7 Applied to reduce any general business credﬂ carryover to or from the tax year of the dlscharge 7
8 Applied to reduce any minimum tax credit as of the beginning of the tax year |mrned|ately after
the tax year of the discharge . . . . Coe 8
9 Applied to reduce any net capital loss for 1he tax year ol lhe discharge mcludlng any capltal Ioss
camryovers to the tax year of the discharge . . . 9 70 oco
10 Applied to reduce the basis of nondepreciable and deprecaable propeny if nm reduced on ||ne
5. DO NOT use in the case of discharge of qualified farm indebtedness . . . . . . . . |19

11 For a discharge of qualified farm indebtedness, applied to reduce the basis of:

a Depreciable property used or held for use in a trade or business, or for the productlnn of ingcome, if

not reduced online 5. . 11a
b Land used or held for use in a trade or business of farmlng 11b
11¢c

¢ Other property used or held for use in a tfrade or business, or for the productlon of income .
12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge 12

13 ﬁined 1o reduce any foreign tax credit camyover o or from the tax year of the discharge , . 13

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

The corporation named above has excluded under section 1081{b) of the Intemal Revenus Code $
from its gross income for the tax year beginning

,andending ______.___....

Under that section the corporation consemts to have the basis of its property acllusted in accordance with the regulattons prescrlbed
under section 1082(a)(2) of the Internal Revenue Code in effect at the time of filing its income tax return for that year. The corporation
is organized Under the Jaws OF L i iiiere e ranemee e .

{State of ingarporation)

Note: You must attach a description of the transactions resuiting in the nonrecognition of gain under section 7081,

Paperwork Reduction Act Notice.—\We ask
for the information on this form to carry out
the Internal Revenue laws of the Unitad
States. You are required to give us the
intormation. We need it to snsure that you are
complying with these laws and 1o atiow us to
figure and collect the right amount of tax.

The time needed to complets and file this
fqrm will vary depending on individual
circumstances. The estimatad average time
is:

Recordkeeping & hr.. 16 min.
Learning about the iaw
or the form . 1 hr.. 33 min.
Preparing and sending
the form to the IRS 2 hr., 4 min.

If you have comments conceming the
accuracy of these time estimates ar
suggestions for making this form simpler, we
wauld ba happy to hear from you. See the
instructions for the tax return with which this
farm is filed.

General Instructions

Section refarences are to the Intemnal
Revenue Coda uress otherwise noted.
Purpose of Forme—Generally. the amount by
which you benefit from the discharge of
indebtedness is included in your gross
income. However, under certain
circumstances described in section 108, you
may exclude the amount of discharged

indebtednass from your gross income. Unless
you cheack the box on line 1d or make the
election on #ne 5, tha amount excluded from
gross income reduces cartain tax attributes
either dollar for dollar or 33 cents per dollar,
as indicated below. The reduction must be
made in the foliowing order:

& Any net oparating loss (NOL) for the tax
vaar of tha discharge (and any NOL carryover
to that yaar} {dodlar for doltar);

® Any general business credit carryover 16 or
from the tax year of tha discharge (33': cents
per dollar);

# Any minimum tax cradit as of the baginning
of the tax year immaediataly after the tax year
of the discharge {337 cents per dodar).

Gav. No. 17086E

Form 882 Rev. 12-89)
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Capital Loss Carryover Worksheet
{keep for your records)

4

You may deduct capital losses up to the amount of your capital gains phus $3,000

Schedule D, llna‘la or {b) Form 1040, line 35, ia a loss.

{$1,500

if married filing separately). Capital losses that exceed this amount are carried forward
to later Use this worksheet to figurs your capital foss carryovers from 1985 to
1906 i uIeD fine 19, is a loss and (a) that loss is a amaller logs than the joas on

1. Enter the amount from Form 1040, line 35. Iif a loas, enclosa
tha amount in parentheses . . 1
Enter tha loas from Scliodulunlmm,lsnpnshmurmunt

,wpN

Enter the smaller of line 2 or line 3

Mote: HmaofSchaduleD:sabn.gnmms othunwsa
anter -D- on line 5 and pa 1o ine 10.

_L?,.E_O_
Combine lines 1 and 2. If zero or less, enter -0- . . . . _di,..’u?_
4. i fon

8. Enter the loss from Scheduls D, kine B, as a positive amount 3.
€. Enter the gain, if any, frmSchmeD
ine 17 , 8.
7. En'tartf'lenn'lountm Imed A
8 AddiinesGand 7 | . 8.
9. Shaﬂhnnelpilllluunlnvmh1m5ubtmnthmsfrom
ine 5. i zero or less, enter -0- | 9.

Note: ¥ Ane T?Ofsmofsabss gutaﬁne IO
otharwisse, skip lines 10 through 14,

11. Enter the gain, if any, from Schedule D,

10. Enter the loss from Schedule D, line 17, as a positive amount 10..M '

ine8 . . 11. s
12 Subtract kne 5 from lmu 4 If Zero or Iasa. ‘ 1
enter -0- . . . 12. 4,400
13.Addlm11and12 ... 3.
14. I..ong-hrmupnnlloumto1m Subtractlm 13
from iine 10. f zero or less, enter -0- . . . 14,
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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 Cancella-
tion, for information about a corporation’s debt
canceled 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 an-
other corporation in a title 11 or similar case,
but only if, under the reorganization plan,
stock or securities 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 pur-
pose, 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
jurisdiction of the court in the case and the
transfer of assets is under a plan of reorgani-
zation approved by the court. In a receiver-
ship, foreclosure, or similar proceeding before
a federal or state agency involving certain fi-
nancial institutions, 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 securi-
ties of the corporation acquiring the bankrupt’s
assets.

Section 355 generally provides that no
gain or loss is recognized by a shareholder if a
corporation distributes solely stock or securi-
ties of another corporation that the distributing

corporation controls immediately before the
distribution. Section 356 provides that in an
exchange that would qualify under section 354
or 355 except that other property or money be-
sides the permitted stock or securities is re-
ceived by the shareholder, gain is recognized
by the shareholder only to the extent of the
money and the fair market value of the other
property received. 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 corpora-
tion that is in bankruptcy, receivership, disso-
lution, or in the hands of an assignee by court
order, you may apply to your IRS District Direc-
tor for relief from filing federal income tax re-
turns for the corporation. To qualify, the corpo-
ration must have ceased business operations
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 11. A bank-
rupt corporation, or a receiver, 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) Asdetermined 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 pe-
riod, and a statement of the name and location
of the office where the return was filed. On the
envelope write “Personal Attention of the
Special 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.
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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 or administrative tribunal of competent
jurisdiction (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
estate properly requests the refund from the
Internal Revenue Service and either the Ser-
vice 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
appropriate 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 At-
tention 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) For income 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

~

For income 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) For income 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 certain excise taxes
or income taxes for which the debtor had
filed a return, the trustee should use a
Form 843, Claim for Refund and Request
for Abatement, attaching an exact copy of
any return that is the subject of the claim
along with a statement of the name and
location of the office where the return was
filed.

For excise taxes you reported on Forms
720, 730, or 2290, the trustee should use
Form 8849, Claim for Refund of Excise
Taxes or Schedule C of Form 720, which-
ever is appropriate.

=

5

~

6

~

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
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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
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 authority to determine whether the tax is-
sue 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
estate, in any proceeding in the U.S. Tax Court
to which you are a party.

Tax assessment. Generally, the automatic
stay rules prevent a creditor from taking ac-
tions to collect prepetition debts. However, the
automatic stay does not apply to:

1) An audit to determine tax liability,
2) A demand for tax returns,

3) The issuance of a notice of deficiency to
the debtor, or

4) The making of an assessment for any tax
and the sending of a notice and demand
for payment of the tax assessed (for
bankruptcy cases filed after October 22,
1994).

Any tax lien that attaches to the estate’s
property because of an assessment described
above can only take effect when the property
(or its proceeds) are transferred back to the
debtor. Also, the tax must be the debtor’s debt
that will not be discharged in the case.

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
during 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.

Eighth priority taxes. In bankruptcy, the
debtor’s debts are assigned priorities for pay-
ment. Most of the prepetition tax debts are
classified as eighth priority claims. Generally,
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 eighth priority taxes of the
government:

1) Income taxes for tax years ending on or
before the date of filing the bankruptcy
petition, for which a return is due (includ-
ing 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
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Withholding taxes for which you are liable
in any capacity.

5) Employer’s share of employment taxes
on wages, salaries, or commissions (in-
cluding 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
petition, for which a return, if required, is
due (including extensions) within 3 years
of the filing of the bankruptcy petition. If a
return is not required, these excise taxes
include 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 eighth priority prepetition taxes
may be paid out of the assets of the bank-
ruptcy estate to the extent there are assets re-
maining after paying the claims of secured



creditors and other creditors having higher pri-
ority claims.

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

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

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

3) In chapter 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
$4,000 (to be adjusted 4/1/98) 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 in-
curred by the bankruptcy estate, the penalty
will not be imposed if the failure to pay resulted
from an order of the court finding probable in-
sufficiency of funds of the estate to pay admin-
istrative expenses. If the tax was incurred by
you as the debtor, the penalty will not be im-
posed 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.
government. 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 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
eighth priority taxes described earlier, or for
taxes for which no return, a late return (filed
within 2 years of the filing of the bankruptcy
petition), 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 eighth 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 indebt-
edness for which the debtor is liable or which
attaches 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.

3) The reduction of a debt by the seller of
property if the debt arose from the
purchase of the property.

The exclusions are discussed next.

Exclusions

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

e The cancellation takes place in a bank-
ruptcy case under the U.S. Bankruptcy
Code. See Bankruptcy case exclusion,
later.

e 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.

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

e The canceled debt is qualified real property
business indebtedness (certain debt con-
nected with business real property). See
Publication 525, Taxable and Nontaxable
Income.

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
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.
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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 inincome.

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 pre-
vents an excessive 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
zero) 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 depreciable property before reducing
the other tax attributes. This choice is dis-
cussed 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.

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
or credit carryover from the tax year of the
debt cancellation.
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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 33Ys 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 carry-
overs 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, the required reduction of tax attributes
must be made to the attributes of the bank-
ruptcy estate, a separate taxable entity result-
ing from the filing of the case. Also, the trus-
tee of the bankruptcy estate must make
the choice of whether to reduce 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. See section 1.1017-1 of the
Income Tax Regulations for more information.

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 can-
cellation. This limit does not apply if an elec-
tion is made to reduce basis before reducing
other attributes. This election is discussed
later.

Exempt property under title 11. If debt is
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 re-
duce the basis of depreciable property before
reducing other tax attributes as well as the
election to treat real property inventory as de-
preciable property, on Form 982, Reduction of
Tax Attributes Due to Discharge of Indebted-
ness (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 from this basis
reduction is taxable as ordinary income. Figure
the ordinary income part by treating the
amount of this basis reduction as a deprecia-
tion deduction and by treating any such basis-
reduced property that is not already either sec-
tion 1245 or section 1250 property as section
1245 property. In the case of section 1250
property, make the determination of what
would have been straight line depreciation 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, Dispositions of De-
preciable 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 distribution, in turn resulting in a re-
duction of the partner’s basis in the partner-
ship. These basis adjustments 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.

Stock for Debt Exchange

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. The stock for debt
exception was repealed for transfers made af-
ter 1994 unless the corporation filed for bank-
ruptcy (or similar court proceeding) before
1994. Generally, before 1995, a corporation
did not realize income because of such stock
for debt exchanges if it was in bankruptcy or to
the extent it was insolvent. Consequently,
there was no gross income to exclude and no
reduction of its tax attributes was necessary.
The principal difference between the stock for
debt exception and the stock for debt ex-
change is that the corporation does not re-
duce its tax attributes under the stock for debt
exception.

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 ex-
tinguished 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.

Tax Attribute Reduction
Example

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 1995, 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. He has a long-term capital loss carry-
over to 1996 of $5,000. He also has a net op-
erating loss of $2,000 and a $3,000 net oper-
ating loss carryover from 1994. He has no
other tax attributes arising from the current tax
year or carried to this year.

Ordinarily, in applying the $10,000 debt
cancellation amount to reduce tax attributes,
Tom would first reduce his $2,000 net operat-
ing loss, next his $3,000 net operating loss
carryover from 1994, and then his $5,000 net
capital loss carryover. However, he figures
that it is better for him to preserve his loss car-
ryovers for the next tax year.

Tom elects to reduce basis first. He can re-
duce the depreciable basis of his rental con-
dominium (his only depreciable asset) by
$10,000. The tax effect of doing this will be to
reduce his depreciation deductions for years
following the year of the debt cancellation.
However, if he later sells the condominium at a
gain, the part of the gain from the basis reduc-
tion 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.

How to Get More
Information

You can get help from the IRS in several ways.

Free publications and forms. To order free
publications and forms, call 1—800—TAX—
FORM (1—800—829—3676). You can also
write to the IRS Forms Distribution Center
nearest you. Check your income tax package
for the address. Your local library or post office
also may have the items you need.

For a list of free tax publications, order
Publication 910, Guide to Free Tax services. It
also contains an index of tax topics and re-
lated publications and describes other free tax
information services available from IRS, in-
cluding tax education and assistance
programs.

If you have access to a personal computer
and modem, you also can get many forms and
publications electronically. See How To Get
Forms and Publications in your income tax
package for details. If space permitted, this in-
formation is at the end of this publication.

Tax questions. You can call the IRS with your
tax questions. Check your income tax package
or telephone book for the local number, or you
can call 1—800—829—1040.

Telephone help for hearing-impaired per-
sons. If you have access to TDD equipment,
you can call 1—800—829—4059 to ask tax
questions or to order forms and publications.
See your income tax package for the hours of
operation.
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Reduction of Tax Attributes Due to Discharge of

or 982
j Indebtedness {and Section 1082 Basis Adjustment)

{Hev December 1984,

OMB No. 1545-D046

D Canition; Use thes version of Form 982 for ischarge of maebiedngss only it tax years begmmeng after 1993, Attachment
el Ptvae Sareen ! P Atiach this form to your incoms tax return. Sequence No. 94
Nare shown on relumn___ idemtifying numbar

Tom Sm/th 000 -00-0000

Part | General Information (see instructions)

1 Amount excluded is due to icheck applicable box{es)):

Discharge of indebtedness in a title 11 case, .

Discharge of indebtednass to the extent insolvent {nol In a mle 11 r.:ase)
Discharge of qualified farm indebtedness

Discharge of qualified real property business mdebtedness

2 Tota! amount of discharged indebtedness excluded from gross income. . &LI_U,GOO—
3 Do you elect to treat all real property tiescnbed in section 1221(1), relating to property held for sale to O 0
. Yes No

customers in the ordinary course of a trade or business. as if it were depreciable property?.
Reduction of Tax Attributes (You must atlach a description of any transactions resulting in the reduction
in basis under section 1017 )

Enter amount sxeluded from gross income:
4 For a discharge of quaiified real property business indebtedness, applied to reduce the basis of

aecoe
Oo0omMO

depreciable real property . . 4
5 That you elect under section 1081!:)[5} to apply 'nrst lo reduce me basns (under secimn 101 7] of

depreciable property. . . . . 5 / 0; @] ]5]
6 Applied 10 reguce any net operating Iass that nccurred in the tax year 01 the dlscharge Qr carned

over to the tax year of the discharge . _ | .| L)

7 Applied to reduce any general business cradit carryovef to or from the tax year of the dlscharge 7
8 Apphed to reduce any minimum tax credit as of the baglnnlng of the tax year |mmed|ataty after

the tax year of the discharge., . . . 8

9 Applied to reduce any net capital 10ss for the tax year of the d|scharge mcludmg any capnal Ioss
carryovers to the tax year of the discharge . . . . 9

10 Applied to reduce the basis of nondepreciabie and deprecnable praperty if not reduced on line
5. DO NOT use in the case of discharge of qualified farm indebtedness . . . . . . ., . |10

11 For a discharge of qualified farm indebtedness, apphed to reduce the basis of
a Depreciable property used or held for use in a trade or business, or for the proguction of income, if

not reduced on ine 5, . _ [MMa
b Land used or held for use in a trade ar busmess of farmmg . 11b
¢ Other property used or held for use in a trade or business. or for the productlon 01 income , 1te

12 Applied to reduce any passive activity loss and credit carryovers from the tax year of the discharge | 12
13 Apphed to reduce any fore reign tax credit carryover to ot from the tax year of the discharge . . 13

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

The corporation named above has excluded under section 10B1{h) of the Internal Revenue Code $ oo oo
from its gross income for the tax year beginning ............... ... iiiae. .andending ...
Under that section the corporation consents to have the basis of its property adjusted in accordance with tha regulatlons prescnbed
under section 1082(a){2) of the Internal Revenue Code in effect at the time of filing its incorne tax return for that year. The corporation
1S organized under the laws of

|State of Incorporaion)
Note: You must attach a description of the transactions resulting in the nonrecognition of gain under section 1081,

Paperwork Reduction Act Notice.—We ask
for the information on this form fo carry out
the Intermal Revenue laws of the Unrted
States. You are reguired to give us the
information. We need it to ensure that you are
complying with thase laws and to allow us to
figure and collect the right amount of tax.

The hme needed to complete and file this
torm will vary depending on individual
circumstances. The estimated average time
15

Recordkesping 5 hr., 16 min.
Learning about the law
or the form .. 1 by, 53 min.
Praparing and sendmg
the form to the IRS 2hr. 4mn

# you have comments conceming the
accuracy of these time estimates of
suggestions for making this form gimpler, we
would be happy ta hear from you. See the
ins{ructions for the tax return with which this
form is fileg.

General Instructions

Section references are to the Internal
Revenue Code unfess ptharwise naled.
Purpose of Form,.—Generally, the amount by
which you benefit from the discharge ot
indebtedness 15 included in your gross
incorme. Howewver, under certain
circumstances described in section 108, you
may exclude the amount of discharged

indebledness from ypur gross incoms. Unless
you check the box on ling 1d or make the
election on lina 5, the amount excluded from
gross income raduces cértain tax atvibutes
either dollar for dollar or 33'4 canis per dollar,
as indicated below. The reduction must be
made in the fotiowing order.

® Any net operating less (NOL) for the tax
year of the discharge {and any NOL carryover
to that year) (dollar for doltar):

= Any general business cradit carryover to Of
from the tax yaear of the discharge (334 cents
per doilar);

® Any minimum tax credit as of tha beginning
of the tax year immediately atter the tax year
of the gdischarge (33'4 cents per dollar)
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