
TAXING TIMES

MANDATORY ELECTRONIC FILING 
OF FORM 5500

Effective January 1, 2010, the U.S. Department of
Labor (DOL) is requiring that all sponsors of benefit
plans, such as 401(K) plans, must electronically file
their Form 5500 Annual Returns/Reports of
Employee Benefit Plan and Form 5500-SF Short
Form Annual Returns/Reports of Small Employee
Benefit Plan for 2009 and 2010 plan years. Any
required schedules and attachments must also be
completed and filed electronically using EFAST2-
approved third-party software or using iFile.  The
agency will no longer accept paper filings.

Two signatures are required for the 5500: the Plan
Administrator and the Employer/Plan Sponsor.
Both will have to register with the DOL.  (It is
possible that both signature lines will be signed by
the same person in which case only one
registration will be necessary; however, if two
different people will be signing, both will need to
register separately.) 

As part of the registration process, each signer will
be given a: (1) user ID; (2) user PIN, and (3) will
create his/her own password.  These three pieces
of information must be retained and will be used
when you sign your return.

Most 5500 preparers (like PKF) will be preparing
the return on-line, but part of this procedure
requires them to inform the DOL as to who will be
signing the return.  This is done by providing the
DOL with the e-mail address(es) of the signer(s).
The e-mail address provided by the preparer must
match the e-mail address used by the signer(s)
during the registration process.

If PKF prepares your 5500 or 5500-SF, we will be
in direct contact with you to provide you with
step-by-step instructions to follow to register
with the DOL as a 5500 signer.  We are
expressly forbidden by the DOL to register on
your behalf.

More information is available at www.dol.gov.

TAX CONSEQUENCES OF
DEBT DISCHARGE INCOME

In these troubled economic times, many financially
distressed borrowers may have had some or all of
their debt cancelled or forgiven by their lender last
year. While such relief was no doubt welcome to
people who received it, what they may not have
realized is that debt forgiveness may have tax
consequences. Specifically, debt forgiven in
2009 may have to be included as income on
your 2009 return. 

Exceptions and Exclusions

Not all canceled debts trigger taxable income. And,
even if there is no exception or exclusion in a
particular case, that may not be the last word. The
tax bite may be reduced or eliminated if you can
show that the amount reported by the lender is
incorrect.

The tax laws specifically include income from the
discharge of indebtedness in gross income.
However, there are several exceptions to this rule.
In addition, there are numerous exclusions from
gross income for certain types of forgiven debts,
such as:

• If the cancellation of debt by a private
lender, such as a relative or friend, is
intended as a gift, there is no income.

• Likewise, a debt cancelled by a private
lender's Last Will and Testament
triggers no income to the borrower. 

• There is also an exception for certain
student loans. For example, doctors,
nurses, and teachers agreeing to serve
in rural or low income areas in
exchange for cancellation of their
student loans will not have income from
the cancellation if they meet certain
conditions.



Also keep in mind that there is no income from
cancellation of deductible debt. For example, if a
lender cancels home mortgage interest that could
have been claimed as an itemized deduction on
Schedule A of Form 1040, there may be no tax
problem with which to contend. 

There is no income if an individual purchases
property and the seller later reduces the price. The
purchaser's basis (yardstick for measuring gain or
loss on a later sale) in the property, however, is
reduced by the amount of the purchase price
adjustment. 

In addition to the above exceptions, there are
exclusions from the general rule for reporting
canceled debt as income for: 

• discharge of debt through bankruptcy

• discharge of debt of an insolvent taxpayer

• discharge of qualified farm debt

• discharge of qualified real property busi-
ness debt

• discharge of qualified principal residence
debt

Income from certain repurchased business debt
can be stretched out over several years. Although
all of the deferred debt discharge income will
eventually be recognized, you benefit from the
deferral of tax to later years. 

These exclusions are quite complicated and a
detailed discussion of them is beyond the scope of
this Perspectives. However, it is worth pointing out
that the qualified principal residence debt exclusion
applies where individuals restructure their
acquisition debt on a principal residence, lose their
principal residence in a foreclosure, or sell a
principal residence in a short sale (where the sales
proceeds are insufficient to pay off the mortgage
and the lender cancels the balance). The exclusion
does not come without some negative tax
consequences.  

The exclusions require certain tax attributes to be
reduced and must be reported to the IRS on its
Form 982.

Form 1099-C

A taxpayer should receive a Form 1099-C from a
federal government agency, financial institution, or
credit union that forgives a debt of $600 or more.
The amount of the canceled debt is shown in box 2.
Any forgiven interest included in the amount of
canceled debt in box 2 will also be shown in box 3.

As noted previously, if the interest would otherwise
be deductible, it does not have to be included in
income. 

An individual who does not agree with the amount
shown on Form 1099-C should contact the lender
in writing and request it to issue a corrected Form
1099-C showing the proper amount of canceled
debt. Even if the lender refuses to issue a corrected
report, there still may be recourse if you have
adequate documentation to show that the lender
incorrectly reported the amount canceled. 

PKF Can Be of Service

If you had a debt forgiven last year, we can
determine how it may affect your 2009 taxes, make
sure you gain maximum advantage from any
exception or exclusion that may apply, and guide
you through various choices that may be available
to you, depending on the specific circumstances of
your situation. We also may be able to help you to
resolve any discrepancy concerning the amount
reported by the lender. 

Items in this publication should not be considered official
statements of position, nor advice for individuals or
organizations without consulting a professional advisor.  This
information is not intended to be, nor can it be, used by any
taxpayer for the purpose of avoiding tax penalties. For more
information, please contact tax directors Leo Parmegiani or Joe
Lee.
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