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I1. COMPARATIVE DESCRIPTION—Continued

Item

Present law

E. Other Tax Provisions (Title V of Senate

Amendment)—Con.
2. Discharge of residential mortgage debt

Under present law, the amount of any discharged
indebtedness is includible in income in the year
of the discharge. However, if the debt was in-
curred in connection with property used in a
trade or business (or if the taxpayer is bankrupt
or insolvent), certain of the taxpayer’s tax attri-
butes may be reduced in lieu of recognizing
income.

In Revenue Ruling 82-202, the Internal Revenue
Service ruled that a financially solvent taxpayer
realizes income when he or she prepays the
mortgage on a personal residence at less than
the outstanding principal balance. The ruling
involved a financial institution which offered a
10 percent discount for prepayment of existing
low-interest mortgages.
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House bill i Senate amendment

No provision. | Explamxtwm-—‘-‘or 1982 only, the Senate amend-

! ment provides for '.he euhmon from gross

! income of disct d on

| an individual’s prmcxpal mxdence The taxpa;

i er’s basis in the residence would be reduced ‘ov

the excluded amount. If the taxpayer subse-

quently disposes of the residence in a taxable

sale or exchange, any gain recognized would be
as ard.\nary income to the extent of

r.he prekusxy =xn1uued amount - u,e., the _.

amount o mortgage 1
‘ For 1983 and 1984, the amendment provides that
the Internal Revenue Code shail be a pplied
| without regard o Revenue Ruling 2~ 702 or to
| any other ruling reaching the same or a similar
| resuit. The amendment further provides thas it
- i is the sense of Congress that permanent legisia-
| tion be enacted which addresses the tax conse-
uences of disch d mortgage bted:
| Effective date.—The amendment is effective with
regard to discharges of mortgage indebtedness
occurring in calendar years 1982, 1983 aad
1

| Tess
|

Revenue effect—The provision is estimated to
reduce fiscal year budget receipts by 30.3 billion
in 1984 and $0.1 billion in 1985.




