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SBA Procedural Notice

g

11/5/96

 Set ExpDate"12/31/96" 12/31/96
TO:
All RAs; DDs; BMs; Field Counsels; Field Finance, USEAC,  PLP and LowDoc Loan Processing Centers, PLP Review Branch and Commercial Loan Servicing Centers Personnel; and Staff in the Offices of Field Operations, Financial Assistance, General Counsel, and International Trade
CONTROL NO.:
5000-650

SUBJECT:
Reporting Discharged Debt to IRS

EFFECTIVE:
2-11-00

Each January, the Agency is required to report important information to the Internal Revenue Service (IRS) for each debtor that had a principal loan balance greater than $600 discharged through a compromise, bankruptcy or other event that rendered the debt uncollectible.  The amount of discharged debt reported may be considered by IRS as taxable income to the debtor.  The debtor is advised of the principal debt cancellation through the issuance of IRS Form 1099C. SBA handles the requirement for this reporting process in accordance with directives and regulations from the Department of Treasury, IRS and the Office of Management and Budget (OMB Circular A‑129, Managing Federal Credit Programs). 

For this year's 1099C reporting process, the Agency reported to IRS almost 17,800 loans representing $1.1 billion in uncollectible debt on business and disaster loans. Only direct obligors are reported because IRS does not require guarantors to be reported in the 1099C process. IRS and the debtor will determine what, if any, income tax obligation may exist with respect to the cancellation of debt by the Agency.

For loans reported to IRS for cancellation of debt, the message "1099C ISSUED" will appear on screens PMQD04, 14 and 15.  Each debtor whose loan was referred to IRS receives a notice from SBA (Form 1544) containing the principal balance cancelled or forgiven.  The debtor is advised to take into consideration the amount of the cancellation when filing its tax returns.  The Agency should not provide any opinion on whether the cancelled amount is taxable income since this is a matter between the debtor and the IRS.

The Agency must not take further collection action on the debt reported with respect to any loan that has been referred to IRS after the issuance of the 1099C, but a voluntary payment may be accepted by the Agency at any time.  When a voluntary payment is received by the Agency, the funds will be applied to reduce the principal balance of the debt.  If the amount paid is substantial, the debtor’s recourse is to file an amended tax return with IRS.

The 1099C reporting process takes place each year.  As with several other SBA programs, it is important that field 73 of the LAUD13 computer screen be regularly updated with the most current information to assure the proper reporting of debt cancellation.

If you have any questions concerning the 1099C reporting process, you may contact Benjamin F. Saars in the Office of Portfolio Management at (202) 401-1469 or Walter Intlekofer at (202) 205-7543.

 
___________________________________

Jane Palsgrove Butler

Associate Administrator

     for Financial Assistance


Expires:  2-1-01
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