Information Reporting for
Discharges of Indebtedness:
Waiver of Penalties in Certain
Circumstances for Foreign
Financial Entities

Notice 96-61

This notice extend the scope of the
penaly relief grantel in the preambé to
the final Income Tax Regulatiors under
§ 605 of the Internd Reveng Code
relating to the reportirg of dischages of
indebtednes (61 FR. 262 Januay 4,
1996).

Sectio 605 requires an information
retum to be filed by an applicabé entity,
including an applicabk financid entity,
which dischages the indebtednes of
ary persm if the amoun dischaged is
$600 or more Secti; 6050P(c)(2 pro-
vides tha an applicabé financid entity
includes ary financid institution de-
scribed in § 581 or 591(a) ary credit
union, and ary othe corporatian which
is a direa or indired subsidiay of such
entity but only if, by virtue of being
affiliated with the entity, the corporation
is subje¢ to supervisim and examina-
tion by a Feder& or Stae ageng which
regulats sut othe entities.

Section 1.6050P-1(¥ of the regula-
tions provides certan exceptios from
the reporting requirements. Sectbn
1.6050P-1(d)(#reserve guidane as to
the circumstance unde which the re-
porting requiremerg will not apply to
the dischage of indebtednes of foreign

debtos held by foreign branche of U.S.
financid institutions Secti;m 1.6050P—
1(d)(4)(ii) identifies the criteria that
mud be met in orde to tred indebted-
nes held by a foreign brand of a U.S.
financid institution as being within the
scope of the reserve guidance.

The preambé to the final regulations
states in part tha “the IRS and Trea-
suly are continuirg to study the isswe of
whethe reportirg is necessar in the
ca®e of foreign debtos who® delt is
dischaged by foreign branchs of U.S.
financid institutions Accordingly, pend-
ing the issuane of further guidance no
penalties will be imposal if an appli-
cabke financid entity fails to repot a
dischage of indebtednes of a foreign
debta by a foreign brant of the en-
tity.”

After issuane of the final regulations,
commentata requestd tha the penalty
relief describe in the preambé to the
final regulatiors also apply to indebted-
nes held by foreign offices or branches
of foreign financid institutiors tha are
applicabke financid entities unde
§ 6050P(c)(2)(C).

The Internd Revene Servie has
determiné that pendirg the issuane of
further guidance the relief grantel in
the preambé shoutl be extended as
suggestd by commentatorsTo accom-
plish this, the regulations will be
amendd to delee the word “U.S.”
from the headig of § 1.6050P-1(d)(4)
and the introductoy text in 8 1.6050P—
1(d)(4)(ii). Furthermore no penalties
will be imposel if a foreign office or
brand of a foreign applicabé financial
entity fails to repot a dischage of
indebtednes of a foreign debto de-
scribed in § 1.6050P-1(d)(4)(ji after
giving effect to the precediy sentence.

The principd autha of this notice is
Shara Hall of the Office of Assistant
Chigd Counsé (Income Tax amd Ac-
counting) For further information re-
gardirg this notice conta¢ Ms. Hall on
(202)622-498 (not a toll-free call).




