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Message from the Editor

This edition of the newdetter contains the find ingtdlment
in aseries of articles on hedth insrance and an article
covering the tax reporting requirements for oil spill pay-
ments recaived.
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Please send us your topic ideas and questions....
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Oil Spill Distributions
By Sonia Oen, Senior Tax Specialist
Anchorage, Alaska

The Exxon Qudified Settlement Fund plans to distribute
payments during 2002. Following isthe Internd Revenue
Service s pogition regarding the taxability of these pay-
ments. Recipientswill receive a Form 1099-MISC or
subdtitute for this form aong with each payment received
from the settlement fund. Therefore, at the end of the
year you may have multiple payments and Forms 1099 to
summarize for your tax reporting requirements.

Direct Action Plaintiffs: You are responsible for re-
porting the entire amount of settlement that you receive,
regardlessif any money has been withheld to pay attor-
ney fees. Thisamount will be reported on the Form

1099-MISC you receive with your payment. Y ou may
then deduct the attorney fees as an expense on your tax
return asfollows:

A sdf-employed person recaiving payments for
logt fishing profits or as a crewmember of afish
ing boat will deduct the attorney fees as a busi-
ness deduction on Schedule C.

Individuds that are not self-employed and receiv-
ing payments for lost wages or subsistence clams
will deduct the atorney fees as a miscelaneous
itemized deduction on Schedule A.

Corporations and partnerships will deduct the at-
torney fees as a business deduction on their ap-
propriate tax returns.

Attorney fees relaing to devauation of assstswill
be capitaized as a portion of the basis of that as-
Set.

Depending on your Stuation you may have to alocate
your atorney fees between different types of payments
received. For exampleif you received paymentsfor both
logt fishing proceeds and devauation of your fishing per-
mit, then the fees paid to your attorney must be alocated
between the two payments that you received.

Class Action Plaintiffs: You will recaeive a Form 1099—
MISC that is net of any attorney feeswithheld. You in-
clude only the net income on your tax return, and you
may not deduct any attorney fees as an expense.

The following summary will assst you in determining how
to report the income.

PAYMENT FOR LOST PROFITS, reported to you
on Form 1099-MISC Box 7, as Non-employee Com-
pensation. Thisincomeis reported asif you had earned it
from fishing. The payment for logt profits qualify under
Internal Revenue Code (IRC) Section 7518(a)(1)(A) as
income earned from an agreement vessdl for capital con-
struction fund purposes.



Sole Proprietorships - Form 1040 Schedule C
—Line 1 - Gross Receipts

Partnerships - Form 1065 — Line 1a- Gross
Receipts

Corporations— Forms 1120 and 1120S— Line
la— Gross Receipts

PAYMENT TO CREWMEMBERS OF FISHING
BOATS, reported to you on Form 1099-MISC Box 7,
as Non-employee Compensation, if you were considered
sf-employed. Thisincomeisreported asif you had
earned it from fishing. Y ou will report it as gross recaipts
on Form 1040 Schedule C — Line 1 — Gross Receipts.

PAYMENT TO CREWMEMBERS OF FISHING
BOATS, reported to you on Form 1099-MISC Box 3,
as Other Income, if you were considered an employee.
Thisincomeis reported as other income on Line 210of
your Form 1040. The settlement payments are not sub-
ject to FICA or sdlf-employment taxes. The settlement
for lost wagesis not considered earned income for the
purposes of the earned income credit, and does not rep-
resent passive or norpassive income for the purposes of
passive activity losses under IRC Section 469.

PAYMENT FOR LOST WAGESTO CANNERY
WORKERS reported to you on Form 1099-M1SC
Box 3, as Other Income. Thisincomeisreported as
other income on Line 21 of your Form 1040. The set-
tlement payments are not subject to FICA or self-
employment taxes. The settlement for lost wagesis not
considered earned income for the purposes of the earned
income credit, and they do not represent passive or norr
passve income for the purposes of passve activity losses
under IRC Section 469.

PAYMENT FOR SUBSISTENCE CLAIMSre-
ported to you on Form 1099-MI1SC Box 3, as Other
Income. Thisincome is reported as other income on Line
21 of your Form 1040.

PAYMENT FOR LOSSIN VALUE OF
PROPERTY. You will not receive a Form 1099
MISC. The portion of the settlement payments attribut-
able to fishing permit, fishing vessd or other asst de-
vauation should be applied as a decrease to the capital
investment (basis) in the property. If thereisno basisin
the property, or if the payments exceed the basis, the ex-
cessis capita gain income.

PAYMENT FOR INTEREST INCOME. Youwill
only receive a Form 1099-INT if the amount you re-
ceived in interest is over $600, however, you must report
asinterest income dl payments, including those under
$600.

Health Insurance — Partnership

& S Corporation
By Jacki Morin, Revenue Agent
Bangor, Maine

Specid condderations for the fisherman filing a Form
1065 — Partnership Return or a Form 1120S— S Corpo-
ration Return.

Premiums for hedth insurance coverage paid by a part-
nership on behdf of a partner, for services as a partner,
are treated as guaranteed payments. As guaranteed pay-
ments, the premiums are deductible by the partnership
and includible in the partner’ s grossincome.  The partner
may deduct the cost of the premiums on his persond re-
turn as an adjustment to income subject to the applicable
limitations. The partnership must report the cost of hedlth
insurance premiums on Schedule K-1, Form 1065.

A partnership may account for hedth insurance premiums
paid on behalf of apartner as areduction in distributions
to the partner. Under these circumstances, the premiums
are not deductible by the partnership. The distributive
shares of partnership income and deduction are not af-
fected by the payment of the premiums. A partner may
deduct the cost of the premiums on his persona return as
an adjustment to income subject to the appropriate limita-
tions.

Premiums for hedlth insurance paid by an S corporation
on behaf of a more than 2% shareholder, to the extent of
W-2 wages received from the S corporation, are de-
ductible on the corporate return, but the shareholder must
include the amount of the premiums in income on the
shareholder's Form 1040. (Constructive rules of owner-
ship gpply.) The income should be included on the
shareholder's Form W-2 as taxable wages. Those wages,
though, are not subject to FICA or FUTA asregular
wages are. If the amount of the premium is not included
on the shareholder's Form W-2, it should be reported as
Other Income on Line 21 of the shareholder's Form
1040.



The amount of premiums paid by the S corporation on
behalf of each shareholder should be reflected on each
shareholder’ s Schedule K-1, Line 23, Supplementa In-
formation. The reason for the K- 1 reporting istwo fold.
Fird, if the amount of the premium is not included in the
shareholder's Form W-2 there has to be a statement on
the K-1, Line 23, showing the amount of the premiumsto
include as other income on the shareholder's Form 1040.
Second, these premiums are deductible on the share-
holder’ sindividud return as an adjustment to income sub-
ject to the appropriate limitations. An S corporation
shareholder is consdered sdf-employed with regard to
medica insurance premiums. Remember, if the share-
holder does not work for the S corporation, the share-
holder cannot have any earned income from the activity
and therefore cannot deduct the insurance premiums on
his persond return. Also, if the shareholder or the share-
holder's spouse is qudified to participate in any subs-
dized hedth plan maintained by any employer of the tax-
payer or the taxpayer's spouse, the shareholder is not
alowed to deduct sdf-employed medica insurance as an
adjustment to income. Any amount not alowed asan
adjustment to income is dlowable as an itemized deduc-
tion. (See Publication 535 for the Sdf-Employed Hedth
Insurance Deduction Workshest.)

Need Back Issues?

Back issues of the FIN are available. Pleasefed freeto
request them by Month/Y ear or Volume Number through
any of the email or regular mail addresses on the first
page of the FIN. Or go to the IRSWeb Site. You can
access this ste directly by Clicking on the link below.

http://mwww.irs.gov/businesses/small/display/0,,i1%
3D2%26i2%3D23%26genericld%3D83569,00.ht
ml

Tax Assistance Hotline, Forms Hotline,
Internet Access

Taxpayer Assistance

Phone Numbers:

(800) 829-1040

(800) 829-4059 TTY/TDD (Hearing Impaired)

Cdll with genera tax questions. Hours of Operation 7:00
am. to 10:00 p.m. Monday through Friday and Satur-
days 9 am. to 5 p.m. during the tax-filing season.

Tax Forms and Publications
(800) 829-3676, seven days aweek, 24 hours aday.
Order free tax forms and publications.

IRS Internet Access
World Wide Web: WWW.irs.gov

The IRS Web Home Page dlows convenient access to
tax information 24 hours aday. The Web Site provides
tax forms with ingructions, publications, the latest tax law
changes, and much more information for individuals and
businesses.

If you change your E-mail Ad-
dress...

If you are recaiving this newdetter dectronicaly and you
have changed your Internet provider, please remember to
send us aquick note advising us of any changeto your e-
mail address.
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