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insurance or otherwise) to the em-
ployee for personal injuries or sickness 
incurred by him, his spouse, or his de-
pendents, as defined in section 152. The 
employer may contribute to an acci-
dent or health plan either by paying 
the premium (or a portion of the pre-
mium) on a policy of accident or health 
insurance covering one or more of his 
employees, or by contributing to a sep-
arate trust or fund (including a fund 
referred to in section 105(e)) which pro-
vides accident or health benefits di-
rectly or through insurance to one or 
more of his employees. However, if 
such insurance policy, trust, or fund 
provides other benefits in addition to 
accident or health benefits, section 106 
applies only to the portion of the em-
ployer’s contribution which is allocable 
to accident or health benefits. See 
paragraph (d) of § 1.104–1 and §§ 1.105–1 
through 1.105–5, inclusive, for regula-
tions relating to exclusion from an em-
ployee’s gross income of amounts re-
ceived through accident or health in-
surance and through accident or health 
plans. 

§ 1.107–1 Rental value of parsonages. 
(a) In the case of a minister of the 

gospel, gross income does not include 
(1) the rental value of a home, includ-
ing utilities, furnished to him as a part 
of his compensation, or (2) the rental 
allowance paid to him as part of his 
compensation to the extent such allow-
ance is used by him to rent or other-
wise provide a home. In order to qual-
ify for the exclusion, the home or rent-
al allowance must be provided as remu-
neration for services which are ordi-
narily the duties of a minister of the 
gospel. In general, the rules provided in 
§ 1.1402(c)–5 will be applicable to such 
determination. Examples of specific 
services the performance of which will 
be considered duties of a minister for 
purposes of section 107 include the per-
formance of sacerdotal functions, the 
conduct of religious worship, the ad-
ministration and maintenance of reli-
gious organizations and their integral 
agencies, and the performance of 
teaching and administrative duties at 
theological seminaries. Also, the serv-
ice performed by a qualified minister 
as an employee of the United States 
(other than as a chaplain in the Armed 

Forces, whose service is considered to 
be that of a commissioned officer in his 
capacity as such, and not as a minister 
in the exercise of his ministry), or a 
State, Territory, or possession of the 
United States, or a political subdivi-
sion of any of the foregoing, or the Dis-
trict of Columbia, is in the exercise of 
his ministry provided the service per-
formed includes such services as are or-
dinarily the duties of a minister. 

(b) For purposes of section 107, the 
term ‘‘home’’ means a dwelling place 
(including furnishings) and the appur-
tenances thereto, such as a garage. The 
term ‘‘rental allowance’’ means an 
amount paid to a minister to rent or 
otherwise provide a home if such 
amount is designated as rental allow-
ance pursuant to official action taken 
prior to January 1, 1958, by the employ-
ing church or other qualified organiza-
tion, or if such amount is designated as 
rental allowance pursuant to official 
action taken in advance of such pay-
ment by the employing church or other 
qualified organization when paid after 
December 31, 1957. The designation of 
an amount as rental allowance may be 
evidenced in an employment contract, 
in minutes of or in a resolution by a 
church or other qualified organization 
or in its budget, or in any other appro-
priate instrument evidencing such offi-
cial action. The designation referred to 
in this paragraph is a sufficient des-
ignation if it permits a payment or a 
part thereof to be identified as a pay-
ment of rental allowance as distin-
guished from salary or other remunera-
tion. 

(c) A rental allowance must be in-
cluded in the minister’s gross income 
in the taxable year in which it is re-
ceived, to the extent that such allow-
ance is not used by him during such 
taxable year to rent or otherwise pro-
vide a home. Circumstances under 
which a rental allowance will be 
deemed to have been used to rent or 
provide a home will include cases in 
which the allowance is expended (1) for 
rent of a home, (2) for purchase of a 
home, and (3) for expenses directly re-
lated to providing a home. Expenses for 
food and servants are not considered 
for this purpose to be directly related 
to providing a home. Where the min-
ister rents, purchases, or owns a farm 
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or other business property in addition 
to a home, the portion of the rental al-
lowance expended in connection with 
the farm or business property shall not 
be excluded from his gross income. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6691, 28 FR 12817, Dec. 3, 
1963] 

§ 1.108–1 [Reserved] 

§ 1.108–2 Acquisition of indebtedness 
by a person related to the debtor. 

(a) General rules. The acquisition of 
outstanding indebtedness by a person 
related to the debtor from a person 
who is not related to the debtor results 
in the realization by the debtor of in-
come from discharge of indebtedness 
(to the extent required by section 
61(a)(12) and section 108) in an amount 
determined under paragraph (f) of this 
section. Income realized pursuant to 
the preceding sentence is excludible 
from gross income to the extent pro-
vided in section 108(a). The rules of this 
paragraph apply if indebtedness is ac-
quired directly by a person related to 
the debtor in a direct acquisition (as 
defined in paragraph (b) of this section) 
or if a holder of indebtedness becomes 
related to the debtor in an indirect ac-
quisition (as defined in paragraph (c) of 
this section). 

(b) Direct acquisition. An acquisition 
of outstanding indebtedness is a direct 
acquisition under this section if a per-
son related to the debtor (or a person 
who becomes related to the debtor on 
the date the indebtedness is acquired) 
acquires the indebtedness from a per-
son who is not related to the debtor. 
Notwithstanding the foregoing, the 
Commissioner may provide by Revenue 
Procedure or other published guidance 
that certain acquisitions of indebted-
ness described in the preceding sen-
tence are not direct acquisitions for 
purposes of this section. 

(c) Indirect acquisition—(1) In general. 
An indirect acquisition is a transaction 
in which a holder of outstanding in-
debtedness becomes related to the 
debtor, if the holder acquired the in-
debtedness in anticipation of becoming 
related to the debtor. 

(2) Proof of anticipation of relationship. 
In determining whether indebtedness 
was acquired by a holder in anticipa-

tion of becoming related to the debtor, 
all relevant facts and circumstances 
will be considered. Such facts and cir-
cumstances include, but are not lim-
ited to, the intent of the parties at the 
time of the acquisition, the nature of 
any contacts between the parties (or 
their respective affiliates) before the 
acquisition, the period of time for 
which the holder held the indebtedness, 
and the significance of the indebted-
ness in proportion to the total assets of 
the holder group (as defined in para-
graph (c)(5) of this section). For exam-
ple, if a holder acquired the indebted-
ness in the ordinary course of its port-
folio investment activities and the 
holder’s acquisition of the indebtedness 
preceded any discussions concerning 
the acquisition of the holder by the 
debtor (or by a person related to the 
debtor) or the acquisition of the debtor 
by the holder (or by a person related to 
the holder), as the case may be, these 
facts, taken together, would ordinarily 
establish that the holder did not ac-
quire the indebtedness in anticipation 
of becoming related to the debtor. The 
absence of discussions between the 
debtor and the holder (or their respec-
tive affiliates), however, does not by 
itself establish that the holder did not 
acquire the indebtedness in anticipa-
tion of becoming related to the debtor 
(if, for example, the facts and cir-
cumstances show that the holder was 
considering a potential acquisition of 
or by the debtor, or the relationship is 
created within a relatively short period 
of time of the acquisition, or the in-
debtedness constitutes a dispropor-
tionate portion of the holder group’s 
assets). 

(3) Indebtedness acquired within 6 
months of becoming related. Notwith-
standing any other provision of this 
paragraph (c), a holder of indebtedness 
is treated as having acquired the in-
debtedness in anticipation of becoming 
related to the debtor if the holder ac-
quired the indebtedness less than 6 
months before the date the holder be-
comes related to the debtor. 

(4) Disclosure of potential indirect ac-
quisition—(i) In general. If a holder of 
outstanding indebtedness becomes re-
lated to the debtor under the cir-
cumstances described in paragraph 
(c)(4)(ii) or (iii) of this section, the 
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