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1099-C BONUS: LESSON 1  

Discharges of Indebtedness: 
We now turn to the lending (vs deposit) side of a financial institution and the various 

forms that must be filed for certain types of lending transactions such as receipt of 

mortgage interest on Form 1098, foreclosures and abandonment of security for a loan on 

Form 1099-A and as discussed below, the Form1099-C which is generally filed by 

traditional lenders such as banks but may also be applicable to other nonlending 

transactions that occur in other departments or entities such as an overdraft of a 

checking account that is not repaid.    

The Omnibus Budget Reconciliation Act of 1993 added new Section 6050P and Form 

1099-C to the IRS Information Returns Program (IRP) to assist the IRS in determining 

whether a taxpayer has cancellation of debt income (CODI) under IRC Section 108.  It is 

often difficult for customers (as well as reasonable tax reporting professionals!) to 

understand how a borrower who did not pay money back to a lender is now subject to tax 

on this “phantom” income.  Without getting too much in the weeds of Section 108 and its 

significant exceptions to CODI, one must just think in terms of a simple equation, i.e., you 

have more money if you don’t pay it back and that money is considered taxable income.  

In other words, if a borrower borrows $100,000 from a bank and pays back only $80,000, 

the borrower has $20,000 more money than they had before they borrowed the $100,000.  

As you have probably learned throughout these modules, the IRS considers pretty much 

everything “income” under IRC Section 61 unless it fits within the definition of a gift.    

It is important to constantly remind ourselves, and I do so here again, that the reporting 

rules for information return filers are not exactly the same as the taxation rules for 

customers.  Form 1099-C must be filed when there is an “identifiable event” regardless of 

whether the debtor will be taxed.    

Temporary and proposed regulations issued under IRC Section 6050P became effective 

January 1, 1994, and apply to discharges after December 31, 1993.  The final regulations 

were effective January 1, 1997.  

In 2004, the IRS issued additional regulations that require organizations, other than 

banks, that lend money on a regular and continuing basis to report discharges that occur 

on or after January 1, 2005.  These organizations could include leasing and factoring 

companies and brokers or retailers who extend credit through their related finance 

subsidiaries.  Under the final regulations that were effective in 2005, any organization 

that has a “significant trade or business of lending money” is now required to report in 

the same way as banks and other financial institutions have done since 1997.  
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In November 2008, the IRS issued final and temporary regulations allowing a temporary 

reprieve for certain entities (who are not banks but who have a significant trade or 

business of lending money) limiting the application of a certain event - the 36-month rule, 

and a proposal to eliminate this provision permanently for all filers.  The identifiable 

event was eliminated in 2016.  See T.D. 9793.    

In December 2007, as a result of the financial crisis, the Mortgage Debt Forgiveness 

Relief Act was enacted, which changed certain borrowers’ tax situation and allowed 

certain CODI to be excluded when principal residence debt was forgiven.  However, the 

IRS has not changed the Form 1099-C or Form 1099-A reporting requirements. 


