
 

 

 

 

TRANSCRIPT 
1099-C BONUS: LESSON 2 

Identifiable Events Requiring Form 1099-C Reporting: 
 

▪ a discharge of business or investment indebtedness under bankruptcy, 

▪ a cancellation of indebtedness that renders the debt unenforceable in a 

receivership, foreclosure, or similar proceeding, 

▪ a cancellation of the debt due to the expiration of the statute of limitations if the 

debtor’s affirmative defence is upheld and the period for appealing has expired or 

upon the expiration of the statutory period for filing a claim or commencing a 

deficiency judgment proceeding,   

▪ a cancellation pursuant to an election of foreclosure remedies by a creditor that 

bars the creditor’s right to pursue collection, 

▪ a cancellation due to a probate or similar proceeding that renders a debt 

unenforceable,  

▪ an agreement between the bank and debtor to discharge at less than full 

consideration, e.g., a “short sale” or a “deed in lieu” transaction,  

▪ a discharge due to the creditor’s decision or policy to discontinue collection 

activity, or  

▪ for periods before 2016, discharge due to expiration of a 36-month non-payment 

testing period.  

  

The regulations require financial institutions to report discharges of $600 or more on 

Form 1099-C, “Cancellation of Debt.”  In the case of multiple discharges in the same tax 

year, there is no requirement to aggregate amounts less than $600.  A corresponding IRC 

requirement under Section 61(a) requires taxpayers (borrowers) to report as income 

certain types of forgiven debt.  Although financial institutions had submitted comments 

to the IRS indicating that debt is rarely “forgiven,” the IRS believes that significant tax 

dollars are being lost, and the 1099-C reporting requirement (and subsequent matching 

of this information return to the 1040 tax return) will ease the identification of 

underreporting by borrowers.  

A mere bookkeeping entry, such as writing down the loan or charging off part or all of a 

debt for book, tax, or regulatory purposes, is not in itself a discharge.  It is, however, one 

of the facts and circumstances taken into account.  Similarly, collection activity by the 

bank is one of the facts and circumstances taken into account in determining whether a 

discharge has occurred.  Reporting is required by the lender whether or not the amount 

discharged is includible in the debtor’s income and subject to tax.  The entire amount of 

indebtedness discharged must be reported even if, for example, the debt was incurred for 

investment or business purposes and then was discharged in bankruptcy.    

  

 

In 2006, the IRS issued a private letter ruling stating that a company that 

purchases and manages consumer accounts receivable has a significant trade or 

business of lending money and must report on Form 1099-C under Section 

6050P.  
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Examples:  
In 2006, the IRS issued a private letter ruling stating that a company that purchases and 

manages consumer accounts receivable has a significant trade or business of lending 

money and must report on Form 1099-C under Section 6050P.  

Another private letter ruling issued stated that a company that purchases past due 

consumer accounts receivable constitute significant bona fide collection activity and 

should report discharges of principal of $600 or more.  

A 2008 Tax Court case Stevens v. Com’r said that an individual was liable for a penalty 

because he failed to report “income” he received from a discharge of indebtedness 

resulting from a short sale and for which he received a Form 1099-C.  

The IRS issued a private letter ruling in 1996 which stated that Form 1099-C reporting 

was required when a bank purchased motor vehicle retail instalment contracts from a 

seller and forgave a “gap amount” (the difference between the amount owed on a loan 

and the value of the property on the date of the loss, due to damage or theft).  See LTR 

9642041 and Porten v. Comm. 65 T.C.M. 1994.  

 


