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Cancellation of Debt – Nonbusiness Credit Card Debt Cancellation

Generally, if a taxpayer receives Form 1099-C for canceled credit card debt and was solvent immediately 
before the debt was canceled, all the canceled debt will be included on Form 1040, line 21, Other Income.  
No additional supporting forms or schedules are needed to report canceled credit card debt.

Lenders and creditors are required to issue Form 1099-C if they cancel a debt of $600 or more. If the debt 
canceled is less than $600, some lenders or creditors may send a letter or some other form of notification to 
the taxpayer. Generally, taxpayers must include all canceled amounts (even if less than $600) on the Other 
Income line of Form 1040. 

Taxpayers who had nonbusiness credit card debt canceled may be able to exclude the canceled debt from 
income if the cancellation occurred in a bankruptcy or if the taxpayer was insolvent immediately before 
the cancellation. These situations are outside the scope of the VITA/TCE program. Refer taxpayers with 
bankruptcy and insolvency issues to a professional tax preparer.

Insolvency (Out of Scope for VITA/TCE)

Insolvency is a condition in which the FMV of all assets is less than one’s liabilities. The amount or level of 
insolvency is expressed as a negative net worth. The Insolvency Determination Worksheet can be used as a 
resource to determine whether a taxpayer is considered to be insolvent.

Insolvency Determination Worksheet
Assets (FMV) Liabilities

Homes $ Mortgages $
Cars Home equity loans
Recreational vehicles, etc. Vehicle loans
Bank accounts Personal signature loans
IRAs, 401Ks, etc. Credit card debts
Jewelry Past-due mortgage interest, real 

estate taxes, utilities, and child 
care costs

Furniture Other liabilities
Clothes
Misc.
Other assets
Total Assets: $ Total Liabilities: $

Total Assets minus Total Liabilities = $
  (Negative amount equals insolvency) 
  (Positive amount equals solvency)

example

John made a deal with his credit card company to pay $2,000 on his $7,000 balance, and the company 
agreed to take it as payment in full. In January 2013, John received a Form 1099-C from his credit card 
company reporting $5,000 in box 2 (the amount of debt canceled). John was solvent (assets greater than 
liabilities) immediately before the debt was canceled. John would include the entire $5,000 in income on 
Form 1040, line 21. 




