
Cancellation of Debt (COD) 1-23

ExErcisEs (continued)

Insolvency Determination Worksheet for Michelle
Assets (FMV) Liabilities

Homes $120,000 Mortgages $180,000
Cars 15,000 Home equity loans 50,000
Recreational vehicles, etc. Vehicle loans 18,000
Bank accounts 1,000 Personal signature loans
IRAs, 401Ks, etc. 60,000 Credit card debts 3,000
Jewelry Past-due mortgage interest, real 

estate taxes, utilities, and child 
care costs

Furniture 2,000 Other liabilities
Clothes 1,550
Misc.
Other assets
Total Assets: $199,550 Total Liabilities: $251,000

Total Assets minus Total Liabilities = ($51,450)
  (Negative amount equals insolvency) 
  (Positive amount equals solvency)

 
Question 7: Greg was released from his obligation to pay $5,000 of personal credit card debt. The credit 
card company sent Form 1099-C showing canceled debt of $5,000 in box 2. Greg is fairly certain he has 
more debt than he has assets. 

Can the VITA/TCE site provide tax return preparation assistance to Greg?

A.  Yes, since the entire $5,000 in canceled debt is considered income and reported on Form 1040,  
line 21.

B.  No, because it appears Greg is insolvent, which might mean some of the canceled credit card debt 
would be nontaxable and beyond the scope of the VITA/TCE program. 

Question 8: Kay was released from her obligation to pay personal credit card debt. She owed $10,000 to 
her credit card company, which agreed to accept $2,500 as payment in full. Before paying the credit card 
company, it was determined Kay was solvent (assets greater than liabilities) and not in bankruptcy. The 
credit card company issued Kay a Form 1099-C, reporting $7,500 in box 2.

Based on the information above, can Kay be assisted at her local VITA/TCE site?     ¨ Yes   ¨ No

Question 9: Review the information in Question 8 about Kay’s canceled debt. If the VITA/TCE site is able 
to assist Kay, what amount would be reported on Kay’s Form 1040, line 21?

A. $0

B. $10,000

C. $2,500

D. $7,500


