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Did You Know You Might Owe Taxes 
on Debt That's Forgiven? 

Here’s How It Works.

Michael Franskoviak, CPA 
President/CEO

If you have an IRS or 
State of Michigan tax 
issue that you would 
like to discuss give 
my office a call at

855-TAX-FIXX
(855-829-3499)

or 

mike@franskoviakcpa.com

www.FranskoviakTax.com
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hen you owe creditors money that you can't afford 
to repay, sometimes you may be able to get the 
debt forgiven or otherwise canceled. 
When this happens, you no longer owe your 

creditors the money that you used to owe them. 
The IRS, however, usually treats such canceled debt as income 
that you've received. Income that you could owe taxes on. If you 
fail to report it or fail to pay your taxes on the canceled debt, 
you’ll end up owing penalties and interest and over time, that 
could be just as big of a hassle as your original debt. 

Note: If you have any tax trouble or owe more than $10k to the 
IRS or state but can’t pay in full, contact our firm today. We help 
people find tax relief, file years of unfiled tax returns, and 
sometimes settle their tax debt for a fraction of what’s owed 
www.franskoviaktax.com.

http://www.FranskoviakCPA.com
mailto:mike@franskoviakcpa.com
http://www.IRSTaxProblemSolvers.com
http://www.WeSolveIRSTaxProblems.com
http://www.HelpWithIRSTaxes.com
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When Do I Not Owe Taxes on Forgiven Debt?

In some cases, you may get an exemption. The 
following is a list of some circumstances in which you 
won't owe taxes. 

1.Your debt is discharged through
bankruptcy proceedings:

If you are in serious financial trouble, you may file for 
bankruptcy and have your debts discharged by the 
court. Such debts, while they are forgiven, are not 
considered taxable.

2. You're insolvent:

When you are able to settle with a creditor by paying 
them less than you owe them, your financial situation 
may be bad enough that you owe, in general, more 
than you own. 

If you are considered financially insolvent in this way 
by the IRS, you may have either part or all of your 
debt excluded from taxation. If you believe that you 
may qualify for insolvency exemption, you should hire 
a tax resolution professional to help make sure.

3. A canceled debt from friends or family:

If you borrow from friends or family and have them 
forgive the debt, the money forgiven is considered a 
gift, and is not taxable income.

4. Tax-deductible interest:

If debt that is forgiven includes interest that is tax-
deductible, the interest component does not need to 
be reported as taxable income. Discharged student 
loans are also usually exempt from taxation.

Including the forgiven debt in your tax return

If you don’t tell your tax professional about the forgiven 
debt, in most cases, you won't know about paying taxes 
on forgiven debt until you receive a notice in the mail 
about it. Usually, a creditor who forgives you over $600 
sends you a 1099-C form stating the amount forgiven. 

If the debt forgiven is exempt, you may need to fill out a 
Form 982 to state how much should be exempt, and 
why.

What do you do if you pay taxes on forgiven 
debt that should be excluded?

If debt forgiven is actually exempt from taxes, but you 
still pay, you're allowed to amend your tax return for 
three years. You simply need to file Form 1040X, and 
mention your exemption on Form 982.

Working with forgiven debt can be complex. It is usually 
a good idea to hire a tax resolution professional to work 
out the details.

OWE BACK TAXES?

Our firm specializes in tax problem resolution. We serve 
clients virtually so don’t hesitate to reach out.  

If you want an expert tax resolution specialist who knows 
how to navigate the IRS maze, reach out to our firm and 
we’ll schedule a no-obligation confidential consultation to 
explain your options to permanently resolve your tax 
problem. www.franskoviaktax.com .

HOLIDAY HOURS
Franskoviak Tax Solutions is closed:

December 24th, 25th, 31st and 
January 1st. 

https://itunes.apple.com/us/app/mileage-expense-log-mel-pro/id520749207?mt=8
http://www.FranskoviakCPA.comMileIQ
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Franskoviak Tax Solution's Client of the Month

Q: How was it taking over the family business? Was it always in the cards for you?

A: Yes, it was always in the cards for me. My dad was a great man, and we have worked together since I was 3 years old. I 
knew it was what I wanted to do. 

Q: What do you find to be your largest challenges right now during the COVID pandemic?

A: Operating on a lower volume of business and taking care of my employees. Keeping up the momentum, even at a lesser 
pace, so when the pandemic is over with, we can continue to grow. 

Q: What’s on the horizon for you? Do you anticipate further expansion or growth?

A: Yes, with our Greenhouse and Garden Center, we are looking forward to spring and anticipate growth in the Home and 
Garden Department. The Pandemic has caused people to stay home, giving them time to fix up their homes and garden.

Q: Do you have any advice to an entrepreneur starting a small business today?

A: Start off small and limit the number of people you must hire. Be cautious of debt, and aware of your tax situation and 
behind the scenes details.

Q: Gerych’s Greenhouse is located in Fenton and was originally founded by your father over 50 years ago as a florist and 
greenhouse. You have built on that and added full-service event design, home décor, rentals, and you provide events 
around the country. What do you attribute your success to and what is your favorite type of event?

A: Relationships and respectable business practices. Most of our business is referral based, it’s important to build a 
relationship, they are not just a customer.  My favorite events are both weddings and corporate events. I would say 
corporate events because of the cutting-edge design forward ideas, creating futuristic looks, and traveling. I get to create a 
specific look and feel for their brand. I also enjoy working in the motion picture and commercial industry, enhancing their 
sets with different decor, it’s fun!

Jon Gerych President/CEO Gerych Greenhouse Inc.

http://www.FranskoviakCPA.comWelcome
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Client Testimonials

November 2020

"I cannot express in words how I feel about Franskoviak Tax 
Solutions because I want to scream and shout it to everyone. 
PHENOMENAL!

They are very friendly people, down to earth, and explain 
things so people can understand, even with a language barrier. 

They are there to help and give it all they've got. You are not 
just getting a business transaction with this company. They 
cover everything, emails, phones, I can see no area for 
improvement. 

They helped me feel free! It’s like getting out of jail. You 
can’t buy or sell that type of feeling, it is earned.

I can now go home and not think about losing my life, my kids, 
money from my bank account. I get peace of mind. No more 
stress or worries… and that can have damaging effects on 
one’s health. 
Feeling free  from this burden is truly the best feeling in the 
world. The team is there to help people when they find 
themselves in a hole…. they get them out. That is life saving to 
so many people.

You guys rock!"  

Bill Melistas – Non-Filer, 10 Years of Back Taxes 
Information Technology 
Richmond, MI 

What our client's are saying about us ...

November 2020

"I became a client in 2017 when I fell into trouble with the IRS 
and State of Michigan. Mike put my mind at ease and got my 
problems solved. He is very knowledgeable and knows his 
stuff. He has competent individuals working for him. 

The team always answers my questions, it’s been a positive 
experience. Mike was able to get me on a payment plan with 
the IRS and State of Michigan, also get me a refund that my old 
accountant said was not possible! 

My wife & I have known Mike for some time now, I value our 
friendship and his knowledge. The team is on top of things and gets 
“it” done. I would send John a Tax Notice and with in the hour he 
would get back to me with a solution. I know I am in 
good hands with Franskoviak Tax Solutions."

Brad Emsley – IRS & State of Michigan Installment Agreement
Business Owner
Detroit, MI       

http://www.FranskoviakCPA.com



