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§ 1.165-7 Casualty losses.
(a) In general -

(1) Allowance of deduction. Except as otherwise provided in paragraphs

1.1231-1, relating to the involuntary conversion of property.

(2) Method of valuation.

Vel
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A

affecting undamaged as well as damaged property which may occur
simultaneously with the casualty, in order that any deduction under this
section shall be limited to the actual loss resulting from damage to the

property.

of the loss of value if the taxpayer shows that (a) the repairs are
necessary to restore the property to its condition immediately before the

vehicle with which the automobile of the taxpayer collides.

(4) Application to inventories. This section does not apply to a casualty

proper adjustments in respect of basis, as the basis for determining the
amount of loss under paragraph (b)(1) of this section. See paragraph (b) of
§ 1.165-9, and § 1.167(g)-1.
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(b) Amount deductible -

in a trade or business or in any transaction entered into for profit, the
amount of loss to be taken into account for purposes of section 165(a) shall
be the lesser of either -

immediately before the casualty reduced by the fair market value of the
property immediately after the casualty; or

involved.

However, if property used in a trade or business or held for the production of

purposes of subparagraph (1) of this paragraph, and no separate basis
need be apportioned to such improvements.

A following examples:
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accidental collision with another automobile. The fair market value of B's
automobile is $2,000 immediately before the collision and $1,500
immediately after the collision. B receives insurance proceeds of $300 to
cover the loss. The amount of the deduction allowable under section
165(a) for the taxable year 1959 is $200, computed as follows:

Value of automobile immediately before casualty $2,000
Less: Value of automobile immediately after casualty 1,500
Value of property actually destroyed 500

Loss to be taken into account for purposes of section 165(a):
Lesser amount of property actually destroyed ($500) or 500
adjusted basis of property ($3,600)

Less: Insurance received 300
Deduction allowable 200
EXAMPLE 2.

In 1958 A purchases land containing an office building for the lump sum
of $90,000. The purchase price is allocated between the land ($18,000)
and the building ($72,000) for purposes of determining basis. After the
purchase A planted trees and ornamental shrubs on the grounds
surrounding the building. In 1961 the land, building, trees, and shrubs
are damaged by hurricane. At the time of the casualty the adjusted
basis of the land is $18,000 and the adjusted basis of the building is
$66,000. At that time the trees and shrubs have an adjusted basis of
$1,200. The fair market value of the land and building immediately
before the casualty is $18,000 and $70,000, respectively, and
immediately after the casualty is $18,000 and $52,000, respectively.
The fair market value of the trees and shrubs immediately before the
casualty is $2,000 and immediately after the casualty is $400. In 1961
insurance of $5,000 is received to cover the loss to the building. A has

respect to the building for the taxable year 1961 is $13,000, computed

as follows:
A
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Less: Insurance received 5,000

Loss to be taken into account for purposes of section
165(a): Lesser amount of property actually destroyed 18,000
($18,000) or adjusted basis of property ($66,000)

Less: Insurance received 5,000
Deduction allowable 13,000
The amount of the deduction allowable under section 165(a) with

respect to the trees and shrubs for the taxable year 1961 is $1,200,
computed as follows:

Value of property immediately before casualty $2,000
Less: Value of property immediately after casualty $400
Value of property actually destroyed 1,600

Loss to be taken into account for purposes of section 165(a):
Lesser amount of property actually destroyed ($1,600) or 1,200
adjusted basis of property ($1,200)

ExXAMPLE 3.

Assume the same facts as in example (2) except that A purchases land
containing a house instead of an office building. The house is used as
his private residence. Since the property is used for personal purposes,
no allocation of the purchase price is necessary for the land and house.
Likewise, no individual determination of the fair market values of the
land, house, trees, and shrubs is necessary. The amount of the
deduction allowable under section 165(a) with respect to the land,
house, trees, and shrubs for the taxable year 1961 is $14,600,
computed as follows:

Value of property immediately before casualty $90,000
Less: Value of property immediately after casualty 70,400
A Value of property actually destroyed 19,600
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Less: Insurance received 5,000

Deduction allowable 14,600

(4) Limitation on certain losses sustained by individuals after
December 31, 1963.

(i) Pursuant to section 165(c)(3), the deduction allowable under section

(a) After December 31, 1963, in a taxable year ending after such
date,

(b) In respect of property not used in a trade or business or for

damaged or destroyed by a casualty which occurred prior to January 1, 1964,
and loss resulting therefrom is sustained after December 31, 1963, the $100

$60 ($100—%$40). The determination of whether damage to, or destruction
of, property resulted from a single casualty or from two or more separate

a single casualty. Similarly, if a hurricane causes high waves, all wind and
flood damage to a taxpayer's property caused by the hurricane and the

A
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them is damaged or destroyed, the $100 limitation applies separately to

treated as one individual taxpayer. Accordingly, if property jointly owned
by a husband and wife, or property separately owned by the husband or

by the wife, is damaged or destroyed by a single casualty in 1964, and a

(c) Loss sustained by an estate. A casualty loss of property not connected
with a trade or business and not incurred in any transaction entered into for

filed in accordance with § 1.642(g)-1. See section 165(c)(3).
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