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Important Reminder 
Insurance reimbursement.  If you have in-
surance that covers your casualty or theft loss,
you must file a timely insurance claim for reim-
bursement. Otherwise, you cannot deduct the
loss. However, the portion of the loss that
would not usually be covered by insurance (for
example, a deductible) could be deducted.
See Insurance and Other Reimbursements.

Introduction
This publication explains how to treat casualty
and theft losses for tax purposes when the
losses are not business related. You have a
casualty loss if you suffer damage to your
property as a result of disasters such as hurri-
canes, fires, car accidents, and similar events.
You have a theft loss if someone steals your
property. You may be able to deduct the loss if
you file Form 1040 and itemize your deduc-
tions on Schedule A (Form 1040).

When determining your deductible loss,
certain limits apply. See Deduction Limits,
later.

Useful Items
You may want to see:

Publication

❏ 525 Taxable and Nontaxable Income

❏ 550 Investment Income and Expenses

❏ 551 Basis of Assets

❏ 584 Nonbusiness Disaster, Casualty,
and Theft Loss Workbook

Form (and Instructions)

❏ Schedule A (Form 1040) Itemized
Deductions

❏ Schedule D (Form 1040) Capital
Gains and Losses

❏ 4684 Casualties and Thefts



Other sources of information.  For informa- Casualty loss.  A casualty loss deduction has
tion on a casualty, theft, or condemnation con- no maximum limit. But in figuring the deduc- Casualty 
cerning business or income-producing prop- tion, you must reduce the loss by $100 and

A casualty is the damage, destruction, or losserty, see Chapter 26 in Publication 334, Tax your total losses by 10% of adjusted gross in-
of property resulting from an identifiable eventGuide for Small Business. For information on a come, as explained later. You must itemize de-
that is sudden, unexpected, or unusual.condemnation of your home, see Involuntary ductions on Schedule A (Form 1040).

Conversions in Publication 544, Sales and • A sudden event is one that is swift, not
Other Dispositions of Assets. Also see Con- gradual or progressive.Ordinary loss.  An ordinary loss deduction for
demnation under Old Home in Publication a loss on deposits at a particular financial insti- • An unexpected event is one that is ordina-
523, Selling Your Home. tution is limited to $20,000 ($10,000 if married rily unanticipated and unintended.

Publication 584, Nonbusiness Disaster, filing separately) reduced by any expected
• An unusual event is one that is not a day-to-Casualty, and Theft Loss Workbook, is availa- state insurance proceeds. Further, the deduc-

day occurrence and that is not typical of theble to help you make a list of your damaged tion is taken as a miscellaneous itemized de-
activity in which you were engaged.goods and figure your loss. That publication duction on Schedule A (Form 1040) and is

can serve as an inventory of your personal subject to the 2% of adjusted gross income
A casualty can also include a government-goods. It includes schedules to help you figure limit for that year. See Publication 529, Miscel-

ordered demolition or relocation of a home un-the loss on your home and its contents, and laneous Deductions, for information on this
safe to use because of a disaster. See Disas-your motor vehicles. limit. It may also be affected by the overall limit
ter Area Losses, later.on itemized deductions.

Ordering publications and forms.  To order
Casualty losses.  Deductible casualty lossesfree publications and forms, call our toll-free Note.  You cannot choose the ordinary loss may result from a number of different causes,telephone number 1–800–TAX–FORM (1– deduction if any part of the deposits related to including:800–829–3676). If you have access to TDD the loss is federally insured (example—FDIC).

Earthquakesequipment, you can call 1–800–829–4059.
See your tax package for the hours of opera- Hurricanes
tion. You can also write to the IRS Forms Dis- When to Choose Tornadoestribution Center nearest you. Check your in-

You can choose to deduct a loss on deposits Floodscome tax package for the address.
as a casualty or as an ordinary loss for any

Stormsyear in which you can reasonably estimate
Asking tax questions.  You can call the IRS how much of your deposits you have lost in an Volcanic eruptions
with your tax question Monday through Friday insolvent or bankrupt financial institution. The Shipwrecksduring regular business hours. Check your choice generally is made on the return you file
telephone book or your tax package for the lo- Mine cave-insfor that year. Once you treat the loss as a cas-
cal number or you can call toll-free 1–800– ualty or ordinary loss, you cannot treat the Sonic booms
829–1040 (1–800–829–4059 for TDD users). same amount of the loss as a nonbusiness Vandalism

bad debt when it actually becomes worthless.
Fires. If you willfully set the fire, or payAlso, the choice applies to all your losses on

someone else to set it, you cannot de-deposits for the year in the particular financialLoss on Deposits duct the resulting loss.institution.
If you do not make a choice, you must wait Car accidents. The loss from an accidentA loss on deposits can occur when a bank,

until the actual loss is determined before you to your car is not a casualty loss if yourcredit union, or other financial institution be-
can deduct the loss as a nonbusiness bad willful negligence or willful act causedcomes insolvent or bankrupt. If you incurred
debt. Once you make the choice, you cannot the accident. The same is true if thesuch a loss, you may be able to deduct the loss
change it without permission from the Internal willful act or willful negligence of some-in one of three ways:
Revenue Service. one acting for you caused the accident.

1) As a nonbusiness bad debt,
Other accidents. A loss due to accidental

2) As a casualty loss, or breakage of china or glassware underHow to Report 
normal conditions is not a casualty3) As an ordinary loss. The kind of deduction you choose for your loss
loss. Neither is a loss due to damage

on deposits determines how you report your
done by a family pet.

loss.
Note.  You cannot choose (2) or (3) if you • Nonbusiness bad debt—report on Schedule Nondeductible losses.  There is no casualtyown at least 1% of the financial institution, are D (Form 1040), Part I, line 1. loss deduction if the damage or destruction isan officer of the financial institution, or are re-

caused by:• Casualty loss—report on Form 4684 firstlated to that owner or officer.
Termites or moths.and then on Schedule A (Form 1040), line

19. Disease, insects, etc. The progressive
Choice of Loss Deduction damage or destruction of trees, shrubs,• Ordinary loss—report on Schedule A (Form

or other plants by a fungus, disease, in-If you qualify to choose the kind of deduction 1040), line 22.
sects, worms, or similar pests is not aas explained above, the following information
deductible casualty loss. But a suddenmay help you choose the one that is best for
destruction due to an unexpected oryou.

Deducted Loss Recovered unusual infestation by beetles or other
insects may result in a casualty loss. IfIf you recover an amount you deducted as aNonbusiness bad debt.  A nonbusiness bad
a storm, flood, or fire damages treesloss in an earlier year, you may have to includedebt is deducted as a short-term capital loss
and shrubs, the loss is a casualty.the amount recovered in your income for theon Schedule D (Form 1040). The capital loss

year of recovery. If any part of the original de-that can be deducted after offsetting capital Progressive deterioration. If a steadily
duction did not reduce your tax in the earliergains is limited to $3,000 ($1,500 if married fil- operating cause or a normal process
year, you do not have to include that part of theing separately) for each year. For more details, damages your property, it is not consid-
recovery in your income. For more informa-see Nonbusiness Bad Debts, in Publication ered a casualty. Thus, the steady
tion, see Recoveries in Publication 525.550. weakening of a building due to normal

Page 2



wind and weather conditions is not a replace it. If you had sold the chair before the
fire, you estimate that you could have receivedcasualty. The rust and water damage to Figuring a Loss 
only $100 for it because it was 4 years old. Therugs and drapes caused by the bursting

To determine your deduction for a casualty or chair was not insured. Your loss is $100, theof a water heater qualifies as a casu-
theft loss, you must first figure your loss, and FMV of the chair before the fire. It is not $500,alty. The deterioration and damage to
then figure any limits on the amount of loss you the replacement value.the water heater itself does not qualify.
may deduct. You may want to use Publication Recovered property.  If you get your sto-
584 to help you make a list of your damagedDrought. When drought causes damage len property back, your loss is measured like a
goods.or loss through progressive deteriora- casualty loss from vandalism. That is, you

tion, it is not a casualty loss. must consider the actual FMV of the property
Amount of loss.  Figure your casualty or theft when you get it back. Your loss is the smaller
loss by subtracting any insurance or other re- of:
imbursement you receive or expect to receive

• The decrease in the FMV of the propertyfrom the smaller of the following two amounts:
from the time it was stolen until the time it isTheft 1) The decrease in fair market value of the recovered, or

property as a result of the casualty or
• Your adjusted basis in the property.A theft is the unlawful taking and removing of theft, or

money or property with the intent to deprive
2) Your adjusted basis in the property before Leased property.  If you are liable for cas-the owner of it. It includes, but it is not limited

the casualty or theft. ualty damage to property you lease, your lossto, larceny, robbery, and embezzlement.
is the amount you must pay to repair theIf money or property is taken as the result

The decrease in fair market value is the dif- property.of extortion, kidnapping, threats, or blackmail, ference between the property’s value immedi- Business or income-producing prop-it may also be a theft. In these instances, you ately before and immediately after the casualty erty.  If you have business or income-produc-need only show that the taking of your property or theft. ing property, such as rental property, and it iswas illegal under the law of the state where it Fair market value (FMV).  FMV is the price completely destroyed or lost because of a cas-occurred, and that it was done with criminal for which you could sell your property to a will- ualty or theft, your loss is:intent. ing buyer, when neither of you has to sell or
Your adjusted basis in the propertybuy and both of you know all the relevant facts.

Adjusted basis.  Adjusted basis is yourMislaid or lost property.  The mere disap-
MINUSbasis (usually cost) increased or decreased bypearance of money or property is not a theft.

various events, such as improvements andHowever, an accidental loss or disappearance Any salvage value
casualty losses. See Basis, later.of property may qualify as a casualty, if it re-

MINUSTheft.  The FMV of property immediatelysults from an identifiable event that is sudden,
after a theft is considered to be zero since youunexpected, or unusual. Any insurance or other reimbursementno longer have the property. Figure your theft

you receive or expect to receiveloss using the smaller of the stolen property’sExample.  A car door is accidentally
FMV or adjusted basis.slammed on your hand, breaking the setting of The decrease in FMV is not considered. See

your diamond ring. The diamond falls from the Chapter 26 in Publication 334.Example.  Several years ago, you pur-
ring and is never found. The loss of the dia- chased silver dollars at face value for $150.
mond is a casualty. This is your adjusted basis in the property. Separate computations.  Generally, if a sin-

Your silver dollars were stolen this year. The gle casualty or theft involves more than one
FMV of the coins was $1,000 when stolen, and item of property, you must figure the loss on
insurance did not cover them. Your theft loss is each item separately. Then combine the
$150. losses to determine the total loss from thatProof of Loss 

The cost of protection.  The cost of pro- casualty or theft.
To take a deduction for a casualty or theft loss, tecting your property against a casualty or theft Exception for real property.  In figuring a
you must be able to show that there was a cas- is not part of a casualty or theft loss. What you casualty loss on nonbusiness real property,

spend on insurance or to board up your houseualty or theft. You also must be able to support the entire property (including any improve-
against a storm is not part of your loss. Thesethe amount you take as a deduction. ments, such as buildings, trees, and shrubs) is
expenses are deductible only by businessesFor a casualty loss,  you should be able to treated as one item. Figure the loss using the
as business expenses. smaller of:show:

If you make permanent improvements to
• The decrease in FMV of the entire property,• The type of casualty (car accident, fire, your property to protect it against a casualty or

orstorm, etc.) and when it occurred, theft, add the cost of these improvements to
• The adjusted basis of the entire property.your basis in the property. An example would

• That the loss was a direct result of the casu- be the cost of a dike to prevent flooding.
alty, and Related expenses.  The incidental ex- See the discussion for real property under

penses due to a casualty or theft, such as ex- Figuring the Deduction, later.• That you were the owner of the property, or
penses for the treatment of personal injuries,if you leased the property from someone
for temporary housing, or for a rental car, are

else, that you were contractually liable to the Decrease innot part of your casualty or theft loss.
owner for the damage. Fair Market Value Repair and replacement costs.  The cost

of repairing damaged property or replacing To figure the decrease in FMV because of a
For a theft loss,  you should be able to stolen or destroyed property is not part of a casualty or theft, you must make a determina-

casualty or theft loss. Neither is the cost ofshow: tion of the actual price you could have sold
cleaning up after a casualty. But see Leased your property for immediately before and im-

• When you discovered that your property property, later, and Indication of decrease in mediately after the loss. An appraisal is the
was missing, FMV, later. best way to make this determination.

Example.  You bought a new chair 4 years• That your property was stolen, and
ago for $300. In April, a fire destroyed the Items not to be considered.  You generally

• That you were the owner of the property. chair. You estimate that it would cost $500 to should not consider the following items when
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attempting to establish the FMV of your may be useful in determining value and sug- Insurance and
property. gesting relative prices for comparison with Other Reimbursements Sentimental value.  Do not consider senti- current sales and offerings in your area. If your

If your property is covered by insurance, youmental value when determining your loss. If a car is not listed in the books, you determine its
should file a timely insurance claim for reim-family portrait, heirloom, or keepsake is dam- value from other sources. A dealer’s offer for
bursement of a loss. Otherwise, you cannotaged, destroyed, or stolen, you must base your car as a trade-in on a new car is not usu-
deduct this loss as a casualty or theft loss. Theyour loss only on its actual market value. ally a measure of its true value.
portion of the loss usually not covered by in-General decline in market value.  A de-
surance (for example, a deductible) is not sub-crease in the value of your property because it

Appraisals.  The difference between the FMV ject to this rule.is in or near an area that suffered a casualty,
of the property immediately before a casualtyor that might again suffer a casualty, is not to Example.  You have a car insurance policy
or theft and immediately afterwards should bebe taken into consideration. You have a loss with a $500 deductible. Because your insur-
determined by a competent appraiser. The ap-only for actual casualty damage to your prop- ance did not cover the first $500 of an auto col-
praiser must recognize the effects of any gen-erty. However, if your home is in a federally lision, the $500 would be deductible (subject
eral market decline that may occur along withdeclared disaster area, see Disaster Area to the $100 and 10% rules discussed later).
the casualty. This is necessary so that any de-Losses, later. This is true, even if you do not file an insurance
duction is limited to the actual loss resulting claim, because your insurance policy would
from damage to the property.Indication of decrease in FMV.  You can use never have reimbursed you for it.

The appraiser should be reliable and ex-the cost of cleaning up or of making repairs af-
perienced. Several factors are important inter a casualty as a measure of the decrease in Reduction of loss.  If you receive insurance
evaluating the accuracy of an appraisal, in-FMV if you meet all the following conditions. or another type of reimbursement, you must
cluding the appraiser’s: subtract the reimbursement when you figure1) The repairs are necessary to bring the

your loss. You do not have a casualty or theftproperty back to its condition before the • Familiarity with your property before and af- loss to the extent you are reimbursed.casualty. ter the casualty or theft, If you expect to be reimbursed,  but have
2) The amount spent for repairs is not not yet received payment, you must still sub-

• Knowledge of sales of comparable propertyexcessive. tract the expected reimbursement.
in the area,3) The repairs take care of the damage only.

Gain from reimbursement.  If your reim-
4) The value of the property after the repairs • Knowledge of conditions in the area of the bursement is more than your basis in the prop-

is not, due to the repairs, more than the casualty, and erty, you have a gain. This is true even if the
value of the property before the casualty. decrease in the FMV of the property is more

• Method of appraisal. than the basis. If you have a gain, you may
Restoration of landscaping.  The cost of have to pay tax on it, or you may be able to

restoring landscaping to its original condition postpone reporting the gain. See Figuring aAppraisal fees.  You can deduct your ap-after a casualty may indicate the decrease in Gain, later.praisal fees as a miscellaneous deductionFMV. You may be able to measure your loss
subject to the 2% of adjusted gross incomeby what you spend on the following: Other reimbursements.  Insurance is thelimit on Schedule A (Form 1040), line 22. The

most common way to be reimbursed for a cas-1) Removing destroyed or damaged trees appraisal fee is an expense in determining
ualty or theft loss. But you may be reimbursedand shrubs, minus any salvage you your tax liability. It is not a part of the casualty
in some other way. The following items arereceive, loss. See Publication 529.
considered reimbursements:2) Pruning and other measures taken to pre-
• The forgiven part (the part you do not haveserve damaged trees and shrubs, and Records.  It is important that you have records to pay back) of a federal disaster loan under

3) Replanting necessary to restore the prop- that will prove your deduction. If you do not the Disaster Relief and Emergency Assis-
erty to its approximate value before the have the actual records to support your de- tance Act,
casualty. duction, you can use other satisfactory evi-

• The repayment and the cost of repairs bydence that is sufficient to establish your
the person who leases your property,deduction.Sources of information.  It is often difficult to

value your property before and after the casu- • Court awards for damages for a casualty or
alty or theft. The following sources will be help- theft loss (the amount you are able to col-

Basis ful in establishing these values. lect) minus lawyers’ fees and other neces-
Photographs.  Photographs taken after a sary expenses,

Basis is the measure of your investment in thecasualty will be helpful in establishing the con- • Repairs, restoration, or cleanup servicesproperty you own. For property you buy, yourdition and value of the property after it was provided by relief agencies, andbasis is usually its cost to you. For propertydamaged. Photographs showing the condition
you acquire in some other way, such as inher- • A bonding company payment for a theftof the property after it was repaired, restored,
iting it, receiving it as a gift, or getting it in a loss.or replaced may also be helpful.
tax-free exchange, you must figure your basisThe cost of photographs obtained for this
in another way, as explained in Publication If you receive money as an employee frompurpose is not a part of the loss. It is an ex-
551. your employer’s emergency disaster fund, andpense in determining your tax liability. You can

you must use that money to rehabilitate or re-While you own the property, variousclaim this cost as a miscellaneous deduction
place property on which you are claiming aevents may take place that change your basis.subject to the 2% of adjusted gross income
casualty loss deduction, then you must takeSome events, such as additions or permanentlimit on line 22, Schedule A (Form 1040). See
that money into consideration in computingimprovements to the property, increase basis.Publication 529.
the casualty loss deduction to the extent youOthers, such as earlier casualty losses andCars.  Books issued by various automobile
used such money to replace your destroyed ordepreciation deductions, decrease basis.organizations may be useful in figuring the
damaged property.When you add the increases to the basis andvalue of your car, if your car is listed in the

subtract the decreases from the basis, the re-books. You can use the books’ retail values Example.  Your home was extensively
sult is your adjusted basis. Get Publicationand modify them by factors such as the mile- damaged by a tornado. The company you
551 for more information on figuring the basisage and condition of your car to figure its work for set up a fund. The fund made pay-
of your property.value. The prices are not ‘‘official,’’ but they ments to employees. You must use any
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money you receive from the fund to rehabili- replacements for lost or destroyed property. Boat Equipment
tate or replace your property. In figuring your They also are not taxable income to you.

1. Loss . . . . . . . . . . . . . . . . . . . . . . $5,000 $ 1,200
casualty loss deduction, you must take these Disaster unemployment assistance pay-

2. Subtract insurance . . . . . . . 4,500 –0–
payments into consideration to the extent you ments are unemployment benefits that are

3. Loss after reimbursement $ 500 $ 1,200used the payments as reimbursement for or taxable.
replacement of damaged or destroyed 4. Total loss . . . . . . . . . . . . . . . . . $ 1,700
property. 5. Subtract $100 . . . . . . . . . . . . 100

6. Loss before 10% rule . . . . $ 1,600Deduction Limits Payments not considered reimburse-
ments.  If you are a disaster victim who re- Example 2.  Thieves broke into your homeAfter you have figured your casualty or theft
ceives excludable cash gifts, and there are no in January and stole a ring and a fur coat. Youloss, you must figure how much of the loss you
limits on how you can use the money, you do had a loss of $200 on the ring and $700 on thecan deduct. If your loss was to property you
not reduce your casualty loss deduction by the coat. This is a single theft. The $100 rule ap-had for your own or your family’s personal use,
amount of the excludable cash gifts even if plies to the total $900 loss.there are two limits on the amount you can de-
you use the money to pay for repairs to prop- duct for your casualty or theft loss. Example 3.  In September, hurricaneerty damaged in the disaster.

winds blew the roof from your home. Flood wa-1) You must reduce your loss by $100. If youExample.  Your home was damaged by a ters caused by the hurricane further damagedhad more than one casualty or theft loss,hurricane. Relatives and neighbors made your home and destroyed your furniture andyou must reduce each loss by $100.cash gifts to you which were excludable from personal car. This is considered a single casu-
your income. You applied part of the cash gifts 2) You must further reduce your loss by 10% alty. The $100 rule is applied to your total loss
to the cost of repairing your home. There were of your adjusted gross income (line 32 of from the flood waters and wind.
no limits or restrictions on how you could use Form 1040). If you had more than one
the cash gifts. The money you received as ex- casualty or theft loss, this 10% limit ap- More than one loss.  If you have more than
cludable gifts and used to pay for repairs to plies to the total of all your losses for the one casualty or theft loss during your tax year,
your home does not reduce the amount which year. you must reduce each loss by $100.
you may deduct as a casualty loss on the

Example.  Your family car was damaged indamaged home.
However, the 10% rule does not apply if an accident in January. Your loss after the in-

you have casualty gains that are more than surance reimbursement was $75. In February,
Payments for living costs.  If an insurance your casualty losses. See Gains and losses, your car was damaged in another accident.
company pays you for any of your living ex- This time your loss after the insurance reim-under 10% Rule, later. Also see Table 1.
penses after you lose the use of your home bursement was $90. Apply the $100 rule to
because of a casualty, the insurance pay- each separate casualty loss. Since neither ac-
ments are not considered a reimbursement. $100 Rule cident resulted in a loss of over $100, you are
They do not reduce your casualty loss. The first $100 of a casualty or theft loss on not entit led to any deduction for these

You must report as income insurance pay- nonbusiness property is not allowable. This accidents.
ments covering your normal living expenses. rule applies after all reimbursements have
However, the part of insurance payments that been subtracted from your total casualty or More than one person.  If two or more individ-
compensates you for a temporary increase in theft loss. uals (other than a husband and wife filing a
the living expenses you and your family have joint return) have losses from the same casu-Example.  You have $250 deductible colli-during this period does not have to be reported alty or theft, the $100 rule applies separately tosion insurance on your car. The car is dam-as income. The same rule applies to insur- each.aged in a collision. The insurance companyance payments for living expenses if you are

Example.  A fire damaged your house andpays you for the damage minus the $250 de-denied access to your home by government
also damaged the personal property of yourductible. Your casualty loss for the collision isauthorities due to a casualty or the threat of a
house guest. You must reduce your loss by$150 ($250 − $100) because the first $100 of acasualty.
$100. Your house guest must reduce his or hercasualty loss on nonbusiness property is notThe increase in your living expenses is the
loss by $100.allowable.excess of your actual living expenses over

Married taxpayers.  If you and youryour normal living expenses. Do not include in
spouse have a casualty or theft loss and youSingle event.  A single $100 reduction appliesincome the payment you received for your ex-
file a joint return, you are treated as one indi-to each casualty or theft, no matter how manytra expenses for renting suitable housing and
vidual in applying the $100 rule. It does notpieces of property are involved.for transportation, food, utilities, and miscella-
matter whether you own the property jointly orGenerally, events closely related in originneous services during the period you are una-
separately.cause a single casualty. It is a single casualtyble to use your home because of the casualty.

If you and your spouse have a casualty orwhen the damage is due to two or moreExample.  As a result of a fire, you vacated theft loss and you file separate returns, each ofclosely related causes, such as wind and floodyour apartment for a month and moved to a you must reduce your loss by $100. This is truedamage caused by the same storm. A singlemotel. You normally pay $525 a month rent. even if you own the property jointly. If onecasualty may also damage two or more piecesNone was charged for the month the apart- spouse owns the property, only that spouseof property, such as a hailstorm that damagesment was vacated. Your motel rent for this can figure a loss deduction on a separateboth your home and your car parked in yourmonth was $1,200. You received $1,100 reim- return.driveway.bursement from your insurance company for If the casualty or theft loss is on property
rental expenses. Example 1.  A thunderstorm destroyed you own as tenants by the entirety, each of you

The part of the insurance payment that re- your pleasure boat. You also lost some boat- may figure your deduction on only one-half of
imburses you for the increase of your actual ing equipment in the storm. Your loss was the loss on your separate return. Neither of
rent over your normal rent is $675 ($1,200 − $5,000 on the boat and $1,200 on the equip- you may figure your deduction on the entire
$525). You do not include the $675 in income. ment. Your insurance company reimbursed loss on a separate return. Each must reduce
But you do include in income the balance of you $4,500 for the damage to your boat. You the loss by $100.
the insurance received, $425 ($1,100 − $675). had no insurance coverage on the equipment.

Your casualty loss is from a single event and More than one owner.  If two or more individ-
the $100 rule applies once. Figure your lossDisaster relief.  Food, medical supplies, and uals (other than husband and wife filing a joint
before applying the 10% rule (discussed later)other forms of assistance you receive do not return) have a loss on property jointly owned,
as follows:reduce your casualty loss, unless they are the $100 rule applies separately to each. For
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Table 1. Deduction Limit Rules
These rules apply to a casualty or theft loss to nonbusiness property.

$100 Rule 10% Rule

Definition of Rule You must reduce each casualty or theft loss by $100 You must reduce your total casualty or theft loss by
when figuring your deduction. Apply this rule after you 10% of your adjusted gross income from line 32 of
reduce your loss by any reimbursement. Form 1040. Apply this rule after you reduce each loss

by any reimbursement and by $100 (the $100 rule).

Single Event Apply this rule only once, even if many pieces of prop- Apply the rule only once, even if many pieces of prop-
erty are affected. erty are affected.

More Than One Event Apply this rule to the loss from each event. Apply the rule to the total of all your losses from all
events.

More Than One Person- Apply the rule separately to each person. Apply the rule separately to each person.
With Loss From the
Same Event (other than
a married couple filing
jointly)

Married Couple—
With Loss From the
Same Event

Filing jointly Apply this rule as if you were one person. Apply this rule as if you were one person.

Filing separately Apply this rule separately to each spouse. Apply this rule separately to each spouse.

More Than One Owner Apply the rule separately to each owner of jointly Apply the rule separately to each owner of jointly
(other than a married owned property. owned property.
couple filing jointly)

example, if two sisters live together in a home Example.  In March, you had a car acci- return) have a loss on property that is owned
they own jointly and they have a casualty loss dent that totally destroyed your car. You did jointly, the 10% rule applies separately to
on the home, the $100 rule applies separately not have collision insurance on your car, so each.
to each sister. you did not receive any insurance reimburse-

ment. Your loss on the car was $1,200. In No-
Gains and losses.  If you have casualty orvember, a fire damaged your basement and10% Rule 
theft gains as well as losses to nonbusinesstotally destroyed the furniture, washer, dryer,

You must reduce the total of all your casualty property, you must compare your total gains toand other items you had stored there. Your
or theft losses by 10% of your adjusted gross loss on the basement items after reimburse- your total losses. Do this after you have re-
income (line 32, Form 1040). Apply this rule af- ment was $1,700. Your adjusted gross income duced each loss by any reimbursements andter you reduce each loss by any reimburse- is $25,000. You figure your casualty loss de- by $100 but before you have reduced thement and by $100. If you have casualty or theft duction as follows: losses by 10% of your adjusted gross income.gains, see Gains and losses, later in this

If your losses are more than your recog-discussion. Car Basement nized gains, subtract your gains from your
Example.  In June, you discovered that losses and reduce the result by 10% of your1. Loss . . . . . . . . . . . . . . . . . . . . . . . $1,200 $ 1,700your house had been burglarized. Your loss af-

adjusted gross income. The remainder, if any,2. Subtract $100 per incident 100 100ter insurance reimbursement was $2,000.
is your deductible loss from nonbusiness3. Loss after $100 rule . . . . . . . $1,100 $ 1,600Your adjusted gross income is $29,500. Figure
property.your theft loss as follows:

4. Total loss . . . . . . . . . . . . . . . . . . $ 2,700
5. Subtract 10% of $25,000 Example.  Your theft loss after reducing it1. Loss after insurance . . . . . . . . . . . . . . . . . . . $2,000

AGI . . . . . . . . . . . . . . . . . . . . . . . 2,500 by reimbursements and by $100 is $2,700.2. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . . . . 100
Your casualty gain is $700. Reduce the $2,0006. Casualty loss deduction $ 2003. Loss after $100 rule . . . . . . . . . . . . . . . . . . . . $1,900
net result ($2,700 − $700) by 10% of your ad-4. Subtract 10% of $29,500 AGI . . . . . . . . . . $2,950
justed gross income.5. Theft loss deduction . . . . . . . . . . . . . . . . . . $ –0–

If your recognized gains are more thanMarried taxpayers.  If you and your spouse
your losses, subtract your losses from yourhave a loss from the same casualty or theftWhen you apply the 10% rule, you find you
gains. The difference is treated as a capitaland you file a joint return, you are treated asdo not have a theft loss deduction because
gain and must be reported on Schedule Done individual in applying the 10% rule. It doesyour loss ($1,900) is less than 10% of your ad-
(Form 1040). The 10% rule does not apply tonot matter if you own the property jointly orjusted gross income ($2,950).
your losses.separately.

If you file separate returns, the 10% ruleMore than one loss.  If you have more than
Example.  Your theft loss after reducing itapplies to each return on which a loss isone casualty or theft loss during your tax year,

claimed. by reimbursements and by $100 is $600. Yourreduce each loss by any reimbursement and
casualty gain is $1,600. The $1,000 net resultby $100. Then you must reduce the total of all
($1,600 − $600) must be reported on ScheduleMore than one owner.  If two or more individ-your losses by 10% of your adjusted gross
D.uals (other than husband and wife filing a jointincome.
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Note.  For information on how to figure rec- also damaged the shrubbery and trees in your 5. Amount of loss (smaller of 1 or 4) . . . . . $6,800
ognized gains, see Figuring a Gain, later. Rec- yard. The fire was your only casualty or theft 6. Subtract insurance . . . . . . . . . . . . . . . . . . . –0–
ognized gains do not include gains you choose loss this year. Competent appraisers valued 7. Loss after reimbursement . . . . . . . . . . . . $6,800
to postpone. See Postponement of Gain, later. the property as a whole at $75,000 before the

8. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . . 100
fire, but only $15,000 after the fire. Shortly af-

9. Loss after $100 rule . . . . . . . . . . . . . . . . . . $6,700ter the fire, the insurance company paid you
10. Subtract 10% of $52,000 AGI . . . . . . . . . 5,200Figuring the Deduction $45,000 for the loss. Your adjusted gross in-

come is $48,000. You figure your casualty loss 11. Casualty loss deduction . . . . . . . . . . . . $1,500Generally, you must figure your loss sepa-
deduction as follows:rately for each item stolen, damaged, or de-

stroyed. However, a special rule applies for
1. Adjusted basis of the entire propertynonbusiness real property.

(cost of land, building, and Example 2.  In June, you were involved in
landscaping) . . . . . . . . . . . . . . . . . . . . . . . . . $52,000 an auto accident that totally destroyed yourReal property.  In figuring a loss to real estate

personal car and your antique pocket watch.you own for personal use, all improvements, 2. FMV of entire property before fire . . . . $75,000
You had bought the car for $10,000. The FMVsuch as buildings and ornamental trees, are 3. FMV of entire property after fire . . . . . . 15,000
of the car just before the accident was $7,500.considered together. The loss is the smaller of: 4. Decrease in FMV of entire property $60,000
Its FMV just after the accident was $80 (scrap

1) The decrease in the FMV of the entire 5. Amount of loss (smaller of 1 or 4) . . . . $52,000 value). Your insurance company reimbursed
property, or

6. Subtract insurance . . . . . . . . . . . . . . . . . . 45,000 you $6,000.
2) The adjusted basis of the entire property. Your watch was not insured. You had pur-7. Loss after reimbursement . . . . . . . . . . . $ 7,000

chased it for $250. Its FMV just before the acci-8. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . 100
dent was $500. Your adjusted gross income isFrom this amount subtract:

9. Loss after $100 rule . . . . . . . . . . . . . . . . . $ 6,900 $31,000. Your casualty loss deduction is zero,
1) The insurance and other reimbursement 10. Subtract 10% of $48,000 AGI . . . . . . . . 4,800 figured as follows:

you receive or expect to receive, 11. Casualty loss deduction . . . . . . . . . . . $ 2,100
2) $100, and

Car Watch 3) 10% of your adjusted gross income.
Personal property.  Personal property is gen- 1. Adjusted basis (cost) . . . . . . $10,000 $ 250
erally any property that is not real property. IfHowever, if you have more than one casu-

2. FMV before accident . . . . . . $ 7,500 $ 500your personal property is stolen or is damagedalty or theft loss, subtract 10% of your adjusted
3. FMV after accident . . . . . . . . 80 –0–or destroyed by a casualty, you must figuregross income (AGI) from the total of all your

your loss separately for each item of property. 4. Decrease in FMV . . . . . . . . . . $ 7,420 $ 500losses for the year.
The loss is the smaller of:Any amount remaining after you follow 5. Loss (smaller of 1 or 4) . . . . $ 7,420 $ 250

these steps is your personal casualty loss 1) The decrease in the FMV of the property, 6. Subtract insurance . . . . . . . . 6,000 –0–
deduction. or

7. Loss after reimbursement $ 1,420 $ 250
Example 1.  In June, a fire destroyed your 2) The adjusted basis of the property.

8. Total loss . . . . . . . . . . . . . . . . . . $1,670lakeside cottage, which cost $44,800 (includ-
9. Subtract $100 . . . . . . . . . . . . . 100ing $4,500 for the land) several years ago. From this amount subtract:

(Your land was not damaged.) This was your 10. Loss after $100 rule . . . . . . . $1,570
1) The insurance and other reimbursementonly casualty or theft loss for the year. The 11. Subtract 10% of $31,000

you receive or expect to receive,FMV of the property immediately before the AGI . . . . . . . . . . . . . . . . . . . . . . . . 3,100
fire was $50,000 ($45,000 for the building and 2) $100, and 12. Casualty loss deduction $ –0–$5,000 for the land). The FMV immediately af-

3) 10% of your adjusted gross income.ter the fire was $5,000 (value of the land). You
collected $10,000 from the insurance com-
pany. Your adjusted gross income is $40,000. However, if you have more than one casualty
Your deduction for the casualty loss is or theft loss, subtract 10% of your adjusted Both real and personal properties.  When a
$30,700, figured in the following manner: gross income (AGI) from the total of all your casualty involves both real and personal

losses for the year. properties, you must figure the loss separately1. Adjusted basis of the entire property Any amount remaining after you follow for each type of property, as shown in the pre-(cost in this example) . . . . . . . . . . . . . . . . $44,800 these steps is your personal casualty loss vious examples. But you apply a single $100
deduction.2. FMV of entire property before fire . . . . $50,000 reduction to the total loss. Then you apply the

3. FMV of entire property after fire . . . . . . 5,000 Example 1.  In August, a storm destroyed 10% rule.
your pleasure boat, which cost you $8,500.4. Decrease in FMV of 
This was your only casualty or theft loss for theentire property . . . . . . . . . . . . . . . . . . . . . . . $45,000

Example.  In July, a hurricane damagedyear. Its FMV immediately before the storm
5. Amount of loss (smaller of 1 or 4) . . . . $44,800 your home, which cost you $64,000 includingwas $7,000. You had no insurance, but were
6. Subtract insurance . . . . . . . . . . . . . . . . . . 10,000 land. The FMV of the property (both buildingable to salvage the motor of the boat and sell it

and land) immediately before the storm wasfor $200. Your adjusted gross income is7. Loss after reimbursement . . . . . . . . . . . $34,800
$70,000 and its FMV immediately after the$52,000.8. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . 100
storm was $60,000. Your household furnish-Although the motor was sold separately, it9. Loss after $100 rule . . . . . . . . . . . . . . . . . $34,700
ings were also damaged. You have separatelyis part of the boat and not a separate item of10. Subtract 10% of $40,000 AGI . . . . . . . . 4,000
figured the loss on each damaged householdproperty. You figure your casualty loss deduc-

11. Casualty loss deduction . . . . . . . . . . . $30,700 item and have arrived at a total loss of $600.tion as follows:
You collected $5,000 from the insurance

1. Adjusted basis (cost in this example) $8,500 company for the damage to your home, butExample 2.  You bought your home a few
your household furnishings were not insured.years ago. You paid $50,000 ($10,000 for the 2. FMV before storm . . . . . . . . . . . . . . . . . . . . $7,000
Your adjusted gross income is $44,000. Youland and $40,000 for the house). You also 3. FMV after storm . . . . . . . . . . . . . . . . . . . . . . 200
figure your casualty loss deduction from thespent an additional $2,000 for landscaping.

4. Decrease in FMV . . . . . . . . . . . . . . . . . . . . . $6,800 hurricane in the following manner:This year a fire destroyed your home. The fire
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1. Adjusted basis of real property (cost 7. Amount of loss (smaller of Postponement of Gain 
in this example) . . . . . . . . . . . . . . . . . . . . . . $64,000 3 or 6) . . . . . . . . . . . . . . . . . . . . $ 3,000 $ 3,000

You must ordinarily report the gain on your sto-
8. Subtract insurance . . . . . . . $ 2,000 $ 2,000

2. FMV of real property before hurricane len or destroyed property if you receive money
9. Loss after reimbursement $ 1,000 $ 1,000. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $70,000 or unlike property as reimbursement. But you

10. Subtract $100 on3. FMV of real property after hurricane 60,000 can choose to postpone reporting the gain if,
nonbusiness property . . . . –0– 100 within a specified period of time, you acquire4. Decrease in FMV of real property . . . . $10,000

qualified replacement property. The replace-11. Loss after $100 rule . . . . . . $ 1,000 $ 900
5. Loss on real property (smaller of 1 or ment property must be similar or related in ser-12. Subtract 10% of $25,000

4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,000 vice or use to your stolen or destroyed prop-AGI on nonbusiness
6. Subtract insurance . . . . . . . . . . . . . . . . . . 5,000 erty. If you have a gain on damaged property,property . . . . . . . . . . . . . . . . . . –0– 2,500

you may postpone the gain if you spend the re-7. Loss on real property after 13. Deductible business imbursement to restore the property.reimbursement . . . . . . . . . . . . . . . . . . . . . . $ 5,000 loss . . . . . . . . . . . . . . . . . . . . . . . $ 1,000
To postpone all the gain, the cost of your

8. Loss on furnishings . . . . . . . . . . . . . . . . . . $ 600 14. Deductible personal loss $ –0– replacement property must be at least as
9. Subtract insurance . . . . . . . . . . . . . . . . . . –0– much as the reimbursement you receive. If the

cost of the replacement property is less than10. Loss on furnishings after
the reimbursement, you must include the gainreimbursement . . . . . . . . . . . . . . . . . . . . . . $ 600
in your income up to the amount of the unspent

11. Total loss (7 plus 10) . . . . . . . . . . . . . . . . . $ 5,600 Figuring a Gain reimbursement.
12. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . 100

Example.  In 1954, you bought an ocean-If you receive insurance or other reimburse-
13. Loss after $100 rule . . . . . . . . . . . . . . . . . $ 5,500 front cottage for your personal use at a cost ofment that is more than your adjusted basis in
14. Subtract 10% of $44,000 AGI . . . . . . . . 4,400 $6,000. You made no further improvements orthe destroyed, damaged, or stolen property,
15. Casualty loss deduction . . . . . . . . . . . $ 1,100 additions to it. In January 1994, when a stormyou have a gain from the casualty or theft.

destroyed the building, the property was worthYour gain is:
$48,000. You received $44,000 from the insur-

• The amount you receive, less ance company in March 1994. Therefore, youProperty used partly for business and
• Your adjusted basis in the property at the had a gain of $38,000 ($44,000 − $6,000).partly for personal purposes.  When prop-

time of the casualty or theft. You spent $42,000 to rebuild the cottage.erty is used partly for personal (nonbusiness)
Since this is less than the insurance proceedspurposes and partly for business or income-

Even if the decrease in FMV of your prop- received, you must include $2,000 ($44,000 −producing purposes, the casualty or theft loss
erty is smaller than the adjusted basis of your $42,000) in your income.deduction must be figured separately for the
property, use your adjusted basis to figure thenonbusiness portion and for the business por-
gain.tion. You must figure each loss separately be- Making the replacement.  You must buy re-

The amount you receive includes anycause the losses attributed to these two uses placement property for the specific purpose of
money plus the value of any property you re-are figured in two different ways. The $100 rule replacing your destroyed or stolen property.
ceive, minus any expenses you have in ob-and the 10% rule apply only to the casualty or You do not have to use the same funds you re-
taining reimbursement. It also includes any re-theft loss on the nonbusiness portion of the ceive as reimbursement for your old property
imbursement used to pay off a mortgage orproperty. to acquire the replacement property. Thus, if
other lien on the damaged, destroyed, or sto- you spend the money you receive from the in-Example.  You own a building that you
len property. surance company for other purposes, and bor-constructed on leased land. You use half of the

row money to buy replacement property, youExample.  A hurricane destroyed your per-building for your business and you live in the
can still postpone the gain if you meet thesonal residence and the insurance companyother half. The cost of the building was
other requirements.awarded you $45,000. You received $40,000$40,000. You made no further improvements

You must buy the replacement property toin cash. The remaining $5,000 was paid di-or additions to it.
be able to postpone gain. Property you acquirerectly to the holder of a mortgage on the prop-A flood in March damaged the entire build-
as a gift or inheritance does not qualify.erty. The reimbursement you received in-ing. The FMV of the building was $38,000 im-

Advance payment.  If you pay a contractorcludes the $5,000 paid on the mortgage.mediately before the flood and $32,000 after-
in advance to replace your destroyed or stolenwards. Your insurance reimbursed you $4,000
property, you are not considered to havefor the flood damage. Depreciation on the bus- Reporting a gain.  You generally must report
bought replacement property unless it is fin-iness part of the building before the flood to- your gain as income in the year you receive the
ished before the end of the replacement pe-taled $2,400. Your adjusted gross income is reimbursement. But you do not have to report
riod. See Replacement period, later.$25,000. your gain if you meet certain requirements and

choose to postpone the gain according to theYou have a deductible business casualty
Replacement property.  Replacement prop-rules explained under Postponement of Gain.loss of $1,000. You do not have a deductible
erty must be similar or related in service or usepersonal casualty loss because of the $100 You also do not report a gain if you receive
to the property it replaces. For nonbusinessrule and the 10% rule. You figure your loss as reimbursement in the form of property similar
property, ‘‘similar or related in service or use’’follows: or related in service or use to the destroyed or
means that the replacement property muststolen property. Your basis in the new property

Business Personal function the same as the property it replaces.is the same as your adjusted basis in the prop-
Part Part erty it replaces. Example.  A fire destroyed your home.

For information on how to report a gain, Your insurance reimbursement results in a1. Cost (total $40,000) . . . . . . $20,000 $20,000
see How to Report Gains and Losses, later. gain. To postpone reporting the gain, you must2. Subtract depreciation . . . . . 2,400 –0–

replace your home with another home that
3. Adjusted basis . . . . . . . . . . . . $17,600 $20,000 costs at least as much as the reimbursementNote.  If you have a nonbusiness casualty

you received. If you do not buy or build a newor theft gain you choose to postpone (as ex-4. FMV before flood (total
home, but instead buy an apartment house toplained next) and you also have another non-$38,000) . . . . . . . . . . . . . . . . . . $19,000 $19,000
use solely for rental income, you cannot post-business casualty or theft loss, do not consider5. FMV after flood (total
pone reporting the gain. The apartment housethe gain you are postponing when figuring your$32,000) . . . . . . . . . . . . . . . . . . $16,000 $16,000
is not similar or related in service or use to yourcasualty or theft loss deduction. See 10%

6. Decrease in FMV . . . . . . . . . $ 3,000 $ 3,000 destroyed home.Rule, under Deduction Limits, earlier.
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Main home in disaster area.  Special the extension. You should make the applica- qualified replacement property. This is true
tion before the end of the replacement period.rules apply to replacement property related to even if you acquire the other property within

However, you may file an application withinthe involuntary conversion of your main home the replacement period. The designation is
a reasonable time after the replacement pe-(or its contents) if located in a federally de- made by the statement with your return report-
riod ends if you have a good reason for the de-clared disaster area. See Disaster Area ing that you have acquired replacement prop-
lay. An extension may be granted if you canLosses, later. erty. However, if you discover that the original
show that there is reasonable cause for not replacement property was not qualified re-
making the replacement within the regularBasis of replacement property.  Your basis placement property, you may (within the re-
period.in replacement property is its cost minus any placement period) substitute the new qualified

Ordinarily, requests for extensions are notgain postponed. In this way, tax on the gain is replacement property.
made or granted until near the end of the re-deferred until you dispose of the replacement Amended return.  You must f i le an
placement period, or the extended replace-property. amended return (Form 1040X) for the tax year
ment period. Extensions are usually limited to you made the choice to postpone gain in eitherExample.  A fire destroyed your home. The a period of not more than 1 year. The high mar- of the following situations:insurance company reimbursed you $67,000 ket value or scarcity of replacement property is

for the property, which had an adjusted basis 1) You do not acquire replacement propertynot sufficient grounds for granting an exten-
of $62,000. You therefore had a gain of $5,000 sion. If your replacement property is being within the required replacement period.
from the casualty. If you have another home constructed and you clearly show that the re- On this amended return, you must report
constructed for $70,000 within the time limit, placement or restoration cannot be made the gain and pay any additional tax due.
you may postpone reporting the gain. You will within the replacement period, you may be

2) You acquire replacement property withinhave reinvested all the reimbursement (includ- granted an extension of the period.
the required replacement period but at aing your entire gain) in your new home. Your
cost less than the amount you receivebasis for the new home will be $65,000 How to postpone a gain.  You should report
from the casualty or theft. On this($70,000 cost minus $5,000 postponed gain). your choice to postpone your gain from a casu-
amended return you must report the por-alty or theft on your tax return for the year you
tion of the gain that cannot be postponedReplacement period.  To postpone reporting have the gain. You have the gain in the year
and pay any additional tax due.your gain, you must buy replacement property you receive insurance proceeds or other reim-

within a specified period of time. This is the bursements that result in a gain.
‘‘replacement period.’’ Three-year limit.  The period for assess-You should attach a statement to your re-

turn for the year you have the gain. This state- ing tax on any gain expires 3 years after theThe replacement period begins  on the
ment should include the following information: date you notify the Director of the Internal Rev-date your property was damaged, destroyed,

or stolen. enue Service Center where you filed your re-• The date and details of the casualty or theft,
turn that:The replacement period ends  2 years af-

• The amount (insurance or other reimburse-ter the close of the first tax year in which any
• You replaced the property,ment) you received from the casualty or

part of your gain is realized. However, if your
theft, and

business or income-producing real property is • You do not intend to replace the property, or
• How you figured the gain.condemned, your replacement period is 3

• You did not replace the property within the
years.

specified period of time.Replacement property acquired beforeMain home in disaster area.  The replace-
return filed.  If you acquire replacement prop-ment period is 4 years for your main home (or

Death of a taxpayer.  If a taxpayer dies af-erty before you file your return for the year youits contents) if located in a federally declared
ter having a gain but before buying replace-have the gain, your statement should also in-disaster area. See Disaster Area Losses, later.

clude detailed information about: ment property, the gain must be reported for
Example 1.  You are a calendar year tax- the year in which the decedent realized the• The replacement property,payer. A hurricane destroyed your home in gain. The executor of the estate or the person

September 1994. In December 1994, the in- • The postponed gain, succeeding to the funds from the casualty or
surance company paid you $3,000 more than • The basis adjustment that reflects the post- theft cannot postpone the gain by buying re-
the adjusted basis of your home. The area in poned gain, and placement property.
which your home is located is not a federally

Changing your mind.  You may change• Any gain you are reporting as income.declared disaster area. Because you first real-
your mind about whether to report or to post-ized a gain from the reimbursement for the
pone your gain at any time before the end ofReplacement property acquired after re-casualty in 1994, you have until December 31,
the replacement period.turn filed.  If you intend to acquire replace-1996, to replace the property. If your home had

ment property after you file your return for thebeen in a federally declared disaster area, you Example.  In 1992 your property was sto-
year in which you have the gain, your state-would have until December 31, 1998, to re- len. Your insurance company reimbursed you
ment should also state that you are choosingplace the property. $10,000, of which $5,000 was a gain. You re-
to replace the property within the required re-

ported the $5,000 gain on your return for 1992Example 2.  You are a calendar year tax- placement period.
(the year you realized the gain) and paid thepayer. While you were on your vacation, a val- You should then attach another statement
tax that was due. In 1994 you bought replace-uable piece of antique furniture that cost to your return for the year in which you acquire
ment property within the replacement period.$2,200 was stolen from your home. You dis- the replacement property. This statement
Your replacement property cost $9,000. Sincecovered the theft when you returned home on should contain detailed information on the re-
you reinvested all but $1,000 of your reim-August 11, 1994. Your insurance company in- placement property.
bursement, you can now postpone $4,000vestigated the theft and did not settle your If you acquire part of your replacement
($5,000 − $1,000) of your gain.claim until January 3, 1995, when they paid property in one year and part in another year,

To postpone your gain, file an amended re-you $3,000. Because you first realized a gain you must make a statement for each year. The
turn for 1992, using Form 1040X, Amendedfrom the reimbursement for the theft during statement should contain detailed information

1995, you have until December 31, 1997, to U.S. Individual Income Tax Return. Youon the replacement property bought in that
replace the property. should attach an explanation showing that youyear.

Extension.  You may get an extension of previously reported the entire gain from theSubstituting replacement property.
the replacement period if you apply to the Dis- theft but you now want to report only the part ofOnce you have acquired qualified replacement
trict Director for your area. Your application the gain ($1,000) equal to the part of the reim-property that you designate as replacement
must contain all the details about the need for property, you may not later substitute other bursement not spent for replacement property.
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end of the year, there was a reasonable pros- Example.  In December 1993, you had a
pect that the owner of the other car would reim- collision while driving your personal car. Re-When to Report
burse you in full. Therefore, you do not have a pairs to the car cost $950. You had $100 de-
deductible loss in 1993. ductible collision insurance. Your insurancea Gain or a Loss 

In January 1994, the court awards you a company agreed to reimburse you for the rest
If you have insurance or other reimbursement judgment of $2,000. However, in July it be- of the damage. As a result of your expected re-
that is more than your basis in the destroyed or comes apparent that you will be unable to col- imbursement from the insurance company,
stolen property, you have a gain from the cas- lect any amount from the other driver. Since you do not have a casualty loss deduction in
ualty or theft. You must include this gain in this is your only casualty or theft loss, you can 1993.

deduct the loss in 1994 that is more than $100your income in the year you receive the reim- Due to the $100 rule, you cannot deduct
and 10% of your 1994 adjusted gross income.bursement, unless you choose to postpone the $100 you paid as the deductible. When you

the gain as explained earlier. receive the $850 from the insurance company
If you later receive more reimbursementGenerally, you can deduct a casualty loss in 1994, you do not have to report it as income.
than you expected, after you have claimed aonly in the tax year in which the casualty oc-
deduction for the loss, you may have to includecurred. This is true even if you do not repair or Recovered Property the extra reimbursement in your income for thereplace the damaged property until a later

Recovered property is your property that wasyear you receive it. However, if any part of theyear. (But see Disaster Area Losses, later.)
stolen and later returned to you. If you recov-original deduction did not reduce your tax forIf your loss is a loss on deposits at an insol-
ered property after you had already taken athe earlier year, do not include that part of thevent or bankrupt financial institution, see Loss
theft loss deduction, you must refigure yourreimbursement in your income. You do noton Deposits, earlier.
loss using the smaller of the property’s ad-refigure your tax for the year you claimed theYou generally can deduct theft losses only
justed basis (explained under Figuring a Loss,deduction. Publication 525 has a worksheetin the year you discover your property was sto- earlier) or the decrease in FMV from the time itfor you to use when only part of your originallen. You must be able to show there was a was stolen until the time it was recovered. Usededuction reduced your tax in an earlier year.theft, but you do not have to know when the this amount to refigure your total loss for theExample.  In 1993, a hurricane destroyedtheft occurred. year in which the loss was deducted.your motorboat. Your loss was $3,000, and

This is your refigured loss. If this amount isyou estimated that your insurance would cover
Lessee’s loss.  If your loss is on leased prop- less than the loss you deducted, you generally$2,500 of it. Since you did not itemize deduc-

have to report the difference as income in theerty and you were liable to the owner for the tions on your return in 1993, you could not de-
recovery year. But report the difference onlyloss, you can deduct the loss only in the year in duct the loss. When the insurance company
up to the amount of the loss that reduced yourwhich the liability becomes fixed. This is true reimburses you for the loss, you do not have to
tax.even if the loss occurred or the liability was report any of the reimbursement as income.

paid in a different year. This is true even if it is for the full $3,000 be-
cause you did not deduct the loss on your re-
turn. The loss did not reduce your tax. Disaster Area Losses Reimbursement Claims 

If you have a casualty loss from a disaster thatNote.  If the total of all the reimbursementsIf there is a reasonable prospect you will be re-
occurred in an area declared eligible for fed-you receive is more than your adjusted basis inimbursed for part or all of your loss, you must
eral assistance under the Disaster Relief andthe destroyed or stolen property, you will havesubtract the expected reimbursement to figure

a gain on the casualty or theft. If you have al- Emergency Assistance Act, you can choose toyour loss. You must reduce your loss even if
ready taken a deduction for a loss and you re- deduct that loss on your return or amended re-you do not receive payment until a later tax
ceive the reimbursement in a later year, you turn for the tax year immediately preceding theyear. You are believed to have a reasonable
must include it in your income for the later tax year in which the disaster happened. If youprospect of reimbursement if you have filed
year. Include the reimbursement as ordinary make this choice, the loss is treated as havingsuit for damages.
income to the extent your deduction reduced occurred in the preceding year.
your tax for the earlier year. Example.  You are a calendar year tax-If you later receive less reimbursement You must also report your gain in the later payer. In June 1994, a flood damaged yourthan you expected, include that difference as a year. But you may be able to postpone report- home. The flood damaged or destroyed a con-loss with your other losses (if any) on your re- ing your gain as explained under Postpone- siderable amount of property in your town. Theturn for the year in which you can reasonably ment of Gain, earlier. town was declared a federal disaster area asexpect no more reimbursement.

the result of the flood. You can choose to de-
Example.  Your personal car had an FMV duct the flood loss on your home on your 1993If you receive exactly the reimbursement

of $2,000 when it was destroyed in a collision return.you expected to receive, you may not have
with another car in 1993. The accident was any amount to include in your income or any
due to the negligence of the other driver. At the loss to deduct. Home made unsafe by disaster.  If your

home is located in a federal disaster area, your
state or local government may order you to

Table 2. When to Deduct a Loss tear it down or move it because it is no longer
safe to live in because of the disaster. If this

Can You Choose happens, treat the loss in value as a casualtyType of Loss Tax Year Deducted Years?
loss from a disaster. Your state or local gov-
ernment must issue the order for you to tearCasualty losses Year loss occurred No
down or move the home within 120 days after

Loss on deposits the area is declared a disaster area.
• Casualty loss Year a reasonable estimate can be made No

Figure your loss in the same way as for• Bad debt Year deposits are totally worthless No
other nonbusiness casualty losses. (See Fig-• Ordinary loss Year a reasonable estimate can be made No
uring a Loss, earlier.) Use the value of your

Year the disaster occurred or the year im- home before you move it or tear it down as its
Federal disasters mediately before the disaster Yes FMV after the casualty.

Unsafe home.  Your home will be consid-Thefts Year of discovery of the theft No
ered unsafe only if:
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1) Your home is substantially more danger- $47,500 and the FMV immediately afterwards Grants.  You do not have to include grants re-
ous after the disaster than it was before was $15,000. Your household furniture was ceived under the Disaster Relief and Emer-
the disaster, and destroyed. gency Assistance Act in your gross income.

However, you may not deduct a casualty lossYou have separately figured the loss on2) The danger is from a substantially in-
to the extent you are specifically reimbursedeach item of furniture (see Figuring the Deduc-creased risk of future destruction from the
by the grant.tion, earlier) and have arrived at a total loss fordisaster.

furniture of $3,000. Your insurance did not
cover this type of casualty loss and you expect Federal loan canceled.  If part of your federalYou do not have a casualty loss if your
no reimbursement for either your home or your disaster loan was canceled under the Disasterhome is unsafe due to dangerous conditions
furniture. Relief and Emergency Assistance Act, it isexisting before the disaster. (For example, the

You choose to amend your 1993 return to considered to be reimbursement for the loss.location of your house is in an area known for
claim your casualty loss for the disaster. Your The cancellation reduces your casualty losssevere storms.) This is true even if your home
adjusted gross income on line 32 of your 1993 deduction.is condemned.
Form 1040 is $40,000. You figure your casu-

Example.  Because of a severe storm, the alty loss as follows: Special rules for main home.  Special rules
county you live in is declared a federal disaster

apply to insurance proceeds you receive be-
area. Although your home has only minor House Furnishings

cause of the involuntary conversion of your
damage from the storm, a month later the

main home or its contents. The home must1. Cost . . . . . . . . . . . . . . . . . $34,000 $ 10,000county issues a demolition order. This order is
have been located in a federal disaster area,based on a finding that your home is unsafe 2. FMV before disaster $47,500 $ 8,000 as discussed earlier.due to nearby mudslides caused by the storm. 3. FMV after disaster . . . 15,000 5,000 Generally, your main home is the home inThe loss in your home’s value because the

4. Decrease in FMV . . . . $32,500 $ 3,000 which you live. You do not have to own themudslides made it unsafe is treated as a casu-
home for these rules to apply to your contentsalty loss from a disaster. The loss in value is 5. Smaller of line 1 or 4 $32,500 $ 3,000
in that home.the difference between your home’s FMV im- 6. Subtract estimated

The following rules apply to a conversionmediately before the disaster and immediately insurance . . . . . . . . . . . . –0– –0–
because of a disaster in an area declared aafter the disaster.

7. Loss after federal disaster area after August 31, 1991.
reimbursement . . . . . . $32,500 $ 3,000

How to deduct your loss in the preceding • No gain is recognized because of any insur-
8. Total loss . . . . . . . . . . . . $ 35,500year.  If you choose to deduct your loss on ance proceeds received for unscheduled

your return or amended return for the tax year 9. Subtract $100 . . . . . . . 100 personal property that was part of the con-
immediately preceding the tax year in which tents of the home.10. Loss after $100 rule $ 35,400
the disaster happened, include a statement 11. Subtract 10% of • Any other insurance proceeds received for
saying that you are making that choice. The $40,000 AGI . . . . . . . . . 4,000 the home or its contents is treated as being
statement can be made on the return or can be received for a single item of property, and12. Casualty lossfiled with the return. The statement should

any replacement property you purchase thatdeduction . . . . . . . . . . . $ 31,400specify the date or dates of the disaster and
is similar or related in service or use to the

the city, town, county, and state where the
home or its contents is treated as similar orIf you do not choose to deduct your loss ondamaged or destroyed property was located at
related in service or use to that single item ofyour return for the earlier year, deduct it onthe time of the disaster.
property. Therefore, you can choose to rec-your return for the year in which the disasterDue dates.  You must make this choice to
ognize gain only to the extent these insur-occurred.take your casualty loss for the disaster in the
ance proceeds exceed the cost of the re-preceding year by the later of:
placement property. See Postponement ofWhy you may want to take the deduction in• The due date (without extensions) for filing Gain, earlier.the earlier year.  Claiming a qualifying disas-your income tax return for the tax year in

• If you choose to postpone reporting anyter loss on the previous year’s return may re-which the disaster actually occurred, or
gain, the replacement period in which yousult in a lower tax for that year, often producing

• The due date (with extensions) for the return must purchase replacement property is 4or increasing a cash refund.
for the preceding tax year. years after the end of the first tax year in

which any part of your gain is realized.Claiming a disaster loss on Form 1040X.  If
Thus, if you are a calendar year taxpayer, you have already filed your return for the pre-

you ordinarily have until April 17, 1995, to ceding year, you can claim a disaster loss Example 1.  Your main home and its con-
amend your 1993 tax return to claim a casualty against that year’s income by filing a Form tents were completely destroyed by a flood in
loss that occurred during 1994. 1040X, Amended U.S. Individual Income Tax 1994. Because of this flood, the county in

Revoking your choice.  You can revoke Return. which your main home was located was de-
your choice within 90 days after making it by You should adjust your deductions on line clared a disaster area.
returning to the Internal Revenue Service any 2 of Form 1040X. Explain the reasons for your You received insurance proceeds in 1994
refund or credit you received from making the adjustment in Part II and attach Form 4684 to as follows:
choice. However, if you revoke your choice show how you figured your loss.

• $200,000 for the home,before receiving a refund, you must return the If you itemized deductions on the original
refund within 30 days after receiving it for the return, enter your net change in column B, line • $25,000 for unscheduled personal property
revocation to be effective. 2. Add this amount to your original deductions in the home,

Figuring the loss deduction.  You must (column A) to arrive at the correct amount in • $5,000 for jewelry, andfigure the loss under the usual rules for casu- column C.
alty losses, as if it occurred in the year preced- • $10,000 for a stamp collection.If you did not itemize your deductions on
ing the disaster. your original return, you must first determine

The jewelry and stamp collection were kept inwhether the casualty loss deduction nowExample.  On June 21, 1994, a disaster
your home and were scheduled property onmakes it advantageous for you to itemize. Ifdamaged your home, which cost $34,000, in-
your insurance policy.so, attach Schedule A (Form 1040), along withcluding land. This was your only casualty loss

Form 4684, to your amended return. Fill out No gain is recognized on the $25,000 youfor the year. The area was later determined to
Form 1040X to refigure your tax on the rest of received for the unscheduled personalwarrant federal assistance. The FMV of the
the form to find your refund.property immediately before the disaster was property.
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You can choose to postpone reporting any More than one casualty or theft loss.  If had cost her $3,000 and had a value of $2,500
you had more than one casualty or theft during just before the fire. Janet had bought the tablegain on the remaining proceeds of $215,000
the year, you must use separate Forms 4684 at an auction for $100 before discovering it($200,000 + $5,000 + $10,000) if you acquire
and complete lines 1 through 12 for each casu- was an antique. It had been appraised at $900property similar or related in service or use to
alty or theft. Use only one Form 4684 for lines before the fire. Her adjusted gross income isyour home, jewelry, or stamp collection. If you
13 through 18. $27,000. Janet figures her loss on each ofuse all of the proceeds to purchase a new

Losses.  If you had a loss from a casualty these items as follows:main home, you can postpone all of your gain
or theft, complete Section A, lines 1 througheven if you do not purchase any jewelry or

Chair Rug Table18. Enter the amount from line 18 of Formstamps. If your cost is less than $215,000, you
1. Basis (cost) . . . . . . . . . . $750 $3,000 $ 1004684 on line 19 of Schedule A (Form 1040).must include the gain in income to the extent

Gains.  If you had a gain from a casualty orthe proceeds exceed the amount you use for 2. FMV before fire . . . . . . $500 $2,500 $ 900
theft, complete Section A and enter theproperty similar or related in service or use to 3. FMV after fire . . . . . . . . –0– –0– –0–
amount from line 15 of Form 4684 on Sched-your home, jewelry, or stamp collection.

4. Decrease in FMV . . . . $500 $2,500 $ 900ule D (Form 1040).To postpone gain, you must purchase the
If your gain is short-term (property held onereplacement property before 1999. Your basis 5. Loss (smaller of 1 or

year or less), enter it on line 4 in Part I ofin the replacement property is its cost minus 4) . . . . . . . . . . . . . . . . . . . . $500 $2,500 $ 100
Schedule D. If your gain is long-term (propertythe amount of any postponed gain.

6. Total loss . . . . . . . . . . . . $3,100held more than one year), enter it on line 12 inExample 2.  You rent an apartment which 7. Subtract $100 . . . . . . . 100Part II of Schedule D.is your main home. Your apartment and its
Gains and losses.  If you had both gains 8. Loss after $100 rule $3,000contents were completely destroyed by a hur-

and losses, and your gains are more than your 9. Subtract 10% ofricane in 1994. Because of this hurricane, the
losses, complete Section A through line 15. $27,000 . . . . . . . . . . . . . 2,700county in which your main home was located
You do not have to complete the rest of Formwas declared a disaster area. 10. Casualty loss
4684. Then combine your short-term gains

You received insurance proceeds of deduction . . . . . . . . . . . $ 300
with your short-term losses, and enter the net

$17,000 for unscheduled personal property in
short-term amount on line 4 in Part I of Sched-

your apartment. Even though you do not own The loss on the chair is its decrease in FMVule D (Form 1040). Combine your long-term
your main home, no gain is recognized on of $500 because this amount is smaller than itsgains with your long-term losses and enter the
these proceeds. basis of $750.net long-term amount on line 12 in Part II of

The loss on the rug is its decrease in FMVSchedule D.
of $2,500 because this amount is smaller thanIf your losses are more than your gains,
its basis of $3,000.complete Section A through line 18. Enter theHow to Report The table, however, had a decrease inamount from line 18 of Form 4684 on line 19 of
FMV that was greater than Janet’s basis in it.Schedule A (Form 1040).Gains and Losses 
Her loss on the table, therefore, is its basis of

If you have a loss from a casualty or theft of $100.Adjustments to Basis nonbusiness property, use: Janet’s total loss from the fire is $3,000 af-
If you have a casualty or theft loss, you must ter applying the $100 rule. After applying the• Form 4684, and
decrease your basis in the property by any in- 10% rule, her deductible loss is $300.

• Schedule A (Form 1040), Itemized surance or other reimbursement you receive Janet’s losses for each of the three items
Deductions. and by any deductible loss. The result is your are shown on line 9 of her Form 4684 which is

adjusted basis in the property. Amounts you at the end of this publication. After entering the
If you have a gain from a casualty or theft of spend to restore your property after a casualty total loss ($3,100) on line 10, she subtracts the

nonbusiness property, report your gain on: increase your adjusted basis. See Adjusted nondeductible $100, leaving her with a loss of
Basis in Publication 551 for more information. $3,000 on line 12. She also enters $3,000 on• Form 4684, and

lines 13 and 16. On line 17, she enters $2,700• Schedule D (Form 1040), Capital Gains and
($27,000 × .10) and subtracts it from line 16.If Loss Is MoreLosses.
Janet enters her deductible loss of $300Than Income 
($3,000 − $2,700) on line 18 and transfers it to

If your casualty or theft loss deduction is more line 19 of her Schedule A (Form 1040).
than your income, you may have a net operat-Form 4684 Example 2.  In June, a hurricane destroyeding loss. You can use a net operating loss to

Use Section A of Form 4684 to figure and re- John Oaks’s summer cottage. John had builtlower your tax in an earlier year allowing you to
port your gain or loss. Be sure to attach Form the cottage on a lot 3 years before for $20,000.get a refund for tax you already paid. Or, you
4684 to your return. The lot cost him $3,000. The FMV immediatelycan use it to lower your taxes in a later year.

before the hurricane was $35,000 ($10,000 forYou do not have to be in business to have a
Section A—Personal Use Property.  This the land, $25,000 for the cottage). There wasnet operating loss from a casualty or theft. For
section is for casualties and thefts of property no damage to the land. John’s insurance com-more information, get Publication 536, Net Op-
not used in a trade or business or for income pany reimbursed him $25,000 for the loss oferating Losses.
producing purposes. You must list each item his cottage. John does not plan to replace the
or article for which you are reporting a casualty cottage.Examples or theft on Form 4684. The form has space to Later in the same year John’s home was

The following two examples explain how to re-figure a loss or a gain on up to four items of broken into on two separate occasions. During
port casualty and theft gains and losses. Theproperty. If more than four items of property the first theft, a diamond ring was stolen. He
examples have filled-in sample Forms 4684 atwere damaged or stolen in a single casualty or had bought the ring only 3 months before the
the end of this publication.theft, you will need to complete lines 1 through burglary for $1,000. During the second theft,

9 of additional Forms 4684. Or, you may want clothes, silverware, jewelry, and a stereo wereExample 1.  A fire in the home of Janet
to substitute your own statement for these stolen. The items in the second theft wereTrees destroyed an upholstered chair, an ori-
lines. The statement must include the same in- bought at various times, but all more than 1ental rug, and an antique table. Janet did not
formation asked for on lines 1 through 9. If you year before the burglary. John establishes thathave fire insurance to cover her loss. (This
have to figure your loss on many different per- these articles cost him a total of $7,240 whenwas the only casualty or theft she had during
sonal and household items, you may want to he originally bought them ($2,190 for thethe year.) The chair had cost her $750 and had
use the worksheets in Publication 584. clothes, $1,850 for the silverware, $2,000 foran FMV of $500 just before the fire. The rug

Page 12



the jewelry, and $1,200 for the stereo). A com- John’s loss for the second theft is $4,200: John fills out separate Forms 4684 through
petent appraisal of each item showed their line 12 for each theft. He adds the amounts on
FMV totaled only $4,300 immediately before line 12 of each of these forms. John enters the

10. Basis of articles stolen (cost of clothes,the theft ($850 for the clothes, $1,850 for the total, $5,100, on line 13 of the Form 4684 that
silverware, etc.) . . . . . . . . . . . . . . . . . . . . . . . $7,240silverware, $1,100 for the jewelry, and $500 for shows the gain on the cottage. Since his

the stereo). John was not covered by insur- losses are more than his gain, John subtracts11. FMV immediately before theft . . . . . . . . $4,300
ance for either theft. His adjusted gross in- line 14 from line 13 and enters $3,100 on line12. FMV immediately after theft . . . . . . . . . . –0–
come is $28,000. 16. On line 17, he enters $2,800, subtracts it13. Decrease in FMV . . . . . . . . . . . . . . . . . . . . . $4,300

John’s casualty gain on the summer cot- from the amount on line 16, and enters $300
14. Amount of loss (smaller of 10 or 13) $4,300tage is $2,000: on line 18. This is John’s casualty and theft
15. Subtract insurance . . . . . . . . . . . . . . . . . . . –0– loss deduction. John transfers $300 to line 19

1. Adjusted basis (cost) . . . . . . . . . . . . . . . . . . $23,000 16. Loss after reimbursement . . . . . . . . . . . . $4,300 of his Schedule A (Form 1040).
17. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . . 1002. FMV immediately before the hurricane $35,000

3. FMV after the hurricane . . . . . . . . . . . . . . . 10,000 18. Loss on second theft (after $100
rule) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,2004. Decrease in FMV . . . . . . . . . . . . . . . . . . . . . $25,000

5. Amount of loss (smaller of 1 or 4) . . . . . . $23,000 John’s deductible loss is $300:
6. Subtract insurance . . . . . . . . . . . . . . . . . . . . 25,000

19. Loss on first theft . . . . . . . . . . . . . . . . . . . . . $ 9007. Casualty gain . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,000
20. Add loss on second theft . . . . . . . . . . . . . . 4,200

John completes lines 1 through 4, Section 21. Total losses . . . . . . . . . . . . . . . . . . . . . . . . . . $5,100
A of Form 4684. He enters the amount from 22. Gain on cottage . . . . . . . . . . . . . . . . . . . . . . 2,000
line 4 ($2,000) on line 14. 23. Subtract line 22 from line 21 . . . . . . . . . . $3,100

John’s loss for the first theft is $900: 24. Subtract 10% of $28,000 AGI . . . . . . . . . 2,800

25. Casualty and theft loss deduction $ 3001. Basis of diamond ring (cost) . . . . . . . . . . $1,000

2. FMV immediately before theft . . . . . . . . $1,000
3. FMV immediately after theft . . . . . . . . . . –0–

4. Decrease in FMV . . . . . . . . . . . . . . . . . . . . . $1,000

5. Amount of loss (smaller of 1 or 4) . . . . . $1,000
6. Subtract insurance . . . . . . . . . . . . . . . . . . . –0–

7. Loss after reimbursement . . . . . . . . . . . . $1,000
8. Subtract $100 . . . . . . . . . . . . . . . . . . . . . . . . 100

9. Loss on first theft (after $100 rule) $ 900
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