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Reg. Section 1.165-7(a)(2)(i) 
Casualty losses 
 
 

(a) In general— 
 

(1) Allowance of deduction. Except as otherwise provided in paragraphs (b)(4) and 
(c) of this section, any loss arising from fire, storm, shipwreck, or other casualty is 
allowable as a deduction under section 165(a) for the taxable year in which the 
loss is sustained. However, see § 1.165-6, relating to farming losses, and § 1.165-
11, relating to an election by a taxpayer to deduct disaster losses in the taxable 
year immediately preceding the taxable year in which the disaster occurred. The 
manner of determining the amount of a casualty loss allowable as a deduction in 
computing taxable income under section 63 is the same whether the loss has been 
incurred in a trade or business or in any transaction entered into for profit, or 
whether it has been a loss of property not connected with a trade or business and 
not incurred in any transaction entered into for profit. The amount of a casualty 
loss shall be determined in accordance with paragraph (b) of this section. For 
other rules relating to the treatment of deductible casualty losses, see § 1.1231-1, 
relating to the involuntary conversion of property. 

 
(2) Method of valuation. 

 
i. In determining the amount of loss deductible under this section, the fair 

market value of the property immediately before and immediately after the 
casualty shall generally be ascertained by competent appraisal. This 
appraisal must recognize the effects of any general market decline 
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. 

 
ii. The cost of repairs to the property damaged is acceptable as evidence 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 casualty, (b) 
the amount spent for such repairs is not excessive, (c) the repairs do not 
care for more than the damage suffered, and (d) the value of the property 
after the repairs does not as a result of the repairs exceed the value of the 
property immediately before the casualty. 
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