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We at Franskoviak Tax Solutions are well aware that 
sometimes bad things happen to good people. 
Such is the case with casualties such as fire or 

flood, thefts, and the occasional bad debt that needs to finally 
be written off. While the effect of these occurrences is often 
the same where a taxpayer incurs a monetary loss of some 
sort, the tax treatment can be very different.

The most common is a casualty loss created by an act of 
God such as fire, flood, storm damage and the like. These 
occurrences are typically covered to at least some degree 
by an insurance policy. If your fortunate enough that your 
policy covers the entirety of the damage, you don’t have a 
deductible loss. In reality, a lot of losses are not fully covered 
by insurance and that is where the tax code comes in to offer 
some relief.

Generally, you may deduct casualty and theft losses relating 
to your home, household items, and vehicles on your federal 
income tax return. You may not deduct casualty and theft 
losses covered by insurance, unless you file a timely claim for 
reimbursement and you reduce the loss by the amount of any 
reimbursement or expected reimbursement. However, that’s 
not where it ends. You must also take the remaining amount 
of loss and subtract 10% of your Adjusted Gross Income and 
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$100. This loss is reported on Form 4684 of your 
1040 tax return.

Technically, the calculation is the Fair Market 
Value of the property prior to the loss less the 
Fair Market Value of the property after the loss (if 
any) less any reimbursement, 10 percent of your 
Adjusted Gross Income, and $100. The result 
of this loss calculation is then added to your 
Schedule A itemized deductions thus reducing 
taxable income for the year in which the loss is 
suffered.

Another type of loss, receiving a different tax 
treatment altogether, is a non-business bad 
debt. This is just like it sounds, a personal loan 
gone south. The process starts with the debt 
having been determined to be worthless, or 
at least partially so. The amount of loss in this 
instance is treated as capital in nature and takes 
on the attributes of a short-term capital loss. 
The calculation is less complicated than that of 
a casualty loss as the amount of debt deemed 
to be worthless goes directly to Form 8949 in its 
entirety.

The attributes of the short-term capital loss are 
such that any short-term capital gains for the year 
the non-business bad debt is claimed are offset 
to the degree of that loss. If the non-business bad 
debt loss exceeds short-term capital gains, the 
remainder then offsets long-term capital gains 
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Lucy, our amazing administrative 
assistant, recently welcomed her 13th 
grandchild into the world. Evelyn was 
born on May 23rd 2018 at 7.15 oz and 20 
inches long. And in the fall Lucy will be 
welcoming grandchild #14.
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for the same year. If any excess loss remains 
after netting the non-business bad debt loss 
against both short-term and long-term gains for 
the tax year the loss is claimed, the remainder 
carries over taking on long-term characteristics 
deductible at a rate of $3,000 per year until the 
amount is exhausted.

While nobody can plan for an act of God, and 
there is little that can be done tax wise other than 
claim the loss, a non-business bad debt, on the 
other hand does offer a tax planning opportunity. 
If you’ve been holding on to a debt there is no 
realistic chance of collecting, deeming that debt 
uncollectable in a tax year where short-term 
capital gains exist can be a worthwhile strategy. 


