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Internal Revenue Code Section 165(d) 
Losses 

(a)  General rule. 
There shall be allowed as a deduction any loss sustained during the taxable year and not 
compensated for by insurance or otherwise. 

(b)  Amount of deduction. 
For purposes of subsection (a) , the basis for determining the amount of the deduction for any 
loss shall be the adjusted basis provided in section 1011 for determining the loss from the sale or 
other disposition of property. 

(c)  Limitation on losses of individuals. 
In the case of an individual, the deduction under subsection (a) shall be limited to 

(1)  losses incurred in a trade or business; 

(2)  losses incurred in any transaction entered into for profit, though not connected with a 
trade or business; and 

(3)  except as provided in subsection (h) , losses of property not connected with a trade or 
business or a transaction entered into for profit, if such losses arise from fire, storm, 
shipwreck, or other casualty, or from theft. 

(d)  Wagering losses. 
Losses from wagering transactions shall be allowed only to the extent of the gains from such 
transactions. For purposes of the preceding sentence, in the case of taxable years beginning after 
December 31, 2017, and before January 1, 2026, the term "losses from wagering transactions" 
includes any deduction otherwise allowable under this chapter incurred in carrying on any 
wagering transaction. 

(e)  Theft losses. 
For purposes of subsection (a) , any loss arising from theft shall be treated as sustained during 
the taxable year in which the taxpayer discovers such loss. 

(f)  Capital losses. 
Losses from sales or exchanges of capital assets shall be allowed only to the extent allowed in 
sections 1211 and 1212 . 

(g)  Worthless securities. 
(1)  General rule. 
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If any security which is a capital asset becomes worthless during the taxable year, the loss 
resulting therefrom shall, for purposes of this subtitle, be treated as a loss from the sale or 
exchange, on the last day of the taxable year, of a capital asset. 
 
(2)  Security defined. 
For purposes of this subsection , the term "security" means- 

(A)  a share of stock in a corporation; 
 
(B)  a right to subscribe for, or to receive, a share of stock in a corporation; or 
 
(C)  a bond, debenture, note, or certificate, or other evidence of indebtedness, 
issued by a corporation or by a government or political subdivision thereof, with 
interest coupons or in registered form. 

 
(3)  Securities in affiliated corporation. 
For purposes of paragraph (1) , any security in a corporation affiliated with a taxpayer 
which is a domestic corporation shall not be treated as a capital asset. For purposes of the 
preceding sentence, a corporation shall be treated as affiliated with the taxpayer only if- 

(A)  the taxpayer owns directly stock in such corporation meeting the 
requirements of section 1504(a)(2) , and 
 
(B)  more than 90 percent of the aggregate of its gross receipts for all taxable 
years has been from sources other than royalties, rents (except rents derived from 
rental of properties to employees of the corporation in the ordinary course of its 
operating business), dividends, interest (except interest received on deferred 
purchase price of operating assets sold), annuities, and gains from sales or 
exchanges of stocks and securities. 

 
In computing gross receipts for purposes of the preceding sentence, gross receipts from 
sales or exchanges of stocks and securities shall be taken into account only to the extent 
of gains therefrom. 
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