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Reg. Section 1.166-2(b) 
Evidence of worthlessness 

(a)General rule. In determining whether a debt is worthless in whole or in part the district 
director will consider all pertinent evidence, including the value of the collateral, if any, securing 
the debt and the financial condition of the debtor. 

(b)Legal action not required. Where the surrounding circumstances indicate that a debt is 
worthless and uncollectible and that legal action to enforce payment would in all probability not 
result in the satisfaction of execution on a judgment, a showing of these facts will be sufficient 
evidence of the worthlessness of the debt for purposes of the deduction under section 166. 

(c)Bankruptcy. 

(1)General rule. Bankruptcy is generally an indication of the worthlessness of at least a 
part of an unsecured and unpreferred debt. 

(2)Year of deduction. In bankruptcy cases a debt may become worthless before 
settlement in some instances; and in others, only when a settlement in bankruptcy has 
been reached. In either case, the mere fact that bankruptcy proceedings instituted against 
the debtor are terminated in a later year, thereby confirming the conclusion that the debt 
is worthless, shall not authorize the shifting of the deduction under section 166 to such 
later year. 
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