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How Can Taxes Help me Recover from the Flood?
Throughout the Tennessee area, thousands of people have incurred substantial losses due to extreme flooding caused by historic rainfalls.  In the Nashville area alone, Mayor Karl Dean expects the damage to top $1 Billion.  In the face of destruction, it is no wonder that we look for every possible angle to expedite recovery.  
We realize that one of the last things on a flood victim’s mind is tax planning.  However, being familiar with applicable tax laws could reveal opportunities to catapult financial recovery.  Below is a summary of the Casualty Loss Rules that apply to disaster losses. 

Documentation:

It is very important to document everything you can as thoroughly as possible.  Take pictures of the area and/or items that were damaged before, during, and after cleanup.  Be as detailed as you can be.  Make lists of how much you paid for destroyed items and approximate values for the property before it was destroyed.  The more detailed you are in documenting the extent of your damage; the easier it will be to support positions taken on your tax return.

When to Claim Loss:

Generally, casualty losses are deducted in the year they are incurred.  So if we are talking about damage from the flood of 2010, then usually those losses will be claimed when the tax return for that year is filed, which would be due April 15th, 2011.  However, recent legislation makes it possible for taxpayers affected by the storms in TN to claim the loss on their 2009 tax returns.  For people who extended their 2009, it will rather easy to include; but for those who have already filed, an amended return will be required.  This applies to all counties in TN that have been declared by the federal government as disaster areas.  Here is a link to the IRS announcement.  Has your county been declared a disaster area?  Click Here to check and see.

Many taxpayers will be asking the question: “Should I amend my 2009 return to take the loss or should I wait and take it on my 2010 tax return?”  Under current regulations, we would recommend amending the 2009 return.  Here’s why.  In 2008, Congress passed The National Disaster Relief Act o f 2008.  This legislation included several changes to casualty loss deductions specifically for 2008 and 2009 federally declared disaster areas.  These changes allow even those who do not itemize their deductions to claim casualty losses, remove the 10% of income deduction from the loss (as explained below), and provide more lenient carry back rules.  It would make the threshold for deducting losses $500 instead of $100. 
 These rules allow for significantly larger deductions.  If you choose to amend the 2009 return, the casualty loss deduction will fall under these rules and not the general rules that apply to 2010, after the Act expires.  Currently, there is legislation that is slowly making its way through Congress that would extend the Act into 2010, allowing the provisions of the 2008 Act to extend into 2010.  However, there is no guarantee this legislation will pass. If it hasn’t passed by the time your losses have been determined, it may not make sense to wait out the legislation since applying the losses to the 2009 tax year may provide more speedy access to tax refunds.

Applying the 2010 Rules and Suggestions:

If you are expecting a very large casualty deduction and wish to take the loss in 2010, you should consider reducing the amount of federal income tax that is withheld from you paycheck.  You can do this by changing your exemptions on Form W-4 through your employer.  If the casualty deduction is going to significantly reduce your income tax liability, withholding at the current level is not necessary--especially when you need the cash flow now to help with basic living needs and your recovery efforts.  

Personal Casualty Deduction:

Personal property is deducted on Form 4684 and is factored into your itemized deductions on Schedule A.  You can deduct the lesser of:  1) your cost to purchase the property, less any tax depreciation taken, or 2) the fair market value before the casualty, less the value after the damage.  Your loss must also be reduced by any proceeds you receive from insurance claims and any proceeds received from FEMA that are specifically designated for replacement of lost or destroyed property.  Any proceeds received for food, medical supplies, and other forms of assistance you receive do not reduce your casualty loss.
Under the 2010 rules, your total loss must exceed 10% of your adjusted gross income (AGI) plus $100 to be deductible.  As a numerical example, if your AGI was $75,000, then your casualty loss would have to exceed $7,600 (10% of AGI+$100) to be deductible.  If you don’t file Schedule A for Itemized deductions and instead take the standard deduction, then a casualty loss is disallowed.  However, it is certainly possible depending upon the extent of your loss, that even if you have always filed your taxes in the past taking the standard deduction, you may have a casualty loss large enough to make it more beneficial for you to itemize even if your only deduction is the casualty loss.
Business Casualty Deduction:

Businesses have it a little easier when it comes to casualty deductions.  They are allowed to simply deduct the cost of the property minus any depreciation they have claimed on it.  Again, insurance proceeds would reduce the deductions.  Businesses are not subject to income limitations and can deduct the full amount of destroyed property on applicable tax returns.  Businesses will also be allowed to capitalize and depreciate any equipment purchased to replace what was lost.  
Helpful Links:
Following are some helpful links that you may find helpful as you migrate through your options.

Form 4684 for filing casualty losses on your tax return
Instructions for Form 4684 that also explain deduction rules and what is or is not deductible.  It also explains the special rules for disaster area losses versus other casualty losses.
Publication 547, Casualties, Disasters, and Thefts
Tax Relief in Disaster Situations 

Publication 584, Casualty, Disaster and Theft Loss Workbook (personal-Use Property)  
FEMA
TEMA – TN Emergency Management Agency

How to deal with Mold in your Home
Red Cross
Middle TN Red Cross
Red Cross Guide to Repairing a Flood Home
SBA – Small Business Association

1720 West End Ave. Suite 403, Nashville, TN  37203  Phone: 615.322.1225

Fax: 615.322.5445  Email: info@cpacg.com  Website: www.cpacg.com


