8619.  How do the rules governing theft and casualty losses interact with the rules governing involuntary conversions of property?

The rules governing theft losses frequently intersect with the IRC Section 1033 provisions governing involuntary conversions (see Q 8579 to Q 8582). The rules on involuntary conversions govern the treatment of any reimbursement that a taxpayer receives as a result of a loss, such as a casualty or theft loss. 
Therefore, if a taxpayer receives insurance proceeds, for example, that exceed the amount lost as a result of a casualty or theft, the taxpayer would look to the rules on involuntary conversions for determining whether the gain must be recognized.
 In these circumstances, the gain is characterized as stemming from an involuntary conversion because the casualty in effect causes the damaged property to suddenly be converted into cash from the insurance proceeds. The rules for determining what gain is and is not subject to taxation in involuntary conversions may differ for federally declared disasters.
 
�.	See IRS Publication 225.


�.	AICPA Casualty Loss Practice Guide (July 2012)





