Disaster Preparedness
and Recovery FAQs

Navigating Challenging Times

In this time of changing conditions and circumstances, CalCPA remains focused on
the growth of our members, firms and employers. We continue to provide you with
helpful resources—like this Disaster Preparedness and Recovery FAQ—and other
essential support during this challenging time.
This guide is part of our overall disaster preparedness and recovery effort, which has
included launching a wildfire resource webpage with the latest tax relief and recovery
updates, as well as other regulatory news. And working with the Texas Society of
CPAs, we held a special webcast focused on disaster relief and recovery—Turbulent
Times: Disaster Recovery and Resilience—which is available to members on-demand.
Information in this guide was gathered from “Disasters and Financial Planning: A
Guide for Preparedness and Recovery,” produced by the AICPA, American Red Cross
and National Endowment for Financial Education and various IRS publications,
including FAQs for Disaster Victims, wildfire and hurricane resources, and press
releases.
Credit and thanks are also due to the following CalCPA members for reviewing this
information prior to publication:
•
•
•
•

Lynette Atchley, CPA/PFS CFP, CPA Financial Advisors, Inc., and CalCPA
Personal Financial Planning Committee Chair
Miklos Ringbauer, MBA, CPA, PMP, MiklosCPA, and CalCPA Vice Chair
Joseph Forlenza, CPA, Skycity Advisors LLC, and past president of the CalCPA
Education Foundation
Daniel Thomas, CPA, Thomas & Thomas CPAs

While we remain in uncertain times, you can count on CalCPA to keep you connected
and informed. By working together as a profession with the resources and access that
CalCPA provides you as a member, I am confident that we will make it through this
challenging period. Thank you for your membership.

Anthony J. Pugliese, CPA, CGMA, CITP
President & CEO
California Society of CPAs (CalCPA)
CalCPA Education Foundation
1201 K St., Suite 1000
Sacramento, CA 95814

1

Disaster Preparedness and Recovery FAQs
The following information and frequently asked questions cover disaster
preparedness and recovery as outlined in “Disasters and Financial Planning: A Guide
for Preparedness and Recovery” produced by the AICPA, American Red Cross and
National Endowment for Financial Education (NEFE).
For questions where there is more information available in the Red Cross document,
a graphic at the end will provide a link and the page numbers where the additional
information can be found.  RED CROSS p. 7-10
The information also includes references from IRS documents regarding California
wildfire victims and Hurricane Laura victims. When additional information is available
from the IRS, you will see this button:  IRS PUBLICATION
In addition, CalCPA and the Texas Society of CPAs have resource pages to assist
members and the public.
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Before Disaster Strikes
What should be in my family’s disaster plan
checklist?
When designing a family disaster plan, every
household needs to consider its specific
circumstances, including the physical layout
of the home, the ages and mobility challenges
of family members, communication channels
and other factors. Here is a basic checklist to
get you started:
• Assemble a disaster supplies kit.
• Identify emergencies most likely to happen in
your area.
• Know the dangers in your home.
• Know your home’s safety devices.
• Identify the safest places in your home.
• Have an evacuation plan that includes a specific
meet-up location and schedule occasional runthroughs so people are familiar.
• Make an emergency communication plan.
• Identify responsibilities for each household
member.
• Create a plan for family members with access
and functional needs.
• Post emergency phone numbers in a
conspicuous place.



RED CROSS pp. 7-10

How can I protect my property?
The most effective way to protect your home and
belongings is to safeguard them before a disaster
strikes. These measures—called “mitigation”—can
help you reduce—or even avoid—the damage and
economic impact of a disaster.

CalCPA Disaster Preparedness and Recovery FAQs © 2020

How can I create an accurate record of my
family’s assets and possessions?
Along with your house and cars, assets include
everything from furniture to electronics to tools to
keepsakes. Begin tracking what you have by:
• Conducting a household inventory.
• Making a list of your possessions, including
model and serial numbers when available.
• Storing your inventory lists in a safe place
away from your home, such as a safe deposit
box at a bank located away from disasterprone areas or with a friend or family member.
• Updating your inventory annually.
• Creating a photographic record of your
belongings.
• Photographing or taking video of your
property’s exterior, vehicles, large furniture,
collectibles and the contents of your garage,
closets and attic.
• Saving receipts for valuable items and getting
professional appraisals of jewelry, collectibles
and artwork.
• Reviewing and updating valuable items with an
insurance carrier when significant changes in
market valuation of those items occur.



RED CROSS p. 18

What should I be doing related to property
insurance?
Some disasters will damage property regardless of
how prepared you are, which is why homeowners
and renters insurance are so important. The most
important action you can take to mitigate
potential disaster is to have adequate insurance
coverage.
Key elements of a homeowners insurance
checklist:
• Have your home periodically appraised.
• Buy a policy that covers the replacement cost
of your possessions—and understand what the
policy will and will not cover.
• Check state or federally operated insurance
pools.
• Consider the timing of a new home purchase.
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•

Consider additional insurance coverage
depending on where you live and your
circumstances, such as:
»
Earthquake
»
Flood
»
Riders
»
Umbrella liability



RED CROSS p. 18

What should I be doing if I am renting? Should I
consider renter’s insurance?
If you are renting an apartment or home, it is
important to note that your landlord’s insurance
will not cover damage to your possessions in the
event of a disaster. Renters insurance often is
inexpensive, but can have a large impact because
it pays for your damaged, destroyed or stolen
personal property. In addition, it provides liability
coverage for you and generally covers damage to
the interior surfaces of your rental property.
Comparison shop for the best coverage at the
best price. Start with the company that insures
your car because discounts may be available
if you carry more than one policy with the
same company. Make sure you understand the
deductible and what the policy does and does not
cover.
How can I mitigate the impact of a natural
disaster?
When it comes to preparing for a potential
disaster, it is important to start with the basics,
such as installing smoke alarms and carbon
monoxide detectors, and knowing where to shut
off utilities. Next, learn what types of disasters
could affect your area and assess the vulnerability
of your home or apartment. If you are unsure of
your vulnerabilities, here are some good places
to start:
• Your local American Red Cross chapter
(redcross.org)
• Federal Emergency Management Agency
(fema.gov)
• U.S. Department of Homeland Security
(ready.gov)
•
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•

Your local emergency management offices
» Fire and police departments
» Zoning and building permit offices
» Home inspectors, structural engineers and
architects.
» Some of these professionals may be able to
inspect your home or apartment and provide
specific advice on how to improve its safety.

What are the types of mitigation projects to
consider?
Depending on your location, you may be more
susceptible to certain types of disaster. Each of the
more common emergencies below requires different
mitigation efforts.
Earthquakes:
• Use child-resistant latches to keep cabinet
doors shut.
• Bolt bookcases and tall furniture to wall studs.
• Keep glass and other breakables on lower
shelves where possible
• Secure overhead light fixtures to beams
or rafters.
• Use straps to secure your water heater.
• Hire a professional to anchor the main frame
of the home to its foundation.
Wildfires:
• Clear brush and debris surrounding your home.
• Make sure you have fire-resistant siding.
• Consider replacing wood-shingled roofs with less
flammable materials.
High winds, hurricanes and tornadoes:
• Consider hiring a professional to anchor your
home to the foundation and strap the roof
to the main frame.
• Install hurricane shutters.
• Build a tornado safe room or shelter in your home.
Flooding:
• Move electrical panel boxes and the furnace
from the basement or crawl space to an upper
floor or attic.
• Have a professional assess the flood vulnerability
of your foundation and lower-level doors and
windows.



FEMA MITIGATION BEST
PRACTICES PORTFOLIO
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What are some ways I can pay for mitigation
projects?
There are a number of ways you can pay for
mitigation projects, including using savings,
dipping into your cash flow, loans or using
government programs.



RED CROSS p. 17

What should I consider when hiring a contractor
for mitigation work?
Your checklist should include:
• Get estimates from several licensed, bonded,
reputable contractors. States like California
have a Contractors Licensing Board that can
provide further information.
• Ask for proof of necessary licenses and make
sure the contractor obtains building permits
before work begins.
• Verify that your signature on a bid is not an
authorization to start work.
• Get contracts in writing.
• Be wary of offers that are “too good to
be true.”
• Make periodic payments. List a payment
schedule in the contract if possible.
• Demand quality.
• Don’t make a final payment until the job is
finished to your satisfaction.
• Get a release of lien.
• Don’t sign over an insurance settlement to a
contractor.



RED CROSS pp. 16 & 18

What are some strategies for protecting our
health and life?
In the event of a disaster, your first priority will be
to protect your own life and health and that of
your family. Think about the steps you can take
now to plan financially for the possibility of a
life- or health-threatening emergency.
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If you or a family member are injured in a disaster,
coverage such as medical insurance, disability
policies and long-term care suddenly could
become your most important assets. But do you
know what your plans cover—or what to do if you
don’t have coverage?
Some things to keep in mind when choosing health
insurance:
• Know what’s covered.
• Understand the process.
• Keep your coverage in force.
• Make sure you have insurance coverage.
What about disability insurance?
Disability insurance, which pays a monthly income
to disabled individuals who qualify, can help you
manage financially if you can’t go back to work
following an injury.
Points to keep in mind when choosing disability
include:
• Review your current policy.
• Buy an individual disability policy.
• Disability income policies can be significantly
more expensive for women than men.
• Understand the income tax implications.
• Know what you qualify for.
What type of life insurance and how much will
we need?
To determine the type and amount of life
insurance you need, work with a qualified financial
planner or insurance agent. It’s also important to
check beneficiaries to ensure that those named
are correct. Often overlooked is the naming of
contingent beneficiaries should one person
predecease the only beneficiary—or should both
spouses die in a common accident.
Before buying any type of insurance, always check
the financial stability of the company. Independent
rating services, such as A.M. Best Company
(ambest.com), Duff & Phelps (duffandphelps.com),
Moody’s Investors Service (moodys.com), Standard
& Poor’s (standardandpoors.com) and Weiss
Ratings Inc. (weissratings.com) can provide this
information. You also can check the complaints
against an insurance company on some state
insurance department websites.
In choosing life insurance, consider:
•

Periodically reviewing your needs.
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•
•
•

Consulting your CPA financial planner or other
adviser.
Periodically evaluating your coverage.
Understanding different types of insurance.
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What is estate planning and why is it important in
my disaster planning?
Your estate is everything you own, and an estate
plan ensures your possessions and assets are
distributed according to your wishes. In addition, it
covers your health care wishes and who should
take custody of your children and pets. It is a good
idea to engage the professional team that you
already work with to make sure that your actions
and intentions are in alignment. Having a wellarticulated financial plan prior to engaging an
estate planning attorney will be key in the
implementation of a plan that is consistent with
your family’s wishes. Your CPA will be able to
contribute to the discussion of the important tax
implications of the estate planning strategy. It is a
good idea to hire a lawyer who is thoroughly
experienced with estate planning methods and
techniques to assist you.
If you don’t have money to pay a lawyer, a legal
aid clinic or a law school can often help for a
reduced rate or for free.
Consider the following checklist for necessary
estate planning documents:
• Living trust and/or will.
• Durable power of attorney.
• Health care proxy or directives.
• Beneficiary documents.
• Other options for distributing property.



RED CROSS pp. 26-29

How can we best protect our records?
Coping with the after-effects of a disaster is
difficult enough, but the trauma compounds when
vital records are lost. Spend some time organizing
your important documents and putting them in a
safe place. Even if you never experience a disaster,
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the peace of mind gained from organizing your
records is well worth the time spent on this
important task.
In addition, consider sending copies of vital
records to an out-of-town friend or relative,
as well as to anyone—such as a trustee or a
beneficiary—whom you have named in a legal
document.
What should be in our family safe deposit boxes?
A safe deposit box or home safe are two common
ways to protect your records and other
irreplaceable items from disaster. Store originals of
records that would be difficult to replace in a safe
deposit box at a bank. Consider using a bank that
is some distance from your home to decrease the
chances of the bank being affected by the same
disaster. Note: You should not keep the original of
your will in a safe deposit box because the bank
may seal the box temporarily at your death. Keep
the original of your will at your lawyer’s office and
copies of it at home and in your safe deposit box.
Here are some suggestions of what you should
put in a safe deposit box:
•
•
•
•
•
•
•
•
•
•
•

Birth, death and marriage certificates;
Divorce and child custody papers;
Adoption papers;
Passports;
Military records;
Social Security cards;
Copies of driver’s licenses;
Mortgage/property deeds;
Stock and bond certificates;
Car titles;
List of insurance policies (life, health, disability,
long-term care, auto, homeowners and
renters), including the type, company, policy
number and name of insured;
• Copies of power of attorney, living will and
other medical powers; and
• Trust documents.
What should be in our home safe?
At the very least, buy a safe that can withstand
temperatures up to 1,700 degrees. If possible,
place the safe in the basement to decrease the
risk of it falling through the floor in the event of a
fire. Be sure to keep the safe locked at all times
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and tell someone you trust where you keep the
key or combination to the safe. You also can store
important information online by using a digital
vault service or online data backup service. Scan
your important documents and then transfer digital
copies to your online provider. You might also
consider keeping copies of records at your office
and storing originals of vital records, including
backup disks of important digital information, in a
bank safe deposit box or lawyer’s office.

•
•
•
•

•
Should we consider using electronic document
storage?
While you may have hard copies of your records
safely tucked away in two places, a disaster could
make it impossible to access them for an extended
period of time. The “cloud”—a virtual storage
method that can be accessed anywhere, on any
device, with a secure username and password—
provides an easy way to store your vital
documents in a secure environment, while
allowing you to access them from anywhere in
the world.
What records should we keep in our disaster
supply kit?
Your disaster supply kit is something you can
quickly access if you have to leave your home in
an emergency or disaster. It shoud contain copies
of essential household records, as well as:
• Letter of intent to your loved ones in case you
are not there to help them through a disaster.
• Federal and state tax returns for the past three
years, at minimum.
• Copies of important medical information,
including your health insurance card, doctor’s
name(s) and phone numbers, immunization
records and prescriptions (including
prescriptions for glasses and contact lenses).
• Home improvement records.
• Inventory of your possessions, which also can
be stored online.
• Warranties and receipts for major purchases.
• Appraisals of jewelry, collectibles, artwork and
other valuable items.
• Credit card records.
• Retirement account records.
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•

Recent checking, savings and investment
account statements.
Rental agreement, lease and/or mortgage
documents.
Recent pay stubs and employee benefits
information.
List of emergency contacts, including doctors,
CPAs, attorneys, financial advisers and family
members.
Backups of critical digital information, such as
any accounting files.
Safe deposit box information (location,
contents and key). Go through your safe and
disaster supplies kit at lest annually to make
sure your records are up to date and update
your records after making major purchases or
completing major remodeling projects.



RED CROSS pp. 25, 31-34

After Disaster Strikes
Where can we find help/assistance?
Although assistance often is available when
disaster strikes, it’s best to be as prepared as
possible to ensure that you and your family are
taken care of. The following agencies and
organizations can help you plan for potential
disasters and often can offer assistance in
emergency situations:
• State and county offices of emergency
preparedness.
• Federal Emergency Management Agency
(fema.gov or 800-480-2520).
• Department of Homeland Security (ready.gov).
• American Red Cross (redcross.org). You can
also download disaster-specific apps for your
smartphone at redcross.org/prepare/mobileapps.
• Salvation Army (salvationarmyusa.org).
• Volunteers of America
(voa.org or 800/899-0089).
• National Voluntary Organizations Active in
Disaster (nvoad.org).
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How do we file an insurance claim due to
disaster?
Here are the steps you will need to take:
• Collect all policy numbers and insurance
company phone numbers.
• Plan to file a claim even if your home or
property is not covered for the type of disaster
that occurred because consequential damages
may be covered.
• Save receipts for additional living expenses.
Many homeowners’ policies cover additional
living expenses such as housing and food
costs, temporary residence, additional costs
for transportation to and from work and
school, and storage expenses. Find out if you
are eligible to receive an advance from the
insurance company for these expenses.



RED CROSS pp. 37-38

What happens if we don’t have an accurate home
inventory of lost items?
If you are struck by disaster and do not have an
accurate home inventory, you will need to do your
best to create one. Consider the following:
• Estimate the fair market value of damaged
or destroyed items. Look through catalogs,
newspaper ads and online retailers.
• Determine the current value of vehicles.
Consult a car dealer, search the internet or go
to your local library.
• Determine the value of land versus building
values. Check with your county property tax
assessor.
• Get a copy of the escrow papers for your
home. Consult your real estate agent, the title
company, the escrow company or the bank
that handled the purchase or refinance.
• Determine the value of any home
improvements you’ve made. Contact lenders
or contractors to get estimates.
• Get probate values of property you may have
inherited. Check court records to get the most
accurate information.
• File Form 4506, “Request for Copy or
Transcript of Tax Form,” with the IRS.
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•

Obtain previous federal income tax returns
(a small fee may be charged for this service).
If someone else prepared your tax returns,
contact that person to request copies.

What about my work or family members who are
working? What should we do with our employer
if disaster strikes?
It’s important that you or your working family
members know their workplace and benefits
options. Consider the following questions for your
employer:
• Does the organization have a disaster plan? If
you are unable to get to work after a disaster,
will you continue to be paid? If so, for how
long?
• If the business must shut down temporarily,
will you continue to be paid? If so, for how
long?
• Will you be able to use or substitute sick
leave pay, vacation pay or any employer-paid
emergency assistance?
• Will you be eligible to collect unemployment
compensation? If so, when?
• If you are injured in a disaster, what medical
and disability benefits does the company
provide and for how long?
• If you are injured on the job during a
disaster, will you be covered by workers’
compensation?
• What happens if a disaster occurs during a
mandatory strike?
• What should you do if you are injured in a
disaster and can’t go to work?

What should I tell my employer if disaster strikes?
Call your employer as soon as possible or have a
friend or family member call for you. Explain the
situation and ask your employer to keep your
employee benefits, especially your health
insurance, in force. Ask how much sick leave and
vacation time you have accrued. If you are
covered by disability insurance at work, ask your
employer to start the application process
immediately and find out how long you must wait
before benefits will begin.
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What about insurance? Should I call my insurance
agent?
Plan to call your insurance agent if you have your
own disability insurance.
How can I apply for unemployment
compensation?
Call FEMA at (800) 621-FEMA (3362). In a
widespread disaster situation, you might apply in
person at the FEMA Disaster Recovery Centers
set up near the disaster area.
What are my rights under the Americans with
Disabilities Act (ADA)?
If you are disabled by a disaster and want to
return to work, then you may be protected from
job discrimination by the Americans with
Disabilities Act (ADA). The ADA requires
employers covered by the law to make
“reasonable accommodations” or changes so
workers with disabilities can do their jobs. To learn
more about the ADA and other issues related to
disabilities, visit disability.gov.
What if my insurance won’t cover my disability?
Consider tapping into all resources. Ask your
doctor to keep good records of your progress.
Know your rights and insist that they be
respected. Ask your doctor to write a prescription
for necessary medical equipment. Keep your
employer-provided health insurance as long as
possible.



RED CROSS p. 40

Are there government benefits we can access in a
disaster?
If you are disabled in a disaster (or for any other
reason) there are federal programs that may help
you.
• Social Security: The Social Security
Administration (SSA) has two programs that
pay a monthly benefit to people who are
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•

disabled and cannot work, but you must
apply—and qualify—for these benefits.
»
Social Security Disability Insurance
(SSDI): For people who worked and
paid Social Security taxes for a certain
period of time before becoming disabled.
Children and spouses of disabled workers
who are receiving SSDI benefits also may
qualify for benefits.
»
Supplemental Security Income (SSI): For
people with disabilities who have very
little income and very few assets. There
are no prior work requirements. Both
adults and children with disabilities can
apply for SSI benefits.
If you or a member of your family is disabled
in a disaster, contact the Social Security
Administration (socialsecurity.gov or
800/772-1213) to start the process of
applying for benefits. (Note: A disability must
exist for five months before you can submit an
application.) Keep in mind, however, that SSA’s
rules for qualifying for benefits are strict and
there are waiting periods to fulfill before you
can begin receiving benefits.

What about assistance for veterans?
If you are a veteran and become disabled in a
disaster, you could be eligible for a monthly
disability benefit, depending on your military
service record, the severity of your injury and your
other income. For more information, visit the
Department of Veterans Affairs at va.gov.
We need cash now. Where are some sources we
can turn to?
In a disaster, one of the first things you are likely
to need is money for food, shelter, repairs and
other expenses. Be prepared with cash on-hand
and know where you can access larger amounts of
money. Other considerations include:
• Find out about any special disaster relief funds
that are available from federal, state and local
governments, which are generally income-tax
free.
• Cashing out an insurance policy. A whole life
or universal life insurance policy might have
a cash value that you can withdraw or use to
get a loan from the insurance company (term
insurance has no cash value). Keep in mind
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•
•

•

•

•

that the insurance company may charge you a
fee. A portion of the cash value may be taxable
if the amount received is a partial surrender of
the policy and is greater than the cumulative
premiums paid.
Remember to budget a repayment plan when
financial stabilization has been reached.
Consider selling some of your personal
property to generate extra cash. Research the
market value of furniture, electronics or other
valuables that you could sell.
Be careful with a reverse mortgage, which is
a loan against the equity (the value of your
house minus the money you still owe on it) of
your home. If you are 62 years old and own
your home (or nearly own it), you may be able
to get cash out of the equity in the house by
using a reverse mortgage. You don’t have to
pay back the loan as long as you live in the
house. It can be an expensive loan and can
result in a substantial loss of equity. Before you
take out a reverse mortgage, talk to your CPA
financial planner or other financial adviser to
make sure you understand the full cost of the
loan.
Tap into a retirement fund. Ask your employer
about the rules for borrowing against your
retirement plan. Keep in mind that if a disaster
leaves you disabled, you can withdraw money
from the retirement plan without penalty,
although you will have to pay income tax.
You also may be able to borrow up to 50
percent of your retirement plan assets up to
$50,000. You will have to pay it back, but you
won’t pay taxes if it is fully repaid.

Should I or a member of my household consider
getting an additional job if we need more
income?
Yes. Consider the following to increase your family
income if needed:
• Attend a community college, technical school
or trade school, which often are geared for
adults and offer courses in practical skills
you may need. Community colleges also are
usually less expensive than four-year colleges
or universities.
• Ask potential employers if they provide onthe-job training or help pay for classes. Apply
for grants, scholarships and loans.
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•

•

•
•

Some scholarships are geared specifically
for adults returning to the workforce or for
individuals who are the first in their families to
pursue college degrees.
Ask the school’s financial aid officer to
guide you or check the following websites:
collegeboard.com and finaid.org.
Your state employment office may offer special
programs for people entering the workforce for
the first time in many years.
AARP’s website (aarp.org/working_options/) has
a section devoted to people returning to work.
Religious and community groups are additional
sources of counseling and support. Take
advantage of educational tax deductions and
credits if you qualify for them.

What other action can we take to protect cash
flow in a disaster?
Since power may be out after a disaster, ATMs
and credit card machines may not be working. In
addition, banks may be closed or you may not be
able to return home. Keep a sufficient amount of
cash and traveler’s checks in a disaster supplies kit
that you keep at home and can get to quickly.
How much cash should we have on hand?
To determine how much money to set aside,
estimate how much your family would need for at
least three days. It’s also important to set aside
extra money in an emergency fund. Many financial
experts advise saving enough money to cover
your bills for three to six months. Place the money
in an account that you can access easily, such as a
bank savings account or money market account,
and then leave it there until you face an
emergency or unexpected expense. Consider
depositing some funds in a financial institution
that is outside of your local area to decrease the
chances of it being affected by the same disaster.
How do we protect ourselves from fraud?
Catastrophe is a breeding ground for consumer
fraud. Visit the FBI website (fbi.gov) for useful
information about current frauds and prevention.
It is important to remember that this list is not
exhaustive, and people committing fraud are
always creating new ways to take advantage of
people in disaster situations.
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•

Familiarize yourself with common frauds, as
well, by checking these government agencies:
»
»
»

»

FBI: fbi.gov/scams-safety/fraud
Securities and Exchange Commission
(SEC): sec.gov/investor/brokers.htm
Financial Industry Regulatory
Authority Inc. (FINRA): finra.org/
Investors/ProtectYourself/InvestorAlerts/
FraudsAndScams/
United States Federal Government:
usa.gov/topics/consumer/scams-fraud.shtml

•

•

•

Pay off credit card debts with the highest
interest rates first. If you cannot pay off the
entire amount, at least pay more than the
minimum required every month.
Consider bankruptcy only as a last resort. If you
find yourself in this situation, call a lawyer or
legal aid clinic before taking action.
Make sure that your disaster supplies kit
contains information about your loans and credit
cards, including account numbers and contact
information.

Other considerations include:
•

•

•

Be cautious when wiring money, even if it
sounds like you are speaking with someone
you know. There have been reports of money
wired to people who sound like a relative or
friend on the phone, only to discover that it
was a fraud and the money was wired out of
the country.
It is common today for people who commit
fraud to infiltrate your email account. When it
comes time to wire funds, they may intercept
important documents that you email, and what
you thought was going to be wired to a service
provider was instead wired offshore.
Run your own background checks. Most
professionals and contractors have to be
licensed in the state that services are delivered.
Online state and county databases, as well as
the Better Business Bureau (bbb.org), are good
places to start.

What are some strategies to manage debt before
and after a disaster?
The better financial shape you are in now, the
better you’ll be able to handle a disaster. One
thing you can do to prepare is get control of any
debt you have.
As much as possible, pay down your credit card(s)
and other loan obligations so you’ll have access to
credit if you need it in an emergency.
The following ideas may help: Call the businesses
to which you owe money. Ask for their help in
working out a manageable repayment plan.
• Consider using a debt counselor. You may
benefit from a not-for-profit debt counseling
service, such as Consumer Credit Counseling
Service (nfcc.org).
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What are some financial decisions we should take
immediately following a family member’s death in
a disaster?
Consider the following:
•
•
•
•
•
•
•
•
•
•

Notify authorities.
Locate any letter of intent/instruction.
Make initial phone calls to advisers.
Notify the Social Security Administration (SSA).
Contact the three major credit bureaus (Equifax,
Experian and TransUnion).
Contact the deceased’s credit card companies
and any other creditors.
Notify service providers and associations.
Notify your state.
Make sure key insurance policies are up to date.
Know your rights when a spouse passes away.
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What steps should we consider from an estate
settlement perspective if a loved one passes?
Consider the following:
• Read the will and/or trust.
• Obtain several copies of the death certificate
that can be used by banks, etc.
• Hire a lawyer.
• Carry out the duties of the executor.
• And give yourself enough time.



RED CROSS pp. 45-46
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What should we consider when managing our
emotional health during this difficult time?
In the wake of a disaster, it can be easy to let your
survival instincts take over. But it is important that
you manage your, and your family’s, emotional
wellbeing. To help cope with stress while
recovering from a disaster, the Red Cross offers
the following additional guides:
• Taking Care of Your Emotional Health
• Helping Children Cope with Disaster



RED CROSS pp. 44-45

How can I use social media to assist me and my
family during a disaster?

GENERAL TAXATION QUESTIONS
Source: IRS FAQs for Disaster Victims

Affected Taxpayer and Records Necessary to Meet a
Deadline for Filing and Paying
Does disaster relief apply to me if my tax preparer
is in a disaster area but I’m not?
Disaster relief applies to tax preparers who are
unable to file returns or make payments on behalf
of the client because of the disaster. Therefore, if
you are a taxpayer outside of the disaster area, you
may qualify for relief if:
• Your preparer is in the disaster area, and
• The preparer is unable to file or pay on your
behalf.
To get the postponement for filing or payment,
you must:

Social media is the fastest way to communicate
information today. If you don’t have a social media
presence, consider setting up a Twitter, Facebook
of Instagram profile.

•

Businesses, church groups, neighborhood groups,
associations and condo associations also should
consider using it to inform their members.

•

Examples of items communicated in previous
disasters include:

I own an interest in a partnership or am a
shareholder in an S corp, located in a federally
declared disaster area, but do not live in that area.
Do I qualify as an affected taxpayer for purposes of
receiving filing and payment relief?

• When FEMA resources show up in the
neighborhood.
• Changes in FEMA programs that affect you.
• Where building and cleaning supplies are
available.
• Who is and isn’t a trusted contractor or other
clean-up resources.
• How and where other aid may be being
provided.
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•

Call the Disaster Assistance Hotline at 1-866562-5227;
Explain that your necessary records are located
in a covered disaster area; and
Provide the FEMA Disaster Number of the
county where your tax preparer is located.

Yes. If the affected partnership or S corp cannot
provide you the records necessary to file your
return, then you’re also an affected taxpayer. Your
filing and payment deadlines are postponed until
the end of the postponement period just like the
affected partnership or S corp.
To get the postponement for filing or payment, you
must:
• Call the Disaster Assistance Hotline at 1-866562-5227;
• Explain that your necessary records are located in
a covered disaster area; and
• Provide the FEMA Disaster Number of the
county where the affected partnership or S Corp
is located.
See Treas. Reg. Secs. 301.7508A-1 and Rev.
Proc. 2007-56 for a list of taxpayer acts that
may be postponed in response to a federally
declared disaster.
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Amended Returns
When may I elect the provisions of IRC Sec.
165(i) allowing me to deduct disaster related
losses in the prior year?
Taxpayers who sustain losses attributable to a
disaster occurring in an area subsequently
declared by the president of the United States to
be a federally declared disaster area that warrants
assistance by the federal government under the
Robert T. Stafford Disaster Relief and Emergency
Assistance Act may elect Section 165(i) treatment.
For purposes of 165(i), a disaster includes an
event declared by the president as a major
disaster or emergency.
How log does it take the IRS to process amended
returns filed by disaster victims making a Sec.
165(i) Election?
The IRS expedites processing of amended returns
notated with the appropriate disaster information,
on the top of page one of Form 1040X, i.e.
“Midwestern Disaster Area.” The timeframe is
generally 60 days.
A taxpayer affected by a disaster timely filed a
federal income tax return for the taxable year the
disaster occurred and did not claim a casualty
loss deduction on that return. May the taxpayer
wait until a later year and amend the original
return to claim a casualty loss deduction reduced
by insurance and other reimbursement received
in a subsequent year?
A taxpayer may claim a casualty loss deduction for
the first time on an amended original return as
long as the amended return is timely filed. That
casualty loss must be reduced by insurance and
other reimbursements.
If a taxpayer properly claimed a casualty loss
deduction on an original return and in a later year
receives reimbursement for the loss, the taxpayer
does not amend the original return but reports
the amount of the reimbursement in gross income
in the tax year it is received, to the extent the
casualty loss deduction reduced the taxpayer’s
income tax in the tax year in which the taxpayer
reported the casualty loss deduction.
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There is, however, an exception to the general
rule that allows taxpayers affected by Hurricanes
Katrina, Wilma or Rita who previously reported a
hurricane-related disaster loss with respect to their
main home and subsequently received a qualified
hurricane relief grant as reimbursement to file
an amended return for the tax year in which the
casualty loss deduction was claimed.
See Notice 2008-95, which provides guidelines to
homeowners who received federal reimbursement
grants stemming from Hurricanes Katrina, Rita
or Wilma, including the Louisiana Road Home
Grants and the Mississippi Development Authority
Hurricane Katrina Homeowner Grants.
The Notice explains how eligible taxpayers can
amend prior-year returns to reduce the casualty
loss deduction previously taken by the amount
of the grant, and that under certain conditions
taxpayers have one year to pay back any resulting
tax due, penalty-free and interest-free.
These amended returns must generally be filed
by July 30, 2009, and the entire resulting tax due
paid within one year from the timely filing of the
amended return.
In computing the “tax benefit,” review Publication
525, Taxable and Nontaxable Income.
Casualty Loss (Valuations and Sections 165 (i))
Taxpayers and tax professionals have raised a number
of concerns about casualty loss valuations. While the
IRS continues to research and develop specific answers
to these issues, general guidance follows below.
While the IRS cannot address every question received
about property valuation issues, it urges taxpayers
and tax professionals to act in good faith and make
reasonable estimations based on all information
available. The IRS is committed to considering each
situation on a case-by-case basis.
As for lost records, when records are not available or
it is not feasible to obtain documentation sufficient
to recreate records otherwise required, the IRS will
consider documentation requirements satisfied by the
best reasonably available information presented in
good faith.
Form 4684: There are concerns that the form is
cumbersome when using the repairs as evidence of the
loss. You must reduce the value of the property after
the loss by the amount of the repairs paid out to get
the form to compute correctly.
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Under the law, a personal casualty loss is determined
by taking the smaller of:
•

The cost or other basis of the property
(reduced by any insurance reimbursement), or

•

The decline in fair market value of the
property as measured immediately before and
after the casualty (reduced by any insurance
reimbursement).

The cost of repairs may, in certain cases, be used to
measure the decline in fair market value, but it cannot
be used by itself to determine the amount of the loss.
When the cost of repairs is determined to be a fair
measure of the decline in fair market value, then all
you have to do is take the fair market value before the
casualty and reduce it by the cost of repairs to arrive at
the fair market value after the casualty.
Suggestions for redesign of the form to make the
computation less cumbersome and still follow the law
are welcome and may be submitted at the Comments
on Tax Forms and Publications page, or you may
write to: Internal Revenue Service, Individual Forms
and Publications Branch, SE:W:CAR:MP:T:I, 1111
Constitution Ave. NW IR 6406, Washington, DC
20224.
Section 1.165-7(b)(1)(i) indicates the decrease in
fair market value is the difference between the
property’s value immediately before and
immediately after the casualty. What constitutes
“immediately after”?
To compute the deductible casualty loss, taxpayers
need to determine:
• The difference between the fair market value
immediately before and immediately after the
casualty; and
• The adjusted basis of the property (usually the
cost of the property and improvements).
Taxpayers may deduct the smaller of these
two amounts, minus insurance or any other
form of compensation received or expected to
be received. One method of determining the
decrease in fair market value is an appraisal. An
appraisal must reflect only the physical damage
to the property and not a general decline in the
property’s fair market value. See Sec. 1.165-7(a)
(2)(i) of the Income Tax Regulations. Taxpayers
may also use the cost to repair or clean up the
property (cost-of-repairs method) to determine
the decrease in fair market value caused by the
casualty. See Sec. 1.165-7(a)(2)(ii).
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Although the regulations use the term “immediately
after” when referring to the post-casualty value,
the IRS recognizes that taxpayers’ ability to
determine the decrease in the fair market values
of their properties, as a result of a disaster, may be
restricted by lack of access to the properties and
the need to remove water from flooded properties.
Under these circumstances, the decrease in fair
market value would take into account additional
damage sustained to the property as a result of
delays due to legal and physical restrictions to
taxpayers’ access to their property and the need to
remove standing water from the properties.
If a taxpayer owns several parcels of real estate
damaged by a federally declared disaster, may the
taxpayer elect under Sec. 165(i) to claim a casualty
loss on one property in the prior year and a
casualty loss on other property in the current
year?
If a taxpayer elects under Sec. 165(i) to deduct a
disaster loss sustained in the disaster year on an
original or on an amended return for the preceding
year, the taxpayer must report all related losses that
qualify for the election on the preceding year
return. See Sec. 1.165-11T(c) of the Income Tax
Regulations.
A homeowners/condo association sustained a loss
from a disaster and made a special assessment on
owners to replace uninsured property. May the
homeowners claim the special assessment as a
casualty loss?
The answer depends on whether the damaged
property was owned by the homeowners
association or by the individual members as tenants
in common.
A homeowners association (including a
condominium association) is organized and
operated for the purpose of acquiring, constructing,
managing and maintaining “association property.”
Such property includes real and personal property
owned by the organization or owned as tenants
in common by the members of the organization.
This property is generally referred to as “common
elements.”
Funds for performance of the activities of the
homeowners association are generally derived from
assessments of the members and the assessments
include real property taxes on association property
as well as reserves for capital items such as
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resurfacing a parking lot, replacement of street
lights, construction of a swimming pool, etc.
This would include special assessments for
any uninsured portion of the cost of repair or
replacement of property damaged by a natural
disaster.
A casualty loss deduction is only allowed
for losses from property owned by the
taxpayer. If the common elements are not
owned by individual members, but rather by
the homeowners association, an individual
member would not be entitled to a casualty
loss deduction. A member’s assessment for the
replacement of a capital item, whether or not
the item was damaged by a casualty, is in the
nature of a contribution to the capital of the
homeowners association and is not currently
deductible by the member.
However, if the individual members of the
homeowners association own the common
elements as tenants in common, the individual
members may be entitled to casualty loss
deductions in proportion to each member’s
interest in the damaged common elements.
To compute the amount of a casualty loss, a
taxpayer must determine the fair market value
of the property both immediately before and
immediately after the casualty and compare the
decrease in fair market value with the adjusted
basis in the property. From the smaller of these
two amounts, a taxpayer must subtract any
insurance or other form of compensation they
have received or reasonably expect to receive.
Fair market value may be determined by an
appraisal. The cost to repair or clean up the
property (cost-of-repairs method) may also be
used as a measure of the decrease in fair market
value caused by the casualty if the repairs are
actually made, are not excessive, are necessary to
bring the property back to its condition before the
casualty, take care of the damage only, and do not
cause the property to be worth more than before
the casualty. See Regulations Sec. 1.165-7(a)(2).
If the members own the common elements
damaged by the casualty as tenants in common,
they are entitled to a casualty loss deduction
for the lesser of: (1) the decline in value of their
ownership interest as a result of the casualty or
(2) their adjusted basis. From the smaller amount,
the member should subtract any insurance or
other form of compensation received or expected
to be received. With respect to a member
claiming the special assessment as a casualty loss,
CalCPA Disaster Preparedness and Recovery FAQs © 2020

a member could use the amount of the assessment
as a measure of the decrease in the fair market
value of the common elements caused by the
casualty as long as the amount of the assessment
is commensurate with the member’s ownership
interest in the common elements and the
requirements for using the cost-of-repairs method
of valuation, described above, are satisfied.
In summary, if the common elements are owned
by the homeowners association, the members
are not entitled to any casualty loss deduction for
damage to the common elements and, therefore,
the members may not deduct a special assessment
to replace uninsured property (common elements)
damaged by a disaster. However, if the common
elements are owned by the members of the
homeowners association as tenants in common,
the members may be entitled to a casualty loss
deduction as discussed above.
How does a taxpayer determine a casualty loss
from damaged trees and other landscaping on
personal-use residential property when that loss is
attributable to a disaster?
In determining the amount of a casualty loss from
damage to personal-use residential property, trees
and other landscaping are considered part of the
entire residential property, and are not valued
separately or assigned a separate basis, even if
purchased separately.
To compute your casualty loss:
1. Determine your adjusted basis in the entire
residential property before the casualty. Your
basis is generally the cost of the property,
adjusted for improvements and certain other
events. For more information on determining
your adjusted basis, see Publication 530, Tax
information for First-Time Homeowners, and
Publication 551, Basis of Assets;
2. Determine the decrease in fair market value of
the entire residential property as a result of the
casualty; and
3. From the smaller of these two amounts,
subtract insurance and any other form of
compensation received or expected to be
received.
For residential property, damaged and destroyed
trees and other landscaping may adversely affect
the fair market value of the entire property by
reducing the curb or overall appeal of the property.
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One method of determining the decrease in fair
market value is to compare an appraisal of the
entire residential property, including trees and
other landscaping, before the damage caused
by the casualty to an appraisal of the entire
residential property after the damage caused by
the casualty, including damage to trees and other
landscaping. Valuation of the damage to a tree by
an arborist does not determine the decrease in
fair market value of the entire property.
Alternatively, the cost of cleaning up and
restoring the residential property, including trees
and other landscaping, to its condition before the
casualty may be used as evidence of the decrease
in fair market value, if the clean-up, repairs, and
restoration are actually done, are not excessive,
are necessary to bring the property back to its
condition before the casualty, take care of the
damage only, and do not cause the property to be
worth more than before the casualty.
For example, if these requirements are satisfied,
the cost of removing destroyed or damaged trees
(minus any salvage received), pruning and other
measures taken to preserve damaged trees, and
replanting necessary to restore the property to
its approximate value before the casualty may
be acceptable as evidence of the decrease in fair
market value caused by the casualty. You may not
include in your cost of cleaning up and restoring
your property the cost of purchasing any capital
asset, such as a compact loader or tractor, or the
value of the time you spend cleaning up your own
property.
The following examples illustrate the points
discussed above:
Example 1: A taxpayer lost a large tree in her
backyard due to a disaster, but sustained no other
property damage. An arborist valued the damage
to the tree at $3,000. The taxpayer spent $600
to remove the tree from the yard and grind the
stump. Insurance paid $500 for debris removal.
The value of the damage to the tree determined
by the arborist does not qualify as a measure of
the casualty loss because it does not reflect the
decrease in the fair market value of the residential
property as a whole, including the residence, land,
and improvements. The taxpayer may obtain an
appraisal of the entire property to determine any
decrease in value resulting from the loss the tree.
Alternatively, the taxpayer may use costs incurred
to clean up and to remove the tree as a measure
of the decrease in the fair market value of the
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property provided the costs are not excessive,
are necessary to bring the property back to its
condition before the casualty, take care of the
damage only, and do not cause the property to be
worth more than before the casualty. The taxpayer
would subtract from the loss any insurance
reimbursement for tree removal and clean-up
expenses. Under this alternative, the taxpayer has
a casualty loss of $100.
Example 2: A taxpayer had a large tree that fell
during a disaster and crushed a carport. Among
many trees on the property, it was the only tree
that was damaged. The loss of this tree does not
affect the fair market value of the entire property.
Homeowners insurance reimbursed the taxpayer
all costs for repairing the carport and removing the
tree.
Insurance paid for all repair costs to bring the
property back to its pre-casualty condition and
value. Therefore, the taxpayer has no casualty loss.
For more information on casualty losses, see
Publication 547, Casualties, Disasters & Thefts.
A taxpayer’s residence is damaged by a disaster.
Prior to the disaster the taxpayer’s basis in the
property was $100,000. The taxpayer receives
insurance proceeds of $10,000 for the damage
(not for living expenses), but only spends $7,500
for repairs necessary to restore the residence to
its condition before the hurricane. The taxpayer
receives no other form of compensation for the
damage. Does the taxpayer have a casualty loss
deduction? Is the difference of $2,500 between
the insurance recovery and the repair cost
taxable? What is the adjusted basis of the
residence after the repairs?
The taxpayer does not have a casualty loss
deduction, because the loss is fully covered by
insurance. To compute a casualty loss deduction, a
person must:
1. Determine the adjusted basis in the property
before the casualty;
2. Determine the decrease in fair market value
of the property as a result of the casualty
(generally by appraisal or using the cost-ofrepairs method); and
3. From the smaller of these two amounts,
subtract insurance and any other form of
compensation received or expected to be
received.
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See Publication 547, Casualties, Disasters, and
Thefts. In this case, using the cost-of-repairs
method to measure the decrease in value
caused by the hurricane, the taxpayer sustained
a casualty loss of $7,500—the lesser of the
$100,000 basis in the residence and the $7,500
cost of repairs. However, since the $10,000 in
insurance exceeds the casualty loss, the taxpayer
may not claim a casualty loss deduction on the
taxpayer’s federal income tax return.
The fact that the insurance proceeds exceed the
cost of repairs does not in and of itself result
in taxable income to the taxpayer. Any gain
from a casualty is determined by the amount
of insurance proceeds and any other form
of compensation received or expected to be
received in excess of the amount of the taxpayer’s
adjusted basis in the damaged property prior to
the casualty. In this example, the taxpayer would
not recognize any gain because the amount of
the insurance proceeds is less than the taxpayer’s
pre-disaster basis in the residence.
To determine the new basis in the residence, the
taxpayer adjusts the pre-disaster basis by taking
into account adjustments that decrease basis and
adjustments that increase basis. Casualty loss
deductions and compensation for the damage (for
example, insurance proceeds) both decrease basis.
See Publication 551, Basis of Assets, page 5.
Note, however, that in this case the taxpayer does
not have an allowable casualty loss deduction, so
the casualty loss does not affect the taxpayer’s
basis.
The $10,000 insurance payment reduces the
taxpayer’s basis in the residence. The $7,500
spent on repairs to restore the residence to
its condition before the disaster increases
the taxpayer’s basis in the residence. Thus, in
this situation, the taxpayer’s new basis of the
residence is the taxpayer’s pre-disaster basis
reduced by the $2,500 difference between the
insurance proceeds received and the cost to
repair the damage, and is computed as follows:
New Basis Calculation
Basis before casualty

$100,000

Less casualty loss deduction

($0)

Less insurance received

($10,000)

Net basis calculation

$90,000

Plus repairs

$7,500

Basis after casualty

$97,500
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PUB. 530 Tax Information
for First-time Homeowners

How will the IRS handle water damage mold
issues as a result of insufficient repairs or
whatever the cause? Will there be special
reporting on the loss related to mold?
Whether individuals may claim damage to their
personal-use property from mold as part of a
casualty loss depends on the facts and
circumstances of each situation. A key
consideration is whether the mold damage
occurred as a direct result of the disaster or from
some other intervening cause since there must be
a causal connection between the casualty event
and the loss claimed by the taxpayer.
For example, individuals would not be entitled to
deduct as part of their casualty loss mold damage
that occurred as a result of insufficient repairs.
The individuals’ casualty loss deduction would
be limited to the property damage caused by the
disaster. In addition, if a large amount of time
lapsed between the date of the hurricanes and
the formation of the mold, this raises the question
of whether the mold damage was caused by the
disaster or by some other factor.
The formation of mold may qualify as a separate
casualty. A casualty is an event that is identifiable,
damaging to property, and sudden, unexpected,
and unusual in nature. An event is sudden if it is
swift and precipitous, and not gradual or due to
progressive deterioration of property through a
steadily operating cause. An event is unexpected
if it is unanticipated and it occurs without the
intent of the one who suffers the loss. An event is
unusual if it is extraordinary and nonrecurring, one
that does not commonly occur during the activity
in which the taxpayer was engaged when the
destruction or damage occurred and one that does
not commonly occur in the ordinary course of dayto-day living of the taxpayer.
If, under a particular set of facts, the formation
of mold is a sudden, unexpected, unusual and
identifiable event that caused damage to the
individual’s property, then it would qualify as a
casualty and the individual may be entitled to
deduct the loss for the resulting property damage
as a casualty loss under section 165(c)(3) if the
individual satisfies the other requirements for the
deduction.
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A business building has adjusted basis of $40,000
($30,000 building and $10,000 land). Building is
50 percent damaged. Insurance is $10,000. Cost
to repair is $85,000. What is the amount of the
taxpayer’s casualty loss deduction?
If the business property was damaged, but not
destroyed, the casualty loss is measured by the
lesser of the adjusted basis or the decrease in fair
market value, minus any other form of
compensation (such as insurance reimbursement).
Section 1.165-7(a)(2) of the Income Tax
Regulations provides two methods for taxpayers
to determine the decrease in fair market value of
the property affected by a casualty.
The first method is an appraisal. An appraisal must
reflect only the physical damage to the property
and not a general decline in the property’s fair
market value. See Sec. 1.165-7(a)(2)(i).
The second method is the cost to repair the
property. See Sec. 1.165-7(a)(2)(ii). The cost to
repair the damaged property may be used as
evidence of the decrease in value if the taxpayer
makes the repairs and shows that the repairs:
a. are necessary to bring the property back to its
condition before the casualty;
b. the amount spent for repairs is not excessive;
c. the repairs take care of the damage only; and
d. the value of the property after the repairs is
not, as a result of the repairs, more than the
value of the property before the casualty.
Since the property is used in a trade or business,
the casualty loss deduction must be computed
based on each single identifiable property
based on Sec. 1.165-7(b)(2)(i). Therefore, the
taxpayer must compute the loss deduction with
respect to the building separately. If the taxpayer
satisfies all of the requirements for the cost of
repairs method, then the casualty loss would
be measured by comparing the decrease in fair
market value (as evidenced by the cost of repairs)
to the adjusted basis of the building.
The casualty loss with respect to the building
would be the lesser of the decrease in fair market
value of the building or the adjusted basis of the
building, reduced by insurance compensation. The
deductible casualty loss for the building would
be $20,000, computed by using $30,000, which
is the lesser of the decrease in fair market value
of the building ($85,000) (we are assuming that
the $85,000 reflects only the cost to repair the
building) or the adjusted basis of the building
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($30,000) and subtracting from $30,000 the
insurance payment of $10,000 (assuming that the
$10,000 insurance compensation covered the loss
of the building only).
The casualty loss must be computed separately for
any other improvements to the property.
What is the taxpayer’s basis in the building?
The taxpayer’s basis in the damaged building is
reduced by the amount of the insurance proceeds
received and the amount of the allowable casualty
loss deduction attributable to the damaged
building.
If the taxpayer repairs the partially damaged
building, how do the repair costs affect the
computation of the taxpayer’s basis in the
building?
If the taxpayer repairs the damaged building, the
cost of the repairs ordinarily is capitalized and
added to the taxpayer’s tax basis in the damaged
building.
What is the authority for the basis information
described above?
Sections 1012 and 1016 of the Internal Revenue
Code. Section 1012 provides, generally, that the
basis of property is its cost to the taxpayer. Section
1016 requires that proper adjustment be made to
the basis of property for expenses, receipts, losses
or other items properly chargeable to capital
account.
Is there an audit technique guide to assist in the
preparation of casualty losses?
No, but there is other IRS-issued guidance to help
taxpayers determine and report disaster-related
casualty losses. See Publication 584, Casualty,
Disaster and Theft Loss Workbook. Also see,
Internal Revenue Manual Section 4.10.7.3,
Evaluating Evidence, and Section 4.10.7.4, Arriving
at Conclusions.
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According to Treas. Reg. 1.165-7(a)(2)(ii), the cost
of making repairs to restore property to its original
condition can be used as a measure of the
decrease in the fair market value of the property.
If the repairs have not yet been made, but the
taxpayer received an estimated cost of the repairs,
can the taxpayer report the estimated cost on the
taxpayer’s return?
No. To be able to use the cost of repairs method to
determine the decrease in fair market value of a
property, the repairs must have been made by the
due date of the tax return. If the repairs have not
been made, the taxpayer should file the return
without reporting the casualty loss information.
After the repairs have been made, the taxpayer
may file an amended return.
Previously, taxpayers affected by a federally
declared disaster were instructed to write, in red
ink, at the top of the Form 1040 or 1040-SR,
information that identifies the particular disaster.
Because many taxpayers file returns electronically,
how will they receive the designated disaster tax
relief?
Original electronic or paper returns do not require
the disaster designation. When the Federal
Emergency Management Agency (FEMA) notifies
the IRS of the areas qualifying for Individual
Assistance under a federal disaster declaration, the
IRS systemically codes taxpayer accounts if the
taxpayer’s address of record reflects a ZIP code
within the affected counties. The disaster indicator
will identify the account as being eligible for
applicable tax filing or payment relief.
Affected taxpayers filing Form 1040X to claim
disaster casualty losses may still place the
designation at the top of the form. This action
assists in processing disaster claims expeditiously.
Can affected taxpayers use the value of their
property as stated in their most recent property
tax statement to establish the fair market value of
the property before the casualty?
No. The law allows the taxpayer to establish the fair
market value of the property before the casualty by
either: (1) obtaining an appraisal from a competent
appraiser (see Reg. 1.165-7(a)(2)(i)); or (2) by using
the cost of repairs method (see Reg. 1.165-7(a)(2)
(ii)). The IRS will review each return based on the
particular facts and circumstances.
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Taxpayer’s beach-front rental property was
destroyed as a result of a 2008 hurricane. The
taxpayer decided not to rebuild. After the
hurricane, the county tax assessor valued the
property at $100. The taxpayer received
insurance proceeds in 2009 that resulted in a
gain. The taxpayer, who had been reporting
income and expenses on Schedule E, has
suspended losses. Is the taxpayer required to
report the gain in 2008 or 2009? Is the taxpayer
required to consider the property as disposed of
and take the suspended losses? If so, are these
losses reported on the 2008 or 2009 return?
The gain that results from the casualty must be
reported in the year in which the insurance
proceeds were received. Therefore, in the example
above, the taxpayer should report the gain in
2009. See IRS Notice 90-21, 1990-1 C.B. 332.
Pursuant to IRC Sec. 469(g), losses are allowed,
without limitation, if the taxpayer disposes of the
entire interest in the activity to an unrelated
person in a fully taxable transaction.
Generally, this rule does not apply unless the
taxpayer disposes of all of the assets used in the
activity (including land). Because the taxpayer in
the example above has not disposed of the land,
the taxpayer may only take passive activity losses
up to the amount of the taxpayer’s passive income
in 2008. Any suspended losses not allowed would
carryover to 2009.
Change of Address
What address should be used on a taxpayer’s
return considering the number of times they may
move and may not remain at a current address
for a long period of time?
Taxpayers should use their current address when
filing. If the taxpayer moves after filing the return,
they should update their address with the IRS by
calling the IRS Disaster Assistance Hotline at (866)
562-5227 or by filing Form 8822, Change of
Address (PDF). The IRS also recommends that
taxpayers notify the Post Office serving the old
address.
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Copies of Tax Returns
How does a taxpayer or return preparer obtain an
expedited copy of a tax return or tax return
transcript?
You can use Form 4506, Request for Copy of Tax
Return (PDF) to order a copy of your tax return.
Generally, there is a $50 fee for requesting each
copy of a tax return. If your main home, principal
place of business or tax records are located in a
federally declared disaster area, the fee will be
waived if the name of the disaster (for example,
“Midwestern Disaster Area”) is written in red
across the top of the Form 4506, Request for
Copy of Tax Return (PDF) when filed.
The IRS will provide disaster victims or their return
preparer with an expedited tax return transcript
free of charge. Expedited services are available
to taxpayers or their authorized representative
who call the IRS Disaster Assistance Hotline at
(866) 562-5227. Also, Form 4506-T, Request for
Transcript of Tax Return (PDF) may be faxed or
mailed to the appropriate IRS campus found in
the instructions. If mailed, the appropriate disaster
information, such as “Midwestern Disaster Area,”
should be written in red across the top of the
form. For tax professionals who are registered for
E-services, this is the most expedient and efficient
method for obtaining the tax return transcript for
their client.
Extensions of Time to File
A taxpayer whose individual income tax return
(Form 1040 or 1040-SR) is due to be filed on or
before April 15, 2013, timely files an extension to
file the return under Sec. 6081, thereby
extending the due date to Oct. 15, 2013. If the
county in which the taxpayer resides is declared a
federally declared disaster area, and, pursuant to
Sec. 7508A of the Internal Revenue Code, the
IRS postpones filing and payment obligations for
the period Sept. 1, through Nov. 4, 2013, when is
the taxpayer’s Form 1040 or 1040-SR now due?
The due date for filing the individual income tax
return is the later of the end of the postponement
period or the extended due date. Here, the
postponement period ends Nov. 4, 2013, which is
later than the extended due date (Oct. 15, 2013).
Therefore, the taxpayer’s individual income tax
return is due Nov. 4, 2013.
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What is the effect of filing an extension of time
to file under Sec. 6081, if, prior to the March 15,
2013, due date for filing a U.S. Return of
Partnership Income (Form 1065), an event in the
state and county in which the partnership was
formed, results in the area being declared a
federally declared disaster area and, pursuant to
IRC Sec. 7508A, the IRS postpones filing and
payment obligations for the period March 1,
2013, through April 30, 2013?
The due date for filing the partnership return is
the later of the extended due date or the end of
the postponement period. If the partnership,
which is an affected taxpayer with respect to the
federally declared disaster, filed an extension of
time to file prior to the end of the postponement
period (April 30, 2013), the extension would relate
back to the original due date, March 15, 2013.
The extension would run from March 15, 2013, to
Sept. 16, 2013. Because the extended due date
(Sept. 16, 2013) is later than the end of the
postponement period (April 30, 2013), the
partnership’s Form 1065 is timely if filed on or
before Sept. 16, 2013.
A corporate taxpayer whose U.S. corporation
income tax return (Form 1120) is due to be filed
on or before March 15, 2013, files an extension
of time to file under Sec. 6081 prior to the due
date for filing the return thereby extending the
due date to Sept. 16, 2013. If, as a result of a
disaster, the county in which the corporate
taxpayer’s principal place of business is located is
declared a federally declared disaster, and
pursuant to IRC Sec. 7508A, the IRS postpones
filing and payment obligations for the period July
1, 2013, through Aug. 30, 2013, when is the
corporate taxpayer’s Form 1120 now due?
The postponement period under Sec. 7508A runs
concurrently with any extensions of time to file
and pay under other sections of the Internal
Revenue Code. The return is due the later of the
extended due date or the end of the
postponement period.
If the extended due date occurs prior to the end
of the postponement period, the return is due to
be filed at the end of the postponement period.
If, however, the postponement period ends prior
to the extended due date, the return is due to
be filed on the extended due date. Here, the
extended due date (Sept. 16, 2013) is later than
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the end of the postponement period (Aug. 30,
2013), therefore, the corporate taxpayer’s Form
1120 is due Sept. 16, 2013. Unless the corporate
taxpayer also filed an extension of time to pay
pursuant to Sec. 6161, the corporate taxpayer’s
payment would be due Aug. 30, 2013, the last
day of the postponement period.
Mitigation of Payments
Are mitigation payments under IRS Sec. 139
tax-free?
Qualified disaster relief payments are excludable
from the recipient’s income. Such payments are
amounts paid under the Robert T. Stafford
Disaster Relief and Emergency Assistance Act or
the National Flood Insurance Act (as in effect on
April 15, 2005) to or for the benefit of the owner
of any property for hazard mitigation. There is no
resulting increase in the basis or adjusted basis of
the property for which the payments are made.
Also, no person for whose benefit a qualified
disaster relief or mitigation payment is made is
allowed to take a deduction or credit due to an
expenditure for which exclusion for a payment is
granted. The exclusion does not apply to amounts
received for the sale or disposition of property.
Do you have to subtract FEMA payments in
arriving at the calculation for your net casualty
loss?
According to Page 6 of Publication 547, food,
medical supplies and other forms of assistance
you receive do not reduce your casualty loss,
unless they are replacements for lost or destroyed
property. In calculating your casualty loss, if the
payment is for replacement of lost or destroyed
property, then you would subtract the amount in
figuring your casualty loss.
How are FEMA “Individuals and Households
Program” payments treated for income tax
purposes?
Under the Individuals and Households Program
(IHP), FEMA provides grant payments to
individuals for critical expenses and losses, not
covered by insurance or in other ways that are
incurred as a result of a federally declared disaster.
FEMA makes the following types of payments
under the program:
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•

Temporary Housing Assistance: To rent a
different place to live or a government
provided housing unit when rental properties
are not available.
• Repair Assistance: For homeowners to repair
damage from the disaster to their primary
residence that is not covered by insurance.
The goal is to make the damaged home safe,
sanitary and functional.
• Replacement Assistance: For homeowners to
replace their primary residence destroyed in
the disaster that is not covered by insurance.
• Other Needs Assistance: For necessary expenses
and serious needs caused by the disaster, such
as medical, dental, funeral, personal property,
transportation, moving and storage.
In general, FEMA IHP payments received by
eligible individuals for any of the above purposes
are excluded from their gross income for federal
income tax purposes to the extent that the
expenses compensated for by the IHP payments
are not compensated for by insurance or
otherwise.
The recipient of a FEMA IHP repair assistance
payment or replacement assistance payment must
reduce the amount of any casualty loss attributable
to the damaged or destroyed residence by the
amount of the FEMA IHP payment. In addition, the
recipient must reduce his or her tax basis in the
damaged or destroyed residence by the amount
of the FEMA IHP repair assistance payment or
replacement assistance payment, as well as by the
amount of the allowable casualty loss deduction
attributable to the damaged or destroyed
residence.
If the recipient repairs a damaged residence, the
cost of repairs ordinarily is capitalized and added to
the recipient’s tax basis in the damaged residence.



PUB. 530 Tax Information
for First-time Homeowners



PUB. 551 Basis of Assets

Also, in general, the recipient of a FEMA IHP
payment for reimbursement of a medical (including
dental) expense must reduce the amount of his
or her medical expenses by the amount of that
FEMA IHP payment to determine the amount of
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any medical expense deduction. However, if the
individual receives the FEMA IHP payment in a
later year for reimbursement of medical expenses
deducted in an earlier year, the individual generally
must report the reimbursement as income up
to the amount previously deducted as medical
expenses.



PUB. 502 Medical & Dental
Expenses

An individual whose principal residence is
damaged or destroyed by a disaster receives a
FEMA IHP repair assistance or replacement
assistance payment and/or insurance proceeds
that exceed his or her adjusted tax basis in the
damaged or destroyed principal residence. How
is this treated for federal income tax purposes?
If the FEMA IHP repair assistance or replacement
assistance payment and/or insurance proceeds
(and any other form of compensation for the
damaged or destroyed residence) exceed the
recipient’s adjusted tax basis in the damaged or
destroyed residence, the recipient has realized
gain for federal income tax purposes. However,
because the damage or destruction is considered
an “involuntary conversion” of the residence for
federal income tax purposes, the recipient may
ordinarily defer reporting any gain if the cost of
the repairs or the replacement residence is at least
as much as the compensation received for the
damage (including any FEMA IHP repair assistance
or replacement assistance payment and/or
insurance proceeds), and if certain other
conditions are met.
For more information, see:
•
•
•

Publication 547, Casualties, Disasters, and
Thefts
Form 4684, Casualties and Thefts
Form 4684, Instructions

If the principal residence is destroyed, the
destruction may be treated as a sale for purposes
of the tax provisions governing the exclusion of
gain from the sale of a principal residence, and
gain may be excluded up to $250,000 ($500,000
for certain situations involving joint returns), if
certain conditions are met. Additionally, because
the destruction is considered an involuntary
conversion of the residence, any gain in excess of
the $250,000/$500,000 limitation may also be
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deferred by buying similar or related replacement
property, if certain conditions are met.
For more information, see:
•
•

•

•
•
•

Publication 547, Casualties, Disasters, and
Thefts
Publication 4492, Information for Taxpayers
Affected by Hurricanes Katrina, Rita, and
Wilma
Publication 4492-A, Information for Taxpayers
Affected by the May 4, 2007, Kansas Storms
and Tornadoes
Publication 4492-B, Information for Affected
Taxpayers in the Midwestern Disaster Areas
Form 4684, Casualties and Thefts
Form 4684, Instructions

The recipient of a FEMA IHP repair assistance
payment or replacement assistance payment
(and any other compensation for the damaged
or destroyed residence) must reduce his or her
“cost” basis in any replacement residence by the
amount of any deferred gain from the damaged or
destroyed residence.
Penalty and Interest
Is there any interest relief for taxpayers who have
balances due that arise during the disaster relief
period for prior year returns?
No. The IRS policy on the waiver of interest does
not apply to balances due on prior year liabilities.
However, the IRS will consider waiving late
payment penalties when the reason for the late
payment is due to the disaster.
What, if any, relief is accorded installment
agreement payments that become due during the
disaster relief period?
Installment agreement payments that become due
during the disaster relief period are suspended.
After the postponement period has ended, the
installment agreement will be reinstated (without
fee). The taxpayer will be required to resume
making payments in accordance with the terms of
the installment agreement beginning the month
that follows after the end of the postponement
period.
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Realized Gains on Main Home
What are the rules for taxpayers who realize gain
from receipt of insurance proceeds or other
reimbursements for damage or destruction of a
main home that is in a federally declared disaster
area?
If the taxpayer’s main home is damaged, a
taxpayer may elect to postpone recognizing gain
under the involuntary conversion rules by
investing in property similar or related in service or
use to the damaged property and meeting other
requirements. Generally, the taxpayer must
replace the damaged property within two years
after the close of the taxable year in which the
gain is realized. However, if the damaged property
is in a federally declared disaster area, the
replacement period is four years.
If the damaged property is located in the New
York Liberty Zone, Hurricane Katrina Disaster
Area, areas impacted by the May 4, 2007, Kansas
storms and tornadoes, or the Midwestern area
disasters of 2008, the replacement period is five
years, but only if substantially all of the use of the
replacement property is in the above-referenced
disaster areas, respectively. The IRS may grant
an extension of these periods if the taxpayer
can show reasonable cause for not making the
replacement within the regular period.
If the taxpayer’s main home is destroyed, the
destruction may be treated as a sale for purposes
of the tax provisions governing the exclusion
of gain from the sale of a principal residence.
If certain conditions are met, the gain may
be excluded up to $250,000 ($500,000 for
certain situations involving joint returns). If the
destruction exceeds the $250,000/ $500,000
limitation, the excess gain may be deferred under
the involuntary conversion rules.

Sale of Home

sale of vacant land that does not include a dwelling
structure does not qualify as a sale of a taxpayer’s
home.
However, if the vacant land was owned and used by the
taxpayer as part of the taxpayer’s main home and the
sale of the vacant land occurs within two years from
the sale of the main home, the sale of the vacant land
and the sale of the taxpayer’s main home will be treated
as one sale and the Sec. 121 exclusion will apply to that
sale if the taxpayer otherwise meets the requirements
of Sec. 121. See Sec. 1.121-1(b)(3) of the Income Tax
Regulations.
For example, if a taxpayer’s main home was destroyed,
the taxpayer may exclude gain up to the limitation
amount of $250,000 ($500,000 for certain situations
involving joint returns) if the taxpayer otherwise meets
the requirements of IRC Sec. 121. If the taxpayer later
sells the vacant land used in conjunction with the main
home within two years from the date of its destruction
(three years for Hurricanes Katrina, Rita and Wilma),
the taxpayer is eligible to use any unused portion of the
Sec. 121 limitation amount to exclude gain from the
sale of the vacant land.

Casualty Loss with an SBA Loan
If a taxpayer secures a low-interest disaster loan
from the Small Business Administration what
effect will it have on calculating a casualty loss?
A low-interest disaster loan from the Small
Business Administration loan must be repaid and
therefore does not reduce the casualty loss
amount. However, amounts of the loan, if any,
which are cancelled or forgiven are included in
gross income in the year of cancellation.
Additionally, insurance or other reimbursements
received and not required to be repaid will reduce
the casualty loss.
Taxable State Recovery Payments

If a taxpayer’s main home was destroyed by a
disaster and the taxpayer later sells the vacant
land used only in conjunction with the main
home, will gain from the sale of the vacant land
qualify for exclusion under IRC Sec. 121?

How do reimbursements from state funds to
compensate for property damage that are
received in a subsequent year affect a
homeowner’s casualty loss and basis
computations?

The destruction of a taxpayer’s home is treated as
a sale of the home and any gain may qualify for
the exclusion under IRC Sec. 121. Generally, a

If a taxpayer properly claimed a casualty loss
deduction and in a later year receives
reimbursement for the loss, the taxpayer reports

CalCPA Disaster Preparedness and Recovery FAQs © 2020
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the amount of the reimbursement in gross income
in the tax year it is received to the extent the
casualty loss deduction reduced the taxpayer’s
income tax in the year in which the taxpayer
reported the casualty loss deduction.
If the subsequent year reimbursement exceeds
the amount of the casualty loss deduction, the
taxpayer reduces basis in the property by the
amount of such excess. In addition, the taxpayer
includes such excess in income as gain to the
extent it exceeds the remaining basis in the
property, unless such gain can be excluded from
income or its recognition can be deferred. Also see
pages 6-7 of Publication 547, Casualties, Disasters,
and Thefts, in the section titled “Insurance and
Other Reimbursements.”
What if an NOL was generated on the original
return? Would a taxpayer amend all amended
returns and Form 1045?
No. If a taxpayer properly claimed a casualty loss
deduction and in a later year receives
reimbursement for the loss, the taxpayer reports
the amount of the reimbursement in gross income
in the tax year it is received to the extent the
casualty loss deduction reduced the taxpayer’s
income tax in the tax year in which the taxpayer
reported the casualty loss deduction or reduced
income tax in a prior year as a result of an NOL
caused by a casualty loss deduction.
See the preceding question for additional
guidance if the subsequent year reimbursement
exceeds the amount of the casualty loss
deduction. Also see pages 6-7 of Publication 547,
Casualties, Disasters, and Thefts, in the section
titled “Insurance and Other Reimbursements.”
In computing the “tax benefit,” review Publication
525, Taxable and Nontaxable Income.
Travel Expenses
If your employer has to relocate to another
location because of a disaster, how do you
determine if you will be able to deduct your
travel costs?
The answer will depend on whether the employer
move is realistically expected to be for less than or
more than one year. A temporary assignment
away from home, an assignment whose
termination can be foreseen within a fixed and
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reasonably short period (less than one year), does
not shift the “tax home.”
Therefore, a taxpayer may deduct the necessary
traveling expenses in getting to his temporary
assignment and also for the return trip to his
tax home after the temporary assignment is
completed, and his expenses for lodging and 50
percent of the cost of the meals while he is in the
place to which he is temporarily assigned.
A taxpayer is not treated as being temporarily
away from home if his period of employment
exceeds one year [IRC Sec. 162(a)]. The one-year
rule generally isn’t triggered by short intermittent
assignments that span more than one year.
Employment away from home at a single
location for a period of less than a year is treated
as temporary, in the absence of facts and
circumstances indicating otherwise.
If employment away from home is a single location
initially is realistically expected to last for one year
or less, but later is realistically expected to exceed
one year, then the employment will be treated
as temporary until the date that the taxpayer’s
realistic expectation changes (at which point the
employment will no longer be “temporary”).
An indefinite assignment away from home shifts
the “tax home” and the taxpayer cannot deduct
expenses of travel, meals and lodging while
in the location of the “indefinite assignment.”
Employment is indefinite if it lasts for more than
one year, or there is no realistic expectation that
the employment will last for one year or less.
May a taxpayer claim travel expense deductions
if the taxpayer is displaced by a disaster and must
live and work in another locality?
The tax law generally allows business expense
deductions for ordinary and necessary traveling
expenses (including meals and lodging) incurred
while away from home in pursuit of a trade or
business. For this purpose, a taxpayer’s “home” is
generally the vicinity of the taxpayer’s principal
place of business, as determined by all the facts
and circumstances. However, if the taxpayer
realistically expects to work in a single location for
more than one year (or there is no realistic
expectation that the employment in the single
location will last for one year or less), that location
must be treated as the tax home (regardless of
whether employment actually exceeds a year).
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Thus, if a displaced taxpayer lives and works in
another locality, but realistically expects to return
to live and work in the affected area within one
year, the taxpayer may be considered to be
traveling away from home in pursuit of a trade
or business. If the displaced taxpayer works in
more than one locality, however, the facts and
circumstances must be taken into account to
determine which locality is the taxpayer’s “home.”
Additional Free Resources, tools and articles
I am a CalCPA member. Where can I find
additional information?
CalCPA has created this resource page to help
both members and the public with free resources
and tools related to disaster recovery.
I am a member of the Texas Society of Certified
Public Accountants (TXCPA). Where can I find
additional information?
TXCPA has created this resource page to help
both members and the public with free resource
materials and tools related to disaster recovery.
Press Releases from the IRS on California Wildfires
and Hurricane Laura
IRS provides tax relief for victims of California
wildfires; Oct. 15 deadline, other dates extended to
Dec. 15
Victims of the California wildfires that began Aug. 14
now have until Dec. 15, 2020, to file various individual
and business tax returns and make tax payments,
according to the IRS.
The IRS is offering this relief to any area designated by
the Federal Emergency Management Agency (FEMA)
as qualifying for individual assistance. Currently this
includes Lake, Monterey, Napa, San Mateo, Santa Cruz,
Solano, Sonoma and Yolo counties in California, but
taxpayers in localities added later to the disaster area
will automatically receive the same filing and payment
relief. The current list of eligible localities is always
available on the disaster relief page on IRS.gov.
The tax relief postpones various tax filing and payment
deadlines that occurred starting on Aug. 14, 2020. As
a result, affected individuals and businesses will have
until Dec. 15, 2020, to file returns and pay any taxes
that were originally due during this period. This means
individuals who had a valid extension to file their 2019
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return due to run out on Oct. 15, 2020, will now have
until Dec. 15, 2020, to file. The IRS noted, however, that
because tax payments related to these 2019 returns
were due on July 15, 2020, those payments are not
eligible for this relief.



IRS NEWSROOM

IRS provides tax relief for victims of Hurricane Laura;
Oct. 15 deadline, other dates extended to Dec. 31
On Sept. 2, 2020, the IRS updated its press release to
include Grant, Jackson, Lincoln, Natchitoches, Rapides,
Sabine and Winn parishes. Victims of Hurricane Laura
that began Aug. 22 now have until Dec. 31, 2020, to file
various individual and business tax returns and make tax
payments.
The IRS is offering this relief to any area designated by
the Federal Emergency Management Agency (FEMA) as
qualifying for individual assistance. Currently this includes
Acadia, Allen, Beauregard, Calcasieu, Cameron, Grant,
Jackson, Jefferson Davis, Lincoln, Natchitoches, Ouachita,
Rapides, Sabine, Vermillion, Vernon, and Winn parishes
in Louisiana, but taxpayers in localities added later to the
disaster area will automatically receive the same filing and
payment relief.
The current list of eligible localities is available on the IRS
disaster relief page.
The tax relief postpones various tax filing and payment
deadlines that occurred starting on Aug. 22, 2020. As a
result, affected individuals and businesses will have until
Dec. 31, 2020, to file returns and pay any taxes that were
originally due during this period. This means individuals
who had a valid extension to file their 2019 return due
to run out on Oct. 15, 2020, will now have until Dec. 31,
2020, to file. The IRS noted, however, that because tax
payments related to these 2019 returns were due on July
15, 2020, those payments are not eligible for this relief.
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