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§1.165-4

(vii) Discovery of latent structural
defects in the buildings after their ac-
quisition;

(viii) Decline in the taxpayer’s busi-
ness after the date of acquisition;

(ix) Condemnation of the property by
municipal authorities after the date of
acquisition; or

(x) Inability after acquisition to ob-
tain building material necessary for
the improvement of the property.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as
amended by T.D. 74474, 41 FR 55710, Dec. 22,
1976]

§1.165-4 Decline in value of stock.

(a) Deduction disallowed. No deduction
shall be allowed under section 165(a)
solely on account of a decline in the
value of stock owned by the taxpayer
when the decline is due to a fluctuation
in the market price of the stock or to
other similar cause. A mere shrinkage
in the value of stock owned by the tax-
payer, even though extensive, does not
give rise to a deduction under section
165(a) if the stock has any recognizable
value on the date claimed as the date
of loss. No loss for a decline in the
value of stock owned by the taxpayer
shall be allowed as a deduction under
section 165(a) except insofar as the loss
is recognized under §1.1002-1 upon the
sale or exchange of the stock and ex-
cept as otherwise provided in §1.165-5
with respect to stock which becomes
worthless during the taxable year.

(b) Stock owned by banks. (1) In the
regulation of banks and certain other
corporations, Federal and State au-
thorities may require that stock owned
by such organizations be charged off as
worthless or written down to a nominal
value. If, in any such case, this require-
ment is premised upon the worthless-
ness of the stock, the charging off or
writing down will be considered prima
facie evidence of worthlessness for pur-
poses of section 165(a); but, if the
charging off or writing down is due to
a fluctuation in the market price of the
stock or if no reasonable attempt to
determine the worthlessness of the
stock has been made, then no deduc-
tion shall be allowed under section
165(a) for the amount so charged off or
written down.

(2) This paragraph shall not be con-
strued, however, to permit a deduction
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under section 165(a) unless the stock
owned by the bank or other corpora-
tion actually becomes worthless in the
taxable year. Such a taxpayer owning
stock which becomes worthless during
the taxable year is not precluded from
deducting the loss under section 165(a)
merely because, in obedience to the
specific orders or general policy of such
supervisory authorities, the value of
the stock is written down to a nominal
amount instead of being charged off
completely.

(c) Application to inventories. This sec-
tion does not apply to a decline in the
value of corporate stock reflected in
inventories required to be taken by a
dealer in securities under section 471.
See §1.471-5.

(d) Definition. As used in this section,
the term ‘‘stock’” means a share of
stock in a corporation or a right to
subscribe for, or to receive, a share of
stock in a corporation.

§1.165-5 Worthless securities.

(a) Definition of security. As used in
section 165(g) and this section, the
term ‘‘security’’ means:

(1) A share of stock in a corporation;

(2) A right to subscribe for, or to re-
ceive, a share of stock in a corporation;
or

(3) A bond, debenture, note, or cer-
tificate, or other evidence of indebted-
ness to pay a fixed or determinable
sum of money, which has been issued
with interest coupons or in registered
form by a domestic or foreign corpora-
tion or by any government or political
subdivision thereof.

(b) Ordinary loss. If any security
which is not a capital asset becomes
wholly worthless during the taxable
year, the loss resulting therefrom may
be deducted under section 165(a) as an
ordinary loss.

(c) Capital loss. If any security which
is a capital asset becomes wholly
worthless at any time during the tax-
able year, the loss resulting therefrom
may be deducted under section 165(a)
but only as though it were a loss from
a sale or exchange, on the last day of
the taxable year, of a capital asset. See
section 165(g)(1). The amount so al-
lowed as a deduction shall be subject to
the limitations upon capital losses de-
scribed in paragraph (c¢)(3) of §1.165-1.
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