Chapter 10 – Limitations on the Deductibility of Partnership Losses

Reading:  
Paragraphs 1001-1003.

1. In year 1 A and B form the AB equal partnership, with A contributing property with a FMV of $100,000 and a basis of $60,000, and B contributing $100,000 cash.  In year 1 the partnership had ordinary income of $30,000, municipal bond interest of $2,000, made a $500 political contribution to a presidential campaign, and paid A’s property taxes on his residence of $9,000.  In addition, A was distributed some property with a FMV of $10,000 and a basis of $12,000 (assume there is no disguised sale in this problem).  What is A’s basis in the partnership at the end of the year? 


2. What are the three common limitations on the deductibility of a partner’s share of partnership losses, in the order in which they are applied?

3. Partner X of the XYZ equal partnership has a total basis in her partnership interest of $30,000.  The partnership has $21,000 of nonqualified nonrecourse debt, and no recourse debt.  XYZ has a current ordinary loss of ($120,000).  X does not materially participate in XYZ, and also has another passive activity for which her share of the income for the year is $5,000.  How much X’s share of the XYZ loss is deductible, and how much and at what level (basis, at-risk amount, passive activity loss) are X’s carryovers to the next year?

[bookmark: chtena]
Reading:  
Paragraphs 1004-1008.

1. Great West Boating Ventures is a limited partnership formed to purchase and operate a fishing boat. The partnership was formed by two partners, I and L, who each contributed $150,000 cash to form the partnership. The partnership then borrowed $800,000 on a nonrecourse loan from an unrelated bank, and purchased a boat. The two partners share all items of partnership income, gain, loss and deduction equally.
a. Over the partnership’s first 3 years of operations, it reported net losses of ($580,000), allocated equally between the two partners. It also made principal payments against the nonrecourse loan of $50,000. Assuming no distributions or additional contributions were made to or by the partners over that period, what will be the partners’ tax bases in their partnership interests at the end of year 3?


b. Assume that at the beginning of year 4, I sells her interest in the partnership to L for $25,000 cash (plus assumption of I’s share of the partnership’s nonrecourse debt). How will the sale affect I’s taxable income for year 4?


2. R is a 25% general partner in Forlorn Partners. Her K-1 from the partnership reports the following:
Net rental real estate income (loss)					($45,000)
Guaranteed payments							    20,000
Interest income							      1,500
Unrecaptured Sec. 1250 gain						    18,000
Other deductions:
	Charitable deductions						         750
	Investment interest expense					         800

R is not a real estate professional. She received the guaranteed payment from the partnership for legal services provided. The Sec. 1250 gain reported by the partnership is attributable to the partnership’s sale of one of its rental real estate properties during the year.

a. Compute R’s net passive loss from Forlorn Partners.




b. What is her net portfolio income?


c. How will the guaranteed payment be classified?



d. Assuming R has no passive income or loss from any other source, by how much will the information reported on this K-1 increase her taxable income?



