ACCT 5308 – Partnerships

Dr. John J. Masselli, CPA

At Risk Basis and Passive Activity Losses

Case 1

Constructive Liquidation:  $0 - $1,000,000 = ($1,000,000)



Year 1




Ptr  T

Ptr J


Ptr E




(33% / 40%)
(33% / 40%)
(33% / 20%)

Capital 

$100,000

$100,000

$100,000

Const. Liq.

(400,000)

(400,000)

(200,000)




------------

-------------

-------------

Liab. Alloc
(300,000)

(300,000)

(100,000)

Basis:

Capital 

$100,000

$100,000

$100,000

Debt Alloc.
  300,000

  300,000

  100,000




------------

-------------

-------------

Basis b4 loss
$400,000

$400,000

$200,000

Loss


(240,000)

(240,000)

(120,000)




------------

-------------

-------------

Basis after loss
$160,000

$160,000

$80,000

Sec 704(d) basis

Constructive Liquidation:  $0 - $1,000,000 = ($1,000,000)



Year 1




Ptr  T

Ptr J


Ptr E




(33% / 40%)
(33% / 40%)
(33% / 20%)

Capital 

$100,000

$100,000

$100,000

Const. Liq.

(400,000)

(400,000)

(200,000)




------------

-------------

-------------

Liab. Alloc
(300,000)

(300,000)

(100,000)

Basis:

Capital 

$100,000

$100,000

$100,000

Debt Alloc.
  300,000

  
0

 
0




------------

-------------

-------------

Basis b4 loss
$400,000

$100,000

$100,000

Loss


(240,000)

(100,000)

(100,000)




------------

-------------

-------------

Basis after loss
$160,000


$0


$0

Sec 465 basis

Sec 465 Loss carryover

$ 140,000

$20,000

See Sec. 465 (b) (3) (A).

Year 2

Constructive Liquidation:  $0 - $100,000 = ($100,000)



$1,000K Yr 1 assets - $600K year 1 loss - $100K yr 2 loss - $200k debt payoff = 100K 

Year 2




Ptr  T

Ptr J


Ptr E




(33% / 40%)
(33% / 40%)
(33% / 20%)

Capital 

($140,000)

($140,000)

($20,000)

CY Loss

(    40,000)

(    40,000)

(  20,000)




------------

-------------

-------------

Capital YR 2
($180,000)

($180,000)

($40,000)


Const. Liq.

(40,000)

(40,000)

(20,000)




------------

-------------

-------------

Liab. Alloc
(220,000)

(220,000)

(60,000)

Basis:

Capital YR 2
($180,000)

($180,000)

($40,000)


Debt Alloc.
    220,000

    220,000
    
    60,000




------------

-------------

-------------

Basis Yr 2

$40,000

$40,000

$20,000

Sec 704(d) basis

Year 2 – Sec 465




Ptr  T

Ptr J


Ptr E




(33% / 40%)
(33% / 40%)
(33% / 20%)

Capital 

($140,000)

($140,000)

($20,000)

CY Loss

(    40,000)

(    40,000)

(  20,000)




------------

-------------

-------------

Capital YR 2
($180,000)

($180,000)

($40,000)


Const. Liq.

(40,000)

(40,000)

(20,000)




------------

-------------

-------------

Liab. Alloc
(220,000)

(220,000)

(60,000)

Basis:

Capital YR 2
($180,000)

($180,000)

($40,000)


Debt Alloc.
    220,000

    
0
    
    
0




------------

-------------

-------------


$40,000

($180,000)

($40,000)

Disallowed 

Suspended –Yr1



$140,000

 $20,000
Suspended – Yr 2


$40,000 

 $20,000



------------

-------------

-------------

At Risk at

 12/31/y2

$40,000

 $    0

$      0

Case 2

Tax Year 2000 – (Basis going forward : $0)

$200 basis Before Loss

K-1 Loss:  $300

$200 loss deducted on partner tax return

$100 loss suspended / CF to 2001

Tax Year 2001 (Basis going forward: $0)

$100 basis before loss

K-1 Loss: $200

Total loss $300: $100 PY + $200 CY


$ 100 loss deducted on partner tax return


$200 Loss suspended / CF to 2002

Tax Year 2002 (Basis going forward: $0)


$0 basis before loss ($50 contr. - $50 w/d)

K-1 Income: $25

Total Loss $200: $200 PY + $0 CY


$ 0 income/loss on partner t/r:  ($25 inc - $25 C/F loss used)


$175 Loss suspended / CF to 2003

Tax Year 2003 (Basis going forward:  $0)


($150) basis before loss ($50 w/d-150 debt relief)

K-1 Income: $125

Total Loss $175: $175 PY + $0 CY


$150 income on partner t/r:  ($25 inc + $25 At risk Recap)


$200 Loss suspended (CF from 02 $175 + $25 recap) to 2004
Tax Year 2004 (Basis going forward:  $25)


($50) basis before loss ($50 debt relief)

K-1 Income: $275

Total C/F Loss $200: $200 PY + $0 CY


$75 income on partner t/r:  ($275 inc - $200 suspended loss)


$200 Loss suspended (CF from 02 $175 + $25 recap) to 2004

Case 3 – Modified AGI - $120,000 

Activity 

Total 
Allowed
Special
Regular






Sec 465
  



JK Rentals

($32,000)
($32,000)
(15,000)
($17,000)



XYZ


($14,000)
($11,000)


($11,000)

ABC


$10,000




$10,000

JAB


($20,000)




($20,000)





Net PAL:  not allowed
($38,000)


Passive Activity Loss Carryover


JK


($13,458)
$38K x (17/48)


XYZ


($8,708)
$38K x (11/48)


JAB


($15,834)
$38K x (20/48)





------------

 
Total Carryover
($38,000)


Passive Activity Losses allowed:  ($25,000)


Passive Activity Income

 $10,000


Net Passive Activity Loss allowed:  ($15,000)


At risk carryover:  $3,000 – XYZ


Passive loss carryover:  ($38,000) allocated as shown above

1
1

