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At Risk Basis and Passive Activity Losses

Case 1
T, J, and E each contributed $100,000 to a general partnership.  The partnership then borrowed $700,000 from T, using real estate as collateral with recourse.  For the taxable year, the partnership sustained losses of $600,000.  Under the partnership agreement, the partners share profits 1/3 each, but losses will be allocated 40%, 40% and 20% respectively.

What is each partner's basis in the partnership before considering the loss?

After considering the loss?

If, the following year, the partnership pays off $200,000 of the liabilities and incurs an additional loss of $100,000, what is the effect on each partner's basis in the partnership?  How much income or loss should be reported by each partner for the year?

Case 2
Individual K is a partner in an activity subject to the at-risk limits of Section 465.  Information relative to K's interest in the activity for the five-year period 2000-2004 is summarized below:






2000
2001
2002
2003
2004

Capital Contributed


$ 50
$ 50
$ 50
$ --
$ --

Increase (decrease)

  in debt



150
50
0
(100)
(50)

Net Income (loss)


(300)
(200)
25
125
275

Withdrawals



--
--
50
50
--

For each of the five years, specify the effect of Section 465 on the losses allowed and/or income reported by K.

Case 3

Jack and Karen are a married couple that have AGI of $120,000 before considering the following information from their passive activities for calendar year 2004

1. JK Rentals, a duplex they jointly own and rent to university students in they actively, though not materially, participate:
Net Rental Loss:
($32,000)

2. XYZ Ltd Partnership (Rental Activity) – They invested only cash in this entity.  At 12/31/04, their capital account showed ($28,000).  Their share of qualified non-recourse liabilities is $25,000.  Included in the capital account is the rental loss of ($14,000).

3. ABC S corporation (non rental passive activity):  ordinary income:  $10,000

4. JAB  S Corporation (non rental passive activity):  Ordinary loss ($20,000).

How much passive activity losses will be allowed on Jack and Karen’s 2004 tax return and how and to which entities will any at-risk and/or passive activity loss carryover be allocated? 

