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Department of the Treasury
Internal Revenue Service2003

Instructions for Form 8582
Passive Activity Loss Limitations
Section references are to the Internal Revenue Code, unless otherwise noted.

from passive activities. You do not partner or as a beneficiary of an estateGeneral Instructions have to file Form 8582 if you meet or a trust.
Exception 1 or 2 below. For the definition of modifiedA Change To Note adjusted gross income, see theException 1For sales and other dispositions after instructions for line 7 on page 8.
You do not have an overall loss whenMay 5, 2003 (and installment payments If all the above conditions are met,you combine all your net income andreceived after that date), the maximum your rental real estate losses are notnet losses (including any prior yeartax rate on net capital gain has been limited, and you do not need tounallowed losses) from business orreduced. Therefore, you must figure complete Form 8582. Enter lossesrental passive activities. Overall loss isyour allowed passive activity losses for reported on line 22, Part I, of Scheduledefined under Definitions on page 2.2003 separately for pre-May 6 and E (Form 1040) on line 23 of Schedulepost-May 5 dispositions. In figuring your overall gain or loss E. For losses from a partnership or an
from all passive activities for the year, S corporation, enter the amount of thePurpose of Form do not include the following: allowable loss from Schedule K-1 in

Form 8582 is used by noncorporate Part II, column (f), of Schedule E. Enter1. Net income that is not passive
taxpayers to figure the amount of any losses reported on line 32 of Formactivity income. See Passive Activity
passive activity loss (PAL) for the 4835, Farm Rental Income andIncome on page 5.
current tax year. Expenses, on line 33c of Form 4835.2. Net losses that are not passive

A PAL occurs when total losses activity net losses. See Activities That If you do not qualify for Exception 1
(including prior year unallowed losses) Are Not Passive Activities on page 2. or 2, you must complete Form 8582.
from all your passive activities exceed 3. Net income or net loss from your
the total income from all your passive interest in any publicly traded Coordination With Otheractivities. partnership (PTP). See Publicly

Traded Partnerships (PTPs) LimitationsGenerally, passive activities include:
beginning on page 11.• Trade or business activities in which Generally, PALs are subject to other

4. Any overall loss from an entireyou did not materially participate for the limitations (for example, basis and
disposition of a passive activity. Seetax year. at-risk limitations) before they are
Dispositions beginning on page 6 for• Rental activities, regardless of your subject to the passive loss limitations.
more information.participation. Once a loss becomes allowable under

these other limitations, you mustPALs cannot be used to offset
determine whether the loss is limitedincome from nonpassive activities. Exception 2
under the passive loss rules. See FormHowever, a special allowance for rental You actively participated in rental real 6198, At-Risk Limitations, for details onreal estate activities may allow some estate activities (see Special
the at-risk rules. Also, capital losseslosses even if the losses exceed Allowance for Rental Real Estate
that are allowable under the passivepassive income. Activities on page 3), and you meet all
loss rules may be limited under thePALs not allowed in the current year of the following conditions.
capital loss limitations of section 1211.are carried forward until they are • Rental real estate activities with
Percentage depletion deductions thatallowed either against passive activity active participation were your only
are allowable under the passive lossincome, against the special allowance, passive activities.
rules may be limited under sectionif applicable, or when you sell or • You have no prior year unallowed
613A(d).exchange your entire interest in the losses from these activities.

activity in a fully taxable transaction to • Your total loss from the rental real
Before Completing Forman unrelated party. estate activities was not more than

$25,000 ($12,500 if married filingFor more information, see Pub. 925, 8582separately and you lived apart fromPassive Activity and At-Risk Rules, To find out if your activity is treated as ayour spouse all year).which contains a filled-in example of passive activity, read:• If you are married filing separately,Form 8582 with step-by-step • Trade or Business Activities if youryou lived apart from your spouse allinstructions for reporting losses from activity is a trade or business activityyear.passive activities. (page 3).• You have no current or prior yearNote: Corporations subject to the • Rental Activities if your activity isunallowed credits from a passivepassive activity rules must use Form the renting of tangible propertyactivity.8810, Corporate Passive Activity Loss (beginning on page 2).• Your modified adjusted gross incomeand Credit Limitations. • Material Participation (page 4).was not more than $100,000 (not more • Grouping of Activities (page 5).than $50,000 if married filing separatelyWho Must File and you lived apart from your spouse To find out how to treat income and
Form 8582 is filed by individuals, all year). deductions from your activity, read:
estates, and trusts who have losses • You do not hold any interest in a • Passive Activity Income and
(including prior year unallowed losses) rental real estate activity as a limited Deductions, Former Passive
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Activities, and Dispositions (pages 5 If you are married filing jointly, one However, if you meet any of the five
through 7). spouse must separately meet both of exceptions beginning below, the rental

the above conditions, without taking of the property is not treated as a rentalTo find out how to enter income and
into account services performed by the activity. See Reporting Income andlosses on Form 8582, read the
other spouse. Losses From the Activities on page 3instructions for Worksheets 1, 2, and 3

if you meet any of the exceptions.A real property trade or business is(beginning on page 7).
any real property development, An activity is a rental activity if
redevelopment, construction, tangible property (real or personal) isDefinitions
reconstruction, acquisition, conversion, used by customers or held for use byExcept as otherwise indicated, the rental, operation, management, leasing, customers and the gross income (orfollowing terms in these instructions are or brokerage trade or business. expected gross income) from thedefined as shown below.

activity represents amounts paid (or toServices you performed as anNet income means the excess of be paid) mainly for the use of theemployee are not treated as performedcurrent year income over current year property. It does not matter whether thein a real property trade or businessdeductions from the activity. This use is under a lease, a service contract,unless you owned more than 5% of theincludes any current year gains or or some other arrangement.stock (or more than 5% of the capital orlosses from the disposition of assets or profits interest) in the employer.an interest in the activity. Exceptions
Note: If a rental real estate activity isNet loss means the excess of current An activity is not a rental activity if:not a passive activity for the currentyear deductions over current year 1. The average period ofyear, any prior year unallowed loss isincome from the activity. This includes customer use is:treated as a loss from a former passiveany current year gains or losses from
activity. See Former Passive a. 7 days or less orthe disposition of assets or an interest Activities on page 6. b. 30 days or less and significantin the activity.

personal services were provided in3. A working interest in an oil or gas
Overall gain means the excess of the making the rental property available forwell. Your working interest must be held
“net income” from the activity over the customer use.directly or through an entity that does
prior year unallowed losses from the Figure the average period ofnot limit your liability (such as a general
activity. customer use for a class of property bypartner interest in a partnership). In this
Overall loss means (a) the excess of dividing the total number of days in allcase, it does not matter whether you
the prior year unallowed losses from rental periods by the number of rentalsmaterially participated in the activity for
the activity over the “net income” from during the tax year. If the activitythe tax year.
the activity or (b) the prior year involves renting more than one class ofIf, however, your liability was limited
unallowed losses from the activity plus property, multiply the average period offor part of the year (for example, you
the “net loss” from the activity. customer use of each class by the ratioconverted your general partner interest

of the gross rental income from thatPrior year unallowed losses means to a limited partner interest during the
class to the activity’s total gross rentalthe losses from an activity that were year), some of your income and losses
income. The activity’s average period ofdisallowed under the PAL limitations in from the working interest may be
customer use equals the sum of thesea prior year and carried forward to the treated as passive activity gross income
class-by-class average periodstax year under section 469(b). See and passive activity deductions. See
weighted by gross income. SeeRegulations section 1.469-1(f)(4) and Temporary Regulations section
Regulations section 1.469-1(e)(3)(iii).Pub. 925. 1.469-1T(e)(4)(ii).

Significant personal services include4. The rental of a dwelling unit you
only services performed by individuals.used as a residence if sectionActivities That Are Not
To determine if personal services are280A(c)(5) applies. This section appliesPassive Activities significant, all relevant facts andif you rented out a dwelling unit that you

The following are not passive activities. circumstances are taken intoalso used as a home during the year for
consideration, including the frequencya number of days that exceeds the1. Trade or business activities in
of the services, the type and amount ofgreater of 14 days or 10% of thewhich you materially participated for the
labor required to perform the services,number of days during the year that thetax year.
and the value of the services relative tohome was rented at a fair rental.2. Any rental real estate activity in
the amount charged for use of the5. An activity of trading personalwhich you materially participated if you
property.property for the account of owners ofwere a “real estate professional” for the

2. Extraordinary personalinterests in the activity. For purposes oftax year. You were a real estate
services were provided in making thethis rule, personal property meansprofessional only if:
rental property available for customerproperty that is actively traded, such asa. More than half of the personal use. This applies only if the servicesstocks, bonds, and other securities.services you performed in trades or are performed by individuals and theSee Temporary Regulations sectionbusinesses during the tax year were customers’ use of the property is1.469-1T(e)(6) for more details.performed in real property trades or incidental to their receipt of thebusinesses in which you materially Generally, income and losses from services.participated and these activities are not entered on Form 3. Rental of the property isb. You performed more than 750 8582. However, losses from these incidental to a nonrental activity.hours of services during the tax year in activities may be subject to limitations The rental of property is incidental toreal property trades or businesses in other than the passive loss rules. an activity of holding property forwhich you materially participated.
investment if the main purpose ofFor purposes of this rule, each Rental Activities holding the property is to realize a gaininterest in rental real estate is a
from its appreciation and the grossseparate activity, unless you elect to A rental activity is a passive activity
rental income is less than 2% of thetreat all interests in rental real estate as even if you materially participated in the
smaller of the unadjusted basis or theone activity. For details on making this activity (unless it is a rental real estate
fair market value (FMV) of the property.election, see page E-1 of the activity in which you materially

instructions for Schedule E (Form participated and you were a real estate Unadjusted basis is the cost of the
1040). professional). property without regard to depreciation
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deductions or any other basis passive activity. However, special rules excess of income from passive
adjustment described in section 1016. apply if you conduct the rental activity activities.

through a PTP or if any of the rulesThe rental of property is incidental to The special allowance is notdescribed under Recharacterization ofa trade or business activity if: available if you were married, are filingPassive Income on page 6 apply. Seea. You own an interest in the trade a separate return for the year, and livedthe PTP rules beginning on page 11.or business activity during the tax year, with your spouse at any time during the
If none of the special rules apply,b. The rental property was mainly year.

enter the income and losses from theused in the trade or business activity Only an individual, a qualifyingpassive rental activity on Worksheet 1,during the tax year or during at least 2 estate, or a qualified revocable trust2, or 3.of the 5 preceding tax years, and that made an election to treat the trustc. The gross rental income from the Worksheet 1 is for passive rental as part of the decedent’s estate mayproperty is less than 2% of the smaller real estate activities in which you actively participate in a rental realof the unadjusted basis or the FMV of actively participated. See Special estate activity. Unless future regulationsthe property. Allowance for Rental Real Estate provide an exception, limited partnersLodging provided for the employer’s Activities on this page. are not treated as actively participatingconvenience to an employee or the in a partnership’s rental real estateWorksheet 2 is for commercialemployee’s spouse or dependents is activity.revitalization deductions (CRDs) fromincidental to the activity or activities in
rental real estate activities. CRDs fromwhich the employee performs services. A qualifying estate is the estate of a
rental real estate activities are not4. You customarily make the rental decedent for tax years ending less than
entered on Worksheet 1 or 3. Seeproperty available during defined 2 years after the date of the decedent’s
Commercial revitalization deductionbusiness hours for nonexclusive use by death if the decedent would have
(CRD) on page 4.various customers. satisfied the active participation

5. You provide property for use in a requirements for the rental real estateWorksheet 3 is for passive rental
nonrental activity of a partnership, activity for the tax year the decedentreal estate activities in which you did
S corporation, or a joint venture in your died.not actively participate, activities of
capacity as an owner of an interest in renting personal property, and other  A qualified revocable trust may electthe partnership, S corporation, or joint passive trade or business activities. to be treated as part of a decedent’sventure.

estate for purposes of the specialSee the instructions for Worksheets
Example. If a partner contributes allowance for active participation in1, 2, and 3 beginning on page 7.

the use of property to a partnership, rental real estate activities. The election
none of the partner’s distributive share must be made by both the executor (ifTrade or Businessof partnership income is income from a any) of the decedent’s estate and the
rental activity unless the partnership is trustee of the revocable trust. ForActivities
engaged in a rental activity. details, see Regulations sectionA trade or business activity is an

1.645-1.activity (other than a rental activity orAlso, a partner’s gross income from an activity treated as incidental to an You are not considered to activelya guaranteed payment under section activity of holding property for participate in a rental real estate activity707(c) is not income from a rental investment) that: if at any time during the tax year youractivity. The determination of whether
interest (including your spouse’s1. Involves the conduct of a trade orthe property used in the activity is
interest) in the activity was less thanbusiness (within the meaning of sectionprovided in the partner’s capacity as an
10% (by value) of all interests in the162),owner of an interest in the partnership
activity.2. Is conducted in anticipation ofis made on the basis of all the facts and

starting a trade or business, orcircumstances. Active participation is a less stringent3. Involves research or experimental requirement than material participationexpenditures deductible under sectionReporting Income and (see Material Participation on page 4).174 (or that would be if you chose to You may be treated as activelyLosses From the Activities deduct rather than capitalize them). participating if, for example, youIf an activity meets any of the five
participated in making managementexceptions listed above, it is not a Trade or business activities are decisions or arranged for others torental activity. You must then generally reported on Schedule C, provide services (such as repairs) in adetermine: C-EZ, or F, or in Part II or III of significant and bona fide sense.Schedule E. See Publicly Traded1. Whether your rental of the Management decisions that may countPartnerships (PTPs) on page 11. Forproperty is a trade or business activity as active participation include:trade or business activities that are(see Trade or Business Activities on • Approving new tenants,significant participation passivethis page) and, if so, • Deciding on rental terms,activities (defined on page 4), see Pub.2. Whether you materially • Approving capital or repair925 for how to report their income orparticipated in the activity for the tax expenditures, andlosses.year (see Material Participation on • Other similar decisions.page 4).

The maximum special allowanceSpecial Allowance for• If the activity is a trade or business is:activity in which you did not materially Rental Real Estate • $25,000 for single individuals andparticipate, enter the income and losses married individuals filing a joint returnActivitiesfrom the activity on Worksheet 3. for the tax year.• If the activity is a trade or business Active participation. If you actively • $12,500 for married individuals whoactivity in which you did materially participated in a passive rental real file separate returns for the tax yearparticipate, report any income or loss estate activity, you may be able to and lived apart from their spouses at allfrom the activity on the forms or deduct up to $25,000 of loss from the times during the tax year.schedules normally used. activity from your nonpassive income. • $25,000 for a qualifying estate
If the rental activity did not meet any This special allowance is an exception reduced by the special allowance for

of the five exceptions, it is generally a to the general rule disallowing losses in which the surviving spouse qualified.
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Modified adjusted gross income during that period, based on individual was compensated for the
limitation. If your modified adjusted management services).appointment books, calendars, or
gross income (defined on page 8) is narrative summaries.

Test for a spouse. Participation by$100,000 or less ($50,000 or less if
your spouse during the tax year in anTests for individuals. You materiallymarried filing separately), your loss is
activity you own may be counted asparticipated for the tax year in andeductible up to the amount of the
your participation in the activity even ifactivity if you satisfy at least one of themaximum special allowance referred to
your spouse did not own an interest infollowing tests.in the preceding paragraph.
the activity and whether or not you and1. You participated in the activity forIf your modified adjusted gross your spouse file a joint return for the taxmore than 500 hours.income is more than $100,000 ($50,000 year.if married filing separately) but less than 2. Your participation in the activity
Tests for investors. Work done as an$150,000 ($75,000 if married filing for the tax year was substantially all of
investor in an activity is not treated asseparately), your special allowance is the participation in the activity of all
participation unless you were directlylimited to 50% of the difference individuals (including individuals who
involved in the day-to-day managementbetween $150,000 ($75,000 if married did not own any interest in the activity)
or operations of the activity. Forfiling separately) and your modified for the year.
purposes of this test, work done as anadjusted gross income. 3. You participated in the activity for
investor includes:more than 100 hours during the tax Generally, if your modified adjusted

1. Studying and reviewing financialyear, and you participated at least asgross income is $150,000 or more
statements or reports on operations ofmuch as any other individual (including($75,000 or more if married filing
the activity.individuals who did not own any interestseparately), there is no special

2. Preparing or compilingin the activity) for the year.allowance.
summaries or analyses of the finances4. The activity is a significantIf you qualify under the active
or operations of the activity for yourparticipation activity for the tax year,participation rules, use Worksheet 1
own use.and you participated in all significantand see page 7 of the instructions.

3. Monitoring the finances orparticipation activities during the yearCommercial revitalization deduction operations of the activity in afor more than 500 hours.(CRD). The special $25,000 allowance nonmanagerial capacity. A significant participation activity isfor the CRD from rental real estate
any trade or business activity in whichactivities is not subject to the active Special rules for limited partners. If
you participated for more than 100participation rules or modified adjusted you were a limited partner in an activity,
hours during the year and in which yougross income limits discussed above. you generally did not materially
did not materially participate under anyThe $25,000 allowance must first be participate in the activity. You did
of the material participation tests (otherapplied to losses from rental real estate materially participate in the activity,
than this fourth test).activities with active participation, however, if you met material

figured without regard to the CRD (see 5. You materially participated in the participation test 1, 5, or 6 (see Tests
Part II). Any remaining portion of the activity for any 5 (whether or not for individuals on this page) for the tax
$25,000 allowance is available for the consecutive) of the 10 immediately year.
CRD from rental real estate activities preceding tax years. However, for purposes of the(see Part III). See the instructions for 6. The activity is a personal material participation tests, you are notWorksheet 2 on page 8. For general service activity in which you materially treated as a limited partner if you alsoinformation about the CRD, see Pub. participated for any 3 (whether or not were a general partner in the954, Tax Incentives for Distressed consecutive) preceding tax years. partnership at all times during theCommunities, and section 1400I. An activity is a personal service partnership’s tax year ending with or

activity if it involves the performance of within your tax year (or, if shorter,Material Participation personal services in the fields of health, during the portion of the partnership’s
For the material participation tests listed law, engineering, architecture, tax year in which you directly or
below, participation generally includes accounting, actuarial science, indirectly owned your limited partner
any work done in connection with an performing arts, consulting, or in any interest).
activity if you owned an interest in the other trade or business in which capital A limited partner’s share of anactivity at the time you did the work. is not a material income-producing electing large partnership’s taxableThe capacity in which you did the work factor. income or loss from all trade ordoes not matter. However, work is not 7. Based on all the facts and business and rental activities is treatedparticipation if: circumstances, you participated in the as income or loss from the conduct of a• It is not work that an owner would activity on a regular, continuous, and single passive trade or businesscustomarily do in the same type of substantial basis during the tax year. activity.activity and You did not materially participate in Special rules for certain retired or• One of your main reasons for doing the activity under this seventh test, disabled farmers and survivingthe work was to avoid the disallowance however, if you participated in the spouses of farmers. Certain retired orof losses or credits from the activity activity for 100 hours or less during the disabled farmers and surviving spousesunder the passive activity rules. tax year. of farmers are treated as materiallyProof of participation. You may prove Your participation in managing the participating in a farming activity if theyour participation in an activity by any activity does not count in determining real property used in the activity wouldreasonable means. You do not have to whether you materially participated meet the estate tax rules for specialmaintain contemporaneous daily time under this test if: valuation of farm property passed fromreports, logs, or similar documents if

a qualifying decedent. See Temporarya. Any person (except you) receivedyou can establish your participation by
Regulations section 1.469-5T(h)(2).compensation for performing servicesother reasonable means. For this

in the management of the activity orpurpose, reasonable means include, Estates and trusts. The PAL
b. Any individual spent more hoursbut are not limited to, identifying limitations apply in figuring the

during the tax year performing servicesservices performed over a period of distributable net income and taxable
in the management of the activity thantime and the approximate number of income of an estate or trust. See
you did (regardless of whether thehours spent performing the services Temporary Regulations section
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1.469-1T(b)(2) and (3). The rules for property used in the trade or business The partnership or S corporation
determining material participation for activity may be grouped with the trade does not have a record of any
this purpose have not yet been issued. or business activity. prior year unallowed losses fromCAUTION

!
2. An activity involving the rental of the passive activities of the partnership

real property with an activity involving or S corporation. If you had prior yearGrouping of Activities
the rental of personal property (except unallowed losses from these activities,Generally, one or more trade or personal property provided in they can be found in column (c) of yourbusiness activities or rental activities connection with the real property or vice 2002 Worksheet 5.may be treated as a single activity if the versa).activities make up an appropriate Self-Charged Interest3. Any activity with another activityeconomic unit for the measurement of in a different type of business and in Certain self-charged interest income orgain or loss under the passive activity which you hold an interest as a limited deductions may be treated as passiverules. partner or as a limited entrepreneur (as activity gross income or passive activity

Whether activities make up an defined in section 464(e)(2)) if that deductions if the loan proceeds are
appropriate economic unit depends on other activity engages in holding, used in a passive activity. Generally,
all the relevant facts and producing, or distributing motion picture self-charged interest income and
circumstances. The factors given the films or videotapes; farming; leasing deductions result from loans between
greatest weight in determining whether section 1245 property; or exploring for you and a partnership or S corporation
activities make up an appropriate or exploiting oil and gas resources or in which you had a direct or indirect
economic unit are: geothermal deposits. ownership interest. This includes both

loans you made to the partnership or1. Similarities and differences in
Activities conducted through S corporation and loans the partnershiptypes of trades or businesses,
partnerships, S corporations, and C or S corporation made to you. It also2. The extent of common control,
corporations subject to section 469. includes loans from one partnership or3. The extent of common
Once a partnership or corporation S corporation to another partnership orownership,
determines its activities under these S corporation if each owner in the4. Geographical location, and
rules, a partner or shareholder may use borrowing entity has the same5. Interdependencies between or
these rules to group those activities proportional ownership interest in theamong the activities.
with: lending entity. The self-charged interest
• Each other,Example. You have a significant rules do not apply to your interest in a
• Activities conducted directly by theownership interest in a bakery and a partnership or S corporation if the entity
partner or shareholder, ormovie theater in Baltimore and in a made an election under Regulations
• Activities conducted through otherbakery and a movie theater in section 1.469-7(g) to avoid the
partnerships and corporations.Philadelphia. Depending on all the application of these rules. For more

relevant facts and circumstances, there details on the self-charged interest A partner or shareholder may not
may be more than one reasonable rules, see Regulations section 1.469-7.treat as separate activities those
method for grouping your activities. For activities grouped together by the Passive Activity Incomeinstance, the following groupings may partnership or corporation.
or may not be permissible: To figure your overall gain or loss from
• A single activity, all passive activities or any passivePassive Activity Income• A movie theater activity and a bakery activity, take into account only passive
activity, activity income. Do not enter incomeand Deductions• A Baltimore activity and a that is not passive activity income on

Take into account only passive activityPhiladelphia activity, or Form 8582 or the worksheets.
income and passive activity deductions• Four separate activities. Passive activity income includes allto figure your net income or net loss

income from passive activities,Once you choose a grouping under from all passive activities or any
including (with certain exceptionsthese rules, you must continue using passive activity.
described in Temporary Regulationsthat grouping in later tax years unless a

If your passive activity is reported on section 1.469-2T(c)(2) and Regulationsmaterial change in the facts and
Schedule C, C-EZ, E, or F, and the section 1.469-2(c)(2)) gain from thecircumstances makes it clearly
activity has no prior year unallowed disposition of an interest in a passiveinappropriate.
losses or any gain or loss from the activity or of property used in a passiveThe IRS may regroup your activities disposition of assets or an interest in activity at the time of the disposition.if your grouping fails to reflect one or the activity, take into account only the Passive activity income does notmore appropriate economic units and passive activity income and passive include the following.one of the primary purposes of your activity deductions from the activity to • Income from an activity that is not agrouping is to avoid the passive activity figure the amount to enter on Form passive activity.limitations. 8582 and the worksheets. • Portfolio income, including interestLimitation on grouping certain If you own an interest in a passive (other than self-charged interest treatedactivities. The following activities may activity through a partnership or an as passive activity income), dividends,not be grouped together. S corporation, the partnership or annuities, and royalties not derived in

1. A rental activity with a trade or S corporation will generally provide you the ordinary course of a trade or
business activity unless the activities with the net income or net loss from the business, and gain or loss from the
being grouped together make up an passive activity. If, however, the disposition of property that produces
appropriate economic unit and: partnership or S corporation must state portfolio income or is held for

a. The rental activity is insubstantial an item of gross income or deduction investment (see section 163(d)(5)). See
relative to the trade or business activity separately to you, and the gross Temporary Regulations section
or vice versa or income or deduction is passive activity 1.469-2T(c)(3).

b. Each owner of the trade or gross income or a passive activity • Alaska Permanent Fund dividends.
business activity has the same deduction (respectively), include that • Personal service income, including
proportionate ownership interest in the amount in the net income or net loss salaries, wages, commissions,
rental activity. If so, the portion of the entered on Form 8582 and the self-employment income from trade or
rental activity involving the rental of worksheets. business activities in which you
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materially participated for the tax year, • Rental of property if less than 30% of severity do not recur regularly in the
deferred compensation, taxable social the unadjusted basis of the property is activity.
security and other retirement benefits, subject to depreciation. • The deduction allowed for one-half of
and payments from partnerships to self-employment taxes.• Passive equity-financed lending
partners for personal services. See activities.
Temporary Regulations section • Rental of property incidental to a Former Passive
1.469-2T(c)(4). development activity.
• Income from positive section 481 Activities• Rental of property to a nonpassive
adjustments allocated to activities other activity. A former passive activity is any activity
than passive activities. See Temporary • Acquisition of an interest in a that was a passive activity in a prior tax
Regulations section 1.469-2T(c)(5). pass-through entity that licenses year but is not a passive activity in the• Income or gain from investments of intangible property. current tax year. A prior year unallowed
working capital. loss from a former passive activity is• Income from an oil or gas property if Passive Activity Deductions allowed to the extent of current year
you treated any loss from a working income from the activity.To figure your overall gain or overallinterest in the property for any tax year loss from all passive activities or any If current year net income frombeginning after 1986 as a nonpassive passive activity, take into account only the activity is less than the prior yearloss under the rule excluding working passive activity deductions. unallowed loss, enter the prior yearinterests in oil and gas wells from

unallowed loss and any current yearpassive activities (see item 3 under Passive activity deductions include
net income from the activity on FormActivities That Are Not Passive all deductions from activities that are
8582 and the applicable worksheets.Activities on page 2). See Regulations passive activities for the current tax

section 1.469-2(c)(6). year and all deductions from passive If current year net income from
• Any income from intangible property activities that were disallowed under the the activity is more than or equal to
if your personal efforts significantly PAL rules in prior tax years and carried the prior year unallowed loss from
contributed to the creation of the forward to the current tax year. See the activity, report the income and
property. Regulations section 1.469-1(f)(4). loss on the forms and schedules
• Any income treated as not from a normally used; do not enter the

Passive activity deductions includepassive activity under Temporary amounts on Form 8582.
losses from a disposition of propertyRegulations section 1.469-2T(f) and

If the activity has a net loss for theused in a passive activity at the time ofRegulations section 1.469-2(f). See
current year, enter the prior yearthe disposition and losses from aRecharacterization of Passive
unallowed loss (but not the current yeardisposition of less than your entireIncome on this page.
loss) on Form 8582 and the applicableinterest in a passive activity. See• Overall gain from any interest in a
worksheets.Dispositions on this page for thePTP (see item 2 under Special

treatment of losses upon disposition ofInstructions for PTPs on page 12). To report a disposition of a former
your entire interest in an activity.• State, local, and foreign income tax passive activity, follow the rules below

refunds. under Dispositions.Passive activity deductions do not• Income from a covenant not to include the following.compete. • Deductions for expenses (other than Dispositions• Any reimbursement of a casualty or interest expense) that are clearly andtheft loss included in income as directly allocable to portfolio income. Disposition of an Entirerecovery of all or part of a prior year • Qualified home mortgage interest, Interestloss deduction if the deduction for the capitalized interest expenses, and otherloss was not treated as a passive If you disposed of your entire interest ininterest expenses (except self-chargedactivity deduction. a passive activity or a former passiveinterest treated as a passive activity• Cancellation of debt income to the activity to an unrelated person in a fullydeduction (discussed on page 5) andextent that at the time the debt was taxable transaction during the taxinterest expenses properly allocable todischarged the debt was not properly year, your losses allocable to thepassive activities).allocable under Temporary Regulations activity for the year are not limited by• Losses from dispositions of propertysection 1.163-8T to passive activities. the PAL rules.that produce portfolio income or
property held for investment. A fully taxable transaction is aRecharacterization of • State, local, and foreign income transaction in which you recognize allPassive Income taxes. realized gain or loss.

Certain income from passive activities • Miscellaneous itemized deductions
If you are using the installmentmust be recharacterized and excluded that may be disallowed under section

method to report this kind offrom passive activity income. The 67.
disposition, figure the loss for theamount of income recharacterized • Charitable contribution deductions.
current year that is not limited by theequals the net income from the sources • Net operating loss deductions,
PAL rules by multiplying your overallgiven below. If during the tax year you percentage depletion carryovers under
loss (which does not include lossesreceived net income from any of these section 613A(d), and capital loss
allowed in prior years) by the followingsources (either directly or through a carryovers.
fraction:partnership or an S corporation), see • Deductions and losses that would

Pub. 925 to find out how to report net have been allowed for tax years
Gain recognized in the current yearincome or loss from these sources. For beginning before 1987, but for basis or

more information, see Temporary at-risk limitations. Unrecognized gain as of the
Regulations section 1.469-2T(f) and • Net negative section 481 beginning of the current year
Regulations section 1.469-2(f). adjustments allocated to activities other

than passive activities. See TemporaryIncome from the following sources A partner in a PTP is not treated as
Regulations section 1.469-2T(d)(7).may be subject to the net income having disposed of an entire interest in
• Deductions for losses from fire,recharacterization rules. an activity of a PTP until there is an
storm, shipwreck, or other casualty or• Significant participation passive entire disposition of the partner’s
from theft if losses similar in cause andactivities defined on page 4. interest in the PTP.
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Example 2. Activity with overallReporting an Entire Worksheet 1
loss. You sell your entire interest in anDisposition on Schedule D or Individuals and qualifying estates whooil and gas limited partnership that was

actively participated in rental real estateForm 4797 your only passive activity for a gain of
activities must include the income or$2,000. You have a current yearIf you completely dispose of your entire loss from those activities in WorksheetSchedule E loss of $3,330 and ainterest in a passive activity or a former 1 to figure the amounts to enter on linesSchedule E prior year unallowed loss ofpassive activity, you may have to report
1a through 1c of Form 8582. Do not$1,115.net income or loss and prior year
include any commercial revitalizationunallowed losses from the activity. All Because you have an overall loss of deductions (CRDs) from these activitiesthe net income and losses are reported $2,445 after combining the gain and in the net income or loss reported inon the forms and schedules normally losses, none of the amounts are Worksheet 1.used. entered on Worksheet 3 or on Form
Note: Do not enter a prior year8582.Combine all income and losses
unallowed loss in column (c) of(including any prior year unallowed You enter the net loss plus the prior Worksheet 1 unless you activelylosses) from the activity for the tax year year unallowed loss ($3,330 + $1,115 = participated in the activity in both theto see if you have an overall gain or $4,445) on Schedule E, Part II, column year the loss arose and the current taxloss. (h), and the $2,000 gain on the sale on year. If you did not actively participate

Schedule D, in either Part I or Part II,If you have an overall gain from a in both years, enter the prior year
depending on how long you held thepassive activity and you have other unallowed loss in column (c) of
partnership interest.passive activities to report on Form Worksheet 3.

8582, include the income, losses, and
Disposition of Less Than an Married individuals who fileprior year unallowed losses on

separate returns and lived withWorksheet 1, 2, or 3. Entire Interest
their spouses at any time duringCAUTION

!
Gains and losses from the dispositionIf this is your only passive activity or the tax year do not qualify under theof less than an entire interest in ana former passive activity, report all active participation rule and must useactivity are treated as part of the netincome and losses (including any prior Worksheet 3 instead of Worksheet 1.income or net loss from the activity foryear unallowed losses) on the forms
the current year. Column (a). Enter the current year netand schedules normally used and do

income from each activity. Enter thenot use Form 8582. Note: A disposition of less than
total of column (a) on line 1a of Formsubstantially all of an entire interestIf you have an overall loss when 8582.does not trigger the allowance of prioryou combine the income and losses, do

year unallowed losses.not use the worksheets or Form 8582 Example. A Schedule E rental
for the activity. All losses (including activity has current year profit of $5,000Disposition of substantially all of an
prior year unallowed losses) are and a Form 4797 gain of $2,000. Youactivity. You may treat the disposition
allowed in full. Report the income and enter $7,000 in column (a).of substantially all of an activity as a
losses on the forms and schedules separate activity if you can prove with

Column (b). Enter the current year netnormally used. reasonable certainty:
loss for each activity. Do not enter any1. The prior year unallowed losses,An overall loss from an entire prior year unallowed losses in thisif any, allocable to the part of thedisposition of a passive activity is a column. Enter the total of column (b) onactivity disposed of andnonpassive loss if you have an line 1b of Form 8582.2. The net income or loss for theaggregate loss from all other passive

year of disposition allocable to the partactivities. When figuring your modified If an activity has net income on one
of the activity disposed of.adjusted gross income for line 7 of form or schedule and a net loss on

Form 8582, be sure to take into another form or schedule, report the net
account the overall loss from the amounts separately in columns (a) and
disposition of the activity. (b) of Worksheet 1.

Specific InstructionsExample 1. Activity with overall Example. A Schedule E rental
gain. You sell your entire interest in a activity has current year income of
rental real estate activity in which you Part I—2003 Passive $1,000 on line 22 of Schedule E and a
actively participated for a gain of current year Form 4797 loss of $4,500.Activity Loss$15,525. $7,300 of the gain is section You enter $1,000 in column (a) and
1231 gain reported on Form 4797, Use Part I to combine the net income ($4,500) in column (b).
Part I, and $8,225 is ordinary recapture and net loss from all passive activities

Column (c). Enter the prior yearincome reported on Form 4797, Part II. to determine if you have a passive
unallowed losses for each activity. YouOn line 23 of Schedule E (Form 1040), activity loss (PAL) for 2003. Use
find these amounts on Worksheet 5,you report a total loss of $15,450, Worksheets 1, 2, and 3 to determine
column (c), of your 2002 Form 8582.which includes a current year $2,800 the entries for lines 1–3 of Part I, as
Enter the total of column (c) from yournet loss and a $12,650 prior year follows.
2003 Worksheet 1 on line 1c of Formunallowed loss. You have an overall • Worksheet 1 is used for rental real
8582.gain from the disposition ($15,525 – estate activities with active

$15,450 = $75). participation. Columns (d) and (e). Combine income• Worksheet 2 is used for commercial and losses in columns (a) through (c)Because you had other passive
revitalization deductions (CRDs) from for each activity, and either enter theactivities reportable on Form 8582, you
rental real estate activities (with or overall gain for the activity in column (d)make the following entries on
without active participation). or enter the overall loss for the activityWorksheet 1. You enter the $15,525 • Worksheet 3 is used for all other in column (e). Do not enter amountsgain on the disposition in column (a),
passive activities. from columns (d) and (e) on Formthe current year loss of $2,800 in

8582. These amounts will be usedcolumn (b), and the prior year Note: See Pub. 925 for examples
when Form 8582 is completed to figureunallowed loss of $12,650 in column showing how to complete the
the loss allowed for the current year.(c). worksheets.
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in column (e). Do not enter amounts • The tuition and fees deduction.Worksheet 2
from columns (d) and (e) on Form Include in modified adjusted grossUse Worksheet 2 to figure the amounts 8582. These amounts will be used income any portfolio income andto enter on lines 2a and 2b for when Form 8582 is completed to figure expenses that are clearly and directlycommercial revitalization deductions the loss allowed for the current year. allocable to portfolio income. Also(CRD) from rental real estate activities

include any income that is treated as(see Commercial revitalization Part II—Special nonpassive income, such as overalldeduction (CRD) on page 4). Do not
gain from a PTP and net income frominclude: Allowance for Rental
an activity or item of property subject to• Income or other deductions from the Real Estate With Active the recharacterization of passivesame activity. Instead, report any net
income rules. When figuring modifiedincome or net loss from the activity, Participation adjusted gross income, include anyexcept for the CRD, in Worksheet 1 if

Use Part II to figure the maximum overall loss from the entire dispositionyou actively participated in the activity
amount of rental loss allowed if you of a passive activity (considered aor in Worksheet 3 if you did not actively
have a net loss from a rental real estate nonpassive loss).participate.
activity with active participation.• CRDs from passive activities other Example. Your adjusted gross

than rental real estate activities. Enter all numbers in Part II as income on line 34 of Form 1040 is
Instead, report these deductions as part positive amounts (that is, greater than $92,000, and you have taxable social
of the net income or loss from the zero). security benefits of $5,500 on line 20b.
passive activity in Worksheet 3. Example. Line 5 has a loss of Your modified adjusted gross income is

$42,000 (reported as a positiveColumn (a). Enter the current year $86,500 ($92,000 – $5,500).
amount) and line 9 is $25,000. YouCRD from each rental real estate Line 9. Do not enter more thanenter $25,000 on line 10 (the smaller ofactivity. Enter the total of column (a) on $12,500 on line 9 if you are marriedline 5 or line 9, both treated as positiveline 2a of Form 8582. filing a separate return and you andamounts).Column (b). Enter the unallowed your spouse lived apart at all times
Line 5. Enter on line 5 the smaller ofCRDs from the prior year for each during the year. Married persons filing
the loss on line 1d or the loss on line 4.rental real estate activity. Enter the total separate returns who lived with their

of column (b) on line 2b of Form 8582. Example. Line 1d has a loss of spouses at any time during the year are
$3,000, line 2c is zero, and line 3d has not eligible for the special allowance.Column (c). Combine the amounts in
a gain of $100. The combined loss on They must enter zero (-0-) on line 10columns (a) and (b) for each activity
line 4 is $2,900. You enter $2,900 as a and go to line 15.and enter the overall loss for the activity
positive number on line 5 (the smallerin column (c). Do not enter amounts
of the loss on line 1d or the loss onfrom column (c) on Form 8582. These Part III—Specialline 4).amounts will be used when Form 8582 Allowance forLine 6. Married persons filing separateis completed to figure the loss allowed
returns who lived apart from theirfor the current year. Commercialspouses at all times during the year

Worksheet 3 must enter $75,000 on line 6 instead of Revitalization
$150,000. Married persons filingUse Worksheet 3 to figure the amounts Deductions From Rentalseparate returns who lived with theirto enter on lines 3a through 3c for:
spouses at any time during the year are1. Passive trade or business Real Estate Activitiesnot eligible for the special allowance.activities, Use Part III to figure the maximumThey must enter zero (-0-) on line 102. Passive rental real estate amount of commercial revitalizationand go to line 15.activities that do not qualify for the deductions allowed if you have aLine 7. To figure modified adjustedspecial allowance (but do not include commercial revitalization deductiongross income, combine all theCRDs reported in Worksheet 2), and from a rental real estate activity.amounts used to figure adjusted gross3. Rental activities other than rental

Enter all numbers in Part III asincome except do not take intoreal estate activities.
positive amounts (that is, greater thanaccount:
zero.)• Passive income or loss included onColumn (a).  Enter the current year net

Form 8582,income for each activity. Enter the total Line 11. Enter $12,500 (reduced by• Any rental real estate loss allowed toof column (a) on line 3a of Form 8582. the amount, if any, on line 10) on line
real estate professionals (defined under(See the example under Column (a) for 11 if you are married filing a separate
Activities That Are Not PassiveWorksheet 1, on page 7.) return and you and your spouse lived
Activities on page 2),Column (b). Enter the current year net apart at all times during the year.• Any overall loss from a PTP,loss for each activity. Enter the total of Married persons filing separate returns• The taxable amount of social securitycolumn (b) on line 3b of Form 8582. who lived with their spouses at any time
and tier 1 railroad retirement benefits,(See the example under Column (b) of during the year are not eligible for the• The deduction allowed under sectionWorksheet 1, on page 7.) special allowance. They must enter
219 for contributions to IRAs and zero (-0-) on line 14 and go to line 15.Column (c). Enter the unallowed certain other qualified retirement plans,

losses for the prior years for each • The deduction allowed for one-half of
activity. You find these amounts on Part IV—Total Lossesself-employment taxes,
Worksheet 5, column (c), of your 2002 • The exclusion from income of interest AllowedForm 8582. Enter the total of column from series EE and I U.S. savings

Use Part IV to figure the amount of the(c) from your 2003 Worksheet 3 on bonds used to pay higher education
PAL (as determined in Part I) allowedline 3c of Form 8582. expenses,
for 2003 from all passive activities.Columns (d) and (e). Combine income • The exclusion of amounts received

and losses in columns (a) through (c) under an employer’s adoption Line 16. Use the worksheets on Form
for each activity, and either enter the assistance program, 8582 and the following instructions for
overall gain for the activity in column (d) • The student loan interest deduction, those worksheets to figure the
or enter the overall loss for the activity or unallowed loss to be carried forward
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and the allowed loss to report on your • If you entered amounts on both lines the losses, if any, from column (e) of
forms and schedules for 2003. 10 and 14 of Form 8582, you must Worksheet 3.

complete two separate Worksheets 4. Column (b). Divide each of theWorksheets 1, 2, and 3 For the second worksheet, you either individual losses shown in column (a)
may attach an extra copy of page 2 ofWorksheets 1 and 3, columns (d) and by the total of all the losses in column
Form 8582 or your own schedule in the(e), show whether an activity had an (a) and enter this ratio for each activity
same format as Worksheet 4. On theoverall gain or loss. Worksheet 2, in column (b). The total of all the ratios
first Worksheet 4, list all activities withcolumn (c), shows the overall loss for must equal 1.00.
an overall loss in column (e) ofCRDs from rental real estate activities. Column (c). Complete the followingWorksheet 1. On the secondIf you have activities that show overall computation.Worksheet 4, list all activities with angain in column (d) of Worksheet 1 or 3,
overall loss in column (c) ofreport all the income and losses listed

A. Enter as a positive amountWorksheet 2.in columns (a), (b), and (c) for those
line 4 of Form 8582 . . . . . . .activities on the proper forms and Column (a). Enter the overall loss from

schedules. B. Add lines 10 and 14 ofcolumn (e) of Worksheet 1 or column
Form 8582 . . . . . . . . . . . . .(c) of Worksheet 2 for each activity.If you have activities that show an

C. Subtract line B from line A . .Column (b). Divide each of theoverall loss in column (e) of Worksheet
individual losses shown in column (a)1 or 3 or column (c) of Worksheet 2,
by the total of all the losses in columnyou must allocate your allowed loss on Multiply each ratio in column (b) by
(a) and enter this ratio for each activityline 16 of Form 8582 to those activities the amount on line C above, and enter
in column (b). The total of all the ratiosby completing Worksheets 4, 5, and 6 the result in column (c).
in column (b) must equal 1.00.or 7.

Worksheets 6 and 7Column (c). Multiply each ratio inComplete Worksheet 4 only if you
column (b) by the amount on line 10 or These worksheets allocate yourentered an amount (other than zero) on
line 14 of Form 8582, and enter the unallowed and allowed losses for eachline 10 or 14 of Form 8582. Otherwise,
results in column (c). The total of activity.skip Worksheet 4 and complete
column (c) must be the same as line 10Worksheet 5 for all activities in If you have losses from any activityor line 14 of Form 8582.Worksheets 1 or 3 that have overall that are reported on two or more

losses in column (e) and all activities in Column (c) total is the same as different forms or schedules, use
Worksheet 2. column (a) total. If the total losses in Worksheet 7 instead of Worksheet 6 for

column (c) are the same as those in that activity.Worksheet 4 column (a), the losses in Worksheets 1 Also use Worksheet 7 instead ofand 2 are allowed in full and are notUse Worksheet 4 to allocate the special Worksheet 6 for any activity with two orcarried over to Worksheet 5. Report allallowance on line 10 or line 14 of Form more transactions that are reported onamounts in columns (a), (b), and (c) of8582 among your rental real estate the same form or schedule but must beWorksheet 1 and columns (a) and (b) ofactivities. separately identified for tax purposes.Worksheet 2 on the proper forms andIn the first column of Worksheet 4, Transactions that must be separatelyschedules.enter the name of each activity. In the identified include (a) capital losses that
Column (c) total is less than columnsecond column, enter the form or are 28% rate losses and those that are
(a) total. If the total losses in columnschedule and line number on which the not and (b) pre-May 6 and post-May 5
(c) are less than the total losses inloss will be reported. dispositions.
column (a), complete column (d). Note: 28% rate gain or loss includesExample. You receive a Schedule
Column (d). Subtract column (c) from all collectibles gains and deductibleK-1 from partnership P that reports
column (a) and enter the results in long-term losses and section 1202 gainlosses from two rental real estate
column (d). Also enter the amounts on the sale of qualified small businessactivities, Activity X and Activity Y. The
from column (d) of Worksheet 4 in stock. See the instructions for Schedulelosses from partnership P are reported
column (a) of Worksheet 5. D (Form 1040) for details, including theon line 28A of Schedule E. In the first

definitions of “collectibles gains andtwo columns of Worksheet 4, enter: Worksheet 5 losses” and “section 1202 gain.”
Complete Worksheet 5 if any activitiesName of Activity Form or Schedule

Worksheet 6have an overall loss in column (e) of
Activity X Sch E, line 28A Worksheet 3 or losses in column (d) of Use Worksheet 6 for any activity listed

Worksheet 4 (in column (e) of in Worksheet 5 if all the loss from thatActivity Y Sch E, line 28A
Worksheet 1 or column (c) of activity is reported on one form or
Worksheet 2 if you did not have to schedule and no transactions need toIf the loss from an activity is reported in
complete Worksheet 4). be identified separately (as discussedmore than one place, identify both

above).locations in the second column (for On Worksheet 5, enter the name of
example, Sch E, line 28A/Form 4797, Example. Use Worksheet 6 if all theeach activity and the form or schedule
line 2). If you need additional space, loss from an activity is reported onand line number on which the loss will
show this information on an attached Schedule E, even though part of thebe reported. See the example for
statement. loss is a current year Schedule E lossWorksheet 4. Identify any deduction

and part of it is from a Schedule E priorfrom Worksheet 2 on a separate lineEnter all activities with overall losses
year unallowed loss.(even if the amount is from an activityfrom Worksheets 1 and 2 as follows.

also shown on Worksheet 1 or 3) and• If you entered an amount on line 10, On Worksheet 6, enter the name of
add “CRD” after the name of thelist on Worksheet 4 all activities with an each activity and the form or schedule
activity.overall loss in column (e) of and line number on which the loss is

Worksheet 1. Column (a). Enter the amounts, if any, reported. See the example for
• If you entered an amount on line 14, from column (d) of Worksheet 4 (from Worksheet 4. Identify each CRD from
list on Worksheet 4 all activities with an column (e) of Worksheet 1 or column Worksheet 5 on a separate line and
overall loss in column (c) of (c) of Worksheet 2 if you did not have add “CRD” after the name of the
Worksheet 2. to complete Worksheet 4). Also enter activity.
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Column (a). For each activity entered Line 1a, column (a). Enter the net loss Activity II
in Worksheet 6, enter the net loss plus plus any prior year unallowed loss from A current year collectibles loss (a
the prior year unallowed loss for the the activity that is reported on the same 28% rate loss) of $100 and net income
activity. Figure this amount by adding form or, in the case of Schedule D and of $600 from Schedule E (Form 1040).
the losses in columns (b) and (c) of Form 4797, the same part and either Activity IIIWorksheets 1 and 3 or enter the loss pre-May 6 or post-May 5.

A current year (post-May 5)from column (c) of Worksheet 2. If you have a Schedule D 28% rate long-term capital loss of $2,500 and aColumn (b). For each activity entered loss and a Schedule D non-28%-rate current year (pre-May 6) long-termin Worksheet 6, enter the amount from loss, or losses from both pre-May 6 and capital loss of $500.column (c) of Worksheet 5 for the post-May 5 dispositions, see Example
Worksheet 3activity. These are your unallowed of Schedule D (Form 1040)

losses for 2003. Keep a record of Activity I has an overall loss ofTransactions beginning on this page
these amounts so the losses can be $2,000 (current year long-term capitalbefore completing Worksheet 7.
used to figure your PAL next year. loss of $1,500 and a prior yearLine 1b, column (a). Enter any net

unallowed long-term capital loss ofColumn (c). Subtract column (b) from income from the activity that is reported
$500). Activity II has an overall gain ofcolumn (a). These are your allowed on the same form or schedule (or on
$500 (current year net income of $600losses for 2003. Report the amounts in the same part of the same form or
less a current year long-term capitalthis column on the forms and schedules schedule) as the loss on line 1a,
loss of $100). Activity III has an overallnormally used. column (a).
loss of $3,000 (current year long-termSee the forms and schedules listed Example. You enter a prior year capital loss of $2,500 plus a currentunder How To Report Allowed unallowed loss from Form 4797, Part I, year long-term capital loss of $500).Losses on page 11. Also, see Pub. on line 1a. If the activity has a current Line 16 of Form 8582 shows an925 for an extensive example of how to year Form 4797, Part I, gain, enter the allowed loss of $600.report passive income and losses on gain on line 1b, column (a). If the

Since Activity II has an overall gain,the forms and schedules. activity does not have a Form 4797,
the amounts shown in columns (a) andPart I, gain, enter zero (-0-) on line 1b,Worksheet 7 (b) of Worksheet 3 for that activity arecolumn (a).Use Worksheet 7 for any activity listed reported on the proper forms and

Line 1c, column (b). Subtract line 1b,in Worksheet 5 that has losses that are schedules and are not shown on any
column (a), from line 1a, column (a),reported on two or more different forms other worksheet.
and enter the result in column (b). If lineand schedules or on different parts of Worksheet 51b, column (a), is more than line 1a,the same form or schedule (for

Activity I has an unallowed loss ofcolumn (a), enter zero (-0-) in columnexample, pre-May 6 and post-May 5
$1,800 (line 4 of Form 8582 ($4,500)(b).capital losses reported in Part I or Part
less the sum of lines 10 and 14 of FormII of Schedule D). Worksheet 7 Column (c). Divide each of the losses 8582 (-0-) x 40%). Activity III has anallocates the allowed and unallowed entered in column (b) by the total of unallowed loss of $2,700 (line 4 ofloss for the activity and allocates the column (b) and enter the ratio in Form 8582 ($4,500) less the sum ofallowed loss to the different forms or column (c). The total of this column lines 10 and 14 of Form 8582 (-0-) ×schedules (or different parts of the must be 1.00. 60%.same form or schedule) used to report Column (d). Multiply the unallowed Worksheet 7the losses. loss for this activity, found in Worksheet

This worksheet is used to figure theOnly losses that would cause a 5, column (c), by each ratio in column
portion of the unallowed lossdifference in tax liability if they were (c) of Worksheet 7. If zero (-0-) is
attributable to the 28% rate loss, thereported on a different form or schedule entered in column (b) of Worksheet 7,
non-28%-rate loss, the pre-May 6 loss,or on different parts of the same form or also enter zero (-0-) for that form or
and the post-May 5 loss. Separateschedule are kept separate. Those schedule in column (d).
worksheets must be used to report theforms, schedules, and parts are: The amount in column (d) is the amounts for Activity I and Activity III.• Schedules C, E, and F. unallowed loss for 2003. Keep a• Schedule D (Parts I and II (28% rate For Activity I, the loss attributable torecord of this worksheet so you can uselosses and non-28%-rate losses and the 28% rate loss ($500) and the lossthe losses to figure your PAL next year.pre-May 6 and post-May 5 losses)). attributable to the non-28%-rate loss

Column (e). Subtract the amount in ($1,500) are separate entries onNote: You must make a separate entry
column (d) from the loss entered on line Worksheet 7 for that activity. The ratioin Schedule D, Part I or Part II, for each
1a, column (a). This is the allowed of each loss to the total of the twotransaction reported. See the
loss for 2003 to enter on the forms or losses is figured as follows. $500/Instructions for Schedule D (Form
schedules. The forms and schedules $2,000 = .25. $1,500/$2,000 = .75.1040).
you use must show the losses from this Each of these ratios is multiplied by the• Forms 4684 (Section B), 4797 column and the income, if any, for that unallowed loss for Activity I, shown in(Parts I and II), and 4835. activity from column (a) of Worksheet 1 column (c) of Worksheet 5 ($1,800).Use a separate copy of Worksheet 7 or Worksheet 3. Unallowed losses for Activity I:for each activity for which you have Example of Schedule D (Form • 28% rate loss: .25 x $1,800 = $450.losses reported on two or more different 1040) Transactions. The taxpayer had • Non-28%-rate loss: .75 x $1,800 =forms or schedules or different parts of the following Schedule D (Form 1040) $1,350.the same form or schedule (for transactions from three passiveexample, pre-May 6 and post-May 5 Allowed losses for Activity I:activities in 2003.capital losses reported in Part I or Part • 28% rate loss: $500 − $450 = $50.

Activity III of Schedule D). • Non-28%-rate loss: $1,500 − $1,350
= $150.On Worksheet 7, enter the form or A passive activity prior year

schedule and line number on the dotted unallowed long-term capital loss (a 28% The total loss allowed for Activity I
line above each line 1a (for example, rate loss) of $500 and a current year ($200) is entered in column (f), Part II,
Schedule D, line 12(g) to report long-term capital loss (a non-28%-rate Schedule D (Form 1040). The 28% rate
post-May 5 long-term loss from a loss from a pre-May 6 disposition) of loss ($50) is entered on the 28% Rate
partnership). $1,500. Gain Worksheet (see Schedule D
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instructions for line 20) if you complete Losses allowed in column (c) of includes any self-charged interest
Part IV of Schedule D (Form 1040). Worksheet 6. The amounts in column income and deductions treated as
Keep a record of the unallowed 28% (c) of Worksheet 6 are the losses or passive activity income and deductions.
rate and non-28%-rate losses to figure deductions allowed for 2003 for the See Schedule D and Form 4797
the PAL for these transactions next activities listed in that worksheet. instructions on this page if you also had
year. Report the loss allowed from column (c) passive gains or losses from the sale of

of Worksheet 6 and the income, if any, assets or of an interest in a passiveFor Activity III, the pre-May 6 loss for that activity from column (a) of activity.and the post-May 5 loss are separate Worksheet 1 or 3, on the form orentries on Worksheet 7 for that activity. Form 4684, Section B. Any passiveschedule normally used.The ratio of each loss to the total of the activity gain from Form 4684 isLosses allowed in column (e) oftwo losses is figured as follows. $500/ unchanged. It was used on Form 8582Worksheet 7. The amounts in column$3,000 = .17. $2,500/$3,000 = .83. to determine allowable PALs. If you do
(e) of Worksheet 7 are the losses orEach of these ratios is multiplied by the not have passive losses on Form 4684,
deductions allowed for 2003 for theunallowed loss for Activity III shown in complete Form 4684 and follow the
activity listed on that worksheet. Reportcolumn (c) of Worksheet 5 ($2,700). instructions for that form for where to
the losses allowed from column (e) of report the gain.Unallowed losses for Activity III: Worksheet 7 and the income, if any, for• Pre-May 6 loss: .17 × $2,700 = $459. If you have passive losses on Formthat activity from column (a) of• Post-May 5 loss: .83 × $2,700 = 4684, cross through the amount youWorksheet 1 or 3, on the forms or

$2,241. first entered on line 31, 32, 38a, 38b, orschedules normally used.
39 of that form, and enter the allowedAllowed losses for Activity III: Schedules C and F, and Form 4835. loss from the worksheet. To the left of• Pre-May 6 loss: $500 − $459 = $41. Enter on the net profit or loss line of the entry space, enter “PAL.”• Post-May 5 loss: $2,500 − $2,241 = your schedule or form the allowed
Schedule D and Form 4797. If you$259. passive loss from the worksheet. To the
sold assets from a passive activity orleft of the entry space enter “PAL.”The total loss allowed for Activity III you sold an interest in your passiveIf the net profit or loss line on your($300) is entered in column (f), line 8, activity, all gains from the activity mustform or schedule shows net profit forSchedule D (Form 1040), and the be entered on the appropriate line ofthe year, reduce the net profit by thepost-May 5 loss ($259) is entered in Schedule D or Form 4797. Identify theallowed loss from Worksheet 6 or 7,column (g) on the same line. gain as “FPA.” Enter any allowedand enter the result on the net profit or
losses for Schedule D or Form 4797 onSee the forms and schedules listed loss line.
the appropriate line, and to the left ofunder How To Report Allowed

Example. Schedule C shows net the entry space, enter “PAL.”Losses below. Also, see Pub. 925 for
profit for the year of $5,000 from aan extensive example of how to report Entire disposition with an overallpassive activity. The activity also has apassive income and losses on the loss. If you made an entire dispositionForm 4797 gain of $2,500 and a priorforms and schedules. of your interest in a passive activity andyear unallowed Schedule C loss of

that activity had an overall loss, none of$6,000. The loss allowed for 2003 is
the gains, if any, or losses wereHow To Report $6,000. You enter a net loss of $1,000
entered on Form 8582 or theon line 31 of Schedule C (the $5,000Allowed Losses worksheets. However, all the gains andnet profit for the year less the $6,000
losses must be reported on the formsLine 4 is income. If line 4 of Form loss allowed for the year). To the left of
or schedules normally used. To the left8582 shows net income or zero, all the the entry space, you enter “PAL.”
of the entry space, enter “EDPA.”losses in columns (b) and (c) of See Schedule D and Form 4797

Worksheets 1 and 3 and all the Entire disposition with an overallinstructions on this page if you also had
deductions in columns (a) and (b) of gain. Gains and losses from thispassive gains and losses from the sale
Worksheet 2 are allowed in full. Report activity were included on Form 8582 soof assets or of an interest in a passive
the income and losses in columns (a), that the gains might offset other PALs.activity.
(b), and (c) of Worksheets 1 and 3 and Report all the gains and losses on theSchedule E, Part I. Enter the alloweddeductions in columns (a) and (b) of forms and schedules normally used,loss from the worksheet on line 23 ofWorksheet 2 on the forms and and to the left of the entry space, enterSchedule E. An activity that has netschedules normally used. “EDPA.”profit for the year and prior year
Line 16 is the same as the total of unallowed losses will have net profit on Publicly Tradedlines 1b, 1c, 2a, 2b, 3b, and 3c. In line 22 and the allowed loss on line 23.
this case also, all the losses in columns The allowed loss on line 23 will include Partnerships (PTPs)(b) and (c) of Worksheets 1 and 3 and the loss allowed to the extent of the net A PTP is a partnership whose interestsall the deductions in columns (a) and profit. Line 24 of Schedule E will show are traded on an established securities(b) of Worksheet 2 are allowed in full. total net profit and line 25 will show market or are readily tradable on aReport the income and losses in total losses allowed (both passive and secondary market (or its substantialcolumns (a), (b), and (c) of Worksheets nonpassive). Line 26 will show the total equivalent).1 and 3 and deductions in columns (a) net profit or loss.
and (b) of Worksheet 2 on the forms An established securities marketSchedule E, Parts II and III. Any net
and schedules normally used. includes any national securitiesincome shown on your Schedule K-1

exchange and any local exchangeColumns (a) and (c) of Worksheet 4 that is passive income must be entered
registered under the Securitiesare the same amount. In this case, all as passive income in the appropriate
Exchange Act of 1934 or exemptedthe losses in columns (b) and (c) of column of Schedule E, Part II or III.
from registration because of the limitedWorksheet 1 and all the deductions in Enter the passive loss allowed from
volume of transactions. It also includescolumns (a) and (b) of Worksheet 2 are Worksheet 6 or 7 in the appropriate
any over-the-counter market.allowed in full. Report the income and column for passive losses. The passive

losses in columns (a), (b), and (c) of losses allowed include the loss allowed A secondary market generally exists
Worksheet 1 and the deductions in to the extent of any net income from the if a person stands ready to make a
columns (a) and (b) of Worksheet 2 on activity. Passive net income or loss market in the interest. An interest is
the forms and schedules normally used. reportable on Schedule E, Part II, treated as readily tradable if the interest
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is regularly quoted by persons, such as prior year unallowed loss of $3,500 prior year unallowed losses in column
brokers or dealers, who are making a from the passive activities of a PTP. (a) of Worksheet 6 (or Worksheet 7 if
market in the interest. You have a $4,500 overall gain ($8,000 applicable). The losses in column (c) of

− $3,500) that is nonpassive income. Worksheet 6 (column (e) of WorksheetThe substantial equivalent of a
On Schedule E, Part II, you report the 7) are the allowed losses to report onsecondary market exists if there is no
$4,500 net gain as nonpassive income your forms or schedules. Report theseidentifiable market maker, but holders
in column (j). In column (g), you report losses and any income from the PTPof interests have a readily available,
the remaining Schedule E gain of on the forms and schedules normallyregular, and ongoing opportunity to sell
$3,500 ($8,000 − $4,500) as passive used.or exchange interests through a public
income. On the appropriate line of Formmeans of obtaining or providing  4. If you have an overall loss and
4797, you report the prior yearinformation on offers to buy, sell, or you disposed of your entire interest in
unallowed loss of $3,500. You enterexchange interests. Similarly, the the PTP to an unrelated person in a
“From PTP” to the left of each entrysubstantial equivalent of a secondary fully taxable transaction during the
space.market exists if prospective buyers and year, your losses (including prior year

3. If you have an overall loss (butsellers have the opportunity to buy, sell, unallowed losses) allocable to the
did not dispose of your entire interest inor exchange interests in a timeframe activity for the year are not limited by
the PTP to an unrelated person in aand with the regularity and continuity the passive loss rules. A fully taxable
fully taxable transaction during thethat the existence of a market maker transaction is one in which you
year), the losses are allowed only to thewould provide. recognize all your realized gain or loss.
extent of the income, and the excess Report the income and losses on theSpecial Instructions for PTPs loss is carried forward to use in a future forms and schedules normally used.
year if you have income to offset it.Section 469(k) provides that the Note: For rules on the disposition of anReport as a passive loss on thepassive activity limitations must be entire interest reported using theschedule or form you normally use theapplied separately to items from each installment method, see Disposition ofportion of the loss equal to the income.PTP. PALs from a PTP generally may an Entire Interest on page 6.Report the income as passive incomebe used only to offset income or gain
on the form or schedule you normallyfrom passive activities of the same
use. Paperwork Reduction Act Notice.PTP. The special allowance (including

We ask for the information on this formExample. You have a Schedule ECRDs) for rental real estate activities
to carry out the Internal Revenue lawsloss of $12,000 (current year lossesdoes not apply to PALs from a PTP.
of the United States. You are requiredplus prior year unallowed losses) andPassive activity loss rules for
to give us the information. We need it toForm 4797 gain of $7,200 from thepartners in PTPs. Do not report
ensure that you are complying withpassive activities of a PTP. You reportpassive income, gains, or losses from a
these laws and to allow us to figure andthe $7,200 gain on the appropriate linePTP on Form 8582. Instead, use the
collect the right amount of tax.of Form 4797. On Schedule E, Part II,following rules to figure and report your

you report $7,200 of the losses as a You are not required to provide theincome, gains, and losses from passive
passive loss in column (f). You carry information requested on a form that isactivities you held through each PTP
forward to 2004 the unallowed loss of subject to the Paperwork Reduction Actyou owned during the tax year.
$4,800 ($12,000 − $7,200). unless the form displays a valid OMB1. Combine any current year

control number. Books or recordsIf you have unallowed losses fromincome, gains and losses, and any prior
relating to a form or its instructionsmore than one activity of the PTP oryear unallowed losses to see if you
must be retained as long as theirfrom the same activity of the PTP thathave an overall loss from the PTP.
contents may become material in themust be reported on different forms orInclude only the same types of income
administration of any Internal Revenueschedules, allocate the unallowedand losses you would include to figure
law. Generally, tax returns and returnlosses on a pro rata basis to figure theyour net income or loss from a
information are confidential, as requiredamount allowed for each activity or onnon-PTP passive activity. See Passive
by section 6103.each form or schedule.Activity Income and Deductions on

The time needed to complete andpage 5.
To allocate and keep a record of file this form will vary depending on2. If you have an overall gain, the
the unallowed losses, use individual circumstances. Thenet gain portion (total gain minus total
Worksheets 5, 6, and 7 of Form estimated average time is:losses) is nonpassive income.

TIP

8582. It is important to figure the
Recordkeeping . . . . . . . . 1 hr., 25 min.List each activity of the PTP innonpassive income because it must be

Worksheet 5. Enter the overall lossincluded in modified adjusted gross Learning about the law or
from each activity in column (a).income to figure the special allowance the form . . . . . . . . . . . . . 1 hr., 43 min.
Complete column (b) of Worksheet 5for active participation in a non-PTP

Preparing the form . . . . . 1 hr., 45 min.according to its instructions. Multiply therental real estate activity on Form 8582.
total unallowed loss from the PTP byAlso, you may be able to include the Copying, assembling,
each ratio in column (b) and enter thenonpassive income in investment and sending the form to
result in column (c) of Worksheet 5.income when figuring your investment the IRS . . . . . . . . . . . . . . 20 min.

interest expense deduction. See Form Next, complete Worksheet 6 for
If you have comments concerning4952, Investment Interest Expense each activity listed in Worksheet 5 if all

the accuracy of these time estimates orDeduction. the loss from that activity is reported on
suggestions for making this formone form or schedule. Use Worksheet 7Report all gains and allowed losses
simpler, we would be happy to hearinstead of Worksheet 6 for each activityfrom the activity on the forms or
from you. See the instructions for thewith losses reported on two or moreschedules normally used, and to the left
tax return with which this form is filed.different forms or schedules (or onof each entry space, enter “From PTP.”

different parts of the same form orExample. You have Schedule E
schedule). Enter the net loss plus anyincome of $8,000 and a Form 4797
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