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PASSIVE ACTIVITIES

INTERNAL REVENUE CODE OF 1986 - CODE SECTION 469

The Tax Reform Act of 1986 was intended to SIMPLIFY the Federal income tax system and
make it more equitable!!

Aimed at preventing taxpayers from sheltering income through deduction - generating
investments, particularly limited partnerships.

Imposes limitations on taxpayer's use of losses and credits from so called "passive activities".

Congress felt that the ability of taxpayers to use losses from one activity to offset taxable
income from another activity was eroding not only Federal tax revenues, but also public

confidence in tax systems.
  (Did the public have confidence in the tax system before????)

Coping with the PAL rules has been FAR FROM SIMPLE!!  Many forms, numerous
worksheets, instructions for completing the forms and worksheets and supplemental

instructions have been issued in connection with PAL and credit limitations.

The original temporary and proposed regulations totaling 266 pages were only the beginning
of activity in this area.

IRS assured taxpayers (and their overburdened tax return preparers) that "many" taxpayers
would be able to comply with the rules simply by following the forms and instructions.

Sounds simple enough??

The MAJOR problem created by the passive activity rules was:
the definition of ACTIVITY??

Notice: 2009-55 http://www.irs.gov/irb/2009-31_IRB/ar06.html  (A list of transactions of Interest.)

Notice: 2009-59 http://www.irs.gov/irb/2009-31_IRB/ar07.html  (Listed Transactions.)
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PASSIVE ACTIVITIES
PASSIVE ACTIVITY IN GENERAL

In a passive activity if you have a trade or business activity in which you do not 
materially participate during the tax year, or a rental activity.

IF LOSS OCCURS - “AT RISK” RULES MUST BE APPLIED FIRST,
THEN PASSIVE ACTIVITY LOSS RULES.

DEDUCTING PASSIVE ACTIVITY LOSSES
In general, under PAL rules, you are allowed to deduct passive activity losses only from
passive activity income.  The excess is carried forward to the following year until used,
or until disposition of entire interest in the activity in a fully taxable transaction.

PASSIVE ACTIVITY RULES APPLY TO:

< Individuals
< Estates
< Trusts (Other than grantor trusts)
< Personal Service corporations:
< Closely held corporation
< Owners of pass through entity interests on their distributive shares of income or loss

from those interests.

Interest in a limited partnership is presumed to be a passive activity.
Three exceptions under which a limited partner could meet the
material participation rules:

< Participation by individual for more than 500 hours per year in the partnership
< Individual was material participant in any of 5 of the last 10 years 

of the partnership
< Individual was material participant in personal service activity in any of the

preceding years of the partnership.
Limited liability companies are typically treated as partnerships per above

Publicly traded partnerships (PTP)
Passive activity loss rules must be applied separately to items of each PTP
A loss from one PTP can be offset only by income from that same PTP
PTP losses are NOT reported on form 8582
Unused losses are carried forward indefinitely to future years until there

is income from that PTP or taxpayer disposes of the entire interest

Passive activity loss rules generally do not apply to C -corporations 

S corporations are not directly affected by PAL rules.
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PASSIVE ACTIVITIES

PERSONAL SERVICE CORPORATION

< Corporation other than S corp

< Principal activity during "testing period" is personal services

• testing period generally the previous tax year

• if new corporation:

testing period begins on first day of tax year and ends on earlier of:
< last day of tax year
< or last day of calendar year in which tax year begins 

! Services substantially performed by employee-owners.

More than 20% of total compensation during testing period
performed by employee-owners

! Employee-owners own more than 10% of fair market value of
outstanding stock on last day of testing period.

Personal services:

T Health (including veterinary services)
T Law
T Engineering
T Architecture
T Accounting
T Actuarial science
T Performing arts
T Consulting.

Employee owners if both apply:

! An employee or performs personal services for or on
behalf of the corporation as an independent contractor
during ANY day of the testing period

! Owns ANY stock at ANY time during the testing period.
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PASSIVE ACTIVITIES

CLOSELY HELD CORPORATIONS - (For passive activity rules )

Closely held if all of the following apply.

< A corporation other than an S corporation

< NOT a personal service corporation

! At ANY time during the LAST HALF of the tax year, more than 50% 
of the value of its outstanding stock is directly or indirectly owned by
FIVE or FEWER individuals.
("Individual" includes certain trusts and private foundations)

Not applicable to grantor trusts, partnerships and S corporations directly
(DO apply to the owners of such entities)

A closely held corporation can offset net active income with its passive activity loss.

It can offset the tax attributable to its net active income with its passive activity credits.

It can NOT offset its PORTFOLIO income with its passive activity loss.

CHANGE IN STATUS

Change in status ( if personal service corporation ceases to be subject to PAL rules) does not relieve
taxpayer from application of the PAL rules with respect to losses and credits incurred during the
period in which the taxpayer was subject to PAL rules.

TAX EXEMPT CORPORATIONS

PAL rules do not distinguish for tax exempt corporations.  It may be possible that UNRELATED
BUSINESS INCOME of tax exempt corporations could be subject to PAL regulations.

TAX YEAR OF PARTNERSHIP/S CORPORATION/ESTATE/TRUST

Taxable year of the entity is period during which level of participation must be
determined.  Taxable year of the form 1040 is disregarded for this purpose.
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PASSIVE ACTIVITIES
IDENTIFYING "ACTIVITIES”HISTORICAL

FOR TAX YEARS ENDING BEFORE MAY 11, 1992:
Generally: Each undertaking owned is a separate activity

Ownership:
Either directly or indirectly through a partnership ,S Corporation,
estate or trust - BUT NOT THROUGH A C CORPORATION.

Undertaking:
Includes all the business and rental operations you conduct
at the same location (directly or indirectly as per above).

Same location:
Same physical structure or within close proximity of one another.

Not at same location but treated as conducted at same location:
Treated as same location with which they are most closely associated
under facts and circumstances rules. (Employees sent from an office
to various home locations to provide services are considered as
conducting operations at the central office.)

Rental and non-rental operations combined:
If undertaking conducts both rental and nonrental operations:
generally separate activities. BUT are NOT separate activities
IF EITHER of the following applies:

‚ Rental operations, if treated as a separate activity
would not be a rental activity.

OR ‚ One type of operation predominates over the other to such
an extent that it produces more than 80% of the basic
undertaking's gross income.

Trade of business activities:
Generally: Combine undertakings into one activity if undertakings are
similar and controlled by same interests.

Similar:
If there are predominant operations in each undertaking that
are in the same line of business OR are vertically integrated.

Integrated businesses:
Two or more trade or business activities treated
as a single activity if operations constitute a single integrated
business, and the activities are controlled by the same interests.

Dependent upon all facts and circumstances such as:
T Operations at same location.
T Other persons conduct similar operations at one location.
T Operations are treated as a unit in accounting records.
T Operations owned by same person.
T Operations involve products or services that are commonly

provided together.
T Operations serve the same customers
T Operations are coordinated with or rely on each other.
T The operations depend on each other for economic success.
T The operations are conducted under the same trade name.
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PASSIVE ACTIVITIES
IDENTIFYING "ACTIVITIES"

FOR YEARS BEGINNING AFTER MAY 10, 1992

Shorter "facts and circumstances" test under which taxpayer may use any
reasonable method of grouping activities.  (reg. 1.469-4)

Generally treat one or more trade or business activities or rental activities
as a single activity if those activities form an APPROPRIATE ECONOMIC
UNIT for measuring gain or loss under passive activity rules.

APPROPRIATE ECONOMIC UNIT

To determine if more than one activity forms an appropriate economic
unit, consider all relevant facts and circumstances in grouping
the activities.

Following factors have greatest weight:
G Similarities and differences in TYPES of business

G Extent of common CONTROL

G Extent of common OWNERSHIP

G Geographic LOCATION

G INTERDEPENDENCIES between activities
i.e: extent that the activities:

• purchase or sell goods among themselves

• involve products or services that are generally
provided together.

• Have the same customers

• Have the same employees 
or
• Use a single set of books and records to account

for the activities.

CONSISTENCY:

Generally, when activities are grouped into appropriate economic units
they may not be regrouped in a later tax year.
Exception if original grouping becomes inappropriate may regroup
but must disclose this action to IRS.
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PASSIVE ACTIVITIES

RENTAL ACTIVITY

In general, may not group a rental activity with a trade or business activity.

Exception: 
May group together if the activities form an appropriate economic unit
AND
• if rental activity is insubstantial in relation to the trade or business activity
OR
• trade or business activity is insubstantial to the rental activity
OR
• Each owner of the trade or business activity has the same

ownership interest in the rental activity, in which case the part
of the rental activity that involves the rental of property for 
use in trade or business activity may be grouped with the trade
or business activity.

In general, activity of rental real property can not be combined with an activity of
rental of personal property as a single activity.

Exception:
If personal property is provided IN CONNECTION with real property, they can
be treated as a single activity.

In general, limited partners or limited entrepreneurs may not group following
activities with any other activity:

‚ Holding, producing, or distributing motion picture films/video tapes
‚ Farming
‚ Leasing any section 1245 property
‚ Exploring for, or exploiting, oil and gas resources
‚ Exploring for, or exploiting, geothermal deposits

Limited partners or limited entrepreneurs in activity above, may group that activity
with:

‚ Another activity that is in the same type of business if limited
partner or limited entrepreneur in BOTH activities

‚ Another activity in which not a limited partner or limited entrepreneur
if the activity is the same type of business and the grouping
is appropriate considering the relevant facts and circumstances.

Limited entrepreneur - a person who

‚ Has an interest in a business organization other than a limited partner
‚ AND does not actively participate in the management of the business

organization.
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PASSIVE ACTIVITIES

ACTIVITIES THROUGH PARTNERSHIPS OR S CORPORATIONS:

Partnership or S corporation must group activities under same rules

Once grouped by the pass through entity, partner or shareholder can group those
 activities

T With each other

T With activities conducted directly by taxpayer 

T With activities conducted through other entities

May NOT treat activities grouped together by the entity as separate activities.

PUBLICLY TRADED PARTNERSHIPS MAY NOT BE COMBINED BY TAXPAYER WITH
OTHER OPERATIONS INCLUDING OTHER PTPs.
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PASSIVE ACTIVITIES

TWO KINDS OF PASSIVE ACTIVITIES

T Trade or Business activities in which NO material participation 

T Involves conduct of trade or business
T Is conducted in anticipation of starting a trade or business
T Involves research or experimental expenditures otherwise deductible

or capitalized.

Trade or business activity does NOT include rental activity or rental of
property that is incidental to an activity of holding property for investment

T Rental activities ALWAYS PASSIVE!! 

Pre 1994 - Even if material participation - STILL PASSIVE!!
Beginning in 1994

Not passive activity if you materially participated as a real
estate professional. (See definition later in this course)

Rental Activity is: (Not the same as rental real estate activity)

Tangible property (real or personal) used by customers or
held for use by customers

and
Income or expected income from activity represents amounts
paid mainly for use of the property.

Immaterial whether use is under lease, service contract or some
other arrangement.

Generally, equipment leasing is a passive activity

Unless equipment rental falls in one of the six exceptions on next page
it is a passive activity and losses are not deductible (unless taxpayer has other passive
income)

Includes long term equipment rentals
Computers
Trucks
Heavy equipment
Medical equipment
Airplanes
Automobiles
Boats

Neither material participation or active participation rules apply
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PASSIVE ACTIVITIES

NOT a rental activity if ANY of following apply:

T Average period of customer use 7 days or less.

T Average period of customer use is 30 days or less AND
significant personal services are provided with the rentals.

T Extraordinary personal services are provided in connection
with customer use.

T Rental is incidental to a nonrental activity.

T Customarily make rental property available during defined
business hours for nonexclusive use by various customers

T Provide the property for use in a nonrental activity of your 
partnership, S corporation, or joint venture

If exceptions above are met and the activity is a trade or business in which
material participation occurs, income is reported on normal forms and
schedules.
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PASSIVE ACTIVITIES

REAL ESTATE PROFESSIONAL

Real estate professional - Revenue Reconciliation Act of 1993 added Code section 469(c)(7)
pertaining to rental real estate activities of real estate professionals.  Individuals who
qualify can treat their rental activities as nonpassive and any losses and credits can be used
to offset taxpayer’s nonpassive income.  Passive loss restrictions are not applicable.

To qualify, taxpayer must satisfy both of two tests:

T More than 50% of personal services performed in the business are performed in real
estate businesses in which taxpayer materially participates AND material participation
in the real property trade or business exceeds 750 hours.

T Must show that taxpayer materially participated in the rental activity.

Joint return eligibility requirements
Do NOT count spouse’s personal service to determine whether 
qualified real estate professional
But material participation requirement takes into account BOTH 
spouses participation

For this purpose each interest in rental real estate activity is a separate activity.

Can elect to aggregate all of rental activities of taxpayer as one activity in order to
meet the material participation test.  Election is made by attaching a statement to
the original return containing a declaration that taxpayer qualifies as a real estate
professional and is treating all rental activities as one activity

Real property trade or business:
Any real property trade or business involving:

< Development
< Redevelopment
< Construction
< Reconstruction
< Acquisition
< Conversion
< Rental
< Operation
< Management
< Leasing
< Brokerage 
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PASSIVE ACTIVITIES

REAL ESTATE PROFESSIONAL

A qualifying real estate professional who is a limited partner in his real estate
rentals can qualify them to be nonpassive.  Normally requires that taxpayer
establish material participation.

Interests in rental real estate generally can NOT be combined with other
trades or businesses.

Prior year suspended real estate rental losses do NOT qualify for total 
deduction in a year that an individual becomes a qualified real estate professional
but will qualify for the $25,000 offset if all normal qualifications are met.

Real estate professional rules are NOT ELECTIVE
If the tests are met - the net rental income will be non-passive and can
not be used to offset other passive losses.

Report on form 1040 schedule E - indicates that qualified as real estate professional

Personal Services as an employee:
NOT treated as performed in trade or business unless that person has more than
10% ownership interest in the employer

Closely held “C” corporation
Can qualify if more than 50% of gross receipts came from  real property trades or
 business in which it materially participates
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PASSIVE ACTIVITIES

REAL ESTATE RENTAL ACTIVITIES

Individuals with ACTIVE participation in rental real estate can deduct up
to $25,000 of losses from non passive income each year.

 AND

Credits from sch activities can be applied against total tax on up to $25,000 of
NON passive income after losses.

Exception: Married filing separate and lived apart from spouse for
entire tax year, offset amount cannot exceed $12,500.

Married and LIVED with spouse at any time and file separate, no special 
offset allowed.

PHASE OUT

$25,000 phases out at rate of 50 cents for each dollar by which AGI
(modified) exceeds $100,000.

Complete phase out at $150,000 modified AGI.  (Defined later)

Married filing separate and lived apart for entire year -
Reduce 50 cents for each dollar by which modified AGI
exceeds $50,000 with complete phase out at $75,000

FLOW THROUGH (from partnerships/S corporations) losses can qualify
for the $25,000 offset as long as the taxpayer meets the active participation
standards
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PASSIVE ACTIVITIES

ACTIVE PARTICIPATION:

Not the same as MATERIAL participation

Treated as ACTIVE participation if:

< make management decisions that are relevant

• approving new tenants

• deciding rental terms

• approving expenditures

Only INDIVIDUALS can actively participate in rental real estate activity.

Losses can not be from a trust (except Grantor Trust)

Losses can not be from an entity under a net lease

Vacation homes that have an average period of customer use
which is 7 days or less do not meet the definition of a “rental” -
$25,000 offset does not apply

Decedent's estate treated as active participant for tax years ending less
than 2 years after death, IF decedent would have satisfied active requirements.

Limited partners and those who own less than 10% of the activity do NOT 
   meet the active participation requirements

Taxpayer and spouse's combined interest must be a least 10% of all interests in
the activity throughout the year.

Active participation not required to take low income housing and
rehabilitation investment credits from rental real estate activities.
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PASSIVE ACTIVITIES

MODIFIED ADJUSTED GROSS INCOME: (For computation of phaseout)

Computed WITHOUT:

‚ Taxable social security and railroad retirement payments

‚  Deductible contributions to IRA and retirement plans in sec. 501(c)(18)

‚ Exclusion of income from US savings bonds used to pay higher education fees

‚ Any passive activity loss

‚ An overall loss from publicly traded partnership

‚ Deduction for half of self employment tax.

‚ Exclusion from income of amounts received from employer’s adoption
Assistance program

‚ Deduction allowed for interest on student loans.
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PASSIVE ACTIVITIES

HIGHER PHASE OUT RULE FOR CERTAIN CREDITS.

Phase out for low income housing credits for property placed in service before 1990

and

Phase out for rehabilitation investment credits from rental real estate activities

For the above two credits:

Phase out of $25,000 offset begins when modified AGI exceeds $200,000
 ($100,000 MFS and lived apart at all times during year)

No  phase out of $25,000 offset for low income housing property
placed in service after 1989
If indirect interest in the property through a pass through entity,
this special exception does not apply unless acquired INTEREST
in the pass through entity after 1989.

APPLICATION OF $25,000 OFFSET

First to passive activity losses

Second to credits other than rehabilitation and low income housing

Third to credits for rehabilitation and low income housing investment credits
from property acquired prior to 1990

Finally to low income housing credits for property acquired after 1989

QUALIFIED RENTAL REAL ESTATE LOSSES THAT ARE SUSPENDED MAY BE
DEDUCTIBLE IN A SUBSEQUENT YEAR IF ANY OF THE $25,000 OFFSET IS 
AVAILABLE.
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PASSIVE ACTIVITIES

NOT PASSIVE ACTIVITIES

! Trade or business with material participation

! Working interest in oil or gas well held directly or through an
entity that does not limit liability (general partner) - does
not matter if material participation or not.

! Rental of dwelling unit used as a residence (temporary rental rules)

! Activity of trading personal property for those who own interest
in the activity.

! Rental real estate activities in which material participated as a real
estate professional.

! Income from self rented property
If taxpayer rents real property or equipment to a trade 
or business in which he or she materially participates, 
net rental income from the property is treated as
nonpassive income.  (Not applicable if written binding 
contract entered into before February 19, 1988)
Effective with 1993 tax year for C corporations.

.

DO NOT INCLUDE INCOME OR LOSSES FROM THE ABOVE WITH
PASSIVE ACTIVITIES
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PASSIVE ACTIVITIES

MATERIAL PARTICIPATION

MUST SATISFY “ONE” OF THE FOLLOWING TESTS

T Participated in activity for more than 500 hours

T Participation is substantially all of the participation in the activity of
all of the individuals, including participation of individuals who did not
own any interest in the activity.

T Participated in activity more than 100 hours during tax year AND participated at
least as much as any other individual (including non owners)

T Activity is a significant participation activity and you participated in
all significant participation activities for more than 500 hours.
Significant participation activity: any trade or business activity
in which you participated more than 100 hours during the year and in
which you did not materially participate under any of the material
participation tests other than this test.  

T Materially participated in activity for any 5 (whether or not consecutive) of the 10
preceding tax years.  In determining whether material participation for years before
1987 - only if more than 500 hours during that year.

T Activity is a personal service activity in which you participated for any 3
(whether or not consecutive) preceding tax years.  (Before 1987 only if
more than 500 hours)

T Based on all the facts and circumstances, you participated in the activity on  a regular,
continuous and substantial basis.
(Not less than 100 hours)

Management participation does not count for material participation IF:

• any person other than you received compensation for management

• Any individual spent more hours during the tax year managing
the activity than you did (regardless of compensation)

FOR “MATERIAL PARTICIPATION” - SPOUSE'S (BUT
NOT CHILDREN) PARTICIPATION INCLUDED WITH
TAXPAYER'S  PARTICIPATION IF MARRIED EVEN IF
SPOUSE AND NO OWNERSHIP AND EVEN IF NOT
FILING JOINT RETURN.
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PASSIVE ACTIVITIES

PARTICIPATION

In general - Any work done in connection with activity in which you own an interest.

Work not usually performed by owners:

Not treated as participation in the activity IF:

• Work is not work that is customarily done by owner of
that type of activity.

• One of main reasons for doing the work is to avoid the
disallowance of any loss or credit from the activity under
passive activity rules.

Work done in capacity as an investor in an activity is not treated as participation unless
directly involved in day to day management or operations of the activity
Examples of NON participation as an investor:

• Studying and reviewing financial statements/reports

• Preparing or compiling summaries or analyses of finances
or operations of the activity for own use

• Monitoring the finances or operations of the activity in a
Non-managerial capacity.

PROOF OF PARTICIPATION:

Any reasonable method

Does not have to be contemporaneous daily time reports

Can use appointment book, calendar, or narrative summary

LIMITED PARTNERS

Generally did not materially participate

Exception: can qualify if meet test 1,5, or 6

Not treated as a limited partner if were general partner ALL year
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PASSIVE ACTIVITIES

PARTICIPATION

RETIRED OR DISABLED FARMER AND SURVIVING SPOUSE OF FARMER

Treated as materially participating in farming activity if materially
participated 5 of the 8 years before retirement or disability.

Surviving spouse of farmer - treated as materially participating in farming
if the real property used in the activity meets the estate tax rules for
special valuation of farm property AND you ACTIVELY manage the farm.

CORPORATIONS

Closely held corporation or a personal service corporation is treated as
materially participating in an activity only if one or more shareholders,
holding more than 50% by value of the outstanding stock of the corporation,
materially participate in the activity.
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PASSIVE ACTIVITIES

PASSIVE ACTIVITY INCOME
All income from passive activities and generally gain from disposition of an
interest or property used in a passive activity.

NONPASSIVE INCOME
Income from passive activities does NOT include income such as:

! Income from nonpassive activity

! Gain from disposition of substantially appreciated property that had
been used in a NON passive activity.
Gain is PASSIVE if property used in a passive activity:

• 20% of time held 
or
• entire 24 month period ending on disposition date.

! Portfolio income

Self charged interest (lending money to taxpayer’s own
partnership or S corporation that conducts a passive activity)
The interest income is recharacterized from portfolio to
passive
income.  Applies only to INTEREST income and expense, not
to any other self charged items.

! Personal service income
• Wages, salaries, commissions
• Self employment income from trade or business
• Deferred compensation
• Taxable social security benefits
• Payments to partners for personal services

! Income from positive sect. 481 adjustments (due to changes
in accounting method)

! Income or gain from investments of working capital

! Income from an oil or gas property if treated any loss from
a working interest as nonpassive loss.

! Income from intangible property if personal efforts significant
to creation of

! Income from any interest in a publicly traded partnership

Continued on next page
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PASSIVE ACTIVITIES

NON passive income (continued)

! Income from qualified low income housing project for any year
in the relief period in which losses would not be subject
to passive loss limits under special transitional rules

! Any other income that must be treated as nonpassive

! State, local and foreign income tax refunds

! Income from covenant not to compete

! Income attributable to reimbursement of a loss from a casualty
or theft if loss is not passive deduction

! Alaska Permanent Fund dividends

! Cancellation of debt income if at the time debt is discharged, the
income is not allocated to passive activity expenditures.

! Sale of undeveloped land or other investment property

! Royalties derived in ordinary course of business

! Businesses, Partnerships, S corporations, and Limited liability
Companies in which taxpayer materially participates.

! Trusts in which fiduciary materially participates

NEW  2006   TRANSACTIONS WITH A SIGNIFICANT BOOK-TAX DIFFERENCE

No longer required to be reported on returns filed with due dates of January 5, 2006 and after.

No longer need Form 8886.
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PASSIVE ACTIVITIES

PASSIVE ACTIVITY DEDUCTIONS

Passive activity deductions include:

! All deductions from activities that are passive activities for the tax year

! All deductions from passive activities that were disallowed under
passive activity loss rules in prior years and carried forward to current
year.

! Losses from dispositions of property used in a passive activity at the
time of disposition of less than entire interest in passive activity.

Passive activity deductions do NOT include:

! Expenses (other than interest) that are clearly and directly allocable
to portfolio income.

! Interest expense other than interest properly allocable to passive activities

! Losses from dispositions of property that produces portfolio income or
property held for investment

! State, local, and foreign income taxes

! Misc. Itemized deductions that may be disallowed because of 2% AGI limit

! Charitable contributions

! Net operating loss deductions

! Percentage depletion carryovers for oil and gas wells

! Capital loss carrybacks and carryovers

! Deductions and losses that would have been allowed for tax years beginning before
1987 but for basis or at risk limits.

! Net negative section 481 adjustments (change in accounting methods)

! Casualty and theft losses, unless losses similar in cause and severity
recur regularly in the activity

! Deduction for one half of self employment tax.
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PASSIVE ACTIVITIES

RECHARACTERIZATION OF PASSIVE INCOME
And now that you know how to define passive activities, you may have to recharacterize and exclude
income from passive activity income.

Recharacterization issues apply only to INCOME, not losses
Combine income and losses from the ACTIVITY during the year.

If net loss, treat the income and losses the same as any other income or
losses from that type of passive activity

If result is net income, do not include income or losses from the activity
in passive activity computations.  Enter on NORMAL schedules/forms

Equity financed lending activities
Lesser of net passive income or equity financed interest income
is NON passive income.

Rental of property incidental to a development activity
Treated as Non passive if ALL of following apply:

• recognize gain from sale, exchange, other disposition of rental
property during tax year

• Started to rent the item less than 12 months before date of disposition

• materially participated or significantly participated for any tax
year that involved the performance of services for the purpose
of enhancing the value of the property.

Property rented to an activity in which taxpayer materially participates

Licensing of intangible property by pass through entity

Rental of non-depreciable property

If net passive income (including prior year unallowed losses) from renting 
property in a rental activity, and less than 30% of the unadjusted basis of
the property is subject to depreciation under section 167 of IR code, the
net passive income is treated as non passive income.
(Example - mobile home parks and activities involving ground rents)

If LOSS, treated same as any other passive activity loss - may qualify for
active participation rules.
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PASSIVE ACTIVITIES

RECHARACTERIZATION OF PASSIVE INCOME (Continued)

Significant participation passive activities

If passive activity gross income from significant participation passive
activities exceeds your passive activity deductions from those activities,
a ratable portion of net income from EACH significant participation passive
activity is treated as non passive.

Significant participation passive activity definition:

trade or business activity in which participate for
more than 100 hours during the year but
did NOT MATERIALLY participate.

Worksheet   Significant   Participation   Passive   Activities
Name of Activity    (a) Hours of (b) Net loss   (c) Net income (d) Combine

Participation Totals of cols
(b) and (c)

Totals

WORKSHEET - SIGNIFICANT PARTICIPATION ACTIVITIES 

Name of Activity with (a)Net Income   (b) Ratio   (c) Nonpassive (d) Passive
net income income income

Subtract (c)
from (a)

Totals 100%
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DISPOSITIONS
OF

PASSIVE ACTIVITIES
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PASSIVE ACTIVITIES
DISPOSITIONS

Any unallowed losses (but not credits) that have not been allowed (including current year losses)
generally are allowed in full in the year of disposition of entire interest in the activity and in a
transaction in which all realized gain or loss is recognized and to a unrelated party.

Capital losses on disposition may be limited by capital loss limits.

If all gain or loss realized on disposition is RECOGNIZED, the excess of:
! The sum of:

• any loss from the activity for the tax year (including losses
carried over from prior years) plus

• any loss realized on the disposition
over
! Net income or gain for the tax year form ALL passive activities (other

than the activity disposed of) will not be treated as a loss from a
passive activity.

NOT CONSIDERED FULLY TAXABLE TRANSACTIONS AND DO NOT
TRIGGER RELEASE OF CURRENT AND SUSPENDED LOSSES:

T Exchange in which there is no recognition of gain
T Sale to a related party
T Disposition by Gift (see below)
T Transfer incident to divorce treated as a gifts
T Death of owner creates deduction on final return if current and suspended

Losses of the activity exceed the step up in basis.
T Conversion to personal use
T Transfer to a corporation, partnership or LLC

INSTALLMENT SALES OF ENTIRE INTEREST:
Losses allowed each year in same ratio of gain recognized in the tax year to the
gain remaining to be recognized at beginning of year.

PARTNERSHIP INTEREST/S CORPORATION STOCK
Not considered property used in activity.
Entity may own a variety of assets and may be engaged in several activities
Determination of whether gain is passive is made at the ACTIVITY level
not at the ENTITY level.  Regulations require that partner/shareholder
gain be allocated among the various activities of the entity.

DISPOSITION BY GIFT
Accumulated unused PAL’s can not be deducted in any year!!
Basis of transferred interest must be increased by amount of any such
unallowed losses.

COMPLETE ABANDONMENT OF A PASSIVE ACTIVITY
Is a taxable disposition which triggers deductibility of suspended losses
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PASSIVE ACTIVITIES

DISPOSITIONS

IF TAXPAYER BECOMES A MATERIAL PARTICIPANT OR CONVERTS
RENTAL PROPERTY TO PERSONAL RESIDENCE 

Suspended losses remain suspended until the activity is converted back
to a passive activity or the activity is disposed of in a qualifying disposition.

PARTIAL DISPOSITIONS

If dispose of a substantial part of an activity, may treat that part of an activity as a
separate activity.  Must show with reasonable certainty

‚ The amount of prior year deductions and credits disallowed
under PAL rules is allocable to the substantial part of the activity

and

‚ The amount of income and other deductions or credits that is allocable to the
substantial part of the activity for the current year.

NET INCOME FROM DISPOSITION OF SUBSTANTIALLY APPRECIATED PROPERTY

Treated as NOT from a passive activity UNLESS
• Used in a passive activity for EITHER

< 20% of taxpayer’s holding period
< Entire 2 year period ending on date of disposition

Substantial appreciation occurs if FMV exceeds 120% of the adjusted basis.

ASSET USED IN MORE THAN ONE ACTIVITY DURING 12 MONTHS BEFORE DISPOSITION

Gain or loss realized must be allocated between the activities on a basis that is
reasonable to reflect the use of such property.
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REMEMBER THAT "AT RISK" RULES MUST
BE APPLIED BEFORE PASSIVE ACTIVITY

RULES ARE APPLIED!!

MISCELLANEOUS ‘TIDBITS’

Temporary rental of taxpayer’s personal residence is not a passive activity.  Vacation home rules
apply to determine if “temporary”.

Investment interest from a passive activity after 1990 generally should be reported on form 8582 and
is NOT deductible until taxpayer has income from passive activities.
Deemed to be passive interest.  Interest that is properly allocable to portfolio income from a pass
through entity IS investment interest expense and may be deducted on form 4952

Net operating losses - When regular NOL and a suspended loss from passive activity are
carried forward into same year, passive activity loss carryforward is first applied against passive
income before the regular NOL

Alternative Minimum Tax - Two form 8582s are required to compute AMT for passive activities and
regular AMT

Casualty losses -suffered by a passive activity are not treated as a passive deduction and are allowed in
full in the year sustained.  Insurance reimbursements for casualty losses are not treated as passive and
are not passive income.
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PASSIVE ACTIVITIES CREDITS

Form 8582-CR is used by noncorporate taxpayers to figure the amount of any passive activity credit for the
current year (including any prior year unallowed credits) and the amount of credit allowed for the current
year.

It is also used to make the election to increase the basis of credit property when a taxpayer disposes of his or
her interest in an activity.

Passive activity credits that are not allowed in the current year are carried forward until they are allowed
against the tax on either net passive income or the special allowance, if applicable.

Applies to credits from passive activities from:
< Investment credits including

• rehabilitation credit
• energy credit
• reforestation credit

‚ Work opportunity credit

‚ Credit for alcohol used as fuel

‚ Credit for increasing research activities

‚ Low income housing credit

‚ Enhanced oil recovery credit

‚ Disabled access credit

‚ Renewable electricity production credit

‚ Empowerment zone employment credit

‚ Indian employment credit

‚ Credit for employer social security and medicare taxes paid on
certain employee tips

‚ Orphan drug credit

‚ Credit for contributions to selected community development
corporations

‚ Non-conventional source fuel credit

‚ Qualified electric vehicle credit.

Forms follow: 8582 & 8582-CR 
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Form 8582-CR 
(Rev. December 2009)
Department of the Treasury  
Internal Revenue Service

Passive Activity Credit Limitations
© See separate instructions.

© Attach to Form 1040 or 1041.

OMB No. 1545-1034

Attachment   
Sequence No. 89

Name(s) shown on return Identifying number

Part I Passive Activity Credits
Caution: If you have credits from a publicly traded partnership, see Publicly Traded Partnerships (PTPs) on page 14 of 
the instructions.

Credits From Rental Real Estate Activities With Active Participation (Other Than Rehabilitation 
Credits and Low-Income Housing Credits) (See Lines 1a through 1c on page 9.)

1 a Credits from Worksheet 1, column (a) . . . . . . . . . . 1a 

b Prior year unallowed credits from Worksheet 1, column (b) . . . 1b

c Add lines 1a and 1b . . . . . . . . . . . . . . . . . . . . . . . . . 1c 
Rehabilitation Credits From Rental Real Estate Activities and Low-Income Housing Credits for  
Property Placed in Service Before 1990 (or From Pass-Through Interests Acquired Before 1990)   
(See Lines 2a through 2c on page 9.)

2 a Credits from Worksheet 2, column (a) . . . . . . . . . . 2a 

b Prior year unallowed credits from Worksheet 2, column (b) . . . 2b

c Add lines 2a and 2b . . . . . . . . . . . . . . . . . . . . . . . . . 2c 
Low-Income Housing Credits for Property Placed in Service After 1989 (See Lines 3a through 3c 
on page 9.)

3a Credits from Worksheet 3, column (a) . . . . . . . . . . 3a 
b Prior year unallowed credits from Worksheet 3, column (b) . . . 3b
c Add lines 3a and 3b . . . . . . . . . . . . . . . . . . . . . . . . . 3c 

All Other Passive Activity Credits (See Lines 4a through 4c on page 10.)
4 a Credits from Worksheet 4, column (a) . . . . . . . . . . 4a 

b Prior year unallowed credits from Worksheet 4, column (b) . . . 4b
c Add lines 4a and 4b . . . . . . . . . . . . . . . . . . . . . . . . . 4c 

5 Add lines 1c, 2c, 3c, and 4c . . . . . . . . . . . . . . . . . . . . . . . 5 
6 Enter the tax attributable to net passive income (see page 10). . . . . . . . . . . . 6 
7 Subtract line 6 from line 5. If line 6 is more than or equal to line 5, enter -0- and see page 10 . 7 

Note: If your filing status is married filing separately and you lived with your spouse at any time during 
the year, do not complete Part II, III, or IV. Instead, go to line 37.

Part II Special Allowance for Rental Real Estate Activities With Active Participation
Note: Complete this part only if you have an amount on line 1c. Otherwise, go to Part IIl.

8 Enter the smaller of line 1c or line 7 . . . . . . . . . . . . . . . . . . . . 8 
9 Enter $150,000. If married filing separately, see page 10 . . . 9 

10 Enter modified adjusted gross income, but not less than zero (see 
page 10). If line 10 is equal to or more than line 9, skip lines 11 
through 15 and enter -0- on line 16 . . . . . . . . . . 10 

11 Subtract line 10 from line 9 . . . . . . . . . . . . . 11 
12 Multiply line 11 by 50% (.50). Do not enter more than $25,000. If

married filing separately, see page 10. . . . . . . . . . 12 
13a Enter the amount, if any, from line 10 

of Form 8582 . . . . . . . . . 13a
b Enter the amount, if any, from line 14 

of Form 8582 . . . . . . . . . 13b
c Add lines 13a and 13b. . . . . . . . . . . . . . . 13c

14 Subtract line 13c from line 12 . . . . . . . . . . . . 14 
15 Enter the tax attributable to the amount on line 14 (see page 10) . . . . . . . . . . . 15 

16 Enter the smaller of line 8 or line 15 . . . . . . . . . . . . . . . . . . . . 16 
For Paperwork Reduction Act Notice, see page 15 of the instructions. Cat. No. 64641R Form 8582-CR (Rev. 12-2009) 



Form 8582-CR (Rev. 12-2009) Page 2 
Part III Special Allowance for Rehabilitation Credits From Rental Real Estate Activities and Low-Income Housing 

Credits for Property Placed in Service Before 1990 (or From Pass-Through Interests Acquired Before 1990)
Note: Complete this part only if you have an amount on line 2c. Otherwise, go to Part IV.

17 Enter the amount from line 7. . . . . . . . . . . . . . . . . . . . . . . 17 
18 Enter the amount from line 16 . . . . . . . . . . . . . . . . . . . . . . 18 
19 Subtract line 18 from line 17. If zero, enter -0- here and on lines 30 and 36, and then go to 

Part V . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 
20 Enter the smaller of line 2c or line 19 . . . . . . . . . . . . . . . . . . . . 20 
21 Enter $250,000. If married filing separately, see page 13. (See page 

13  to find out if you can skip lines 21 through 26.) . . . . . 21 
22 Enter modified adjusted gross income, but not less than zero. (See 

instructions for line 10 on page 10.) If line 22 is equal to or more 
than line 21, skip lines 23 through 29 and enter -0- on line 30 . . 22 

23 Subtract line 22 from line 21 . . . . . . . . . . . . . 23 
24 Multiply line 23 by 50% (.50). Do not enter more than $25,000. If

married filing separately, see page 13. . . . . . . . . . 24 
25a Enter the amount, if any, from line 10 

of Form 8582 . . . . . . . . . 25a
b Enter the amount, if any, from line 14 

of Form 8582 . . . . . . . . . 25b
c Add lines 25a and 25b. . . . . . . . . . . . . . . 25c

26 Subtract line 25c from line 24 . . . . . . . . . . . . 26 
27 Enter the tax attributable to the amount on line 26 (see page 13) . 27 
28 Enter the amount, if any, from line 18 . . . . . . . . . . 28 
29 Subtract line 28 from line 27 . . . . . . . . . . . . . . . . . . . . . . . 29 

30 Enter the smaller of line 20 or line 29 . . . . . . . . . . . . . . . . . . . . 30 
Part IV Special Allowance for Low-Income Housing Credits for Property Placed in Service After 1989

Note: Complete this part only if you have an amount on line 3c. Otherwise, go to Part V.

31 If you completed Part III, enter the amount from line 19. Otherwise, subtract line 16 from line 7 . 31 
32 Enter the amount from line 30 . . . . . . . . . . . . . . . . . . . . . . 32 
33 Subtract line 32 from line 31. If zero, enter -0- here and on line 36 . . . . . . . . . . 33 
34 Enter the smaller of line 3c or line 33 . . . . . . . . . . . . . . . . . . . . 34 
35 Tax attributable to the remaining special allowance (see page 13) . . . . . . . . . . 35 
36 Enter the smaller of line 34 or line 35 . . . . . . . . . . . . . . . . . . . . 36 

Part V Passive Activity Credit Allowed

37 Passive Activity Credit Allowed. Add lines 6, 16, 30, and 36. See page 13 to find out how to 
report the allowed credit on your tax return and how to allocate allowed and unallowed credits if
you have more than one credit or credits from more than one activity. If you have any credits 
from a publicly traded partnership, see Publicly Traded Partnerships (PTPs) on page 14 . . 37 

Part VI Election To Increase Basis of Credit Property

38 If you disposed of your entire interest in a passive activity or former passive activity in a fully taxable transaction, and you 
elect to increase your basis in credit property used in that activity by the unallowed credit that reduced your basis in the
property, check this box. See page 15 . . . . . . . . . . . . . . . . . . . . . . . . . . .    ©

39 Name of passive activity disposed of  ©

40 Description of the credit property for which the election is being made  ©

41 Amount of unallowed credit that reduced your basis in the property . . . . . . . .  © $ 
Form 8582-CR (Rev. 12-2009) 
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Department of the Treasury
Internal Revenue ServiceInstructions for Form

8582-CR
(Rev. December 2010)

For use with Form 8582–CR (Rev. December 2009)
Passive Activity Credit Limitations

Section references are to the Internal • Qualified plug-in electric and conversion, rental, operation,
Revenue Code unless otherwise noted. electric vehicle credit. management, leasing, or brokerage

trade or business.General Instructions Overview of Form Services you performed as an
employee are not treated asThe form contains six parts. TheWhat’s New performed in a real property trade orSpecific Instructions, starting on page
business unless you owned more8, include, at the beginning of theDisclosure requirements for
than 5% of the stock (or more thaninstructions for each part, a briefgroupings.  For tax years beginning
5% of the capital or profits interest) inexplanation of the purpose or use ofafter January 24, 2010, disclosure
the employer.that part. These explanations give arequirements for groupings of trade or

3. A working interest in an oil orgeneral overview of how the formbusiness activities or rental activities
gas well. Your working interest mustworks.apply. See Disclosure Requirement
be held directly or through an entityon page 5. Also, as you read the instructions that does not limit your liability (such

that follow, see Example of How To as a general partner interest in aPurpose of Form Complete Form 8582-CR, beginning partnership). In this case, it does notForm 8582-CR is used by on page 5. The example goes matter whether you materiallynoncorporate taxpayers to figure the through a six-step analysis of how the participated in the activity for the taxamount of any passive activity credit form and worksheets are completed year.(PAC) for the current tax year for a partner in a limited partnership If, however, your liability was(including any prior year unallowed that has a low-income housing credit. limited for part of the year (forcredits) and the amount of credit
example, you converted your generalallowed for the current year. It also is Activities That Are Not partner interest to a limited partnerused to make the election to increase
interest during the year), some ofPassive Activitiesthe basis of credit property when a
your income and losses from thetaxpayer disposes of his or her The following are not passive working interest may be treated asinterest in an activity. activities. passive activity gross income and

PACs that are not allowed in the 1. Trade or business activities in passive activity deductions. See
current year are carried forward until which you materially participated for Temporary Regulations section
they are allowed against the tax on the tax year. 1.469-1T(e)(4)(ii).
either net passive income or the 2. Any rental real estate activity in 4. The rental of a dwelling unit you
special allowance, if applicable. which you materially participated if used as a residence if section

you were a “real estate professional” 280A(c)(5) applies. This sectionDifferent rules apply to your
for the tax year. You were a real applies if you rented out a dwellingactivities and the related credit,
estate professional only if: unit that you also used as a homedepending on the type of activity.

a. More than half of the personal during the year for a number of daysGenerally, passive activities include:
services you performed in trades or that exceeds the greater of 14 days• Trade or business activities in
businesses during the tax year were or 10% of the number of days duringwhich you did not materially
performed in real property trades or the year that the home was rented atparticipate for the tax year.
businesses in which you materially a fair rental.• Rental activities, regardless of your
participated, and 5. An activity of trading personalparticipation.

b. You performed more than 750 property for the account of owners ofSee Trade or Business Activities hours of services during the tax year interests in the activity. For purposeson page 3 and Rental Activities in real property trades or businesses of this rule, personal property meansbeginning on this page. in which you materially participated. property that is actively traded, such
For more information, see Pub. For purposes of item (2), each as stocks, bonds, and other

925, Passive Activity and At-Risk interest in rental real estate is a securities. See Temporary
Rules. separate activity unless you elect to Regulations section 1.469-1T(e)(6).

treat all interests in rental real estateNote. Corporations subject to the
Generally, credits from theseas one activity.passive activity rules must use Form

activities are not entered on Form8810, Corporate Passive Activity If you are married filing jointly, one
8582-CR. However, credits fromLoss and Credit Limitations. spouse must separately meet both
these activities may be subject to(2)(a) and (2)(b) without taking into
limitations other than the passiveWho Must File account services performed by the
credit limitation rules.other spouse.Form 8582-CR is filed by individuals,

estates, and trusts with any of the A real property trade or business is Rental Activitiesfollowing credits from passive any real property development,
activities. redevelopment, construction, A rental activity is a passive activity
• General business credits. reconstruction, acquisition, even if you materially participated in

Cat. No. 64649B
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the activity (unless it is a rental real holding the property is to realize a Traded Partnerships (PTPs) on page
estate activity in which you materially gain from its appreciation and the 14.
participated and you were a real gross rental income is less than 2% If the rental activity is not
estate professional). of the smaller of the unadjusted basis conducted through a PTP, the

or the fair market value (FMV) of theHowever, if you meet any of the passive rental activity is entered in
property.five exceptions listed below, the Worksheet 1, 2, 3, or 4 on pages 8

Unadjusted basis is the cost of therental of the property is not treated as and 9.
property without regard toa rental activity. See Reporting Worksheet 1 is for credits (other
depreciation deductions or any otherCredits From the Activities on this than rehabilitation credits and
basis adjustment described in sectionpage if you meet any of the low-income housing credits) from
1016.exceptions. passive rental real estate activities in

The rental of property is incidentalAn activity is a rental activity if which you actively participated. See
to a trade or business activity if:tangible property (real or personal) is Special Allowance for Rental Real

a. You own an interest in the tradeused by customers or held for use by Estate Activities beginning on this
or business activity during the taxcustomers and the gross income (or page.
year,expected gross income) from the Worksheet 2 is for rehabilitation

b. The rental property was mainlyactivity represents amounts paid (or credits from passive rental real estate
used in the trade or business activityto be paid) mainly for the use of the activities and low-income housing
during the tax year or during at leastproperty. It does not matter whether credits for property placed in service
2 of the 5 preceding tax years, andthe use is under a lease, a service before 1990. This worksheet is also

c. The gross rental income fromcontract, or some other arrangement. used for low-income housing credits
the property is less than 2% of the from a partnership, S corporation, orExceptions smaller of the unadjusted basis or the other pass-through entity if yourAn activity is not a rental activity if FMV of the property. interest in the pass-through entityany of the following exceptions are Lodging provided for the was acquired before 1990, regardlessmet. employer’s convenience to an of the date the property was placed in

1. The average period of customer employee or the employee’s spouse service.
use is: or dependents is incidental to the Worksheet 3 is for low-incomea. 7 days or less, or activity or activities in which the housing credits for property placed inb. 30 days or less and significant employee performs services. service after 1989 (unless heldpersonal services were provided in 4. You customarily make the through a pass-through entity inmaking the rental property available rental property available during which you acquired your interestfor customer use. defined business hours for before 1990).

Figure the average period of nonexclusive use by various Worksheet 4 is for credits fromcustomer use for a class of property customers. passive trade or business activities inby dividing the total number of days in 5. You provide property for use in which you did not materiallyall rental periods by the number of a nonrental activity of a partnership, S participate and passive rental realrentals during the tax year. If the corporation, or joint venture in your estate activities in which you did notactivity involves renting more than capacity as an owner of an interest in actively participate (but notone class of property, multiply the the partnership, S corporation, or joint rehabilitation credits from passiveaverage period of customer use of venture. rental real estate activities oreach class by the ratio of the gross low-income housing credits).rental income from that class to the Reporting Creditsactivity’s total gross rental income. Special Allowance forFrom the ActivitiesThe activity’s average period of Rental Real Estate ActivitiesIf an activity meets any of the fivecustomer use equals the sum of
If you actively participated in aexceptions listed above, it is not athese class-by-class average periods
passive rental real estate activity, yourental activity. You must thenweighted by gross income. See
may be able to claim credits from thedetermine:Regulations section 1.469-1(e)(3)(iii).
activity for the tax attributable to a1. Whether your rental of theSignificant personal services special allowance of up to $25,000,property is a trade or business activityinclude only services performed by reduced by any passive losses,(see Trade or Business Activities onindividuals. To determine if personal including the commercialpage 3) and, if so,services are significant, all relevant revitalization deduction, allowed2. Whether you materiallyfacts and circumstances are under this exception on Form 8582,participated in the activity for the taxconsidered. Facts and circumstances Passive Activity Loss Limitations.year (see Material Participationinclude the frequency of the services,

The special allowance also appliesbeginning on page 3).the type and amount of labor required
to low-income housing credits andto perform the services, and the value
rehabilitation credits from a rental real• If the activity is a trade or businessof the services relative to the amount
estate activity, even if you did notactivity in which you did not materiallycharged for use of the property.
actively participate in the activity. Theparticipate, enter the credits from the2. Extraordinary personal services
credits allowed under the specialactivity on Worksheet 4 on page 9.were provided in making the rental
allowance are in addition to the• If the activity is a trade or businessproperty available for customer use.
credits allowed for the tax attributableactivity in which you did materiallyThis applies only if the services are
to net passive income.participate, report the credits from theperformed by individuals and the

activity on the forms you normally The special allowance is notcustomers’ use of the rental property
use. available if you were married at theis incidental to their receipt of the

end of the year, are filing a separateservices. If the rental activity did not meet
return for the year, and lived with your3. Rental of the property is any of the five exceptions, it is
spouse at any time during the year.incidental to a nonrental activity. generally a passive activity. Special

The rental of property is incidental rules apply if you conduct the rental Only an individual, a qualifying
to an activity of holding property for activity through a publicly traded estate, or a qualified revocable trust
investment if the main purpose of partnership (PTP). See Publicly that made an election to treat the

-2- Instructions for Form 8582-CR (2010)
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trust as part of the decedent’s estate If your modified adjusted gross Trade or business activities
may actively participate in a rental income is more than $100,000 without material participation. If
real estate activity. Unless future ($50,000 if married filing separately) you did not materially participate in a
regulations provide an exception, but less than $150,000 ($75,000 if trade or business activity, the activity
limited partners are not treated as married filing separately), your is a passive activity. Generally, you
actively participating in a special allowance is limited to 50% of must use Worksheet 4 on page 9 to
partnership’s rental real estate the difference between $150,000 figure the amount to enter on Form
activity. ($75,000 if married filing separately) 8582-CR for each trade or business

and your modified adjusted gross activity in which you did not materiallyA qualifying estate is the estate of income. participate. However, if you held thea decedent for tax years ending less activity through a PTP, special rulesGenerally, if your modifiedthan 2 years after the date of the apply. See Publicly Tradedadjusted gross income is $150,000 ordecedent’s death if the decedent Partnerships (PTPs) on page 14.more ($75,000 or more if marriedwould have satisfied the active
filing separately), there is no specialparticipation requirements for the Material Participationallowance.rental real estate activity for the tax

For the material participation testsyear the decedent died. However, for low-income housing
that follow, participation generallycredits for property placed in serviceA qualified revocable trust may includes any work done in connectionbefore 1990 and for rehabilitationelect to be treated as part of a with an activity if you owned ancredits, the limits on modifieddecedent’s estate for purposes of the interest in the activity at the time youadjusted gross income are increased.special allowance for active did the work. The capacity in whichIf your modified adjusted grossparticipation in rental real estate you did the work does not matter.income is more than $200,000activities. The election must be made However, work is not participation if:($100,000 if married filing separately)by both the executor (if any) of the • It is not work that an owner wouldbut less than $250,000 ($125,000 ifdecedent’s estate and the trustee of customarily do in the same type ofmarried filing separately), yourthe revocable trust. For details, see activity, andspecial allowance is limited to 50% ofRegulations section 1.645-1. • One of your main reasons for doingthe difference between $250,000 You are not considered to actively the work was to avoid the($125,000 if married filing separately)participate in a rental real estate disallowance of losses or credits fromand your modified adjusted grossactivity if at any time during the tax the activity under the passive activityincome.year your interest (including your rules.

If your modified adjusted grossspouse’s interest) in the activity was Proof of participation. You mayincome is $250,000 or moreless than 10% (by value) of all prove your participation in an activity($125,000 or more if married filinginterests in the activity. by any reasonable means. You doseparately), there is no special
not have to maintainActive participation is a less allowance.
contemporaneous daily time reports,stringent requirement than material

No modified adjusted gross logs, or similar documents if you canparticipation (see Material
income limitation applies when establish your participation by otherParticipation beginning on this page).
figuring the special allowance for reasonable means. For this purpose,You may be treated as actively
low-income housing credits for reasonable means include, but areparticipating if, for example, you
property placed in service after 1989 not limited to, identifying servicesparticipated in making management
(other than from a pass-through entity performed over a period of time anddecisions or arranging for others to
in which you acquired your interest the approximate number of hoursprovide services (such as repairs) in
before 1990). spent performing the services duringa significant and bona fide sense.

that period, based on appointmentManagement decisions that may Trade or Business books, calendars, or narrativecount as active participation include:
summaries.• Approving new tenants, Activities• Deciding on rental terms, Tests for individuals. YouA trade or business activity is an• Approving capital or repair materially participated for the tax yearactivity (other than a rental activity orexpenditures, and in an activity if you satisfy at least onean activity treated as incidental to an• Other similar decisions. of the following tests.activity of holding property for

The maximum special allowance 1. You participated in the activityinvestment) that:
is: for more than 500 hours.1. Involves the conduct of a trade• $25,000 for single individuals and 2. Your participation in the activityor business (within the meaning ofmarried individuals filing a joint return for the tax year was substantially allsection 162),for the tax year. of the participation in the activity of all2. Is conducted in anticipation of• $12,500 for married individuals individuals (including individuals whostarting a trade or business, orwho file separate returns for the tax did not own any interest in the3. Involves research oryear and who lived apart from their activity) for the year.experimental expenditures deductiblespouses at all times during the tax 3. You participated in the activityunder section 174 (or that would be ifyear. for more than 100 hours during theyou chose to deduct rather than• $25,000 for a qualifying estate tax year, and you participated at leastcapitalize them).reduced by the special allowance for as much as any other individual
which the surviving spouse qualified. (including individuals who did not ownReporting Credits any interest in the activity) for theModified adjusted gross income From the Activities year.limitation. If your modified adjusted

4. The activity is a significantgross income (defined in the Trade or business activities with
participation activity for the tax year,instructions for line 10 on page 10) is material participation. If you
and you participated in all significant$100,000 or less ($50,000 or less if materially participated in a trade or
participation activities during the yearmarried filing separately), figure your business activity, the activity is not a
for more than 500 hours.credits based on the amount of the passive activity. Report the credits

maximum special allowance referred from the activity on the forms you  A significant participation activity
to in the preceding paragraph. normally use. is any trade or business activity in

-3-Instructions for Form 8582-CR (2010)
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which you participated for more than 3. Monitoring the finances or 5. Interdependencies between or
operations of the activity in a among the activities.100 hours during the year and in
nonmanagerial capacity.which you did not materially

participate under any of the material Example. You have a significant
Special rules for limited partners.participation tests (other than this ownership interest in a bakery and a
If you were a limited partner in anfourth test). movie theater in Baltimore and in a
activity, you generally did not bakery and a movie theater in5. You materially participated in
materially participate in the activity. Philadelphia. Depending on all thethe activity for any 5 (whether or not
You did materially participate in the relevant facts and circumstances,consecutive) of the 10 immediately
activity, however, if you met material there may be more than onepreceding tax years.
participation test 1, 5, or 6 (see Tests reasonable method for grouping your6. The activity is a personal for individuals beginning on page 3) activities. For instance, the followingservice activity in which you for the tax year. groupings may or may not bematerially participated for any 3

permissible.However, for purposes of the(whether or not consecutive)
material participation tests, you are • A single activity.preceding tax years.
not treated as a limited partner if you • A movie theater activity and aAn activity is a personal service also were a general partner in the bakery activity.activity if it involves the performance partnership at all times during theof personal services in the fields of • A Baltimore activity and apartnership’s tax year ending with orhealth, law, engineering, architecture, Philadelphia activity.within your tax year (or, if shorter,accounting, actuarial science, • Four separate activities.during the portion of the partnership’sperforming arts, consulting, or in any tax year in which you directly or Once you choose a groupingother trade or business in which indirectly owned your limited partner under these rules, you must continuecapital is not a material income- interest). using that grouping in later tax yearsproducing factor.

unless a material change in the factsA limited partner’s share of an7. Based on all the facts and
and circumstances makes it clearlyelecting large partnership’s taxablecircumstances, you participated in the
inappropriate.income or loss from all trade oractivity on a regular, continuous, and

business and rental activities issubstantial basis during the tax year. The IRS may regroup yourtreated as income or loss from theYou did not materially participate in activities if your grouping fails toconduct of a single passive trade orthe activity under this seventh test, reflect one or more appropriatebusiness activity.however, if you participated in the economic units and one of the
Special rules for certain retired oractivity for 100 hours or less during primary purposes of your grouping is
disabled farmers and survivingthe tax year. to avoid the passive activity
spouses of farmers.  Certain limitations.Your participation in managing the retired or disabled farmers andactivity does not count in determining Limitation on grouping certainsurviving spouses of farmers arewhether you materially participated activities. The following activitiestreated as materially participating in aunder this test if: may not be grouped together.farming activity if the real property

a. Any person (except you) used in the activity meets the estate 1. A rental activity with a trade orreceived compensation for performing tax rules for special valuation of farm business activity unless the activitiesservices in the management of the property passed from a qualifying being grouped together make up anactivity, or decedent. See Temporary appropriate economic unit and:
b. Any individual spent more Regulations section 1.469-5T(h)(2). a. The rental activity ishours during the tax year performing insubstantial relative to the trade orEstates and trusts. The PACservices in the management of the business activity or vice versa, orlimitations apply to an estate or trust.activity than you did (regardless of See Temporary Regulations sections b. Each owner of the trade orwhether the individual was 1.469-1T(b)(2) and (3). The rules for business activity has the samecompensated for the management determining material participation for proportionate ownership interest inservices). this purpose have not yet been the rental activity. If so, the portion of

issued. the rental activity involving the rental
Test for a spouse. Participation by of property used in the trade or
your spouse during the tax year in an business activity may be groupedGrouping of Activitiesactivity you own may be counted as with the trade or business activity.Generally, one or more trade oryour participation in the activity, even 2. An activity involving the rentalbusiness activities or rental activitiesif your spouse did not own an interest of real property with an activitymay be treated as a single activity ifin the activity and whether or not you involving the rental of personalthe activities make up an appropriateand your spouse file a joint return for property (except personal propertyeconomic unit for the measurement ofthe tax year. provided in connection with the realgain or loss under the passive activity

property or vice versa).rules.Test for investors. Work done as
3. Any activity with another activityan investor in an activity is not treated Whether activities make up an

in a different type of business and inas participation unless you were appropriate economic unit depends
which you hold an interest as adirectly involved in the day-to-day on all the relevant facts and
limited partner or as a limitedmanagement or operations of the circumstances. The factors given the
entrepreneur (as defined in sectionactivity. For purposes of this test, greatest weight in determining
464(e)(2)), if that other activitywork done as an investor includes: whether activities make up an
engages in holding, producing, orappropriate economic unit are:1. Studying and reviewing
distributing motion picture films orfinancial statements or reports on 1. Similarities and differences in videotapes; farming; leasing sectionoperations of the activity, types of trades or businesses, 1245 property; or exploring for (or2. Preparing or compiling 2. The extent of common control, exploiting) oil and gas resources orsummaries or analyses of the 3. The extent of common geothermal deposits.finances or operations of the activity ownership,

for your own use, and 4. Geographical location, and

-4- Instructions for Form 8582-CR (2010)
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Activities conducted through income tax return for the first tax year original basis reduction of the
partnerships, S corporations, and in which two or more activities are property to the extent that the credit
C corporations subject to section originally grouped into a single has not been allowed under the
469. Once a partnership or activity. The statement must provide passive activity rules. Unallowed
corporation determines its activities the names, addresses, and employer PACs that are not used to increase
under these rules, a partner or identification numbers (EIN), if the basis of the credit property are
shareholder may use these rules to applicable, for the activities being carried forward until they are allowed.
group those activities with: grouped as a single activity. In To make the election, complete Form
• Each other, addition, the statement must contain 8582-CR, Part VI. No basis
• Activities conducted directly by the a declaration that the grouped adjustment may be elected on a
partner or shareholder, or activities make up an appropriate partial disposition of your interest in a
• Activities conducted through other economic unit for the measurement of passive activity.
partnerships and corporations. gain or loss under the passive activity

Example of How Torules.A partner or shareholder may not
Complete Form 8582-CRtreat as separate activities those Addition to an existing grouping.

activities grouped together by the For tax years beginning after 2010,You must file a written statement with
partnership or corporation. line numbers on the referenced formsyour original income tax return for the
Partial disposition of an activity. may change. See the formtax year in which you add a new
You may treat the disposition of instructions for the referenced formsactivity to an existing group. The
substantially all of an activity as a on how to report the passive activitystatement must provide the name,
separate activity if you can prove with credit.address, and EIN, if applicable, for
reasonable certainty: the activity that is being added and In 2010, John Jones purchased anfor the activities in the existing group.1. The prior year unallowed interest as a limited partner inIn addition, the statement mustlosses, if any, allocable to the part of Partnership A. Mr. Jones is marriedcontain a declaration that thethe activity disposed of, and and files a joint return. During 2010,activities make up an appropriate2. The net income or loss for the the partnership placed in service aeconomic unit for the measurement ofyear of disposition allocable to the residential rental building thatgain or loss under the passive activitypart of the activity disposed of. qualified for the low-income housingrules. credit.
Disclosure Requirement • Mr. Jones received a Schedule K-1Regrouping. You must file a written

(Form 1065) from the partnership.statement with your original incomeFor tax years beginning after January
The low-income housing credittax return for the tax year in which24, 2010, the following disclosure
($12,000) is shown on Schedule K-1,you regroup the activities. Therequirements for groupings apply.
box 15 with code D.statement must provide the names,You are required to report certain
• Mr. Jones’ net passive income foraddresses, and EINs, if applicable,changes to your groupings that occur
2010 is zero.for the activities that are beingduring the tax year to the IRS. If you
• Mr. Jones will need the followingregrouped. If two or more activitiesfail to report these changes, each
forms to figure the low-incomeare being regrouped into a singletrade or business activity or rental
housing credit.activity, the statement must contain aactivity will be treated as a separate

declaration that the regroupedactivity. You will be considered to 1. Form 8586, Low-Income
activities make up an appropriatehave made a timely disclosure if you Housing Credit (not illustrated).
economic unit for the measurement offiled all affected income tax returns 2. Form 8582-CR, Passive
gain or loss under the passive activityconsistent with the claimed grouping Activity Credit Limitations.
rules. In addition, the statement mustand make the required disclosure on

Step 1. Mr. Jones follows thecontain an explanation of the materialthe income tax return for the year in
instructions for code D on Schedulechange in the facts andwhich you first discovered the failure
K-1, box 15, and enters the $12,000circumstances that made the originalto disclose. If the IRS discovered the
low-income housing credit on line 11grouping clearly inappropriate.failure to disclose, you must have
of Form 8586.reasonable cause for not making the

Dispositionsrequired disclosure. For more Step 2. Line 15 of Form 8586 asks
information on disclosure Unallowed PACs, unlike unallowed for the passive activity low-income
requirements, see Revenue passive activity losses, are not housing credit for 2010. The amount
Procedure 2010-13 available at www. allowed when you dispose of your is figured on Form 8582-CR and the
irs.gov/irb/2010-04_IRB/ar15.html. interest in an activity. However, you worksheets. Worksheet 3 of Form
New grouping. You must file a may elect to increase the basis of the 8582-CR is used for the post-1989
written statement with your original credit property by the amount of the low-income housing credits.

Worksheet 3 for Lines 3a and 3b

Total. Enter on lines 3a and 3b of Form 8582-CR �

(keep for your records)
Prior Year

Unallowed Credits
Current Year

Credits Total Credits
From
FormName of Activity

(c) Add cols. (a) and (b)(b) Credit line 3b(a) Credit line 3a

12,000Partnership A

12,000

8586
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Form 8582-CR 
(Rev. December 2009)
Department of the Treasury  
Internal Revenue Service

Passive Activity Credit Limitations
� See separate instructions.

� Attach to Form 1040 or 1041.

OMB No. 1545-1034

Attachment   
Sequence No. 89

Part I Passive Activity Credits
Caution: If you have credits from a publicly traded partnership, see Publicly Traded Partnerships (PTPs) on page 14 of 
the instructions.

Credits From Rental Real Estate Activities With Active Participation (Other Than Rehabilitation 
Credits and Low-Income Housing Credits) (See Lines 1a through 1c on page 9.)

1 a Credits from Worksheet 1, column (a) . . . . . . . . . . 1a 

b Prior year unallowed credits from Worksheet 1, column (b) . . . 1b

c Add lines 1a and 1b . . . . . . . . . . . . . . . . . . . . . . . . . 1c 
Rehabilitation Credits From Rental Real Estate Activities and Low-Income Housing Credits for  
Property Placed in Service Before 1990 (or From Pass-Through Interests Acquired Before 1990)   
(See Lines 2a through 2c on page 9.)

2 a Credits from Worksheet 2, column (a) . . . . . . . . . . 2a 

b Prior year unallowed credits from Worksheet 2, column (b) . . . 2b

c Add lines 2a and 2b . . . . . . . . . . . . . . . . . . . . . . . . . 2c 
Low-Income Housing Credits for Property Placed in Service After 1989 (See Lines 3a through 3c 
on page 9.)

3a Credits from Worksheet 3, column (a) . . . . . . . . . . 3a 
b Prior year unallowed credits from Worksheet 3, column (b) . . . 3b
c Add lines 3a and 3b . . . . . . . . . . . . . . . . . . . . . . . . . 3c 

All Other Passive Activity Credits (See Lines 4a through 4c on page 10.)
4 a Credits from Worksheet 4, column (a) . . . . . . . . . . 4a 

b Prior year unallowed credits from Worksheet 4, column (b) . . . 4b
c Add lines 4a and 4b . . . . . . . . . . . . . . . . . . . . . . . . . 4c 

5 Add lines 1c, 2c, 3c, and 4c . . . . . . . . . . . . . . . . . . . . . . . 5 
6 Enter the tax attributable to net passive income (see page 10). . . . . . . . . . . . 6 
7 Subtract line 6 from line 5. If line 6 is more than or equal to line 5, enter -0- and see page 10 . 7 

Note: If your filing status is married filing separately and you lived with your spouse at any time during 
the year, do not complete Part II, III, or IV. Instead, go to line 37.

Part IV Special Allowance for Low-Income Housing Credits for Property Placed in Service After 1989
Note: Complete this part only if you have an amount on line 3c. Otherwise, go to Part V.

31 If you completed Part III, enter the amount from line 19. Otherwise, subtract line 16 from line 7 . 31 
32 Enter the amount from line 30 . . . . . . . . . . . . . . . . . . . . . . 32 
33 Subtract line 32 from line 31. If zero, enter -0- here and on line 36 . . . . . . . . . . 33 
34 Enter the smaller of line 3c or line 33 . . . . . . . . . . . . . . . . . . . . 34 
35 Tax attributable to the remaining special allowance (see page 13) . . . . . . . . . . 35 
36 Enter the smaller of line 34 or line 35 . . . . . . . . . . . . . . . . . . . . 36 

Name(s) shown on return Identifying number

Step 3. Mr. Jones follows the instructions for Worksheet 3 and enters the total credits from column (a) of that worksheet on Form 
8582-CR, line 3a. He enters the total credits on line 3c and completes lines 5 through 7. Mr. Jones can skip Parts II and III and go to 
Part IV because the only credit he has is from a post-1989 low-income housing credit. He must also complete the computation for line 
35 in the instructions to get the amount to enter on line 35 of the form (see page 7).

John and Mary Jones 123-00-4567

12,000

12,000

12,000
-0-

12,000

12,000
-0-

12,000
12,000

8,250
8,250
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Step 5. After completing Form 8582-CR, Mr. Jones determines his allowed and unallowed credit. Because he has only one type of credit from
a single passive activity, his allowed low-income housing credit for 2010 is the amount on line 37, or $8,250. His unallowed credit of $3,750 is
determined by subtracting the allowed credit on line 37 from the total credit on line 5 ($12,000 – $8,250).

Step 6. Mr. Jones enters the allowed passive activity credit of $8,250 on Form 8586, line 15, and completes Part II of that form according to
the instructions for Form 8586. The unallowed credit of $3,750 is carried forward and used to figure the passive activity credit allowed for 2011.

8,250

Line 35 computation:

Line 35. Figure the tax attributable to the remaining special allowance as follows:

Note: When using taxable income in the above computation, it is not necessary to refigure items that are based on a percentage of adjusted
gross income.

305,000A. Taxable income

B.

C.

D.

Tax on line A. For Form 1040, use the Tax Table, Tax Computation Worksheet, or other appropriate method you used to figure your
tax. For Form 1041, use the Tax Rate Schedules, the Qualified Dividends Tax Worksheet, or Schedule D whichever applies

E.

Enter $25,000 ($12,500 if married filing separate return and you and your spouse lived apart at
all times during the year) 25,000

F.

Enter amount, if any, from Form 8582, line 10 -0-

25,000

G.

Subtract lines D and E from line C

280,000

H.

Subtract line F from line A

I.

70,181

8,250

J.

Subtract line H from line B

Add lines 16 and 30 of Form 8582-CR and enter the total -0-

Tax attributable to the remaining special allowance. Subtract line J from line I. Enter the result on Form 8582-CR, line 35 8,250

Step 4. Mr. Jones completes Form 8582-CR, Part V.

78,431

Enter amount, if any, from Form 8582, line 14 -0-

K.

Tax on line G. For Form 1040, use the Tax Table, Tax Computation Worksheet, or other appropriate method you used to figure your
tax. For Form 1041, use the Tax Rate Schedules, the Qualified Dividends Tax Worksheet, or Schedule D whichever applies

Passive Activity Credit Allowed

37 Passive Activity Credit Allowed. Add lines 6, 16, 30, and 36. See page 13 to find out how to report the
allowed credit on your tax return and how to allocate allowed and unallowed credits if you have more than
one credit or credits from more than one activity. If you have any credits from a publicly traded partnership,
see Publicly Traded Partnerships (PTPs) on page 14 37

Part V
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Form 3468, Investment Credit. Production Credit. Enter the credits
Enter the credits from Form 3468, line from Form 8835, line 31, in columnSpecific Instructions
15, in column (a) of Worksheet 1, 2, (a) of Worksheet 1 or 4.
or 4.Current Year Credits Form 8844, Empowerment Zone
Form 3800, General Business and Renewal CommunityConvert any current year qualified Credit. Enter the credits from Form Employment Credit. Enter theexpenditures into credits before 3800, line 3, in column (a) of credits from Form 8844, line 5, inbeginning Worksheet 1, 2, 3, or 4. If Worksheet 1, 2, 3, or 4. column (a) of Worksheet 1 or 4.the credits are from more than one
Form 5884, Work Opportunityactivity or are of more than one type, Form 8846, Credit for EmployerCredit. Enter the credits from Formseparate the credits by activity and by Social Security and Medicare5884, line 5, in column (a) oftype before making entries in the Taxes Paid on Certain EmployeeWorksheet 1 or 4.worksheets. Tips. Enter the credits from Form
Form 6478, Alcohol and Cellulosic 8846, line 7, in column (a) ofFor tax years beginning after Biofuels Fuels Credit.  Enter the Worksheet 4.2010, line numbers on the credits from Form 6478, line 10, inreferenced forms mayCAUTION

!
Form 8941, Credit for Smallcolumn (a) of Worksheet 1 or 4.change. See the form instructions for Employer Health InsuranceForm 8586, Low-Income Housingthe referenced forms on how to report Premiums. Enter the credits fromCredit. Enter the credits from Formthe current year passive activity Form 8941, line 17, in column (a) of8586, line 13, in column (a) ofcredit. Worksheet 4.Worksheet 3.

Example. You have a low-income
Form 8834, Qualified Plug-Inhousing credit from one activity and a Prior Year UnallowedElectric and Electric Vehicle Credit.research credit from a different
See the Instructions for Form 8834 Creditsactivity. Enter the low-income housing
for the amount to enter in column (a)credit in column (a) of Worksheet 2 or To figure this year’s PAC, you must
of Worksheet 1 or 4.3 and make a separate entry for the take into account any credits from

research credit in column (a) of Form 8835, Renewable Electricity, passive activities disallowed for prior
Worksheet 4. Refined Coal, and Indian Coal years and carried forward to this year.

Lines 1a and 1b. Use Worksheet 1 to figure the amounts to enter on lines 1a and 1b. Use line 1a for credits from rental real estate
activities with active participation for the current year and line 1b for prior year unallowed credits from rental real estate activities with
active participation in both the prior year in which the credit arose and the current year. See Special Allowance for Rental Real Estate
Activities on page 2 for a definition of active participation.

After you complete the worksheet below, enter the totals of columns (a) and (b) on the corresponding lines of Form 8582-CR and then
complete line 1c.
Note. Rehabilitation credits from rental real estate activities and low-income housing credits must be entered in Worksheet 2 or 3,
whichever applies, even if you actively participated in the activity.

(keep for your records)Worksheet 1 for Lines 1a and 1b
Prior Year

Unallowed Credits
Current Year

Credits Total Credits
From
FormName of Activity

(c) Add cols. (a) and (b)(b) Credit line 1b(a) Credit line 1a

Totals. Enter on lines 1a and 1b of Form 8582-CR �

Lines 2a and 2b. Use Worksheet 2 to figure the amounts to enter on lines 2a and 2b. Use line 2a for rehabilitation credits and
low-income housing credits from rental real estate activities for the current year and line 2b for prior year unallowed credits from those
activities. However, use Worksheet 3 instead of Worksheet 2 for low-income housing credits for property placed in service after 1989. If
you held an indirect interest in the property through a partnership, S corporation, or other pass-through entity, use Worksheet 3 only if
you also acquired your interest in the pass-through entity after 1989. Use this worksheet if you do not meet both requirements.

After you complete the worksheet below, enter the totals of columns (a) and (b) on the corresponding lines of Form 8582-CR and
then complete line 2c.

(keep for your records)Worksheet 2 for Lines 2a and 2b
Prior Year

Unallowed Credits
Current Year

Credits Total Credits
From
FormName of Activity

(c) Add cols. (a) and (b)(b) Credit line 2b(a) Credit line 2a

Totals. Enter on lines 2a and 2b of Form 8582-CR �
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Lines 3a and 3b. Use Worksheet 3 to figure the amounts to enter on lines 3a and 3b for low-income housing credits for property
placed in service after 1989. If you held an indirect interest in the property through a partnership, S corporation, or other pass-through
entity, use Worksheet 3 only if you also acquired your interest in the pass-through entity after 1989. Use line 3a for the current year
credits and line 3b for prior year unallowed credits for those activities.

Worksheet 3 for Lines 3a and 3b

Totals. Enter on lines 3a and 3b of Form 8582-CR �

After you complete the worksheet below, enter the totals of columns (a) and (b) on the corresponding lines of Form 8582-CR and
then complete line 3c.

(keep for your records)
Prior Year

Unallowed Credits
Current Year

Credits Total Credits
From
FormName of Activity

(c) Add cols. (a) and (b)(b) Credit line 3b(a) Credit line 3a

Lines 4a and 4b. Use Worksheet 4 to figure the amounts to enter on lines 4a and 4b. Use line 4a for all other passive activity credits for
the current year and line 4b for prior year unallowed credits from those activities.

After you complete the worksheet below, enter the totals of columns (a) and (b) on the corresponding lines of Form 8582-CR and
then complete line 4c.

(keep for your records)Worksheet 4 for Lines 4a and 4b
Prior Year

Unallowed Credits
Current Year

Credits Total Credits
From
FormName of Activity

(c) Add cols. (a) and (b)(b) Credit line 4b(a) Credit line 4a

Totals. Enter on lines 4a and 4b of Form 8582-CR �

If you had only one type of prior to net passive income, you have a rental real estate activity for both that
year unallowed credit from a single PAC for the current year. Generally, prior year and this year. If you did not
passive activity, figure your prior year you have net passive income if line 4 actively participate for both years,
unallowed credit by subtracting line of Form 8582 shows income. For include the credits in Worksheet 4,
37 of your prior year Form 8582-CR more information, see the instructions not in Worksheet 1.
from line 5 of your prior year Form for Form 8582-CR, line 6, on page Lines 2a through 2c. Individuals
8582-CR. 10. (including limited partners) and

qualifying estates who hadLines 1a through 1c. IndividualsOtherwise, your prior year
rehabilitation credits from rental realand qualifying estates that activelyunallowed credits are the amounts
estate activities or low-incomeparticipated in rental real estateshown in column (b) of Worksheet 9
housing credits for property placed inactivities must include the creditsin the prior year Instructions for Form
service before 1990 must include the(other than rehabilitation credits or8582-CR. Enter the prior year
credits from those activities on lineslow-income housing credits) fromunallowed credits in column (b) of
2a through 2c. Use Worksheet 2 tothese activities on lines 1a throughWorksheet 1, 2, 3, or 4, whichever
figure the amounts to enter on lines1c. Use Worksheet 1 to figure theapplies.
2a and 2b.amounts to enter on lines 1a and 1b.

You must adjust a prior year If you have low-income housingSee Special Allowance for Rentalunallowed credit if you had to credits for property placed in serviceReal Estate Activities beginning onrecapture any part of theCAUTION
!

after 1989, include those credits inpage 2.credit (for example, due to the early Worksheet 3 instead of Worksheet 2.
disposition of property) or transfer the If you are married filing a If you held an indirect interest in the
credit to a bankruptcy estate. separate return and lived with property through a partnership, S

your spouse at any time corporation, or other pass-throughCAUTION
!

during the year, even if you actively entity, use Worksheet 3 only if you
participated in the rental real estatePart I—Passive Activity also acquired your interest in the
activity, include the credits in pass-through entity after 1989.Credits Worksheet 4, not in Worksheet 1. Lines 3a through 3c. IndividualsUse Part I to combine your credits Note. You may take credits that (including limited partners) andfrom passive activities to determine if arose in a prior tax year (other than qualifying estates who hadyou have a PAC for the current year. low-income housing and rehabilitation low-income housing credits from

If your credits from all passive credits) under the special allowance rental real estate activities for
activities exceed the tax attributable only if you actively participated in the property placed in service after 1989
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must include those credits on lines 3a amount from line 5 on line 37 and • The tuition and fees deduction.
through 3c. If you held an indirect report the credits on the forms
interest in the property through a normally used. Do not complete Include in modified adjusted grosspartnership, S corporation, or other Worksheets 5 through 9.

income any portfolio income andpass-through entity, use lines 3a
expenses that are clearly and directlythrough 3c only if you also acquired
allocable to portfolio income. Alsoyour interest in the pass-through
include any income that is treated asentity after 1989. Use Worksheet 3 to Part II—Special
nonpassive income, such as overallfigure the amounts to enter on lines Allowance for Rental gain from a PTP and net income from3a and 3b.
an activity or item of property subjectReal Estate Activities
to the recharacterization of passiveInclude the credits in With Active Participation income rules. For information onWorksheet 4, but not in
recharacterization of income, seeWorksheet 2 or 3, if you areCAUTION

!
Married persons filing Pub. 925 or Temporary Regulationsmarried filing a separate return and separate returns who lived section 1.469-2T(f).lived with your spouse at any time with their spouses at any timeCAUTION

!
during the year. during the year are not eligible to

When figuring modified adjustedcomplete Part II.
Lines 4a through 4c. Individuals gross income, any overall loss from
must include on lines 4a through 4c an entire disposition of an interest inUse Part II to figure the creditcredits from passive activities that a passive activity is taken intoallowed if you have any credits fromwere not entered on Worksheets 1, 2, account as a nonpassive loss if yourental real estate activities in whichor 3. Trusts must include credits from do not have any net passive incomeyou actively participated (other thanall passive activities in Worksheet 4. after combining net income andrehabilitation credits and low-incomeUse Worksheet 4 to figure the losses from all other passive activitieshousing credits). See Rental Activitiesamounts to enter on lines 4a and 4b. (that is, Form 8582, line 4 is a loss orbeginning on page 1 for details.

zero). If you do have net passive
Line 6. If Form 8582, line 4, shows income when you combine the netLine 9. Married persons filingnet income or you did not complete losses and net income from all otherseparate returns who lived apart fromForm 8582 because you had net passive activities, the overall losstheir spouses at all times during thepassive income, you must figure the from the disposition is taken intoyear must enter $75,000 on line 9tax on the net passive income. If you account as a nonpassive loss only toinstead of $150,000. Married personshave an overall loss on an entire the extent that it exceeds that netfiling separate returns who lived withdisposition of your interest in a

passive income.their spouses at any time during thepassive activity, reduce net passive
year are not eligible for the specialincome, if any, on Form 8582, line 4,
allowance. They must enter -0- on Line 12. Do not enter more thanto the extent of the loss (but not
line 16 and go to line 17. $12,500 on line 12 if you are marriedbelow zero) and use only the

filing a separate return and you andremaining net passive income in the
Line 10. To figure modified adjusted your spouse lived apart at all timescomputation below. If you had a net
gross income, combine all thepassive activity loss, enter -0- on line during the year. Married persons filing
amounts used to figure adjusted6 and go to line 7. separate returns who lived with their
gross income except do not take into spouses at any time during the year
account:Figure the tax on net passive are not eligible for the special

income as follows. allowance. They must enter -0- on• Any passive activity loss as defined
line 16 and go to line 17.in section 469(d)(1),

A. Taxable income • Any rental real estate loss allowedincluding net 
passive income . . . . . Line 15. Figure the tax attributableto real estate professionals (defined

to the amount on line 14 as follows.under Activities That Are Not PassiveB. Tax on line A* . . . . . . . . . . . . . .
Activities on page 1),C. Taxable income without A. Taxable income . . . . . . .

net passive income . . . • Any overall loss from a PTP,
B. Tax on line A* . . . . . . . . . . . . . .D. Tax on line C* . . . . . . . . . . . . . . • The taxable amount of social
C. Enter amount from Formsecurity and tier 1 railroad retirementE. Subtract line D from line B 

8582-CR, line 14 . . . . . .benefits,and enter the result on 
Form 8582-CR, line 6 . . . . . . . . . D. Subtract line C from line• Deductible contributions to

A . . . . . . . . . . . . . . . .* For Form 1040, use the Tax Table, Tax Computation traditional individual retirement
Worksheet, or other appropriate method you used to E. Tax on line D* . . . . . . . . . . . . . .accounts (IRAs) and sectionfigure your tax. For Form 1041, use the Tax Rate
Schedule, Qualified Dividends Tax Worksheet, or 501(c)(18) pension plans, F. Subtract line E from line B Schedule D, whichever applies. and enter the result on • The domestic production activities

Form 8582-CR, line 15 . . . . . . . .deduction,
Note. When using taxable income in • The deduction allowed for one-half
the above computation, it is not of self-employment taxes, * For Form 1040, use the Tax Table, Tax Computationnecessary to refigure items that are Worksheet, or other appropriate method you used to• The exclusion from income of figure your tax. For Form 1041, use the Tax Ratebased on a percentage of adjusted

Schedule, Qualified Dividends Tax Worksheet, orinterest from series EE and I U.S.gross income. Schedule D, whichever applies.savings bonds used to pay higher
education expenses,Line 7. If line 7 is zero because the

Note. When using taxable income in• The exclusion of amounts receivedtax on the net passive income on line
the above computation, it is notunder an employer’s adoption6 is greater than your credits from

assistance program, necessary to refigure items that arepassive activities on line 5, all your
based on a percentage of adjustedcredits from passive activities are • The student loan interest
gross income.allowed. In this case, enter the deduction, or
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Instructions for Worksheet 5
Complete Worksheet 5 if you have an amount on Form 8582-CR, line 1c and you have credits from more than one activity.
Column (a). Enter the credits from Worksheet 1, column (c), in column (a) of this worksheet.
Column (b). Divide each of the credits shown in column (a) by the total of the credits in column (a) and enter the ratio for each of the
activities in column (b). The total of all the ratios must equal 1.00.
Column (c). Multiply Form 8582-CR, line 16 by the ratios in column (b) and enter the result in column (c). If the total of this column is
the same as the total of column (a), all credits for the activities in column (a) of this worksheet are allowed. Report them on the forms
normally used, and complete Worksheet 6 if you have credits shown in Worksheet 2. Also complete Worksheet 7 or 8 if you have
credits shown in Worksheet 3 or 4. If the total of column (a) is more than the total of column (c), complete column (d).
Column (d). Subtract column (c) from column (a) and enter the result in this column. Also enter the name of each activity and the form
the credit is reported on in Worksheet 8 and enter the amount from column (d) of this worksheet in column (a) of Worksheet 8. Also
complete Worksheet 6 or 7 if you have credits on Form 8582-CR, line 2c or 3c.

(keep for your records)Worksheet 5 for Credits on Line 1a or 1b

(b) Ratios (c) Special
Allowance

(d) Subtract
column (c) from

column (a)
(a) CreditsForm To Be

Reported onName of Activity

Totals � 1.00

Instructions for Worksheet 6
Complete Worksheet 6 if you have an amount on Form 8582-CR, line 2c and you have credits from more than one activity.
Column (a). Enter the credits from Worksheet 2, column (c), in column (a) of this worksheet.
Column (b). Divide each of the credits shown in column (a) by the total of the credits in column (a) and enter the ratio for each of the
activities in column (b). The total of all the ratios must equal 1.00.
Column (c). Multiply Form 8582-CR, line 30 by the ratios in column (b) and enter the result in column (c). If the total of this column is
the same as the total of column (a), all credits for the activities in column (a) of this worksheet are allowed. Report them on the forms
normally used, and complete Worksheet 7 or 8 if you have credits shown in Worksheet 3 or 4 or amounts in column (d) of Worksheet 5.
If the total of column (a) is more than the total of column (c), complete column (d).
Column (d). Subtract column (c) from column (a) and enter the result in this column. Also enter the name of each activity and the form
the credit is reported on in Worksheet 8 and enter the amount from column (d) of this worksheet in column (a) of Worksheet 8.

(keep for your records)Worksheet 6 for Credits on Line 2a or 2b
(d) Subtract

column (c) from
column (a)

(c) Special
Allowance(b) Ratios(a) CreditsForm To Be

Reported onName of Activity

1.00Totals �
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Instructions for Worksheet 8
Complete Worksheet 8 if you have credits on Form 8582-CR, line 4c from more than one activity or reported on different forms or you have
amounts in column (d) of Worksheets 5, 6, or 7.

Column (a). Enter the amounts, if any, from column (c) of Worksheet 4 and column (d) of Worksheets 5, 6, and 7.

Column (b). Divide each of the credits in column (a) by the total of all the credits in column (a) and enter the ratio for each of the activities in
column (b). The total of all the ratios must equal 1.00.

Column (c). Complete the following computation:

A. Enter Form 8582-CR, line 5

B. Enter Form 8582-CR, line 37

C. Subtract line B from line A
Multiply line C by the ratios in column (b) and enter the results in column (c). Complete Worksheet 9 to determine the credits allowed for the
current year.

(keep for your records)Worksheet 8—Allocation of Unallowed Credits

(c) Unallowed Credits(b) Ratios(a) CreditsForm To Be
Reported on

Name of Activity

1.00Totals �

Instructions for Worksheet 9
Column (a). Enter all the activities shown in Worksheet 8. The credits entered in column (a) of this worksheet are the credits shown in column
(c) of Worksheets 1, 2, 3, and 4 for the activities listed in Worksheet 8.
Column (b). Enter the amounts from column (c) of Worksheet 8 in this column. These are your unallowed credits for the current year.
Column (c). Subtract column (b) from column (a). These are the allowed credits for the current year. Report the amounts in this column on the
forms normally used. See Reporting Allowed Credits on Your Tax Return on page 13.

(keep for your records)Worksheet 9—Allowed Credits

(c) Allowed Credits(b) Unallowed Credits(a) CreditsForm To Be
Reported on

Name of Activity

Totals �

Instructions for Worksheet 7
Complete Worksheet 7 if you have credits on Form 8582-CR, line 3c and you have credits from more than one activity.
Column (a). Enter the credits from Worksheet 3, column (c), in column (a) of this worksheet.
Column (b). Divide each of the credits shown in column (a) by the total of the credits in column (a) and enter the ratio for each of the activities
in column (b). The total of all the ratios must equal 1.00.
Column (c). Multiply Form 8582-CR, line 36 by the ratios in column (b) and enter the result in column (c). If the total of this column is the same
as the total of column (a), all credits for the activities in column (a) of this worksheet are allowed. Report them on the forms normally used, and
complete Worksheet 8 if you have credits shown in Worksheet 4 or amounts in column (d) of Worksheet 5 or 6. If the total of column (a) is
more than the total of column (c), complete column (d).
Column (d). Subtract column (c) from column (a) and enter the result in this column. Also enter the name of each activity and the form the
credit is reported on in Worksheet 8 and enter the amount from column (d) of this worksheet in column (a) of Worksheet 8.

(keep for your records)Worksheet 7 for Credits on Line 3a or 3b

(d) Subtract
column (c)

from column (a)

(c) Special
Allowance

(b) Ratios(a) CreditsForm To Be
Reported on

Name of Activity

1.00Totals �
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based on a percentage of adjusted
gross income.Part III—Special Part V—Passive Activity

Allowance for Credit Allowed
Use Part V to figure the PAC (asRehabilitation Credits
determined in Part I) that is allowedPart IV—SpecialFrom Rental Real Estate for the current year for all passiveAllowance for activities.Activities and
Line 37. If you have only one type ofLow-Income HousingLow-Income Housing credit, the amount on line 37 is theCredits for Property credit allowed for the year. Enter thisCredits for Property
amount on the form where it isPlaced in Service AfterPlaced in Service Before normally reported. See Reporting
Allowed Credits on Your Tax Return19891990 (or From below. Your unallowed credit is line 5
minus line 37.Pass-Through Interests Married persons filing

separate returns who lived Use Worksheets 5 through 9,Acquired Before 1990) with their spouses at any timeCAUTION
!

whichever apply, on pages 11 and
during the year are not eligible to 12, to allocate the allowed andMarried persons filing complete Part IV. unallowed credits if you have creditsseparate returns who lived

from more than one activity. Also usewith their spouses at any timeCAUTION
!

the worksheets if you have more thanUse Part IV to figure the creditduring the year are not eligible to
one type of credit.allowed if you have any low-incomecomplete Part III.

housing credits for property placed in Keep a record of each unallowedUse Part III to figure the credit service after 1989. If you held an credit and the activity to which itallowed if you have any rehabilitation indirect interest in the property belongs so you may claim the credit ifcredits or low-income housing credits
through a partnership, S corporation, it becomes allowable in a future year.for property placed in service before
or other pass-through entity, use Part1990. Also use this part if your Reporting Allowed CreditsIV only if your interest in thelow-income housing credit is from a on Your Tax Returnpass-through entity was also acquiredpartnership, S corporation, or other
after 1989.pass-through entity in which you

For tax years beginning afteracquired your interest before 1990,
2010, line numbers on theregardless of the date the property Line 35. Figure the tax attributable referenced forms mayCAUTION

!
was placed in service. to the remaining special allowance as change. See the form instructions forfollows.Line 21. Married persons filing the referenced forms on how to report
separate returns who lived apart from the passive activity credit allowed.

A. Taxable income . . . . . . . . .their spouses at all times during the Form 3468. Enter on Form 3468,year must enter $125,000 on line 21, B. Tax on line A* . . . . . . . . . . . . . . . line 17, the passive activityinstead of $250,000. C. Enter $25,000 rehabilitation and energy credits.
($12,500 if marriedSkip lines 21 through 26 if you Form 3800. Enter on Form 3800,filing separate returncompleted Part II of this form and
and you and your line 5, the total passive activityyour modified adjusted gross income spouse lived apart at general business credit allowed.on line 10 was $100,000 or less all times during the

Form 5884. Enter on Form 5884,year) . . . . . . . . . . .($50,000 or less if married filing
line 7, the passive activity workseparately and you lived apart from D. Enter amount, if 
opportunity credit.any, from Formyour spouse for the entire year).

8582, line 10 . . . . . .Instead, enter the amount from line Form 6478. Enter on Form 6478,
15 on line 27. E. Enter the amount, line 12, the passive activity alcohol

if any, from Form and cellulosic biofuel fuels creditLine 24. Do not enter more than 8582, line 14 . . . . . . allowed.$12,500 on line 24 if you are married
F. Subtract lines D and E filing a separate return and lived apart Form 8586. Enter on Form 8586,from line C . . . . . . . . . . . .from your spouse for the entire year. line 15, the passive activity
G. Subtract line F from line A . . . low-income housing credit allowed.Line 27. Figure the tax attributable
H. Tax on line G* . . . . . . . . . . . . . . .to the amount on line 26 as follows. Form 8834. See the Instructions for
I. Subtract line H from line B . . . . . . . Form 8834 for instructions on how to

A. Taxable income . . . . . . . report the passive activity creditJ. Add lines 16 and 30 of 
allowed.Form 8582-CR and enter the total . . .B. Tax on line A* . . . . . . . . . . . . . . .
Form 8835. Enter on Form 8835,K. Tax attributable to the remainingC. Enter amount from Form

special allowance. Subtract line J line 33, the passive activity renewable8582-CR, line 26 . . . . . . .
from line I. Enter the result on electricity, refined coal, and IndianD. Subtract line C from line A Form 8582-CR, line 35 . . . . . . . . . . coal production credit allowed.

E. Tax on line D* . . . . . . . . . . . . . . . *For Form 1040, use the Tax Table, Tax Computation Form 8844. Enter on Form 8844,Worksheet, or other appropriate method you used toF. Subtract line E from line B and enter figure your tax. For Form 1041, use the Tax Rate line 7, the passive activitythe result on Form 8582-CR, line 27 Schedule, Qualified Dividends Tax Worksheet, or empowerment zone and renewalSchedule D, whichever applies.*For Form 1040, use the Tax Table, Tax Computation community employment credit
Worksheet, or other appropriate method you used to allowed.figure your tax. For Form 1041, use the Tax Rate
Schedule, Qualified Dividends Tax Worksheet, or Note. When using taxable income in Form 8846. Enter on Form 8846,Schedule D, whichever applies. the above computation, it is not line 9, the passive activity credit for

necessary to refigure items that areNote. When using taxable income in employer social security and
based on a percentage of adjustedthe above computation, it is not Medicare taxes paid on certain
gross income.necessary to refigure items that are employee tips.
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Form 8941. Enter on Form 8941, service) allowed under the specialComputation of Allowed
allowance are the smaller of the totalline 19, the passive activity credit for Passive Activity Credits credits from Step 3 or the amountsmall employer health insurance From PTPs figured in Step 4. If Step 4 is smallerpremiums allowed.

Complete Steps 1 and 2 only if you than Step 3, allocate the amount in
have net passive income from a PTP Step 4 pro rata to the credits fromPublicly Traded with passive activity credits (including each PTP in Step 3.
prior year unallowed credits).Partnerships (PTPs) Complete Steps 6 through 8 only if
Step 1. Figure the tax attributable to you have low-income housing creditsA PTP is a partnership whose
net passive income from each PTP (including prior year unallowedinterests are traded on an established
with passive activity credits (including credits) for property placed in servicesecurities market or are readily
prior year unallowed credits) by after 1989 from a PTP in which youtradable on a secondary market (or
following the steps shown in the acquired your interest after 1989.its substantial equivalent).
worksheet in the line 6 instructions on Step 6. Reduce low-income housing
page 10. Complete a separate taxAn established securities market credits (including prior year unallowed
computation for each PTP with netincludes any national securities credits) for property placed in service
passive income.exchange and any local exchange after 1989 from each PTP in which

registered under the Securities you also acquired your interest afterStep 2. Passive activity credits from
Exchange Act of 1934 or exempted 1989 to the extent of the taxeach PTP are allowed to the extent of
from registration because of the attributable to net passive incomethe tax attributable to net passive
limited volume of transactions. It also from that PTP, which was figured inincome from the same PTP. Credits
includes any over-the-counter market. Step 1.in excess of the tax attributable to net

passive income may be allowed Step 7. Before beginning this step,A secondary market generally under one or more steps below. complete Form 8582-CR if you haveexists if a person stands ready to any passive credits that are not fromComplete Steps 3 through 5 only ifmake a market in the interest. An PTPs. Subtract the sum of the creditsyour passive activity credits (includinginterest is treated as readily tradable allowed in Step 5 above and Formprior year unallowed credits) includeif the interest is regularly quoted by 8582-CR, line 36, from the amount onrehabilitation credits from rental realpersons, such as brokers or dealers, Form 8582-CR, line 35, to figure theestate activities from PTPs,who are making a market in the tax attributable to the speciallow-income housing credits forinterest. allowance available for the credits inproperty placed in service before
Step 6.1990 from PTPs, or low-incomeThe substantial equivalent of a

housing credits from PTPs in which If your only passive credits aresecondary market exists if there is no
you acquired your interest before from PTPs, complete the stepsidentifiable market maker, but holders
1990 (regardless of the date placed in shown in the worksheet in the line 35of interests have a readily available,
service). instructions on page 13. Subtract theregular, and ongoing opportunity to

credits allowed in Step 5 above fromStep 3. Reduce rehabilitation creditssell or exchange their interests
the tax figured on line K of thatfrom rental real estate activities fromthrough a public means of obtaining
worksheet. The result is the taxeach PTP, low-income housingor providing information on offers to
attributable to the special allowancecredits for property placed in servicebuy, sell, or exchange interests.
available for the credits in Step 6.before 1990 from each PTP, and anySimilarly, the substantial equivalent of

low-income housing credits (including Step 8. Low-income housing creditsa secondary market exists if
prior year unallowed credits) from allowed under the special allowanceprospective buyers and sellers have
each PTP in which you acquired your for property placed in service afterthe opportunity to buy, sell, or
interest before 1990 (regardless of 1989 from a PTP in which you alsoexchange interests in a timeframe
the date placed in service) to the acquired your interest after 1989 areand with the regularity and continuity
extent of the tax, which was figured in the smaller of the total credits fromthat the existence of a market maker
Step 1, attributable to net passive Step 6 or the amount figured in Stepwould provide.
income from that PTP. 7. If Step 7 is smaller than Step 6,

allocate the amount in Step 7 pro rataStep 4. Before beginning this step,Credits From PTPs
to the credits from each PTP in Stepcomplete Form 8582-CR if you haveA credit from a passive activity held 6.any passive credits that are not fromthrough a PTP is allowed to the

PTPs. Subtract the total of lines 16, Step 9. Add the credits from Stepsextent of the tax attributable to net
30, and 36, if any, of Form 8582-CR, 2, 5, and 8. These are the totalpassive income from that partnership.
from the amount on line 27 of Form credits allowed from passive activitiesIn addition, rehabilitation credits and 8582-CR, to figure the tax attributable of PTPs.low-income housing credits from to the special allowance available for Step 10. Figure the allowed andrental real estate activities held the credits in Step 3. unallowed credits from each PTP.through PTPs are allowed to the

Report the allowed credits on theIf your only passive credits areextent of any special allowance that
forms normally used. Keep a recordfrom PTPs, complete lines 21 throughremains after taking into account
of the unallowed credits to be carried27 of Form 8582-CR as a worksheet.losses and credits from rental real
forward to next year.The amount on line 27 is the taxestate activities not owned through

attributable to the special allowancePTPs. See Special Allowance for
available for the credits in Step 3.Rental Real Estate Activities Part VI—Election Tobeginning on page 2. Step 5. Rehabilitation credits from
rental real estate activities of PTPs, Increase Basis of Credit

Do not enter credits from low-income housing credits for PropertyPTPs on the worksheets or on property placed in service before
Form 8582-CR. Instead, use 1990 by PTPs, and low-income Complete Part VI if you disposed ofCAUTION

!
the following steps to figure the housing credits from PTPs in which your entire interest in a passive
allowed and unallowed credits from you acquired your interest before activity and elect to increase the
passive activities held through PTPs. 1990 (regardless of the date placed in basis of the credit property used in
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the activity by the unallowed credit however, remains available to offset individual circumstances. The
that reduced the basis of the the tax attributable to net passive estimated burden for individual
property. income. taxpayers filing this form is approved

under OMB control numberLine 38. Check the box if you elect Paperwork Reduction Act Notice. 1545-0074 and is included in theto increase the basis of credit We ask for the information on this estimates shown in the instructionsproperty used in a passive activity by form to carry out the Internal for their individual income tax return.the unallowed credit that reduced the Revenue laws of the United States. The estimated burden for all otherproperty’s basis. The election is You are required to give us the taxpayers who file this form is shownavailable for a fully taxable disposition information. We need it to ensure that below.of an entire interest in an activity for you are complying with these lawswhich a basis adjustment was made and to allow us to figure and collect Recordkeeping . . . . . . . 2 hr., 4 min.as a result of placing in service the right amount of tax.property for which a credit was taken. Learning about the lawYou are not required to provide theYou may elect to increase the basis or the form . . . . . . . . . . 6 hr., 4 min.
information requested on a form thatof the credit property immediately Preparing the form . . . .  4 hr., 19 min.is subject to the Paperwork Reductionbefore the disposition (by an amount
Act unless the form displays a valid Copying, assembling,no greater than the amount of the
OMB control number. Books or and sending the form tooriginal basis reduction) to the extent
records relating to a form or its the IRS . . . . . . . . . . . . . 1 hr., 9 min.that the credit had not been allowed
instructions must be retained as longpreviously because of the passive

If you have suggestions for makingas their contents may becomeactivity credit limitations. The amount
this form simpler, we would be happymaterial in the administration of anyof the unallowed credit that may be
to hear from you. See the instructionsInternal Revenue law. Generally, taxapplied against tax is reduced by the
for the tax return with which this formreturns and return information areamount of the basis adjustment.
is filed.confidential, as required by sectionNo basis adjustment may be 6103.elected on a partial disposition of your

The time needed to complete andinterest in a passive activity or if the
file this form will vary depending ondisposition is not fully taxable. The

amount of any unallowed credit,
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Department of the Treasury
Internal Revenue Service2010

Instructions for Form 8582
Passive Activity Loss Limitations

Section references are to the Internal 8810, Corporate Passive Activity Loss • Your modified adjusted gross income
Revenue Code unless otherwise noted. and Credit Limitations. was not more than $100,000 (not more

than $50,000 if married filing separately
and you lived apart from your spouseWho Must File
all year).What’s New Form 8582 is filed by individuals, • You do not hold any interest in aestates, and trusts who have losses rental real estate activity as a limitedCommercial revitalization deduction (including prior year unallowed losses) partner or as a beneficiary of an estate(CRD). CRDs for rental real estate from passive activities. You do not have or a trust.activities are not allowed for buildings to file Form 8582 if you meet Exception

placed in service after December 31, For the definition of modified1 or 2 below.
2009. See Commercial revitalization adjusted gross income, see the
deduction (CRD) on page 4. instructions for line 7 on page 9.Exception 1
Disclosure requirements for You do not have an overall loss when If all the above conditions are met,groupings. For tax years beginning you combine all your net income and your rental real estate losses are notafter January 24, 2010, disclosure net losses (including any prior year limited, and you do not need torequirements for groupings of trade or unallowed losses) from business or complete Form 8582. Enter lossesbusiness activities or rental activities rental passive activities. Overall loss is reported on Schedule E (Form 1040),apply. See Disclosure Requirement on defined under Definitions on page 2. Supplemental Income and Loss, Part I,page 5. line 22, on Schedule E (Form 1040),In figuring your overall gain or loss

Part l, line 23. For losses from afrom all passive activities for the year,
partnership or an S corporation, enterGeneral Instructions do not include the following income or
the amount of the allowable loss fromlosses.
Schedule K-1 in Schedule E (FormPurpose of Form 1. Net income that is not passive 1040), Part II, column (f). Enter losses

activity income. See Passive ActivityForm 8582 is used by noncorporate reported on line 32 of Form 4835, Farm
Income and Deductions beginning ontaxpayers to figure the amount of any Rental Income and Expenses, on Form
page 5.passive activity loss (PAL) for the 4835, line 33c.

2. Net losses that are not passivecurrent tax year.
activity net losses. See Activities ThatA PAL occurs when total losses Coordination With OtherAre Not Passive Activities on page 2.(including prior year unallowed losses) 3. Net income or net loss from your Limitationsfrom all your passive activities exceed interest in any publicly tradedthe total income from all your passive Generally, PALs are subject to otherpartnership (PTP). See Publicly Tradedactivities. limitations (for example, basis andPartnerships (PTPs) beginning on at-risk limitations) before they areGenerally, passive activities include:  page 12. subject to the passive loss limitations.• Trade or business activities in which 4. Any overall loss from an entire Once a loss becomes allowable underyou did not materially participate for the disposition of a passive activity. See these other limitations, you musttax year. Dispositions on page 7 for more determine whether the loss is limited• Rental activities, regardless of your information. under the passive loss rules. See Formparticipation.

6198, At-Risk Limitations, for details onPALs cannot be used to offset Exception 2 the at-risk rules. Also, capital lossesincome from nonpassive activities.
that are allowable under the passiveYou actively participated in rental realHowever, a special allowance for rental
loss rules may be limited under theestate activities (see Special Allowancereal estate activities may allow some
capital loss limitations of section 1211.for Rental Real Estate Activitieslosses even if the losses exceed
Percentage depletion deductions thatbeginning on page 3), and you meet allpassive income.
are allowable under the passive lossof the following conditions.

PALs not allowed in the current year rules may be limited under section• Rental real estate activities with
are carried forward until they are 613A(d).active participation were your only
allowed either against passive activity passive activities.
income, against the special allowance, • You have no prior year unallowed Before Completing Formif applicable, or when you sell or losses from these activities.
exchange your entire interest in the 8582• Your total loss from the rental real
activity in a fully taxable transaction to estate activities was not more than To find out if your activity is treated as a
an unrelated party. $25,000 ($12,500 if married filing passive activity, read the following

For more information, see Pub. 925, separately and you lived apart from sections of these instructions.
Passive Activity and At-Risk Rules, your spouse all year). • Trade or Business Activities if your
which contains a filled-in example of • If you are married filing separately, activity is a trade or business activity
Form 8582 with step-by-step you lived apart from your spouse all (page 3).
instructions for reporting losses from year. • Rental Activities if your activity is the
passive activities. • You have no current or prior year renting of tangible property (page 2).
Note. Corporations subject to the unallowed credits from a passive • Material Participation (page 4).
passive activity rules must use Form activity. • Grouping of Activities (page 5).

Cat. No. 64294A
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To find out how to treat income and one activity. For details on making this Rental Activities
deductions from your activity, read election, see page E-2 of the A rental activity is a passive activityPassive Activity Income and instructions for Schedule E (Form even if you materially participated in theDeductions, Former Passive Activities, 1040). activity (unless it is a rental real estateand Dispositions (pages 5 through 8). If you are married filing jointly, one activity in which you materially

To find out how to enter income and spouse must separately meet both participated and you were a real estate
losses on Form 8582, read the (2)(a) and (2)(b), without taking into professional).
instructions for Worksheets 1, 2, and 3 account services performed by the

However, if you meet any of the five(on page 8). other spouse.
exceptions beginning below, the rentalA real property trade or business is of the property is not treated as a rentalDefinitions any real property development, activity. See Reporting Income andExcept as otherwise indicated, the redevelopment, construction, Losses From the Activities on page 3 iffollowing terms in these instructions are reconstruction, acquisition, conversion, you meet any of the exceptions.defined as shown below. rental, operation, management, leasing,

An activity is a rental activity ifor brokerage trade or business.Net income. This is the excess of
tangible property (real or personal) iscurrent year income over current year Services you performed as an
used by customers or held for use bydeductions from the activity. This employee are not treated as performed
customers and the gross income (orincludes any current year gains or in a real property trade or business
expected gross income) from thelosses from the disposition of assets or unless you owned more than 5% of the
activity represents amounts paid (or toan interest in the activity. stock (or more than 5% of the capital or
be paid) mainly for the use of theNet loss. This is the excess of current profits interest) in the employer.
property. It does not matter whether theyear deductions over current year
use is under a lease, a service contract,Note. If a rental real estate activity isincome from the activity. This includes
or some other arrangement.not a passive activity for the currentany current year gains or losses from

year, any prior year unallowed loss isthe disposition of assets or an interest
Exceptionstreated as a loss from a former passivein the activity.

activity. See Former Passive Activities An activity is not a rental activity if:Overall gain. This is the excess of the
on page 7. 1. The average period of customer“net income” from the activity over the

3. A working interest in an oil or gas use is:prior year unallowed losses from the
well. Your working interest must be heldactivity. a. 7 days or less, or
directly or through an entity that does b. 30 days or less and significantOverall loss. This is (a) the excess of
not limit your liability (such as a general personal services were provided inthe prior year unallowed losses from
partner interest in a partnership). In this making the rental property available forthe activity over the “net income” from
case, it does not matter whether you customer use.the activity or (b) the prior year
materially participated in the activity forunallowed losses from the activity plus Figure the average period of
the tax year.the “net loss” from the activity. customer use for a class of property by

If, however, your liability was limited dividing the total number of days in allPrior year unallowed losses. These
for part of the year (for example, you rental periods by the number of rentalsare the losses from an activity that were
converted your general partner interest during the tax year. If the activitydisallowed under the PAL limitations in
to a limited partner interest during the involves renting more than one class ofa prior year and carried forward to the

property, multiply the average period ofyear), some of your income and lossestax year under section 469(b). See
customer use of each class by the ratioRegulations section 1.469-1(f)(4) and from the working interest may be
of the gross rental income from thatPub. 925. treated as passive activity gross income
class to the activity’s total gross rentaland passive activity deductions. See
income. The activity’s average period ofTemporary Regulations sectionActivities That Are Not
customer use equals the sum of these1.469-1T(e)(4)(ii).Passive Activities class-by-class average periods4. The rental of a dwelling unit you
weighted by gross income. SeeThe following are not passive activities. used as a residence if section
Regulations section 1.469-1(e)(3)(iii).1. Trade or business activities in 280A(c)(5) applies. This section applies

Significant personal services includewhich you materially participated for the if you rented out a dwelling unit that you
only services performed by individuals.tax year. also used as a home during the year for
To determine if personal services are2. Any rental real estate activity in a number of days that exceeds the
significant, all relevant facts andwhich you materially participated if you greater of 14 days or 10% of the
circumstances are taken intowere a “real estate professional” for the number of days during the year that the
consideration, including the frequencytax year. You were a real estate home was rented at a fair rental.
of the services, the type and amount ofprofessional only if: 5. An activity of trading personal labor required to perform the services,a. More than half of the personal property for the account of owners of and the value of the services relative toservices you performed in trades or interests in the activity. For purposes of the amount charged for use of thebusinesses during the tax year were

this rule, personal property means property.performed in real property trades or
property that is actively traded, such asbusinesses in which you materially 2. Extraordinary personal services
stocks, bonds, and other securities.participated, and were provided in making the rental
See Temporary Regulations sectionb. You performed more than 750 property available for customer use.
1.469-1T(e)(6) for more details.hours of services during the tax year in This applies only if the services are

real property trades or businesses in performed by individuals and the
which you materially participated. Generally, income and losses from customers’ use of the property is

incidental to their receipt of thethese activities are not entered on FormFor purposes of item (2), each
services.8582. However, losses from theseinterest in rental real estate is a

activities may be subject to limitations 3. Rental of the property isseparate activity, unless you elect to
incidental to a nonrental activity.other than the passive loss rules.treat all interests in rental real estate as
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The rental of property is incidental to • If the activity is a trade or business participation passive activities (defined
an activity of holding property for activity in which you did not materially on page 4), see Pub. 925 for how to
investment if the main purpose of participate, enter the income and losses report their income or losses.
holding the property is to realize a gain from the activity on Worksheet 3.
from its appreciation and the gross • If the activity is a trade or business Special Allowance for
rental income is less than 2% of the activity in which you did materially Rental Real Estatesmaller of the unadjusted basis or the participate, report any income or loss
fair market value (FMV) of the property. from the activity on the forms or Activitiesschedules normally used.Unadjusted basis is the cost of the

Active participation. If you activelyproperty without regard to depreciation If the rental activity did not meet any
participated in a passive rental realdeductions or any other basis of the five exceptions, it is generally a
estate activity, you may be able toadjustment described in section 1016. passive activity. However, special rules
deduct up to $25,000 of loss from theapply if you conduct the rental activityThe rental of property is incidental to activity from your nonpassive income.through a PTP or if any of the rulesa trade or business activity if: This special allowance is an exceptiondescribed under Recharacterization ofa. You own an interest in the trade to the general rule disallowing losses inPassive Income on page 6 apply. Seeor business activity during the tax year, excess of income from passivethe PTP rules beginning on page 12.b. The rental property was mainly activities.

If none of the special rules apply,used in the trade or business activity
The special allowance is notenter the income and losses from theduring the tax year or during at least 2

available if you were married, are filingpassive rental activity on Worksheet 1,of the 5 preceding tax years, and
a separate return for the year, and lived2, or 3.c. The gross rental income from the
with your spouse at any time during theproperty is less than 2% of the smaller Worksheet 1 is for passive rental year.of the unadjusted basis or the FMV of real estate activities in which you

Only an individual, a qualifyingthe property. actively participated. See Special
estate, or a qualified revocable trustAllowance for Rental Real EstateLodging provided for the employer’s
that made an election to treat the trustActivities beginning on this page.convenience to an employee or the
as part of the decedent’s estate mayemployee’s spouse or dependents is Worksheet 2 is for commercial actively participate in a rental realincidental to the activity or activities in revitalization deductions (CRDs) from estate activity. Unless future regulationswhich the employee performs services. rental real estate activities. CRDs from provide an exception, limited partners4. You customarily make the rental rental real estate activities are not are not treated as actively participatingproperty available during defined entered on Worksheet 1 or 3. See in a partnership’s rental real estatebusiness hours for nonexclusive use by Commercial revitalization deduction activity.various customers. (CRD) on page 4.

A qualifying estate is the estate of a5. You provide property for use in a Worksheet 3 is for passive rental decedent for tax years ending less thannonrental activity of a partnership, real estate activities in which you did 2 years after the date of the decedent’sS corporation, or a joint venture in your not actively participate, activities of death if the decedent would havecapacity as an owner of an interest in renting personal property, and other satisfied the active participationthe partnership, S corporation, or joint passive trade or business activities. requirements for the rental real estateventure.
See the instructions for Worksheets activity for the tax year the decedent

Example. If a partner contributes 1, 2, and 3 on page 8. died.
the use of property to a partnership,  A qualified revocable trust may electnone of the partner’s distributive share Trade or Business to be treated as part of a decedent’sof partnership income is income from a estate for purposes of the specialActivitiesrental activity unless the partnership is allowance for active participation inengaged in a rental activity. A trade or business activity is an rental real estate activities. The election

activity (other than a rental activity or must be made by both the executor (if
an activity treated as incidental to anAlso, a partner’s gross income from any) of the decedent’s estate and the
activity of holding property fora guaranteed payment under section trustee of the revocable trust. For
investment) that:707(c) is not income from a rental details, see Regulations section

activity. The determination of whether 1. Involves the conduct of a trade or 1.645-1.
the property used in the activity is business (within the meaning of section You are not considered to activelyprovided in the partner’s capacity as an 162), participate in a rental real estate activityowner of an interest in the partnership 2. Is conducted in anticipation of if at any time during the tax year youris made on the basis of all the facts and starting a trade or business, or interest (including your spouse’scircumstances. 3. Involves research or experimental interest) in the activity was less thanexpenditures deductible under section 10% (by value) of all interests in theReporting Income and 174 (or that would be if you chose to activity.deduct rather than capitalize them).Losses From the Activities

Active participation is a less stringent
If an activity meets any of the five Trade or business activities are requirement than material participation
exceptions listed above, it is not a generally reported on Schedule C (see Material Participation on page 4).
rental activity. You must then (Form 1040), Profit or Loss From You may be treated as actively
determine: Business (Sole Proprietorship), participating if, for example, you

1. Whether your rental of the Schedule C-EZ (Form 1040), Net Profit participated in making management
property is a trade or business activity From Business (Sole Proprietorship), or decisions or arranged for others to
(see Trade or Business Activities on Schedule F (Form 1040), Profit or Loss provide services (such as repairs) in a
this page) and, if so, From Farming, or in Part II or III of significant and bona fide sense.

2. Whether you materially Schedule E (Form 1040). See Publicly Management decisions that may count
participated in the activity for the tax Traded Partnerships (PTPs) beginning as active participation include:
year (see Material Participation on on page 12. For trade or business • Approving new tenants,
page 4). activities that are significant • Deciding on rental terms,
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• Approving capital or repair personal services in the fields of health,Material Participation
expenditures, and law, engineering, architecture,For the material participation tests listed accounting, actuarial science,• Other similar decisions. below, participation generally includes performing arts, consulting, or in anyany work done in connection with anThe maximum special allowance is: other trade or business in which capitalactivity if you owned an interest in the• $25,000 for single individuals and is not a material income-producingactivity at the time you did the work.married individuals filing a joint return factor.The capacity in which you did the workfor the tax year. 7. Based on all the facts anddoes not matter. However, work is not• $12,500 for married individuals who circumstances, you participated in theparticipation if:file separate returns for the tax year activity on a regular, continuous, and• It is not work that an owner wouldand lived apart from their spouses at all substantial basis during the tax year.customarily do in the same type oftimes during the tax year. You did not materially participate inactivity, and• $25,000 for a qualifying estate the activity under this seventh test,• One of your main reasons for doingreduced by the special allowance for however, if you participated in thethe work was to avoid the disallowancewhich the surviving spouse qualified. activity for 100 hours or less during theof losses or credits from the activity

tax year.Modified adjusted gross income under the passive activity rules.
Your participation in managing thelimitation. If your modified adjusted Proof of participation. You may

activity does not count in determininggross income (see the instructions for prove your participation in an activity by
whether you materially participatedline 7 on page 9) is $100,000 or less any reasonable means. You do not
under this test if:($50,000 or less if married filing have to maintain contemporaneous

a. Any person (except you) receivedseparately), your loss is deductible up daily time reports, logs, or similar
compensation for performing servicesto the amount of the maximum special documents if you can establish your
in the management of the activity, orallowance referred to in the preceding participation by other reasonable

b. Any individual spent more hoursparagraph. means. For this purpose, reasonable
during the tax year performing servicesmeans include, but are not limited to,If your modified adjusted gross in the management of the activity thanidentifying services performed over aincome is more than $100,000 ($50,000 you did (regardless of whether theperiod of time and the approximateif married filing separately) but less than individual was compensated for thenumber of hours spent performing the$150,000 ($75,000 if married filing management services).services during that period, based onseparately), your special allowance is

appointment books, calendars, orlimited to 50% of the difference Test for a spouse. Participation by
narrative summaries.between $150,000 ($75,000 if married your spouse during the tax year in an
Tests for individuals. You materiallyfiling separately) and your modified activity you own may be counted as
participated for the tax year in anadjusted gross income. your participation in the activity even if
activity if you satisfy at least one of the your spouse did not own an interest in Generally, if your modified adjusted following tests. the activity and whether or not you andgross income is $150,000 or more your spouse file a joint return for the tax1. You participated in the activity for($75,000 or more if married filing year.more than 500 hours.separately), there is no special

2. Your participation in the activity Tests for investors. Work done as anallowance.
for the tax year was substantially all of investor in an activity is not treated as
the participation in the activity of allIf you qualify under the active participation unless you were directly
individuals (including individuals whoparticipation rules, use Worksheet 1 involved in the day-to-day management
did not own any interest in the activity)(see page 8). or operations of the activity. For
for the year. purposes of this test, work done as anCommercial revitalization deduction 3. You participated in the activity for investor includes:(CRD). The special $25,000 allowance more than 100 hours during the tax 1. Studying and reviewing financialfor the CRD from rental real estate year, and you participated at least as statements or reports on operations ofactivities is not subject to the active much as any other individual (including the activity.participation rules or modified adjusted individuals who did not own any interest 2. Preparing or compilinggross income limits discussed earlier. in the activity) for the year. summaries or analyses of the financesThe $25,000 allowance must first be 4. The activity is a significant or operations of the activity for yourapplied to losses from rental real estate participation activity for the tax year, own use.activities with active participation, and you participated in all significant 3. Monitoring the finances orfigured without regard to the CRD (see participation activities during the year operations of the activity in aPart II). Any remaining portion of the for more than 500 hours. nonmanagerial capacity.$25,000 allowance is available for the  A significant participation activity isCRD from rental real estate activities Special rules for limited partners. Ifany trade or business activity in which(see Part III). See the instructions for you were a limited partner in an activity,you participated for more than 100Worksheet 2 on page 8. you generally did not materiallyhours during the year and in which you

participate in the activity. You diddid not materially participate under anyYou cannot claim a CRD for a
materially participate in the activity,of the material participation tests (otherbuilding placed in service after
however, if you met materialthan this fourth test).December 31, 2009.CAUTION

!
participation test 1, 5, or 6 (see Tests5. You materially participated in the
for individuals on this page) for the taxactivity for any 5 (whether or notYou can claim a current year CRD
year.consecutive) of the 10 immediatelyfor 2010, only if you were a partner or

preceding tax years.shareholder in a pass-through entity However, for purposes of the
6. The activity is a personal servicethat uses a fiscal year and material participation tests, you are not

activity in which you materially• the tax year began in 2009, treated as a limited partner if you also
participated for any 3 (whether or not• the building was placed in service in were a general partner in the
consecutive) preceding tax years.2009, and partnership at all times during the

• the qualified revitalization An activity is a personal service partnership’s tax year ending with or
expenditures were made in 2009. activity if it involves the performance of within your tax year (or, if shorter,
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during the portion of the partnership’s Once you choose a grouping under tax year to the IRS. If you fail to report
tax year in which you directly or these rules, you must continue using these changes, each trade or business
indirectly owned your limited partner that grouping in later tax years unless a activity or rental activity will be treated
interest). material change in the facts and as a separate activity. You will be

circumstances makes it clearly considered to have made a timelyA limited partner’s share of an inappropriate. disclosure if you filed all affectedelecting large partnership’s taxable income tax returns consistent with theThe IRS may regroup your activitiesincome or loss from all trade or claimed grouping and make theif your grouping fails to reflect one orbusiness and rental activities is treated required disclosure on the income taxmore appropriate economic units andas income or loss from the conduct of a return for the year in which you firstone of the primary purposes of yoursingle passive trade or business discovered the failure to disclose. If thegrouping is to avoid the passive activityactivity. IRS discovered the failure to disclose,limitations.
you must have reasonable cause forSpecial rules for certain retired or Limitation on grouping certain not making the required disclosure. Fordisabled farmers and surviving activities. The following activities may more information on disclosurespouses of farmers. Certain retired not be grouped together. requirements, see Revenue Procedureor disabled farmers and surviving

1. A rental activity with a trade or 2010-13 available at www.irs.gov/irb/spouses of farmers are treated as
business activity unless the activities 2010-4_IRB/ar15.html.materially participating in a farming
being grouped together make up anactivity if the real property used in the New grouping. You must file a writtenappropriate economic unit and:activity would meet the estate tax rules statement with your original income taxa. The rental activity is insubstantialfor special valuation of farm property return for the first tax year in which tworelative to the trade or business activitypassed from a qualifying decedent. See or more activities are originally groupedor vice versa, orTemporary Regulations section into a single activity. The statementb. Each owner of the trade or1.469-5T(h)(2). must provide the names, addresses,business activity has the same

Estates and trusts. The PAL and employer identification numbersproportionate ownership interest in the
limitations apply in figuring the (EIN), if applicable, for the activitiesrental activity. If so, the portion of the
distributable net income and taxable being grouped as a single activity. Inrental activity involving the rental of
income of an estate or trust. The rules addition, the statement must contain aproperty used in the trade or business
for determining material participation for declaration that the grouped activitiesactivity may be grouped with the trade
this purpose have not yet been issued. make up an appropriate economic unitor business activity.

for the measurement of gain or loss2. An activity involving the rental of
under the passive activity rules.Grouping of Activities real property with an activity involving

the rental of personal property (except Addition to an existing grouping.Generally, one or more trade or
personal property provided in You must file a written statement withbusiness activities or rental activities
connection with the real property or vice your original income tax return for themay be treated as a single activity if the
versa). tax year in which you add a new activityactivities make up an appropriate

3. Any activity with another activity to an existing group. The statementeconomic unit for the measurement of
in a different type of business and in must provide the name, address, andgain or loss under the passive activity
which you hold an interest as a limited EIN, if applicable, for the activity that isrules.
partner or as a limited entrepreneur (as being added and for the activities in the

Whether activities make up an defined in section 464(e)(2)) if that existing group. In addition, the
appropriate economic unit depends on other activity engages in holding, statement must contain a declaration
all the relevant facts and producing, or distributing motion picture that the activities make up an
circumstances. The factors given the films or videotapes; farming; leasing appropriate economic unit for the
greatest weight in determining whether section 1245 property; or exploring for measurement of gain or loss under the
activities make up an appropriate or exploiting oil and gas resources or passive activity rules.
economic unit are: geothermal deposits.

Regrouping. You must file a written1. Similarities and differences in
statement with your original income taxActivities conducted throughtypes of trades or businesses,
return for the tax year in which youpartnerships, S corporations, and C2. The extent of common control,
regroup the activities. The statementcorporations subject to section 469.3. The extent of common
must provide the names, addresses,Once a partnership or corporationownership,
and EINs, if applicable, for the activitiesdetermines its activities under these4. Geographical location, and
that are being regrouped. If two or morerules, a partner or shareholder may use5. Interdependencies between or
activities are being regrouped into athese rules to group those activitiesamong the activities.
single activity, the statement mustwith:
contain a declaration that the• Each other,Example. You have a significant
regrouped activities make up an• Activities conducted directly by theownership interest in a bakery and a
appropriate economic unit for thepartner or shareholder, ormovie theater in Baltimore and in a
measurement of gain or loss under the• Activities conducted through otherbakery and a movie theater in
passive activity rules. In addition, thepartnerships and corporations.Philadelphia. Depending on all the
statement must contain an explanationrelevant facts and circumstances, there  A partner or shareholder may not
of the material change in the facts andmay be more than one reasonable treat as separate activities those
circumstances that made the originalmethod for grouping your activities. For activities grouped together by the
grouping clearly inappropriate.instance, the following groupings may partnership or corporation.

or may not be permissible:
Disclosure Requirement• A single activity, Passive Activity Income

• A movie theater activity and a bakery For tax years beginning after January and Deductionsactivity, 24, 2010, the following disclosure
• A Baltimore activity and a requirements for groupings apply. You Take into account only passive activity
Philadelphia activity, or are required to report certain changes income and passive activity deductions
• Four separate activities. to your groupings that occur during the to figure your net income or net loss
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from all passive activities or any Passive activity income includes all recovery of all or part of a prior year
passive activity. income from passive activities, loss deduction if the deduction for the

including (with certain exceptions loss was not treated as a passiveIf your passive activity is reported on
described in Temporary Regulations activity deduction.Schedule C, C-EZ, E, or F, and the
section 1.469-2T(c)(2) and Regulations • Cancellation of debt income to theactivity has no prior year unallowed
section 1.469-2(c)(2)) gain from the extent that at the time the debt waslosses or any gain or loss from the
disposition of an interest in a passive discharged, the debt was not properlydisposition of assets or an interest in
activity or of property used in a passive allocable under Temporary Regulationsthe activity, take into account only the
activity at the time of the disposition. section 1.163-8T to passive activities.passive activity income and passive

activity deductions from the activity to Passive activity income does not Recharacterization of
figure the amount to enter on Form include the following. Passive Income8582 and the worksheets. • Income from an activity that is not a

Certain income from passive activitiespassive activity.If you own an interest in a passive must be recharacterized and excluded• Portfolio income, including interestactivity through a partnership or an from passive activity income. The(other than self-charged interest treatedS corporation, the partnership or amount of income recharacterizedas passive activity income), dividends,S corporation will generally provide you equals the net income from the sourcesannuities, and royalties not derived inwith the net income or net loss from the given below. If during the tax year youthe ordinary course of a trade orpassive activity. If, however, the received net income from any of thesebusiness, and gain or loss from thepartnership or S corporation must state sources (either directly or through adisposition of property that producesan item of gross income or deduction partnership or an S corporation), seeportfolio income or is held forseparately to you, and the gross Pub. 925 to find out how to report netinvestment (see section 163(d)(5)). Seeincome or deduction is passive activity income or loss from these sources. ForTemporary Regulations sectiongross income or a passive activity more information, see Temporary1.469-2T(c)(3).deduction (respectively), include that Regulations section 1.469-2T(f) and• Alaska Permanent Fund dividends.amount in the net income or net loss Regulations section 1.469-2(f).• Personal service income, includingentered on Form 8582 and the
salaries, wages, commissions, Income from the following sourcesworksheets.
self-employment income from trade or may be subject to the net income

The partnership or S corporation business activities in which you recharacterization rules.
does not have a record of any materially participated for the tax year, • Significant participation passive
prior year unallowed losses fromCAUTION

!
deferred compensation, taxable social activities defined on page 4.

the passive activities of the partnership security and other retirement benefits, • Rental of property if less than 30% of
or S corporation. If you had prior year and payments from partnerships to the unadjusted basis of the property is
unallowed losses from these activities, partners for personal services. See subject to depreciation.
they can be found in column (c) of your Temporary Regulations section • Passive equity-financed lending
2009 Worksheet 5. 1.469-2T(c)(4). activities.

• Rental of property incidental to a• Income from positive section 481Self-Charged Interest development activity.adjustments allocated to activities other
Certain self-charged interest income or • Rental of property to a nonpassivethan passive activities. See Temporary
deductions may be treated as passive activity.Regulations section 1.469-2T(c)(5).
activity gross income or passive activity • Acquisition of an interest in a• Income or gain from investments of
deductions if the loan proceeds are pass-through entity that licensesworking capital.
used in a passive activity. Generally, intangible property.• Income from an oil or gas property if
self-charged interest income and you treated any loss from a working

Passive Activity Deductionsdeductions result from loans between interest in the property for any tax year
you and a partnership or S corporation beginning after 1986 as a nonpassive To figure your overall gain or overall
in which you had a direct or indirect loss under the rule excluding working loss from all passive activities or any
ownership interest. This includes both interests in oil and gas wells from passive activity, take into account only
loans you made to the partnership or passive activities (see item 3 under passive activity deductions.
S corporation and loans the partnership Activities That Are Not Passive Passive activity deductions includeor S corporation made to you. It also Activities on page 2). See Regulations all deductions from activities that areincludes loans from one partnership or section 1.469-2(c)(6). passive activities for the current taxS corporation to another partnership or • Any income from intangible property year and all deductions from passiveS corporation if each owner in the if your personal efforts significantly activities that were disallowed under theborrowing entity has the same contributed to the creation of the PAL rules in prior tax years and carriedproportional ownership interest in the property. forward to the current tax year. Seelending entity. The self-charged interest • Any income treated as not from a Regulations section 1.469-1(f)(4).rules do not apply to your interest in a passive activity under Temporary

Passive activity deductions includepartnership or S corporation if the entity Regulations section 1.469-2T(f) and
losses from a disposition of propertymade an election under Regulations Regulations section 1.469-2(f). See
used in a passive activity at the time ofsection 1.469-7(g) to avoid the Recharacterization of Passive Income
the disposition and losses from aapplication of these rules. For more on this page.
disposition of less than your entiredetails on the self-charged interest • Overall gain from any interest in a
interest in a passive activity. Seerules, see Regulations section 1.469-7. PTP (see item 2 under Special
Dispositions on page 7 for theInstructions for PTPs beginning on
treatment of losses upon disposition ofPassive Activity Income page 12).
your entire interest in an activity.• State, local, and foreign income taxTo figure your overall gain or loss from

refunds.all passive activities or any passive Passive activity deductions do not
• Income from a covenant not toactivity, take into account only passive include the following.
compete.activity income. Do not enter income • Deductions for expenses (other than
• Any reimbursement of a casualty orthat is not passive activity income on interest expense) that are clearly and
theft loss included in income asForm 8582 or the worksheets. directly allocable to portfolio income.
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• Qualified home mortgage interest, An overall loss from an entireDispositions
disposition of a passive activity is acapitalized interest expenses, and other
nonpassive loss if you have aninterest expenses (except self-charged Disposition of an Entire aggregate loss from all other passiveinterest treated as a passive activity Interest activities. When figuring your modifieddeduction (discussed on page 6) and

If you disposed of your entire interest in adjusted gross income for line 7 ofinterest expenses properly allocable to
a passive activity or a former passive Form 8582, be sure to take intopassive activities).
activity to an unrelated person in a fully account the overall loss from the• Losses from dispositions of property
taxable transaction during the tax year, disposition of the activity.that produce portfolio income or
your losses allocable to the activity forproperty held for investment. Example 1. Activity with overall
the year are not limited by the PAL• State, local, and foreign income gain.  You sell your entire interest in a
rules.taxes. rental real estate activity in which you

actively participated for a gain ofA fully taxable transaction is a• Miscellaneous itemized deductions
$15,525. $7,300 of the gain is sectiontransaction in which you recognize allthat may be disallowed under 
1231 gain reported on Form 4797, realized gain or loss.section 67.
Part I, and $8,225 is ordinary recapture• Charitable contribution deductions. If you are using the installment income reported on Form 4797, Part II.• Net operating loss deductions, method to report this kind of On line 23 of Schedule E (Form 1040),percentage depletion carryovers under disposition, figure the loss for the you report a total loss of $15,450,section 613A(d), and capital loss current year that is not limited by the which includes a current year $2,800carryovers. PAL rules by multiplying your overall net loss and a $12,650 prior yearloss (which does not include losses• Deductions and losses that would unallowed loss. You have an overallallowed in prior years) by the followinghave been allowed for tax years gain from the disposition ($15,525 –fraction:beginning before 1987, but for basis or $15,450 = $75).

at-risk limitations.
Gain recognized in the current year Because you had other passive• Net negative section 481

activities reportable on Form 8582, youadjustments allocated to activities other Unrecognized gain as of the make the following entries onthan passive activities. See Temporary beginning of the current year
Worksheet 1. You enter the $15,525Regulations section 1.469-2T(d)(7).
gain on the disposition in column (a),A partner in a PTP is not treated as• Deductions for losses from fire, the current year loss of $2,800 inhaving disposed of an entire interest instorm, shipwreck, or other casualty or column (b), and the prior yearan activity of a PTP until there is anfrom theft if losses similar in cause and unallowed loss of $12,650 in columnentire disposition of the partner’sseverity do not recur regularly in the (c).interest in the PTP.activity.

Example 2. Activity with overall• The deduction allowed for one-half of Reporting an Entire loss.  You sell your entire interest inself-employment taxes.
an oil and gas limited partnership thatDisposition on Schedule D 
was your only passive activity for a gainor Form 4797 of $2,000. You have a current yearFormer Passive

If you completely dispose of your entire Schedule E loss of $3,330 and aActivities interest in a passive activity or a former Schedule E prior year unallowed loss of
passive activity, you may have to reportA former passive activity is any activity $1,115.
net income or loss and prior yearthat was a passive activity in a prior tax Because you have an overall loss ofunallowed losses from the activity. Allyear but is not a passive activity in the $2,445 after combining the gain andthe net income and losses are reportedcurrent tax year. A prior year unallowed losses, none of the amounts areon the forms and schedules normallyloss from a former passive activity is entered on Worksheet 3 or on Formused.allowed to the extent of current year 8582.income from the activity. Combine all income and losses

You enter the net loss plus the prior(including any prior year unallowed
If current year net income from the year unallowed loss ($3,330 + $1,115 =losses) from the activity for the tax year

activity is less than the prior year $4,445) on Schedule E, Part II, columnto see if you have an overall gain or
unallowed loss, enter the prior year (h), and the $2,000 gain on the sale onloss.
unallowed loss and any current year Schedule D, in either Part I or Part II,

If you have an overall gain and younet income from the activity on Form depending on how long you held the
have other passive activities to report8582 and the applicable worksheets. partnership interest.
on Form 8582, include the income,
losses, and prior year unallowed lossesIf current year net income from the Disposition of Less Than an
on Worksheet 1, 2, or 3.activity is more than or equal to the Entire Interestprior year unallowed loss from the If you have an overall gain and this Gains and losses from the dispositionactivity, report the income and loss on is your only passive activity or a former of less than an entire interest in anthe forms and schedules normally used; passive activity, report all income and activity are treated as part of the netdo not enter the amounts on Form losses (including any prior year income or net loss from the activity for8582. unallowed losses) on the forms and the current year.
schedules normally used and do notIf the activity has a net loss for the use Form 8582. A disposition of less thancurrent year, enter the prior year

substantially all of an entireunallowed loss (but not the current year If you have an overall loss when you
interest does not trigger theCAUTION

!
loss) on Form 8582 and the applicable combine the income and losses, do not

allowance of prior year unallowedworksheets. use the worksheets or Form 8582 for
losses.the activity. All losses (including prior

To report a disposition of a former year unallowed losses) are allowed in Disposition of substantially all of an
passive activity, follow the rules under full. Report the income and losses on activity. You may treat the disposition
Dispositions, next. the forms and schedules normally used. of substantially all of an activity as a
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separate activity if you can prove with Example. A Schedule E rental • the tax year began in 2009,
reasonable certainty: activity has current year profit of $5,000 • the building was placed in service in

and a Form 4797 gain of $2,000. You 2009, and1. The prior year unallowed losses,
enter $7,000 in column (a). • the qualified revitalizationif any, allocable to the part of the

expenditures were made in 2009.activity disposed of, and Column (b). Enter the current year net
Enter the total of column (a) on line 2a2. The net income or loss for the loss for each activity. Do not enter any
of Form 8582.year of disposition allocable to the part prior year unallowed losses in this
Column (b). Enter the prior yearof the activity disposed of. column. Enter the total of column (b) on
unallowed CRDs for each rental realline 1b of Form 8582.
estate activity. Enter the total of columnIf an activity has net income on one
(b) on line 2b of Form 8582.form or schedule and a net loss onSpecific Instructions Column (c). Combine the amounts inanother form or schedule, report the net
columns (a) and (b) for each activityamounts separately in columns (a) and
and enter the overall loss for the activity(b) of Worksheet 1.Part I—2010 Passive
in column (c). These amounts will beExample. A Schedule E rental used when Form 8582 is completed toActivity Loss activity has current year income of figure the loss allowed for the currentUse Part I to combine the net income $1,000 on line 22 of Schedule E and a year.and net loss from all passive activities current year Form 4797 loss of $4,500.

to determine if you have a passive You enter $1,000 in column (a) and Worksheet 3
activity loss (PAL) for 2010. Use ($4,500) in column (b). Use Worksheet 3 to figure the amountsWorksheets 1, 2, and 3 to determine Column (c). Enter the prior year to enter on lines 3a through 3c for:the entries for lines 1–3 of Part I, as unallowed losses for each activity. You • Passive trade or business activities,follows. find these amounts on Worksheet 5, • Passive rental real estate activities• Worksheet 1 is used for rental real column (c), of your 2009 Form 8582. that do not qualify for the specialestate activities with active Enter the total of column (c) from your allowance (but do not include CRDsparticipation. 2010 Worksheet 1 on line 1c of Form reported in Worksheet 2), and• Worksheet 2 is used for commercial 8582. • Rental activities other than rental realrevitalization deductions (CRDs) from

estate activities.Columns (d) and (e). Combinerental real estate activities (with or
income and losses in columns (a) Column (a).  Enter the current yearwithout active participation).
through (c) for each activity, and either net income for each activity. Enter the• Worksheet 3 is used for all other
enter the overall gain for the activity in total of column (a) on line 3a of Formpassive activities.
column (d) or enter the overall loss for 8582. (See the example under ColumnSee Pub. 925 for examples showing the activity in column (e). Do not enter (a) for Worksheet 1, on this page.)how to complete the worksheets. amounts from columns (d) and (e) on Column (b). Enter the current year net
Form 8582. These amounts will beIf you need additional lines for loss for each activity. Enter the total of
used when Form 8582 is completed toany of the worksheets, you can column (b) on line 3b of Form 8582.
figure the loss allowed for the currenteither attach copies of page 2 or

TIP
(See the example under Column (b) for

year.3, whichever is applicable, or your own Worksheet 1, on this page.)
schedule that is in the same format as Column (c). Enter the unallowedWorksheet 2the worksheet. losses for the prior years for eachUse Worksheet 2 to figure the amount activity. You find these amounts onWorksheet 1 to enter on lines 2a and 2b for Worksheet 5, column (c), of your 2009commercial revitalization deductionsIndividuals and qualifying estates who Form 8582. Enter the total of column(CRD) from rental real estate activitiesactively participated in rental real estate (c) from your 2010 Worksheet 3 on (see Commercial revitalizationactivities must include the income or line 3c of Form 8582.deduction (CRD) on page 4).loss from those activities in Worksheet

Columns (d) and (e). Combine1 to figure the amounts to enter on lines You cannot claim a CRD for a income and losses in columns (a)1a through 1c of Form 8582. Do not building placed in service after through (c) for each activity, and eitherinclude any commercial revitalization December 31, 2009.CAUTION
!

enter the overall gain for the activity indeductions (CRDs) from these activities
column (d) or enter the overall loss forDo not include the following amountsin the net income or loss reported in
the activity in column (e). Do not enteron Worksheet 2.Worksheet 1.
amounts from columns (d) and (e) on• Income or other deductions from theDo not enter a prior year unallowed Form 8582. These amounts will besame activity. Instead, report any netloss in column (c) of Worksheet 1 used when Form 8582 is completed toincome or net loss from the activity,unless you actively participated in the figure the loss allowed for the currentexcept for the CRD, in Worksheet 1 ifactivity in both the year the loss arose year.you actively participated in the activityand the current tax year. If you did not or in Worksheet 3 if you did not activelyactively participate in both years, enter Part II—Specialparticipate.the prior year unallowed loss in column • CRDs from passive activities other(c) of Worksheet 3. Allowance for Rentalthan rental real estate activities.

Instead, report these deductions as partMarried individuals who file Real Estate Activities
of the net income or loss from theseparate returns and lived with With Active Participationpassive activity in Worksheet 3.their spouses at any time duringCAUTION

!
the tax year do not qualify under the Use Part II to figure the maximumColumn (a). Enter the current year
active participation rule and must use amount of rental loss allowed if youCRD from each rental real estate
Worksheet 3 instead of Worksheet 1. have a net loss from a rental real estateactivity. You can claim a current year

activity with active participation.Column (a). Enter the current year net CRD for 2010, only if you were a
income from each activity. Enter the partner or shareholder in a Enter all numbers in Part II as
total of column (a) on line 1a of Form pass-through entity that uses a fiscal positive amounts (that is, greater than
8582. year and zero).
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Example. Line 5 has a loss of Example. Your adjusted gross line 16 of Form 8582 to those activities
$42,000 (reported as a positive income on line 37 of Form 1040 is by completing Worksheets 4, 5, and 6
amount) and line 9 is $25,000. You $92,000, and you have taxable social or 7.
enter $25,000 on line 10 (the smaller of security benefits of $5,500 on line 20b.

Complete Worksheet 4 only if youline 5 or line 9, both treated as positive Your modified adjusted gross income is
entered an amount (other than zero) onamounts). $86,500 ($92,000 – $5,500).
line 10 or 14 of Form 8582. Otherwise,

Line 9. Do not enter more thanMarried persons filing separate skip Worksheet 4 and complete
$12,500 on line 9 if you are marriedreturns who lived with their Worksheet 5 for all activities in
filing a separate return and you andspouses at any time during the Worksheets 1 or 3 that have overallCAUTION

!
your spouse lived apart at all timesyear are not eligible for the special losses in column (e) and all activities in
during the year.allowance. They must enter -0- on line Worksheet 2.

10 and go to line 15.
Part III—Special Worksheet 4Line 5. Enter on line 5 the smaller of

the loss on line 1d or the loss on line 4. Use Worksheet 4 to allocate the specialAllowance for
allowance on line 10 or line 14 of FormExample. Line 1d has a loss of Commercial 8582 among your rental real estate$3,000, line 2c is zero, and line 3d has
activities.a gain of $100. The combined loss on Revitalization

line 4 is $2,900. You enter $2,900 as a In the first column of Worksheet 4,Deductions From Rentalpositive number on line 5 (the smaller enter the name of each activity. In the
of the loss on line 1d or the loss on second column, enter the form orReal Estate Activitiesline 4). schedule and line number on which theUse Part III to figure the maximumLine 6. Married persons filing separate loss will be reported.commercial revitalization deductionreturns who lived apart from their allowed from a rental real estate Example. You receive a Schedulespouses at all times during the year activity. K-1 from partnership P that reportsmust enter $75,000 on line 6 instead of

losses from two rental real estateEnter all numbers in Part III as$150,000.
activities, Activity X and Activity Y. Thepositive amounts (that is, greater thanLine 7. To figure modified adjusted losses from partnership P are reportedzero.)gross income, combine all the amounts on line 28A of Schedule E. In the first

used to figure adjusted gross income Married persons filing separate two columns of Worksheet 4, enter:
except do not take into account: returns who lived with their
• Passive income or loss included on Name of Activity Form or Schedulespouses at any time during theCAUTION

!
Form 8582, year are not eligible for the special Activity X Sch E, line 28A• Any rental real estate loss allowed to allowance. They must enter -0- on line
real estate professionals (defined under 14 and go to line 15. Activity Y Sch E, line 28A
Activities That Are Not Passive

Line 11. Enter $12,500 (reduced byActivities on page 2), If the loss from an activity is reported inthe amount, if any, on line 10) on line• Any overall loss from a PTP, more than one place, identify both11 if you are married filing a separate• The taxable amount of social security locations in the second column (forreturn and you and your spouse livedand tier 1 railroad retirement benefits, example, Sch E, line 28A/Form 4797,apart at all times during the year.• Deductible contributions to traditional line 2). If you need additional space,
individual retirement accounts (IRAs) show this information on an attachedPart IV—Total Lossesand section 501(c)(18) pension plans, statement.• The domestic production activities Alloweddeduction, Enter all activities with overall losses

Use Part IV to figure the amount of the• The deduction allowed for one-half of from Worksheets 1 and 2 as follows.
PAL (as determined in Part I) allowedself-employment taxes, • If you entered an amount on line 10,
for 2010 from all passive activities.• The exclusion from income of interest list on Worksheet 4 all activities with an

from series EE and I U.S. savings overall loss in column (e) of Line 16. Use the worksheets on Form
bonds used to pay higher education Worksheet 1.8582 and the following instructions for
expenses, • If you entered an amount on line 14,those worksheets to figure the
• The exclusion of amounts received list on Worksheet 4 all activities with anunallowed loss to be carried forward
under an employer’s adoption overall loss in column (c) of and the allowed loss to report on your
assistance program, Worksheet 2.forms and schedules for 2010.
• The student loan interest deduction, • If you entered amounts on both lines
or Worksheets 1, 2, and 3 10 and 14 of Form 8582, you must
• The tuition and fees deduction. complete two separate Worksheets 4.Worksheets 1 and 3, columns (d) and

For the second worksheet, you either(e), show whether an activity had anInclude in modified adjusted gross
may attach an extra copy of page 2 ofoverall gain or loss. Worksheet 2,income any portfolio income and
Form 8582 or your own schedule in thecolumn (c), shows the CRDs fromexpenses that are clearly and directly
same format as Worksheet 4. On therental real estate activities. If you haveallocable to portfolio income. Also
first Worksheet 4, list all activities withactivities that show overall gain ininclude any income that is treated as
an overall loss in column (e) ofcolumn (d) of Worksheet 1 or 3, reportnonpassive income, such as overall
Worksheet 1. On the secondall the income and losses listed ingain from a PTP and net income from
Worksheet 4, list all activities with ancolumns (a), (b), and (c) for thosean activity or item of property subject to
overall loss in column (c) of activities on the proper forms andthe recharacterization of passive
Worksheet 2.schedules.income rules.

When figuring modified adjusted If you have activities that show an Column (a). Enter the overall loss
gross income, include any overall loss overall loss in column (e) of Worksheet from column (e) of Worksheet 1 or
from the entire disposition of a passive 1 or 3 or column (c) of Worksheet 2, column (c) of Worksheet 2 for each
activity (considered a nonpassive loss). you must allocate your allowed loss on activity.
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Column (b). Divide each of the Column (c). Complete the following amounts so the losses can be used to
computation. figure your PAL next year.individual losses shown in column (a)

by the total of all the losses in column Column (c). Subtract column (b) from
(a) and enter this ratio for each activity A. Enter as a positive amount column (a). These are your allowed
in column (b). The total of all the ratios line 4 of Form 8582 . . . . . . . losses for 2010. Report the amounts in
in column (b) must equal 1.00. this column on the forms and schedulesB. Add lines 10 and 14 of 

normally used.Form 8582 . . . . . . . . . . . . .
Column (c). Multiply each ratio in See the forms and schedules listedC. Subtract line B from line A . .column (b) by the amount on line 10 or under How To Report Allowed Losses
line 14 of Form 8582, and enter the beginning on page 11. Also, see Pub.

Multiply each ratio in column (b) byresults in column (c). The total of 925 for an extensive example of how to
the amount on line C above, and entercolumn (c) must be the same as line 10 report passive income and losses on
the result in column (c).or line 14 of Form 8582. the forms and schedules.
Worksheets 6 and 7 Worksheet 7Column (c) total is the same as
These worksheets allocate your Use Worksheet 7 for any activity listedcolumn (a) total. If the total losses in
unallowed and allowed losses for each in Worksheet 5 that has losses that arecolumn (c) are the same as those in
activity. reported on two or more different formscolumn (a), the losses in Worksheets 1

If you have losses from any activity and schedules or on different parts ofand 2 are allowed in full and are not
that are reported on two or more the same form or schedule (forcarried over to Worksheet 5. Report all
different forms or schedules, use example, 28% rate and non-28%-rateamounts in columns (a), (b), and (c) of
Worksheet 7 instead of Worksheet 6 for capital losses reported on Schedule D).Worksheet 1 and columns (a) and (b) of
that activity. Worksheet 7 allocates the allowed andWorksheet 2 on the proper forms and

unallowed loss for the activity andschedules. Also use Worksheet 7 instead of
allocates the allowed loss to theWorksheet 6 for any activity with two or
different forms or schedules (ormore transactions that are reported onColumn (c) total is less than
different parts of the same form orthe same form or schedule but must becolumn (a) total. If the total losses in
schedule) used to report the losses.separately identified for tax purposes.column (c) are less than the total losses

Transactions that must be separately Only losses that would cause ain column (a), complete column (d).
identified include capital losses that are difference in tax liability if they were
28% rate losses and those that are not. reported on a different form or scheduleColumn (d). Subtract column (c) from

or on different parts of the same form orNote. 28% rate gain or loss includescolumn (a) and enter the results in
schedule are kept separate. Thoseall collectibles gains and deductiblecolumn (d). Also enter the amounts
forms, schedules, and parts are:long-term losses and section 1202 gainfrom column (d) of Worksheet 4 in
• Schedules C, E, and F.on the sale of qualified small businesscolumn (a) of Worksheet 5.
• Schedule D (Parts I and II (28% ratestock. See the instructions for Schedule
losses and non-28%-rate losses)).D (Form 1040) for details.

Worksheet 5 Note. You must make a separateWorksheet 6Complete Worksheet 5 if any activities entry in Schedule D, Part I or Part II, for
Use Worksheet 6 for any activity listedhave an overall loss in column (e) of each transaction reported. See the
in Worksheet 5 if all the loss from thatWorksheet 3 or losses in column (d) of Instructions for Schedule D (Form
activity is reported on one form orWorksheet 4 (in column (e) of 1040).
schedule and no transactions need toWorksheet 1 or column (c) of • Forms 4684 (Section B), 4797 
be identified separately (as discussedWorksheet 2 if you did not have to (Parts I and II), and 4835.
on this page).complete Worksheet 4). Use a separate copy of Worksheet 7Example. Use Worksheet 6 if all for each activity for which you havethe loss from an activity is reported onOn Worksheet 5, enter the name of losses reported on two or more differentSchedule E, even though part of theeach activity and the form or schedule forms or schedules or different parts ofloss is a current year Schedule E lossand line number on which the loss will the same form or schedule.and part of it is from a Schedule E priorbe reported. See the example for

On Worksheet 7, enter the form oryear unallowed loss.Worksheet 4. Identify any deduction
schedule and line number on the dottedfrom Worksheet 2 on a separate line On Worksheet 6, enter the name of line above each line 1a (for example,(even if the amount is from an activity each activity and the form or schedule Schedule D, line 12, to report a 28%also shown on Worksheet 1 or 3) and and line number on which the loss is rate loss from a partnership).add “CRD” after the name of the reported. See the example for
Line 1a, column (a). Enter the netactivity. Worksheet 4. Identify each CRD from
loss plus any prior year unallowed lossWorksheet 5 on a separate line and
from the activity that is reported on theadd “CRD” after the name of theColumn (a). Enter the amounts, if any,
same form or, in the case of Scheduleactivity.from column (d) of Worksheet 4 (from
D and Form 4797, the same part.column (e) of Worksheet 1 or column Column (a). For each activity entered

(c) of Worksheet 2 if you did not have If you have a Schedule D 28% ratein Worksheet 6, enter the net loss plus
to complete Worksheet 4). Also enter loss and a Schedule D non-28%-ratethe prior year unallowed loss for the
the losses, if any, from column (e) of loss, see Example of Schedule D (Formactivity. Figure this amount by adding
Worksheet 3. 1040) transactions on page 11 beforethe losses in columns (b) and (c) of

completing Worksheet 7.Worksheets 1 and 3 or enter the loss
from column (c) of Worksheet 2.Column (b). Divide each of the Line 1b, column (a). Enter any net

individual losses shown in column (a) Column (b). For each activity entered income from the activity that is reported
by the total of all the losses in column in Worksheet 6, enter the amount from on the same form or schedule (or on
(a) and enter this ratio for each activity column (c) of Worksheet 5 for the the same part of the same form or
in column (b). The total of all the ratios activity. These are your unallowed schedule) as the loss on line 1a,
must equal 1.00. losses for 2010. Keep a record of these column (a).
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Example. You enter a prior year schedules and are not shown on any (b), and (c) of Worksheets 1 and 3 and
unallowed loss from Form 4797, Part I, other worksheet. deductions in columns (a) and (b) of
on line 1a. If the activity has a current Worksheet 2 on the forms andWorksheet 5
year Form 4797, Part I, gain, enter the schedules normally used.Activity I has an unallowed loss ofgain on line 1b, column (a). If the Columns (a) and (c) of Worksheet 4$3,130 (line 4 of Form 8582 ($3,130)activity does not have a Form 4797, are the same amount. In this case, allless the sum of lines 10 and 14 of FormPart I, gain, enter -0- on line 1b, column the losses in columns (b) and (c) of8582 (-0-) x 100%).(a). Worksheet 1 and all the deductions in

Worksheet 7 columns (a) and (b) of Worksheet 2 areLine 1c, column (b). Subtract line 1b,
This worksheet is used to figure the allowed in full. Report the income andcolumn (a), from line 1a, column (a),

portion of the unallowed loss losses in columns (a), (b), and (c) ofand enter the result in column (b). If line
attributable to the 28% rate loss and Worksheet 1 and the deductions in1b, column (a), is more than line 1a,
the portion attributable to the columns (a) and (b) of Worksheet 2 oncolumn (a), enter -0- in column (b).
non-28%-rate loss. the forms and schedules normally used.Column (c). Divide each of the losses

The loss attributable to the 28% rate Losses allowed in column (c) ofentered in column (b) by the total of
loss ($1,000) and the loss attributable Worksheet 6. The amounts in columncolumn (b) and enter the ratio in
to the non-28%-rate loss ($3,000) are (c) of Worksheet 6 are the losses orcolumn (c). The total of this column
separate entries in Worksheet 7. The deductions allowed for 2010 for themust be 1.00.
ratio of each loss to the total of the two activities listed in that worksheet.

Column (d). Multiply the unallowed losses is figured as follows. $1,000/ Report the loss allowed from column (c)
loss for this activity, found in Worksheet $4,000 = .25. $3,000/$4,000 = .75. of Worksheet 6 and the income, if any,
5, column (c), by each ratio in column Each of these ratios is multiplied by the for that activity from column (a) of
(c) of Worksheet 7. If -0- is entered in unallowed loss for Activity I, shown in Worksheet 1 or 3, on the form or
column (b) of Worksheet 7, also enter column (c) of Worksheet 5 ($3,130). schedule normally used.
-0- for that form or schedule in column Unallowed losses for Activity I: Losses allowed in column (e) of(d). • 28% rate loss: .25 x $3,130 = Worksheet 7. The amounts in column

The amount in column (d) is the $782.50. (e) of Worksheet 7 are the losses or
unallowed loss for 2010. Keep a record • Non-28%-rate loss: .75 x $3,130 = deductions allowed for 2010 for the
of this worksheet so you can use the $2,347.50. activity listed on that worksheet. Report
losses to figure your PAL next year. the losses allowed from column (e) ofAllowed losses for Activity I:

Worksheet 7 and the income, if any, forColumn (e). Subtract the amount in • 28% rate loss: $1,000 − $782.50 =
that activity from column (a) ofcolumn (d) from the loss entered on line $217.50.
Worksheet 1 or 3, on the forms or1a, column (a). This is the allowed loss • Non-28%-rate loss: $3,000 −
schedules normally used.for 2010 to enter on the forms or $2,347.50 = $652.50.

schedules. The forms and schedules Schedules C and F, and Form 4835.The total loss allowed for Activity I
you use must show the losses from this Enter on the net profit or loss line of($870) is entered in Part II of Schedule
column and the income, if any, for that your schedule or form the allowedD (Form 1040). The 28% rate loss
activity from column (a) of Worksheet 1 passive loss from the worksheet. To the($217.50) is entered on the 28% Rate
or Worksheet 3. left of the entry space, enter “PAL.”Gain Worksheet (see Schedule D

instructions for line 18). Keep a recordExample of Schedule D (Form If the net profit or loss line on your
of the unallowed 28% rate and1040) transactions. The taxpayer had form or schedule shows net profit for
non-28%-rate losses to figure the PALthe following Schedule D (Form 1040) the year, reduce the net profit by the
for these transactions next year.transactions from passive activities in allowed loss from Worksheet 6 or 7,

2010. and enter the result on the net profit orSee the forms and schedules listed
loss line.under How To Report Allowed LossesActivity I

Example. Schedule C shows netbelow. Also, see Pub. 925 for anA passive activity prior year profit for the year of $5,000 from aextensive example of how to reportunallowed long-term capital loss (a 28% passive activity. The activity also has apassive income and losses on therate loss) of $1,000 and a current year Form 4797 gain of $2,500 and a priorforms and schedules.long-term capital loss (a non-28%-rate year unallowed Schedule C loss ofloss) of $3,000. $6,000. The loss allowed for 2010 isHow To Report 
Activity II $6,000. You enter a net loss of $1,000Allowed Losses on line 31 of Schedule C (the $5,000A current year collectibles loss (a

net profit for the year less the $6,000Line 4 is income. If line 4 of Form28% rate loss) of $230 and net income
loss allowed for the year). To the left of8582 shows net income or zero, all theof $1,100 from Schedule E (Form
the entry space, you enter “PAL.”losses in columns (b) and (c) of1040).

See Schedule D and Form 4797Worksheets 1 and 3 and all theWorksheet 3
instructions on page 12 if you also haddeductions in columns (a) and (b) of

Activity I has an overall loss of passive gains and losses from the saleWorksheet 2 are allowed in full. Report
$4,000 (current year long-term capital of assets or of an interest in a passivethe income and losses in columns (a),
loss of $3,000 and a prior year activity.(b), and (c) of Worksheets 1 and 3 and
unallowed long-term capital loss of deductions in columns (a) and (b) of Schedule E, Part I. Enter the allowed
$1,000). Activity II has an overall gain Worksheet 2 on the forms and loss from the worksheet on line 23 of
of $870 (current year net income of schedules normally used. Schedule E. An activity that has net
$1,100 less a current year long-term Line 16 is the same as the total of profit for the year and prior year
capital loss of $230). Line 16 of Form lines 1b, 1c, 2a, 2b, 3b, and 3c. In unallowed losses will have net profit on
8582 shows an allowed loss of $1,100. this case, all the losses in columns (b) line 22 and the allowed loss on line 23.

Since Activity II has an overall gain, and (c) of Worksheets 1 and 3 and all The allowed loss on line 23 will include
the amounts shown in columns (a) and the deductions in columns (a) and (b) of the loss allowed to the extent of the net
(b) of Worksheet 3 for that activity are Worksheet 2 are allowed in full. Report profit. Line 24 of Schedule E will show
reported on the proper forms and the income and losses in columns (a), total profit and line 25 will show total
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losses allowed (both passive and  It is important to figure thePublicly Traded
nonpassive income because it must benonpassive). Line 26 will show the total

Partnerships (PTPs) included in modified adjusted grossnet profit or loss.
income to figure the special allowanceA PTP is a partnership whose interests

Schedule E, Parts II and III. Any net for active participation in a non-PTPare traded on an established securities
income shown on your Schedule K-1 rental real estate activity on Form 8582.market or are readily tradable on a
that is passive income must be entered Also, you may be able to include thesecondary market (or its substantial
as passive income in the appropriate nonpassive income in investmentequivalent).
column of Schedule E, Part II or III. income when figuring your investmentAn established securities marketEnter the passive loss allowed from interest expense deduction. See Formincludes any national securitiesWorksheet 6 or 7 in the appropriate 4952, Investment Interest Expenseexchange and any local exchangecolumn for passive losses. The passive Deduction.registered under the Securitieslosses allowed include the loss allowed Report all gains and allowed lossesExchange Act of 1934 or exemptedto the extent of any net income from the from the activity on the forms orfrom registration because of the limitedactivity. Passive net income or loss schedules normally used, and to the leftvolume of transactions. It also includesreportable on Schedule E, Part II, of each entry space, enter “From PTP.”any over-the-counter market.includes any self-charged interest

A secondary market generally exists Example. You have Schedule Eincome and deductions treated as
if a person stands ready to make a income of $8,000 and a Form 4797passive activity income and deductions.
market in the interest. An interest is prior year unallowed loss of $3,500See Self-Charged Interest on page 6.
treated as readily tradable if the interest from the passive activities of a PTP.
is regularly quoted by persons, such asSee Schedule D and Form 4797 You have a $4,500 overall gain ($8,000
brokers or dealers, who are making ainstructions on this page if you also had − $3,500) that is nonpassive income.
market in the interest.passive gains or losses from the sale of On Schedule E, Part II, you report the

$4,500 net gain as nonpassive incomeassets or of an interest in a passive The substantial equivalent of a
in column (j). In column (g), you reportactivity. secondary market exists if there is no
the remaining Schedule E gain ofidentifiable market maker, but holders

Form 4684, Section B. Any passive $3,500 ($8,000 − $4,500) as passiveof interests have a readily available,
activity gain from Form 4684 is income. On the appropriate line of Formregular, and ongoing opportunity to sell
unchanged. It was used on Form 8582 4797, you report the prior yearor exchange interests through a public
to determine allowable PALs. If you do unallowed loss of $3,500. You entermeans of obtaining or providing
not have passive losses on Form 4684, “From PTP” to the left of each entryinformation on offers to buy, sell, or
complete Form 4684 and follow the space.exchange interests. Similarly, the
instructions for that form for where to 3. If you have an overall loss (butsubstantial equivalent of a secondary
report the gain. did not dispose of your entire interest inmarket exists if prospective buyers and

the PTP to an unrelated person in asellers have the opportunity to buy, sell,
If you have passive losses on Form fully taxable transaction during theor exchange interests in a timeframe

4684, cross through the amount you year), the losses are allowed only to theand with the regularity and continuity
first entered on line 34, 35, 41a, 41b, or extent of the income, and the excessthat the existence of a market maker
42 of that form, and enter the allowed loss is carried forward to use in a futurewould provide.
loss from the worksheet. To the left of year if you have income to offset it.
the entry space, enter “PAL.” Special Instructions for PTPs Report as a passive loss on the

schedule or form you normally use theSection 469(k) provides that theSchedule D and Form 4797. If you portion of the loss equal to the income.passive activity limitations must besold assets from a passive activity or Report the income as passive incomeapplied separately to items from eachyou sold an interest in your passive on the form or schedule you normallyPTP. PALs from a PTP generally mayactivity, all gains from the activity must use.be used only to offset income or gain
be entered on the appropriate line of from passive activities of the same
Schedule D or Form 4797. Identify the Example. You have a Schedule EPTP. The special allowance (including
gain as “FPA.” Enter any allowed loss of $12,000 (current year lossesCRDs) for rental real estate activities
losses for Schedule D or Form 4797 on plus prior year unallowed losses) anddoes not apply to PALs from a PTP.
the appropriate line, and to the left of Form 4797 gain of $7,200 from the

Passive activity loss rules forthe entry space, enter “PAL.” passive activities of a PTP. You report
partners in PTPs. Do not report the $7,200 gain on the appropriate line
passive income, gains, or losses from aEntire disposition with an overall of Form 4797. On Schedule E, Part II,
PTP on Form 8582. Instead, use theloss. If you made an entire disposition you report $7,200 of the losses as a
following rules to figure and report yourof your interest in a passive activity and passive loss in column (f). You carry
income, gains, and losses from passivethat activity had an overall loss, none of forward the unallowed loss of $4,800
activities you held through each PTPthe gains, if any, or losses were ($12,000 − $7,200).
you owned during the tax year.entered on Form 8582 or the If you have unallowed losses from

1. Combine any current yearworksheets. However, all the gains and more than one activity of the PTP or
income, gains and losses, and any priorlosses must be reported on the forms from the same activity of the PTP that
year unallowed losses to see if youor schedules normally used. To the left must be reported on different forms or
have an overall loss from the PTP.of the entry space, enter “EDPA.” schedules, allocate the unallowed
Include only the same types of income losses on a pro rata basis to figure theEntire disposition with an overall and losses you would include to figure amount allowed for each activity or ongain. Gains and losses from this your net income or loss from a each form or schedule.activity were included on Form 8582 so non-PTP passive activity. See Passive

that the gains might offset other PALs. Activity Income and Deductions
Report all the gains and losses on the beginning on page 5. To allocate and keep a record of
forms and schedules normally used, 2. If you have an overall gain, the the unallowed losses, use
and to the left of the entry space, enter net gain portion (total gain minus total Worksheets 5, 6, and 7 of Form

TIP

“EDPA.” losses) is nonpassive income. 8582.
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List each activity of the PTP in taxpayers filing this form is approvedPaperwork Reduction Act Notice.
Worksheet 5. Enter the overall loss under OMB control number 1545-0074We ask for the information on this form
from each activity in column (a). and is included in the estimates shownto carry out the Internal Revenue laws
Complete column (b) of Worksheet 5 in the instructions for their individualof the United States. You are required
according to its instructions. Multiply the income tax return. The estimatedto give us the information. We need it to
total unallowed loss from the PTP by burden for all other taxpayers who fileensure that you are complying with
each ratio in column (b) and enter the this form is shown below.these laws and to allow us to figure and
result in column (c) of Worksheet 5. collect the right amount of tax.

Recordkeeping . . . . . . . .  26 min.Next, complete Worksheet 6 for You are not required to provide the
each activity listed in Worksheet 5 if all information requested on a form that is Learning about the law or
the loss from that activity is reported on subject to the Paperwork Reduction Act the form . . . . . . . . . . . . . 1 hr., 43 min.
one form or schedule. Use Worksheet 7 unless the form displays a valid OMB

Preparing the form . . . . . 1 hr., 43 min.instead of Worksheet 6 for each activity control number. Books or records
with losses reported on two or more relating to a form or its instructions Copying, assembling,
different forms or schedules (or on must be retained as long as their and sending the form to
different parts of the same form or contents may become material in the the IRS . . . . . . . . . . . . . . 48 min.
schedule). Enter the net loss plus any administration of any Internal Revenue
prior year unallowed losses in column If you have comments concerninglaw. Generally, tax returns and return
(a) of Worksheet 6 (or Worksheet 7 if the accuracy of these time estimates orinformation are confidential, as required
applicable). The losses in column (c) of suggestions for making this formby section 6103.
Worksheet 6 (column (e) of Worksheet simpler, we would be happy to hearThe time needed to complete and
7) are the allowed losses to report on from you. See the instructions for thefile this form will vary depending on
your forms or schedules. Report these tax return with which this form is filed.individual circumstances. The
losses and any income from the PTP estimated burden for individual
on the forms and schedules normally
used.

 4. If you have an overall loss and
you disposed of your entire interest in
the PTP to an unrelated person in a
fully taxable transaction during the year,
your losses (including prior year
unallowed losses) allocable to the
activity for the year are not limited by
the passive loss rules. A fully taxable
transaction is one in which you
recognize all your realized gain or loss.
Report the income and losses on the
forms and schedules normally used.

For rules on the disposition of an
entire interest reported using the
installment method, see Disposition of
an Entire Interest on page 7.
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Form 8582 
Department of the Treasury  
Internal Revenue Service (99)

Passive Activity Loss Limitations

▶ See separate instructions.  
▶ Attach to Form 1040 or Form 1041.

OMB No. 1545-1008

2010
Attachment   
Sequence No. 88

Name(s) shown on return Identifying number

Part I 2010 Passive Activity Loss
Caution: Complete Worksheets 1, 2, and 3 on page 2 before completing Part I.

Rental Real Estate Activities With Active Participation (For the definition of active participation, see 
Special Allowance for Rental Real Estate Activities on page 3 of the instructions.)

1 a Activities with net income (enter the amount from Worksheet 1, 
column (a)) . . . . . . . . . . . . . . . . . . 1a 

b Activities with net loss (enter the amount from Worksheet 1, column
(b)) . . . . . . . . . . . . . . . . . . . . . 1b ( )

c Prior years unallowed losses (enter the amount from Worksheet 1, 
column (c)) . . . . . . . . . . . . . . . . . . 1c ( )

d Combine lines 1a, 1b, and 1c . . . . . . . . . . . . . . . . . . . . . . 1d
Commercial Revitalization Deductions From Rental Real Estate Activities

2 a Commercial revitalization deductions from Worksheet 2, column (a) . 2a ( )

b Prior year unallowed commercial revitalization deductions from 
Worksheet 2, column (b) . . . . . . . . . . . . . . 2b ( )

c Add lines 2a and 2b . . . . . . . . . . . . . . . . . . . . . . . . . 2c ( )
All Other Passive Activities

3 a Activities with net income (enter the amount from Worksheet 3, 
column (a)) . . . . . . . . . . . . . . . . . . 3a 

b Activities with net loss (enter the amount from Worksheet 3, column
(b)) . . . . . . . . . . . . . . . . . . . . . 3b ( )

c Prior years unallowed losses (enter the amount from Worksheet 3, 
column (c)) . . . . . . . . . . . . . . . . . . 3c ( )

d Combine lines 3a, 3b, and 3c . . . . . . . . . . . . . . . . . . . . . . 3d

4 Combine lines 1d, 2c, and 3d. If the result is net income or zero, all losses are allowed, including 
any prior year unallowed losses entered on line 1c, 2b, or 3c. Do not complete Form 8582. 
Report the losses on the forms and schedules normally used . . . . . . . . . . . . 4 
If line 4 is a loss and: • Line 1d is a loss, go to Part II. 

• Line 2c is a loss (and line 1d is zero or more), skip Part II and go to Part III. 
• Line 3d is a loss (and lines 1d and 2c are zero or more), skip Parts II and III and go to line 15.

Caution: If your filing status is married filing separately and you lived with your spouse at any time during the year, do not complete 
Part II or Part III. Instead, go to line 15.
Part II Special Allowance for Rental Real Estate Activities With Active Participation

Note: Enter all numbers in Part II as positive amounts. See page 9 of the instructions for an example.
5 Enter the smaller of the loss on line 1d or the loss on line 4 . . . . . . . . . . . . 5 
6 Enter $150,000. If married filing separately, see page 9 . . . . 6 
7 Enter modified adjusted gross income, but not less than zero (see page 9) 7 

Note: If line 7 is greater than or equal to line 6, skip lines 8 and 9, 
enter -0- on line 10. Otherwise, go to line 8.

8 Subtract line 7 from line 6 . . . . . . . . . . . . . 8 
9 Multiply line 8 by 50% (.5). Do not enter more than $25,000. If married filing separately, see page 9 9 

10 Enter the smaller of line 5 or line 9 . . . . . . . . . . . . . . . . . . . . 10 
If line 2c is a loss, go to Part III. Otherwise, go to line 15.

Part III Special Allowance for Commercial Revitalization Deductions From Rental Real Estate Activities
Note: Enter all numbers in Part III as positive amounts. See the example for Part II on page 9 of the instructions.

11 Enter $25,000 reduced by the amount, if any, on line 10. If married filing separately, see instructions 11 
12 Enter the loss from line 4 . . . . . . . . . . . . . . . . . . . . . . . . 12 
13 Reduce line 12 by the amount on line 10 . . . . . . . . . . . . . . . . . . 13 
14 Enter the smallest of line 2c (treated as a positive amount), line 11, or line 13 . . . . . . 14 
Part IV Total Losses Allowed
15 Add the income, if any, on lines 1a and 3a and enter the total . . . . . . . . . . . . 15 
16 Total losses allowed from all passive activities for 2010. Add lines 10, 14, and 15. See  page 11 of 

the instructions to find out how to report the losses on your tax return . . . . . . . . . . 16 
For Paperwork Reduction Act Notice, see page 13 of the instructions. Cat. No. 63704F Form 8582 (2010) 



Form 8582 (2010) Page 2 
Caution: The worksheets must be filed with your tax return. Keep a copy for your records.
Worksheet 1—For Form 8582, Lines 1a, 1b, and 1c (See page 8 of the instructions.)

Name of activity
Current year

(a) Net income 
(line 1a)

(b) Net loss 
(line 1b)

Prior years

(c) Unallowed 
loss (line 1c)

Overall gain or loss

(d) Gain (e) Loss
            

Total. Enter on Form 8582, lines 1a, 1b, 
and 1c . . . . . . . . . . . ▶

Worksheet 2—For Form 8582, Lines 2a and 2b (See page 8 of the instructions.)

Name of activity (a) Current year  
deductions (line 2a)

(b) Prior year  
unallowed deductions (line 2b) (c) Overall loss

Total. Enter on Form 8582, lines 2a and 
2b . . . . . . . . . . . . ▶

Worksheet 3—For Form 8582, Lines 3a, 3b, and 3c (See page 8 of the instructions.)

Name of activity
Current year

(a) Net income 
(line 3a)

(b) Net loss 
(line 3b)

Prior years

(c) Unallowed 
loss (line 3c)

Overall gain or loss

(d) Gain (e) Loss
            

Total. Enter on Form 8582, lines 3a, 3b, 
and 3c . . . . . . . . . . . ▶

Worksheet 4—Use this worksheet if an amount is shown on Form 8582, line 10 or 14 (See page 9 of the instructions.)

Name of activity

Form or schedule 
and line number 

to be reported on 
(see instructions)

(a) Loss (b) Ratio (c) Special 
allowance

(d) Subtract 
column (c) from 

column (a)

Total . . . . . . . . . . . . . . . . . ▶  
Worksheet 5—Allocation of Unallowed Losses (See page 10 of the instructions.)

Name of activity

Form or schedule 
and line number 

to be reported on 
(see instructions)

(a) Loss (b) Ratio (c) Unallowed loss

Total . . . . . . . . . . . . . . . . . . . ▶ 
Form 8582 (2010) 



Form 8582 (2010) Page 3 
Worksheet 6—Allowed Losses (See page 10 of the instructions.)

Name of activity

Form or schedule 
and line number to 
be reported on (see 

instructions)

(a) Loss (b) Unallowed loss (c) Allowed loss

Total . . . . . . . . . . . . . . . . . . . ▶  

Worksheet 7—Activities With Losses Reported on Two or More Forms or Schedules (See page 10 of the instructions.)

Name of activity:
(a) (b) (c) Ratio (d) Unallowed  

loss (e) Allowed loss

Form or schedule and line number  
to be reported on (see  
instructions):

1 a Net loss plus prior year unallowed 
loss from form or schedule . ▶

b Net income from form or 
schedule . . . . . . . ▶

c Subtract line 1b from line 1a. If zero or less, enter -0- ▶

Form or schedule and line number  
to be reported on (see  
instructions):

1 a Net loss plus prior year unallowed 
loss from form or schedule . ▶

b Net income from form or 
schedule . . . . . . . ▶

c Subtract line 1b from line 1a. If zero or less, enter -0- ▶

Form or schedule and line number  
to be reported on (see  
instructions):

1 a Net loss plus prior year unallowed 
loss from form or schedule . ▶

b Net income from form or 
schedule . . . . . . . ▶

c Subtract line 1b from line 1a. If zero or less, enter -0- ▶

Total . . . . . . . . . . . . . . . . . . ▶

Form 8582 (2010) 
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