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 Generally, losses from rental real estate are subject to the Passive Loss rules (i.e. generally, 
losses can only be taken to the extent of passive income). However, there is an exception for 
real estate rented an average of seven days or less where the owner materially participates.  

 Generally, an owner must satisfy any one of a number of tests. As a practical matter, the 
taxpayer must be managing the property and arranging for all of the services normally 
associated with management.  In addition, the owner must demonstrate that she spends 
a signifi cant amount of time managing the activity (generally more than 100 hours). 

 If the owner fails the material participation test, then the loss from the activity remains 
a passive loss subject to the passive loss rules. In addition, rentals used personally may 
be limited under the stricter “vacation rental rules”. 

How is the loss from my vacation rental treated?Q
A
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What are the tax consequences of selling a life 
insurance policy in the secondary market?Q

MICHAEL P. HANLEY, INC., Principal
info@mphanley.com  •  800.543.3392
1399 Ygnacio Valley Road, #3  •  Walnut Creek, CA 94598
www.mphanley.com

MPH Asset Management Co.

We are not tax experts and recommend you talk with your professional  

advisors. In our experience however, the most common opinion is that you 

can recover every penny you paid for a policy without incurring a tax liability. 

If you make more than that in a settlement  —the lower capital gains rate may 

apply to that part of the settlement proceeds.
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