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LETTER OF EXPLANATION:RENTAL LOSSES 
  
 
Please see the Schedule E for rental properties. Generally due to depreciation taken each year, on 
schedule E, it show as rental losses. When one is not active real estate agent, he cannot take the rental 
losses on his taxes, which are carried forward each year, until the properties are sold. 
 
Items on schedule E 
 
S.No Description Details 
1 Depreciation Depreciation generally creates a passive loss, which keeps 

accumulating each year and show in Prior unallowed loss on next 
year Schedule E. 

2 Prior Year Unallowed Loss Depreciation and other items generally creates a passive loss, 
which keeps accumulating each year and show in Prior 
unallowed loss on next year Schedule E. 

 
See example below 
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As per FNMA guidelines, passive losses can be ignored in rental properties. Please check with your 
lender guidelines. The information above is just provided for reference. 
 
 
 
 


