
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:
-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 
additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  
Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Avoiding Hobby Loss Classification: Meeting the Nine Factor Test, 

the 183(d) Safe Harbor, and Withstanding IRS Challenges

THURSDAY, JANUARY 21, 2021, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality

When listening via your computer speakers, please note that the quality 

of your sound will vary depending on the speed and quality of your internet 

connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com

immediately so we can address the problem.
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser.
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§ 183: Background

since enacted as § 270 under the Revenue Act of 1943. Current § 183 
was adopted in 1969.

The general purpose of hobby loss limitations is to limit the ability of 
-profit 

making activities) against their other sources of income.

§ 183 is not a disallowance provision, but rather a provision which 
allows deductions not otherwise allowed under § 162 or § 212. 



§ 183: Background

§§ 183(a) and (b) limit the deductions available with respect to an 
activity not engaged in for profit to the gross income derived by such 
activity (and other deductions allowed elsewhere under the Code).

§ 183 applies to individuals, partnerships, estates, trusts, and S corps, 
but not to C corps. For pass-throughs, determined at the entity level.

§ 183 is often used to determine whether a profit motive exists under 
§ 162, making § 183  relevant also in § 162 analysis.



§ 183(b): Allowed Deductions

In an activity not engaged in for profit, deductions still may be allowed.

follows:
Deductions allowable without regard to whether the activity is for profit (such as 
home mortgage interest or casualty losses). These items may be deducted in full.
Deductions that would have been allowable under § 162 or § 212 if the activity was 
for profit, but that do not result in a basis reduction. These items may be deducted 

Deductions that would have been allowable under § 162 or § 212 if the activity was 
for profit, but that do result in a basis reduction (i.e. depreciation). Allowed to the 
extent gross income exceeds the sum of Tier 1 and Tier 2 deductions.

See Treas. Reg. §1.183-1(b)



§ 183: Activities Not Engaged in For 
Profit

for which deductions are allowed under §§ 162, 212(1), or 212(2).

Multiple activities are not aggregated. In determining whether several 
undertakings constitute a single vs. separate activities, look to:

Degree of organizational and economic interrelationship;

Business purpose served by carrying on various undertakings; and

The similarity of various undertakings.

Cases have disallowed aggregating activities, for example, where 
farmland was rented separately from the farmhouse. Meinhardt, TC 
Memo 2013-85.



§ 183: Activities Not Engaged in For 
Profit

Determining whether an activity is engaged in for profit is made according 
to the objective facts and circumstances. Greater weight is given to 

If a taxpayer has an objective profit motive, there is no requirement that 
this motive be reasonable. Even a small chance of making a profit may be 
sufficient.

The sought-after profit should be a true economic profit, without regard to 
tax savings. However, tax benefit does not necessarily negate the potential 
for a profit motive.

An expectation that assets used in an activity will appreciate in value to 
produce an overall profit may be sufficient even if no operational profit 
realized.



§ 183: The Nine Factors

The regulations at Treas. Reg. § 1.183-2(b) set forth a series of nine 
factors to be analyzed in determining whether an objective profit 
motive exists.

No single factor is determinative.

The number of factors favoring one outcome versus another is not 
controlling (i.e. if there are 5 finding no profit motive and 4 finding a 
profit motive, a profit motive still may be found to exist).

These factors should be evaluated prioritizing objective evidence over 
subjective statements from the taxpayer.



§ 183: The Nine Factors

Manner in which the taxpayer carries on the activity. The fact that the taxpayer carries on
the activity in a businesslike manner and maintains complete and accurate books and
records may indicate that the activity is engaged in for profit. Similarly, where an activity
is carried on in a manner substantially similar to other activities of the same nature
which are profitable, a profit motive may be indicated. A change of operating methods,
adoption of new techniques or abandonment of unprofitable methods in a manner
consistent with an intent to improve profitability may also indicate a profit motive.

The expertise of the taxpayer or his advisors. Preparation for the activity by extensive
study of its accepted business, economic, and scientific practices, or consultation with
those who are expert therein, may indicate that the taxpayer has a profit motive where
the taxpayer carries on the activity in accordance with such practices. Where a taxpayer
has such preparation or procures such expert advice, but does not carry on the activity in
accordance with such practices, a lack of intent to derive profit may be indicated unless it
appears that the taxpayer is attempting to develop new or superior techniques which
may result in profits from the activity.



§ 183: The Nine Factors

The time and effort expended by the taxpayer in carrying on the activity. The fact
that the taxpayer devotes much of his personal time and effort to carrying on an
activity, particularly if the activity does not have substantial personal or
recreational aspects, may indicate an intention to derive a profit. A taxpayer's
withdrawal from another occupation to devote most of his energies to the
activity may also be evidence that the activity is engaged in for profit. The fact
that the taxpayer devotes a limited amount of time to an activity does not
necessarily indicate a lack of profit motive where the taxpayer employs
competent and qualified persons to carry on such activity.

Expectation that assets used in activity may appreciate in value. The term
encompasses appreciation in the value of assets, such as land, used in the
activity. Thus, the taxpayer may intend to derive a profit from the operation of
the activity, and may also intend that, even if no profit from current operations is
derived, an overall profit will result when appreciation in the value of land used in
the activity is realized since income from the activity together with the
appreciation of land will exceed expenses of operation.



§ 183: The Nine Factors

The success of the taxpayer in carrying on other similar or dissimilar activities. The fact
that the taxpayer has engaged in similar activities in the past and converted them from
unprofitable to profitable enterprises may indicate that he is engaged in the present
activity for profit, even though the activity is presently unprofitable.

The taxpayer's history of income or losses with respect to the activity. A series of losses
during the initial or start-up stage of an activity may not necessarily be an indication that
the activity is not engaged in for profit. However, where losses continue to be sustained
beyond the period which customarily is necessary to bring the operation to profitable
status such continued losses, if not explainable, as due to customary business risks or
reverses, may be indicative that the activity is not being engaged in for profit. If losses
are sustained because of unforeseen or fortuitous circumstances which are beyond the
control of the taxpayer, such as drought, disease, fire, theft, weather damages, other
involuntary conversions, or depressed market conditions, such losses would not be an
indication that the activity is not engaged in for profit. A series of years in which net
income was realized would of course be strong evidence that the activity is engaged in
for profit.



§ 183: The Nine Factors

The amount of occasional profits, if any, which are earned. The amount of profits in
relation to the amount of losses incurred, and in relation to the amount of the taxpayer's
investment and the value of the assets used in the activity, may provide useful criteria in
determining the taxpayer's intent. An occasional small profit from an activity generating
large losses, or from an activity in which the taxpayer has made a large investment,
would not generally be determinative that the activity is engaged in for profit. However,
substantial profit, though only occasional, would generally be indicative that an activity is
engaged in for profit, where the investment or losses are comparatively small. Moreover
an opportunity to earn a substantial ultimate profit in a highly speculative venture is
ordinarily sufficient to indicate that the activity is engaged in for profit even though
losses or only occasional small profits are actually generated.

The financial status of the taxpayer. The fact that the taxpayer does not have substantial
income or capital from sources other than the activity may indicate that an activity is
engaged in for profit. Substantial income from sources other than the activity
(particularly if the losses from the activity generate substantial tax benefits) may indicate
that the activity is not engaged in for profit especially if there are personal or
recreational elements involved.



§ 183: The Nine Factors

Elements of personal pleasure or recreation. The presence of personal motives in
carrying on of an activity may indicate that the activity is not engaged in for
profit, especially where there are recreational or personal elements involved. On
the other hand, a profit motivation may be indicated where an activity lacks any
appeal other than profit. It is not, however, necessary that an activity be engaged
in with the exclusive intention of deriving a profit or with the intention of
maximizing profits. For example, the availability of other investments which
would yield a higher return, or which would be more likely to be profitable, is not
evidence that an activity is not engaged in for profit. An activity will not be
treated as not engaged in for profit merely because the taxpayer has purposes or
motivations other than solely to make a profit. Also, the fact that the taxpayer
derives personal pleasure from engaging in the activity is not sufficient to cause
the activity to be classified as not engaged in for profit if the activity is in fact
engaged in for profit as evidenced by other factors whether or not listed in this
paragraph.



§ 183: Effect of the TCJA

The Tax Cuts and Jobs Act, through § 67(g), eliminates the ability of
taxpayers to take miscellaneous itemized deductions for years 2018-
2025, such deductions previously having been limited to the 2%-of-
AGI floor.

Deductions previously allowed under § 183 to activities not engaged
in for profit are included in the losses disallowed under § 67(g)

For tax years covered by the TCJA, income from a is taxable
but the deductions with respect to that activity are not deductible.



§ 183: Effect of the TCJA

The result of these TCJA changes raise the importance of qualifying as
a or under § 162.

In addition to having a profit motive (often relying on the § 183
factors), § 162 requires the taxpayer participate in the activity with
continuity and regularity.

If a taxpayer cannot qualify as a § 162 or the costs
of the hobby increased via loss of expense deductions.
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