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appropriate economic unit and a prin-
cipal purpose of the taxpayer’s group-
ing (or failure to regroup under para-
graph (e) of this section) is to cir-
cumvent the underlying purposes of
section 469.

(2) Example. The following example il-
lustrates the application of this para-

graph (f):

Example. (i) Taxpayers D, E, F, G, and H are
doctors who operate separate medical prac-
tices. D invested in a tax shelter several
years ago that generates passive losses and
the other doctors intend to invest in real es-
tate that will generate passive losses. The
taxpayers form a partnership to engage in
the trade or business of acquiring and oper-
ating X-ray equipment. In exchange for
equipment contributed to the partnership,
the taxpayers receive limited partnership in-
terests. The partnership is managed by a
general partner selected by the taxpayers;
the taxpayers do not materially participate
in its operations. Substantially all of the
partnership’s services are provided to the
taxpayers or their patients, roughly in pro-
portion to the doctors’ interests in the part-
nership. Fees for the partnership’s services
are set at a level equal to the amounts that
would be charged if the partnership were
dealing with the taxpayers at arm’s length
and are expected to assure the partnership a
profit. The taxpayers treat the partnership’s
services as a separate activity from their
medical practices and offset the income gen-
erated by the partnership against their pas-
sive losses.

(ii) For each of the taxpayers, the tax-
payer’s own medical practice and the serv-
ices provided by the partnership constitute
an appropriate economic unit, but the serv-
ices provided by the partnership do not sepa-
rately constitute an appropriate economic
unit. Moreover, a principal purpose of treat-
ing the medical practices and the partner-
ship’s services as separate activities is to cir-
cumvent the underlying purposes of section
469. Accordingly, the Commissioner may re-
quire the taxpayers to treat their medical
practices and their interests in the partner-
ship as a single activity, regardless of wheth-
er the separate medical practices are con-
ducted through C corporations subject to
section 469, S corporations, partnerships, or
sole proprietorships. The Commissioner may
assert penalties under section 6662 against
the taxpayers in appropriate circumstances.

(g) Treatment of partial dispositions. A
taxpayer may, for the taxable year in
which there is a disposition of substan-
tially all of an activity, treat the part
disposed of as a separate activity, but
only if the taxpayer can establish with
reasonable certainty—
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(1) The amount of deductions and
credits allocable to that part of the ac-
tivity for the taxable year under
§1.469-1(f)(4) (relating to carryover of
disallowed deductions and credits); and

(2) The amount of gross income and
of any other deductions and credits al-
locable to that part of the activity for
the taxable year.

(h) Rules for grouping rental real estate
activities for taxpayers qualifying under
section 469(c)(7). See §1.469-9 for rules
for certain rental real estate activities.

[T.D. 8565, 59 FR 50487, Oct. 4, 1994, as amend-
ed by T.D. 8645, 60 FR 66499, Dec. 22, 1995]

§1.469-4T Definition of activity (tem-
porary).

(a) Overview—(1) Purpose and effect of
overview. This paragraph (a) contains a
general description of the rules con-
tained in this section and is intended
solely as an aid to readers. The provi-
sions of this paragraph (a) are not a
substitute for the more detailed rules
contained in the remainder of this sec-
tion and cannot be relied upon in cases
in which those rules qualify the gen-
eral description contained in this para-
graph (a).

(2) Scope and structure of 8§1.469-4T.
This section provides rules under which
a taxpayer’s business and rental oper-
ations are treated as one or more ac-
tivities for purposes of section 469 and
the regulations thereunder. (See para-
graph (b)(2)(ii) of this section for the
definition of business and rental oper-
ations.) In general, these rules are di-
vided into three groups:

(i) Rules that identify the business
and rental operations that constitute
an undertaking (the wundertaking
rules).

(if) Rules that identify the under-
taking or undertakings that constitute
an activity (the activity rules).

(iii) Rules that apply only under cer-
tain special circumstances (the special
rules).

(3) Undertaking rules—(i) In general.
The undertaking is generally the
smallest unit that can constitute an
activity. (See paragraph (b)(1) of this
section for the general rule and para-
graph (k)(2)(iii) of this section for a
special rule that permits taxpayers to
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treat a single rental real estate under-
taking as multiple activities.) An un-
dertaking may include diverse business
and rental operations.

(i) Basic undertaking rule. The basic
undertaking rule identifies the busi-
ness and rental operations that con-
stitute an undertaking by reference to
their location and ownership. Under
this rule, business and rental oper-
ations that are conducted at the same
location and are owned by the same
person are generally treated as part of

the same undertaking. Conversely,
business and rental operations gen-
erally constitute separate under-

takings to the extent that they are
conducted at different locations or are
not owned by the same person. (See
paragraph (c)(2)(i) of this section.)

(iii) Circumstances in which location is
disregarded. In some circumstances, the
undertaking in which business and
rental operations are included does not
depend on the location at which the op-
erations are conducted. Operations
that are not conducted at any fixed
place of business or that are conducted
at the customer’s place of business are
treated as part of the undertaking with
which the operations are most closely
associated (see paragraph (c)(2)(iii)(C)
of this section). In addition, operations
that are conducted at a location but do
not relate to the production of prop-
erty at that location or to the trans-
action of business with customers at
that location are treated, in effect, as
part of the undertaking or under-
takings that the operations support
(see paragraph (c)(2)(ii) of this section).

(iv) Rental undertakings. The basic
undertaking rule is also modified if the
undertaking determined under that
rule includes both rental and nonrental
operations. In such cases, the rental
operations and the nonrental oper-
ations generally must be treated as
separate undertakings (see paragraph
(d)(1) of this section). This rule does
not apply if more than 80 percent of the
income of the undertaking determined
under the basic rule is attributable to
one class of operations (i.e., rental or
nonrental) or if the rental operations
would not be treated as part of a rental
activity because of the exceptions con-
tained in §1.469-1T(e)(3)(ii) (see para-
graph (d)(2) of this section). In applying
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the rental undertaking rules, short-
term rentals of real property (e.g.,
hotel-room rentals) are generally
treated as nonrental operations (see
paragraph (d)(3)(ii) of this section).

(v) Oil and gas wells. Another excep-
tion to the basic undertaking rule
treats oil and gas wells that are subject
to the working-interest exception in
§1.469-1T(e)(4) as separate undertakings
(see paragraph (e) of this section).

(4) Activity rules—(i) In general. The
basic activity rule treats each under-
taking in which a taxpayer owns an in-
terest as a separate activity of the tax-
payer (see paragraph (b)(1) of this sec-
tion). In the case of trade or business
undertakings, professional service un-
dertakings, and rental real estate un-
dertakings, additional rules may either
require or permit the aggregation of
two or more undertakings into a single
activity.

(ii) Aggregation of trade or business un-
dertakings—(A) Trade or business under-
takings. Trade or business undertakings
include all nonrental undertakings
other than oil and gas undertakings de-
scribed in paragraph (a)(3)(v) of this
section and professional service under-
takings described in paragraph
(a)(4)(iii) of this section (see paragraph
(F)(1)(ii) of this section).

(B) Similar, commonly-controlled under-
takings treated as a single activity. An
aggregation rule treats trade or busi-
ness undertakings that are both simi-
lar and controlled by the same inter-
ests as part of the same activity. This
rule is, however, generally inapplicable
to small interests held by passive in-
vestors in such undertakings, except to
the extent such interests are held
through the same passthrough entity.
(See paragraph (f)(2) of this section.)
Undertakings are similar for purposes
of this rule if more than half (by value)
of their operations are in the same line
of business (as defined in a revenue pro-
cedure issued pursuant to paragraph
(F)(4)(iv) of this section) or if the under-
takings are vertically integrated (see
paragraph (f)(4)(iii) of this section). All
the facts and circumstances are taken
into account in determining whether
undertakings are controlled by the
same interests for purposes of the ag-
gregation rule (see paragraph (j)(1) of
this section). If, however, each member
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of a group of five or fewer persons owns
a substantial interest in each of the
undertakings, the undertakings may be
rebuttably presumed to be controlled
by the same interests (see paragraph (j)
(2) and (3) of this section).

(C) Integrated businesses treated as a
single activity. Trade or business under-
takings (including undertakings that
have been aggregated because of their
similarity and common control) are
subject to a second aggregation rule.
Under this rule undertakings that con-
stitute an integrated business and are
controlled by the same interests must
be treated as part of the same activity.
(See paragraph (g) of this section.)

(iii) Aggregation of professional service
undertakings. Professional service un-
dertakings are nonrental undertakings
that predominantly involve the provi-
sion of services in the fields of health,
law, engineering, architecture, ac-
counting, actuarial science, performing
arts, or consulting (see paragraph
(h)(2)(ii) of this section). In general,
professional service undertakings that
are either similar, related, or con-
trolled by the same interests must be
treated as part of the same activity
(see paragraph (h)(2) of this section).
The rules for determining whether
trade or business undertakings are con-
trolled by the same interests also apply
with respect to professional service un-
dertakings. Professional service under-
takings are similar, however, if more
than 20 percent (by value) of their oper-
ations are in the same field, and two
professional service undertakings are
related if one of the undertakings de-
rives more than 20 percent of its gross
income from persons who are cus-
tomers of the other undertaking (see
paragraph (h)(3) of this section).

(iv) Rules for rental real estate—(A)
Taxpayers permitted to determine rental
real estate activities. The rules for aggre-
gating rental real estate undertakings
are generally elective. They permit
taxpayers to treat any combination of
rental real estate undertakings as a
single activity. Taxpayers may also di-
vide their rental real estate under-
takings and then treat portions of the
undertakings as separate activities or
recombine the portions into activities
that include parts of different under-
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takings. (See paragraph (k)(2) (i) and
(i) of this section.)

(B) Limitations on fragmentation and
aggregation of rental real estate. Tax-
payers may not fragment their rental
real estate in a manner that is incon-
sistent with their treatment of such
property in prior taxable years or with
the treatment of such property by the
passthrough entity through which it is
held (see paragraph (k) (2)(ii) and (3) of
this section). There are no comparable
limitations on the aggregation of rent-
al real estate into a single activity. If
however, the income or gain from a
rental real estate undertaking is sub-
ject to recharacterization under §1.469-
2T(F)(3) (relating to the rental of non-
depreciable property), a coordination
rule provides that the undertaking
must be treated as a separate activity
(see paragraph (k)(6) of this section.)

(v) Election to treat nonrental under-
takings as separate activities. Another
elective rule permits taxpayers to treat
a nonrental undertaking as a separate
activity even if the undertaking would
be treated as part of a larger activity
under the aggregation rules applicable
to the undertaking (see paragraph
(0)(2) of this section). This elective rule
is limited by consistency requirements
similar to those that apply to rental
real estate operations (see paragraph
(0) (3) and (4) of this section). More-
over, in cases in which a taxpayer
elects to treat a nonrental undertaking
as a separate activity, the taxpayer’s
level of participation (i.e., material,
significant, or otherwise) in the sepa-
rate activity is the same as the tax-
payer’s level of participation in the
larger activity in which the under-
taking would be included but for the
election (see paragraph (0)(6) of this
section).

(5) Special rules—(i) Consolidated
groups and publicly traded partnerships.
Special rules apply to the business and
rental operations of consolidated
groups of corporations and publicly
traded partnerships. Under these rules,
a consolidated group is treated as one
taxpayer in determining its activities
and those of its members (see para-
graph (m) of this section), and business
and rental operations owned through a
publicly traded partnership cannot be
aggregated with operations that are
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not owned through the partnership (see
paragraph (n) of this section).

(ii) Transitional rule. A special rule
applies for taxable years ending before
August 10, 1989. In those years, tax-
payers may organize business and rent-
al operations into activities under any
reasonable method (see paragraph
(p)(1) of this section). A taxpayer will
also be permitted to use any reasonable
method to allocate disallowed deduc-
tions and credits among activities for
the first taxable year in which the tax-
payer’s activities are determined under
the general rules of §1.469-4T (see para-
graph (p)(3) of this section).

(b) General rule and definitions of gen-
eral application—(1) General rule. Except
as otherwise provided in this section,
each undertaking in which a taxpayer
owns an interest shall be treated as a
separate activity of the taxpayer. See
paragraphs (f), (g), and (h) of this sec-
tion for rules requiring certain non-
rental undertakings to be treated as
part of the same activity and para-
graph (k) of this section for rules iden-
tifying the rental real estate under-
takings (or portions thereof) that are
included in an activity.

(2) Definitions of general application.
The following definitions set forth the
meaning of certain terms for purposes
of this section:

(i) Passthrough entity. The term
“passthrough entity” means a partner-
ship, S corporation, estate, or trust.

(ii) Business and rental operations—(A)
In general. Except as provided in para-
graph (b)(2)(ii)(B) of this section, the
term “business and rental operations”
means all endeavors that are engaged
in for profit or the production of in-
come and satisfy one or more of the
following conditions for the taxable
year:

(1) Such endeavors involve the con-
duct of a trade or business (within the
meaning of section 162) or are con-
ducted in anticipation of such endeav-
ors becoming a trade or business;

(2) Such endeavors involve making
tangible property available for use by
customers; or

(3) Research or experimental expendi-
tures paid or incurred with respect to
such endeavors are deductible under
section 174 (or would be deductible if
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the taxpayer adopted the method de-
scribed in section 174(a)).

(B) Operations conducted through non-
passthrough entities. For purposes of ap-
plying section 469 and the regulations
thereunder, a taxpayer’s activities do
not include operations that a taxpayer
conducts through one or more entities
(other than passthrough entities). The
following example illustrates the oper-
ation of this paragraph (b)(2)(ii)(B):

Example. (i) A, an individual, owns stock of
X, a closely held corporation (within the
meaning of §1.469-1T(g)(2)(ii) that is directly
engaged in the conduct of a real estate devel-
opment business. A participates in X’s real
estate development business, but does not
own any interest in the business other than
through ownership of the stock of X.

(ii) X is subject to section 469 (see §1.469-
1T(b)(5)) and does not hold the real estate de-
velopment business through another entity.
Accordingly, for purposes of section 469 and
the regulations thereunder, the operations of
X’s real estate development business are
treated as part of X’s activities.

(iii) A is also subject to section 469 (see
§1.469-1T(b)(1)), but A’s only interest in the
real estate development business is held
through X. X is a C corporation and there-
fore is not a passthrough entity. Thus, for
purposes of section 469 and the regulations
thereunder, A’s activities do not include the
operations of X’s real estate development
business. Accordingly, A’s participation in
X’s busines is not participation in an activ-
ity of A, and is not taken into account in de-
termining whether A materially participates
(within the meaning of §1.469-5T) or signifi-
cantly participates (within the meaning of
§1.469-1T(c)(2)) in any activity. (See, how-
ever, §1.469-1T(g)(3) for rules under which a
shareholder’s participation is taken into ac-
count for purposes of determining whether a
corporation materially or significantly par-
ticipates in an activity.

(c) Undertaking—(1) In general. Except
as otherwise provided in paragraphs
(d), (e), and (k)(2)(iii) of this section,
business and rental operations that
constitute a separate source of income
production shall be treated as a single
undertaking that is separate from
other undertakings.

(2) Operations treated as a separate
source of income production—(i) In gen-
eral. Except as otherwise provided in
this paragraph (c)(2), business and rent-
al operations shall be treated for pur-
poses of this paragraph (c) as a sepa-
rate source of income production if and
only if—
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(A) Such operations are conducted at
the same location (within the meaning
of paragraph (c)(2)(iii) of this section)
and are owned by the same person
(within the meaning of paragraph
(©)(2)(v) of this section); and

(B) Income-producing operations
(within the meaning of paragraph
(c)(2)(iv) of this section) owned by such
person are conducted at such location.

(ii) Treatment of support operations—
(A) In general. For purposes of section
469 and the regulations thereunder—

(1) The support operations conducted
at a location shall not be treated as
part of an undertaking under para-
graph (c)(2)(i) of this section; and

(2) The income and expenses that are
attributable to such operations and are
reasonably allocable to an undertaking
conducted at a different location shall
be taken into account in determining
the income or loss from the activity or
activities that include such under-
taking.

(B) Support operations. For purposes
of this paragraph (c)(2), the business
and rental operations conducted at a
location are treated as support oper-
ations to the extent that—

(1) Such operations and an under-
taking that is conducted at a different
location are owned by the same person
(within the meaning of paragraph
(©)(2)(v) of this section);

(2) Such operations involve the provi-
sion of property or services to such un-
dertaking; and

(3) Such operations are not income-
producing operations (within the mean-
ing of paragraph (c)(2)(iv) of this sec-
tion).

(iii) Location. For purposes of this
paragraph (c)(2)—

(A) The term “location” means, with
respect to any business and rental op-
erations, a fixed place of business at
which such operations are regularly
conducted;

(B) Business and rental operations
are conducted at the same location if
they are conducted in the same phys-
ical structure or within close prox-
imity of one another;

(C) Business and rental operations
that are not conducted at a fixed place
of business or that are conducted on
the customer’s premises shall be treat-
ed as operations that are conducted at
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the location (other than the customer’s
premises) with which they are most
closely associated;

(D) All the facts and circumstances
(including, in particular, the factors
listed in paragraph (c)(3) of this sec-
tion) are taken into account in deter-
mining the location with which busi-
ness and rental operations are most
closely associated; and

(E) Oil and gas operations that are
conducted for the development of a
common reservoir are conducted with-
in close proximity of one another.

(iv) Income-producing operations. For
purposes of this paragraph (c)(2), the
term “income-producing operations”
means business and rental operations
that are conducted at a location and
relate to (or are conducted in reason-
able anticipation of)—

(A) The production of property at
such location;

(B) The sale of property to customers
at such location;

(C) The performance of services for
customers at such location;

(D) Transactions in which customers
take physical possession at such loca-
tion of property that is made available
for their use; or

(E) Any other transactions that in-
volve the presence of customers at such
location.

(v) Ownership by the same person. For
purposes of this paragraph (c)(2), busi-
ness and rental operations are owned
by the same person if and only if one
person (within the meaning of section
7701(a)(1)) is the direct owner of such
operations.

(3) Facts and circumstances determina-
tions. In determining whether a loca-
tion is the location with which busi-
ness and rental operations are most
closely associated for purposes of para-
graph (c)(2)(iii)(D) of this section, the
following relationships between oper-
ations that are conducted at such loca-
tion and other operations are generally
the most significant:

(i) The extent to which other persons
conduct similar operations at one loca-
tion;

(i) Whether such operations are
treated as a unit in the primary ac-
counting records reflecting the results
of such operations;
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(iii) The extent to which other per-
sons treat similar operations as a unit
in the primary accounting records re-
flecting the results of such similar op-
erations;

(iv) The extent to which such oper-
ations involve products or services that
are commonly provided together;

(v) The extent to which such oper-
ations serve the same customers;

(vi) The extent to which the same
personnel, facilities, or equipment are
used to conduct such operations;

(vii) The extent to which such oper-
ations are conducted in coordination
with or reliance upon each other;

(viii) The extent to which the con-
duct of any such operations is inci-
dental to the conduct of the remainder
of such operations;

(ix) The extent to which such oper-
ations depend on each other for their
economic success; and

(X) Whether such operations are con-
ducted under the same trade name.

(4) Examples. The following examples
illustrate the application of this para-
graph (c). In each example that does
not state otherwise, the taxpayer is an
individual and the facts, analysis, and
conclusion relate to a single taxable
year.

Example (1). The taxpayer is the sole owner
of a department store and a restaurant and
conducts both businesses in the same build-
ing. Thus, the department store and res-
taurant operations are conducted at the
same location (within the meaning of para-
graph (c)(2)(iii) of this section) and are
owned by the same person (i.e., the taxpayer
is the direct owner of the operations). In ad-
dition, the taxpayer conducts income-pro-
ducing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the lo-
cation (i.e., property is sold to customers and
services are performed for customers on the
premises of the department store). Accord-
ingly, the department store and restaurant
operations are treated as a separate source
of income production (see paragraph (c)(2) of
this section) and as a single undertaking
that is separate from other undertakings
(see paragraph (c)(1) of this section).

Example (2). (i) The facts are the same as in
example (1), except that the taxpayer is also
the sole owner of an automotive center that
services automobiles and sells tires, bat-
teries, motor oil, and accessories. The tax-
payer operates the automotive center in a
separate structure in the shopping mall in
which the department store is located. Al-
though the automotive center operations
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and the department store and restaurant op-
erations are not conducted in the same phys-
ical structure, they are conducted within
close proximity (within the meaning of para-
graph (c)(2)(iii)(B) of this section) of one an-
other. Thus, the department store, res-
taurant, and automotive center operations
are conducted at the same location (within
the meaning of paragraph (c)(2)(iii) of this
section).

(ii) As in example (1), the operations con-
ducted at the same location are owned by
the same person, and the taxpayer conducts
income-producing operations (within the
meaning of paragraph (c)(2)(iv) of this sec-
tion) at the location. Accordingly, the de-
partment store, restaurant, and automotive
center operations are treated as a separate
source of income production (see paragraph
(€)(2) of this section) and as a single under-
taking that is separate from other under-
takings (see paragraph (c)(1) of this section).

Example (3). (i) The facts are the same as in
example (2), except that the automotive cen-
ter is located several blocks from the shop-
ping mall. As in example (1), the department
store and restaurant operations are treating
as a single undertaking that is separate from
other undertakings. Because, however, the
automotive center operations are not con-
ducted within close proximity (within the
meaning of paragraph (c)(2)(iii)(B) of this
section) of the department store and res-
taurant operations, all of the taxpayer’s op-
erations are not conducted at the same loca-
tion (within the meaning of paragraph
(©)(2)(iii) of this section).

(ii) All of the automotive center operations
are conducted at the same location (within
the meaning of paragraph (c)(2)(iii) of this
section) and are owned by the same person
(i.e., the taxpayer is the direct owner of the
operations). In addition, the taxpayer con-
ducts income producing operations (within
the meaning of paragraph (c)(2)(iv) of this
section) at the location (i.e., property is sold
to customers and services are performed for
customers on the premises of the automotive
center). Accordingly, the automotive center
operations are also treated as a separate
source of income production (see paragraph
(c)(2) of this section) and as a single under-
taking that is separate from other under-
takings (see paragraph (c)(1) of this section).
See, however, paragraph (g) of this section
for rules under which certain trade or busi-
ness activities are treated as a single activ-
ity.

Example (4). The taxpayer is the sole owner
of a building and rents residential, office,
and retail space in the building to various
tenants. The taxpayer manages these rental
operations from an office located in the
building. The rental operations are con-
ducted at the same location (within the
meaning of paragraph (c)(2)(iii) of this sec-
tion) and are owned by the same person (i.e.,
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the taxpayer is the direct owner of the oper-
ations). In addition, the taxpayer conducts
income-producing operations (within the
meaning of paragraph (c)(2)(iv) of this sec-
tion) at the location (i.e., customers take
physical possession in the building of prop-
erty made available for their use). Accord-
ingly, the rental operations are treated as a
separate source of income production (see
paragraph (c)(2) of this section) and as a sin-
gle undertaking that is separate from other
undertakings (see paragraph (c)(1) of this
section). See paragraph (d) of this section for
rules for determining whether this under-
taking is a rental undertaking and para-
graph (k) of this section for rules for identi-
fying rental real estate activities.

Example (5). (i) The facts are the same as in
example (4), except that the taxpayer also
uses the rental office in the building (“Build-
ing #1”) to manage rental operations in an-
other building (“Building #2”) that the tax-
payer owns. The rental operations conducted
in Building #2 are treated as a separate
source of income production under paragraph
(c)(2) of this section and as a single under-
taking that is separate from other under-
takings (the “Building #2 undertaking”)
under paragraph (c)(1) of this section.

(i) The operations conducted at the rental
office in Building #1 and the Building #2 un-
dertaking are owned by the same person (i.e.,
the taxpayer is the direct owner of the oper-
ations). In addition, the operations con-
ducted at the rental office with respect to
the Building #2 undertaking relate to trans-
actions in which customers take physical
possession at another location of property
that is made available for their use (i.e., the
operations are not income-producing oper-
ations (within the meaning of paragraph
(©)(2)(iv) of this section)). Thus, to the extent
the operations conducted at the rental office
involve the management of the Building #2
undertaking, they are support operations
(within the meaning of paragraph (c)(2)(ii)(B)
of this section) with respect to the Building
#2 undertaking.

(iit) Paragraph (c)(2)(ii)(A)(1) of this sec-
tion provides that support operations are not
treated as part of an undertaking under
paragraph (c)(2)(i) of this section. Therefore,
the support operations conducted at the
rental office are not treated as part of the
undertaking that consists of the rental oper-
ations conducted in Building #1 (the “Build-
ing #1 undertaking”). Paragraph
©(@)(i1)(A)(2) of this section provides that
the income and expenses that are attrib-
utable to support operations and are reason-
ably allocable to an undertaking conducted
at a different location shall be taken into ac-
count in determining the income or loss
from the activity that includes such under-
taking. Accordingly, the income and ex-
penses of the rental office that are reason-
ably allocable to the Building #2 under-

§1.469-41

taking are taken into account in deter-
mining the income or loss from the activity
or activities that include the Building #2 un-
dertaking. See paragraph (k) of this section
for rules for identifying rental real estate ac-
tivities.

(iv) Rental office operations that involve
the management of rental operations con-
ducted in Building #1 are not support oper-
ations (within the meaning of paragraph
(€)(2)(ii)(B) of this section) because they re-
late to an undertaking that is conducted at
the same location (the “Building #1 under-
taking”). Thus, the rules for support oper-
ations in paragraph (c)(2)(ii)(A) of this sec-
tion do not apply to such operations, and
they are treated as part of the Building #1
undertaking.

Example (6). (i) The taxpayer conducts busi-
ness and rental operations at eleven different
locations (within the meaning of paragraph
(c)(2)(iii) of this section). At ten of the loca-
tions the taxpayer owns grocery stores, and
at the eleventh location the taxpayer owns a
warehouse that receives goods and supplies
them to the taxpayer’s stores. The oper-
ations of each store are conducted at the
same location (within the meaning of para-
graph (c)(2)(iii) of this section) and are
owned by the same person (i.e., the taxpayer
is the direct owner of the operations). In ad-
dition, the taxpayer conducts income-pro-
ducing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at each
location (i.e., property is sold to customers
on the store premises, and customers take
physical possession on the store premises of
property made available for their use). Ac-
cordingly, the operations of each of the ten
grocery stores are treated as a separate
source of income production (see paragraph
(c)(2) of this section), and each store is treat-
ed as a single undertaking (a “grocery store
undertaking”) that is separate from other
undertakings (see paragraph (c)(1) of this
section). The operations conducted at the
warehouse, however, do not include any in-
come-producing operations (within the
meaning of paragraph (c)(2)(iv) of this sec-
tion). Accordingly, the warehouse operations
do not satisfy the requirements of paragraph
(€)(2)(i) of this section and are not treated as
a separate undertaking under paragraph
(c)(1) of this section.

(ii) The warehouse operations and the gro-
cery store undertakings are owned by the
same person (i.e., the taxpayer is the direct
owner of the operations), the operations con-
ducted at the warehouse involve the provi-
sion of property to the grocery store under-
takings, and the warehouse operations are
not income-producing operations (within the
meaning of paragraph (c)(2)(iv) of this sec-
tion). Thus, the warehouse operations are
support operations (within the meaning of
paragraph (c)(2)(ii)(B) of this section) with
respect to the grocery store undertakings.
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Paragraph (c)(2)(ii)(A)(2) of this section pro-
vides that the income and expenses that are
attributable to support operations and are
reasonably allocable to an undertaking con-
ducted at a different location shall be taken
into account in determining the income or
loss from the activity or activities that in-
clude such undertaking. Accordingly, the in-
come and expenses of the warehouse oper-
ations that are reasonably allocable to a gro-
cery store undertaking are taken into ac-
count in determining the income or loss
from the activity or activities that include
such undertaking. See paragraph (f) of this
section for rules under which certain similar,
commonly-controlled undertakings are
treated as a single activity.

Example (7). (i) The facts are the same as in
example (6), except that the warehouse oper-
ations also include the sale of goods to gro-
cery stores that the taxpayer does not own
(“other grocery stores”). Because of these
sales, the taxpayer conducts income-pro-
ducing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the
warehouse. The warehouse operations are
conducted at the same location (within the
meaning of paragraph (c)(2)(iii) of this sec-
tion) and are owned by the same person (i.e.,
the taxpayer is the direct owner of the oper-
ations). Accordingly, prior to the application
of the rules for support operations in para-
graph (c)(2)(ii) of this section, the warehouse
operations are treated as a separate source
of income production (see paragraph (c)(2) of
this section) and as a single undertaking (the
“separate warehouse undertaking”) that is
separate from other undertakings (see para-
graph (c)(1) of this section).

(i) As in example (6), the warehouse oper-
ations that involve supplying goods to the
taxpayer’s grocery store undertakings are
support operations with respect to those un-
dertakings. Therefore, those operations are
not treated as part of the separate ware-
house undertaking (see paragraph
©)(@)(i1)(A)(1) of this section), and the in-
come and expenses of such operations are
taken into account, as in example (6), in de-
termining the income or loss from the activ-
ity or activities that include the taxpayer’s
grocery store undertakings.

Example (8). (i) A partnership is formed to
acquire real property and construct a build-
ing on the property. The partnership hires
brokers to locate a suitable parcel of land,
lawyers to negotiate zoning variances, ease-
ments, and building permits, and architects
and engineers to design the improvements.
After the architects and engineers have de-
signed the improvements and other prelimi-
naries have been completed, the partnership
hires a general contractor who hires sub-
contractors and oversees construction. Dur-
ing the construction process and after con-
struction has been completed, the partner-
ship leases out space in the building. The
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partnership then operates the building as a
rental property. The operations of acquiring
the real property, negotiating contracts,
overseeing the designing and construction of
the improvements, leasing up the building,
and operating the building are conducted at
an office (the “management office”) that is
not at the same location (within the mean-
ing of paragraph (c)(2)(iii) of this section) as
the building.

(ii) The operations conducted at the build-
ing site (e.g., excavating the land, pouring
the concrete for the foundation, erecting the
frame of the building, completing the exte-
rior of the building, and building out the in-
terior of the building) are conducted at the
same location (within the meaning of para-
graph (c)(2)(iii) of this section) and are
owned by the same person (i.e., the partner-
ship is the direct owner of the operations). In
addition, the partnership conducts income-
producing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the lo-
cation (i.e., during the construction period
property (the building) is produced at the
building site, and during the rental period
customers take physical possession in the
building of property made available for their
use). Accordingly, the operations conducted
at the building site are treated as a separate
source of income production (see paragraph
(c)(2) of this section) and as a single under-
taking that is separate from other under-
takings (see paragraph (c)(1) of this section).

(iii) The operations conducted at the man-
agement office and the undertaking con-
ducted at the building site are owned by the
same person (i.e., the partnership is the di-
rect owner of the operations). In addition,
the operations conducted at the management
office relate to transactions in which cus-
tomers take physical possession at another
location of property that is made available
for their use (i.e., the operations are not in-
come-producing operations (within the
meaning of paragraph (c)(2)(iv) of this sec-
tion)). Thus, to the extent the operations
conducted at the management office involve
the provision of services to the undertaking
conducted at the building site, they are sup-
port operations (within the meaning of para-
graph (c)(2)(ii)(B) of this section) with re-
spect to such undertaking.

(iv) Paragraph (c)(2)(ii)(A)(2) of this section
provides that the income and expenses of
support operations that are reasonably allo-
cable to an undertaking conducted at a dif-
ferent location shall be taken into account
in determining the income or loss from the
activity that includes such undertaking. Ac-
cordingly, the income and expenses of the
management office that are reasonably allo-
cable to the undertaking conducted at the
building site are taken into account in deter-
mining the income or loss from the activity
or activities that include such undertaking.
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(v) Until the building is first held out for
rent and is in a state of readiness for rental,
the undertaking conducted at the building
site is a trade or business undertaking (with-
in the meaning of paragraph (f)(1)(ii) of this
section). See paragraph (d) of this section for
rules for determining whether the under-
taking is a rental undertaking for periods
after the building is first held out for rent
and is in a state of readiness for rental and
paragraph (k) of this section for rules for
identifying rental real estate activities.

Example (9). The taxpayer owns 15 oil wells
pursuant to a single working interest (within
the meaning of §1.469-1T (e)(4)(iv). All of the
wells are drilled and operated for the devel-
opment of a common reservoir. Thus, all of
the wells are at the same location (see para-
graph (c)(2)(iii)(E) of this section). All of the
wells are owned by the same person (i.e., the
taxpayer is the direct owner of the oper-
ations), and the taxpayer conducts income-
producing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the lo-
cation (i.e., oil wells are drilled in reasonable
anticipation of producing oil at the loca-
tion). Accordingly, the operations of the
wells are treated as a separate source of in-
come production (see paragraph (c)(2) of this
section) and as a single undertaking that is
separate from other undertakings (see para-
graph (c)(1) of this section). See paragraph
(e) of this section for rules under which cer-
tain oil and gas operations are treated as
multiple undertakings even if they would be
part of the same undertaking under the rules
of this paragraph (c).

Example (10). (i) Partnership X owns an
automobile dealership and partnership Y
owns an automobile repair shop. The dealer-
ship and repair shop operations are con-
ducted in the same physical structure. Indi-
viduals A, B, and C are the only partners in
partnerships X and Y, and each of the part-
ners owns a one-third interest in both part-
nerships.

(ii) The dealership operations and the re-
pair-shop operations are conducted at the
same location (within the meaning of para-
graph (c)(2)(iii) of this section), but are
owned by different persons (i.e., X is the di-
rect owner of the dealership operations, and
Y is the direct owner of the repair-shop oper-
ations). Moreover, indirect ownership of the
operations is not taken into account under
paragraph (c)(2)(v) of this section. Thus, it is
irrelevant that the two partnerships are
owned by the same persons in identical pro-
portions. Accordingly, the dealership and re-
pair-shop operations are not treated as part
of the same source of income production (see
paragraph (c)(2) of this section) or as a single
undertaking that is separate from other un-
dertakings (see paragraph (c)(1) of this sec-
tion). See, however, paragraph (g) of this sec-
tion for rules under which certain trade or
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business activities are treated as a single ac-
tivity.

Example (11). (i) The taxpayer owns and op-
erates a delivery service. The business con-
sists of a central office, retail establish-
ments, and messengers who transport pack-
ages from one place to another. Customers
may bring their packages to a retail estab-
lishment for delivery elsewhere or, by call-
ing the central office, may have packages
picked up at their homes or offices. The cen-
tral office dispatches messengers and coordi-
nates all pickups and deliveries. Customers
may pay for deliveries when they drop off or
pick up packages at a retail establishment,
or the central office will bill the customer
for services rendered. In addition, many
packages are routed through the central of-
fice.

(ii) The operations conducted at the cen-
tral office are conducted at the same loca-
tion (within the meaning of paragraph
(©)(2)(iii) of this section) and are owned by
the same person (i.e., the taxpayer is the di-
rect owner of the operations). The operations
actually conducted at the central office,
however, do not include any income-
producting operations (within the meaning
of paragraph (c)(2)(iv) of this section).

(iif) Under paragraph (c)(2)(iii) (C) and (D)
of this section, business and rental oper-
ations that are not conducted at a fixed
place of business or that are conducted on
the customer’s premises are treated as oper-
ations that are conducted at the location
(other than the customer’s premises) with
which they are most closely associated, and
all the facts and circumstances are taken
into account in determining the location
with which business and rental operations
are most closely associated. The facts and
circumstances in this case (including the
facts that the central office dispatches mes-
sengers, coordinates all pickups and deliv-
eries, and is the transshipment point for
many packages) establish that the oper-
ations of delivering packages from one loca-
tion to another are most closely associated
with the central office. Thus, the delivery
operations are treated as operations that are
conducted at the central office, and the de-
liveries are treated as income-producing op-
erations (i.e., the performance of services for
customers) that the taxpayer conducts at
the central office. Accordingly, the oper-
ations conducted at the central office are
treated as a separate source of income pro-
duction (see paragraph (c)(2) of this section)
and as a single undertaking that is separate
from other undertakings (see paragraph
(c)(1) of this section).

(iv) The operations conducted at each re-
tail establishment are conducted at the same
location (within the meaning of paragraph
(©)(2)(iii) of this section) and are owned by
the same person (i.e., the taxpayer is the di-
rect owner of the operations). At each retail
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establishment, the taxpayer’s operations in-
clude transactions that involve the presence
of customers at the establishment. Thus, the
taxpayer conducts income-producing oper-
ations (within the meaning of paragraph
(©)(2)(iv)(E) of this section) at the retail es-
tablishments. Accordingly, the operations of
each retail establishment are treated as a
separate source of income production (see
paragraph (c)(2) of this section) and as a sin-
gle undertaking that is separate from other
undertakings (see paragraph (c)(1) of this
section). See, however, paragraph (f) of this
section for rules under which certain similar,
commonly-controlled undertakings are
treated as a single activity.

Example (12). (i) The taxpayer is the sole
owner of a saw mill and a lumber yard. The
taxpayer’s business operations consist of
converting timber into lumber and other
wood products and selling the resulting prod-
ucts. The timber is processed at the saw
mill, and the resulting products are trans-
ported to the lumber yard where they are
sold. The saw mill and the lumber yard are
at different locations (within the meaning of
paragraph (c)(2)(iii) of this section). The
transportation operations are managed at
the saw mill.

(ii) The operations conducted at the saw
mill are conducted at the same location
(within the meaning of paragraph (c)(2)(iii)
of this section) and are owned by the same
person (i.e., the taxpayer is the direct owner
of the operations). In addition, the taxpayer
conducts income-producing operations (with-
in the meaning of paragraph (c)(2)(iv) of this
section) at the location (i.e., lumber is pro-
duced at the mill). Similarly, the selling op-
erations at the lumber yard are conducted at
the same location (within the meaning of
paragraph (c)(2)(iii) of this section) and are
owned by the same person (i.e., the taxpayer
is the direct owner of the operations). In ad-
dition, the taxpayer conducts income-pro-
ducing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the lo-
cation (i.e., lumber is sold to customers at
the lumber yard). Thus, the milling oper-
ations and the selling operations are treated
as separate sources of income production
(see paragraph (c)(2) of this section) and as
separate undertakings (see paragraph (c)(1)
of this section).

(iif) The operations conducted at the mill
involve the provision of property to the lum-
ber-yard undertaking. Nonetheless, the mill-
ing operations are income-producing oper-
ations because they relate to the production
of property at the mill, and an undertaking’s
income-producing operations are not treated
as support operations (see paragraph
(©)(2)(ii)(B)(3) of this section). Accordingly,
the milling operations are not support oper-
ations with respect to the lumber-yard un-
dertaking. See, however, paragraph (f) of this
section for rules under which certain
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vertically-integrated undertakings are treat-
ed as part of the same activity.

(iv) The operations of transporting finished
products from the saw mill to the lumber
yard are not conducted at a fixed location.
Under paragraphs (c)(2)(iii) (C) and (D) of
this section, business and rental operations
that are not conducted at a fixed place of
business or that are conducted on the cus-
tomer’s premises are treated as operations
that are conducted at the location (other
than the customer’s premises) with which
they are most closely associated, and all the
facts and circumstances are taken into ac-
count in determining 