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materially participating (without regard to
§1.469-5T(a)(5)) in the activity. D retires
from the activity at the beginning of 1998,
and would not be treated as materially par-
ticipating in the activity for 1998 and subse-
quent taxable years if material participation
of those years were determined without re-
gard to §1.469-5T(a)(5). Under §1.469-5T(a)(5)
of this section, however, D is treated as ma-
terially participating in the activity for tax-
able years 1998 through 2003 because D mate-
rially participated in the activity (deter-
mined without regard to §1.469-5T(a)(5) for
five taxable years during the ten taxable
years that immediately precede each of
those years. D is not treated under §1.469-
5T(a)(5) as materially participating in the
activity for taxable years beginning after
2003 because for those years D has not mate-
rially participated in the activity (deter-
mined without regard to §1.469-5T(a)(5) for
five of the last ten immediately preceding
taxable years.

[T.D. 8417, 57 FR 20758, May 15, 1992]

§1.469-5T Material participation (tem-
porary).

(a) In general. Except as provided in
paragraphs (e) and (h)(2) of this sec-
tion, an individual shall be treated, for
purposes of section 469 and the regula-
tions thereunder, as materially partici-
pating in an activity for the taxable
year if and only if—

(1) The individual participates in the
activity for more than 500 hours during
such year;

(2) The individual’s participation in
the activity for the taxable year con-
stitutes substantially all of the partici-
pation in such activity of all individ-
uals (including individuals who are not
owners of interests in the activity) for
such year;

(3) The individual participates in the
activity for more than 100 hours during
the taxable year, and such individual’s
participation in the activity for the
taxable year is not less than the par-
ticipation in the activity of any other
individual (including individuals who
are not owners of interests in the ac-
tivity) for such year;

(4) The activity is a significant par-
ticipation activity (within the meaning
of paragraph (c) of this section) for the
taxable year, and the individual’s ag-
gregate participation in all significant
participation activities during such
year exceeds 500 hours;
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(5) The individual materially partici-
pated in the activity (determined with-
out regard to this paragraph (a)(5)) for
any five taxable years (whether or not
consecutive) during the ten taxable
years that immediately precede the
taxable year;

(6) The activity is a personal service
activity (within the meaning of para-
graph (d) of this section), and the indi-
vidual materially participated in the
activity for any three taxable years
(whether or not consecutive) preceding
the taxable year; or

(7) Based on all of the facts and cir-
cumstances (taking into account the
rules in paragraph (b) of this section),
the individual participates in the ac-
tivity on a regular, continuous, and
substantial basis during such year.

(b) Facts and circumstances—(1) In
general. [Reserved]

(2) Certain participation insufficient to
constitute material participation under
this paragraph (b) —(i) Participation sat-
isfying standards not contained in section
469. Except as provided in section
469(h)(3) and paragraph (h)(2) of this
section (relating to certain retired in-
dividuals and surviving spouses in the
case of farming activities), the fact
that an individual satisfies the require-
ments of any participation standard
(whether or not referred to as “material
participation”) under any provision (in-
cluding sections 1402 and 2032A and the
regulations thereunder) other than sec-
tion 469 and the regulations thereunder
shall not be taken into account in de-
termining whether such individual ma-
terially participates in any activity for
any taxable year for purposes of sec-
tion 469 and the regulations there-
under.

(ii) Certain management activities. An
individual’s services performed in the
management of an activity shall not be
taken into account in determining
whether such individual is treated as
materially participating in such activ-
ity for the taxable year under para-
graph (a)(7) of this section unless, for
such taxable year—

(A) No person (other than such indi-
vidual) who performs services in con-
nection with the management of the
activity receives compensation de-
scribed in section 911(d)(2)(A) in consid-
eration for such services; and
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(B) No individual performs services
in connection with the management of
the activity that exceed (by hours) the
amount of such services performed by
such individual.

(iii) Participation less than 100 hours.
If an individual participates in an ac-
tivity for 100 hours or less during the
taxable year, such individual shall not
be treated as materially participating
in such activity for the taxable year
under paragraph (a)(7) of this section.

(c) Significant participation activity—
(1) In general. For purposes of para-
graph (a)(4) of this section, an activity
is a significant participation activity
of an individual if and only if such ac-
tivity—

(i) Is a trade or business activity
(within the meaning of §1.469-1T(e)(2))
in which the individual significantly
participates for the taxable year; and

(ii) Would be an activity in which the
individual does not materially partici-
pate for the taxable year if material
participation for such year were deter-
mined without regard to paragraph
(a)(4) of this section.

(2) Significant participation. An indi-
vidual is treated as significantly par-
ticipating in an activity for a taxable
year if and only if the individual par-
ticipates in the activity for more than
100 hours during such year.

(d) Personal service activity. An activ-
ity constitutes a personal service ac-
tivity for purposes of paragraph (a)(6)
of this section if such activity involves
the performance of personal services
in—

(1) The fields of health, law, engineer-
ing, architecture, accounting, actuarial
science, performing arts, or consulting;
or

(2) Any other trade or business in
which capital is not a material income-
producing factor.

(e) Treatment of limited partners—(1)
General rule. Except as otherwise pro-
vided in this paragraph (e), an indi-
vidual shall not be treated as materi-
ally participating in any activity of a
limited partnership for purposes of ap-
plying section 469 and the regulations
thereunder to—

(i) The individual’s share of any in-
come, gain, loss, deduction, or credit
from such activity that is attributable
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to a limited partnership interest in the
partnership; and

(ii) Any gain or loss from such activ-
ity recognized upon a sale or exchange
of such an interest.

(2) Exceptions. Paragraph (e)(1) of this
section shall not apply to an individ-
ual’s share of income, gain, loss, deduc-
tion, and credit for a taxable year from
any activity in which the individual
would be treated as materially partici-
pating for the taxable year under para-
graph (a)(1), (5), or (6) of this section if
the individual were not a limited part-
ner for such taxable year.

(3) Limited partnership interest—(i) In
general. Except as provided in para-
graph (e)(3)(ii) of this section, for pur-
poses of section 469(h)(2) and this para-
graph (e), a partnership interest shall
be treated as a limited partnership in-
terest if—

(A) Such interest is designated a lim-
ited partnership interest in the limited
partnership agreement or the certifi-
cate of limited partnership, without re-
gard to whether the liability of the
holder of such interest for obligations
of the partnership is limited under the
applicable State law; or

(B) The liability of the holder of such
interest for obligations of the partner-
ship is limited, under the law of the
State in which the partnership is orga-
nized, to a determinable fixed amount
(for example, the sum of the holder’s
capital contributions to the partner-
ship and contractural obligations to
make additional capital contributions
to the partnership).

(ii) Limited partner holding general
partner interest. A partnership interest
of an individual shall not be treated as
a limited partnership interest for the
individual’s taxable year if the indi-
vidual is a general partner in the part-
nership at all times during the partner-
ship’s taxable year ending with or
within the individual’s taxable year (or
the portion of the partnership’s taxable
year during which the individual (di-
rectly or indirectly) owns such limited
partnership interest).

(f) Participation—(1) [Reserved]. See
§1.469-5(f)(1) for rules relating to this
paragraph.

(2) Exceptions—(i) Certain work not
customarily done by owners. Work done
in connection with an activity shall
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not be treated as participation in the
activity for purposes of this section if—

(A) Such work is not of a type that is
customarily done by an owner of such
an activity; and

(B) One of the principal purposes for
the performance of such work is to
avoid the disallowance, under section
469 and the regulations thereunder, of
any loss or credit from such activity.

(ii) Participation as an investor—(A) In
general. Work done by an individual in
the individual’s capacity as an investor
in an activity shall not be treated as
participation in the activity for pur-
poses of this section unless the indi-
vidual is directly involved in the day-
to-day management or operations of
the activity.

(B) Work done in individual’s capacity
as an investor. For purposes of this
paragraph (f)(2)(ii), work done by an in-
dividual in the individual’s capacity as
an investor in an activity includes—

(1) Studying and reviewing financial
statements or reports on operations of
the activity;

(2) Preparing or compiling sum-
maries or analyses of the finances or
operations of the activity for the indi-
vidual’s own use; and

(3) Monitoring the finances or oper-
ations of the activity in a non-manage-
rial capacity.

(3) Participation of spouse. In the case
of any person who is a married indi-
vidual (within the meaning of section
7703) for the taxable year, any partici-
pation by such person’s spouse in the
activity during the taxable year (with-
out regard to whether the spouse owns
an interest in the activity and without
regard to whether the spouses file a
joint return for the taxable year) shall
be treated, for purposes of applying
section 469 and the regulations there-
under to such person, as participation
by such person in the activity during
the taxable year.

(4) Methods of proof. The extent of an
individual’s participation in an activ-
ity may be established by any reason-
able means. Contemporaneous daily
time reports, logs, or similar docu-
ments are not required if the extent of
such participation may be established
by other reasonable means. Reasonable
means for purposes of this paragraph
may include but are not limited to the
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identification of services performed
over a period of time and the approxi-
mate number of hours spent per-
forming such services during such pe-
riod, based on appointment books, cal-
endars, or narrative summaries.

(g) Material participation of trusts and
estates. [Reserved]

(h) Miscellaneous rules—(1) Participa-
tion of corporations. For rules relating
to the participation in an activity of a
personal service corporation (within
the meaning of §1.468-1T(g)(2)(i)) or a
closely held corporation (within the
meaning of §1.469-1T(g)(2)(ii)), see
§1.469-1T(g9)(3).

(2) Treatment of certain retired farmers
and surviving spouses of retired or dis-
abled farmers. An individual shall be
treated as materially participating for
a taxable year in any trade or business
activity of farming if paragraph (4) or
(5) of section 2032A(b) would cause the
requirements of section
2032A(b)(1)(C)(ii) to be met with respect
to real property used in such activity
had the individual died during such
taxable year.

(3) Coordination with rules governing
the treatment of passthrough entities.
[Reserved]. See §1.469-5(h)(3) for rules
relating to this paragraph.

(i) [Reserved]

(J) Material participation for preceding
taxable years. [Reserved]. See §1.469-5(j)
for rules relating to this paragraph.

(k) Examples. The following examples
illustrate the application of this sec-
tion:

Example 1. A, a calendar year individual,
owns all of the stock of X, a C corporation.
X is the general partner, and A is the limited
partner, in P, a calendar year partnership. P
has a single activity, a restaurant, which is
a trade or business activity (within the
meaning of §1.469-1T(e)(2)). During the tax-
able year, A works for an average of 30 hours
per week in connection with P’s restaurant
activity. Under paragraphs (a)(1) and (e)(2) of
this section, A is treated as materially par-
ticipating in the activity for the taxable
year because A participates in the res-
taurant activity during such year for more
than 500 hours. In addition, under §1.469-
1T(g)(3)(i), A’s participation will cause X to
be treated as materially participating in the
restaurant activity.

Example 2. The facts are the same as in ex-
ample (1), except that the partnership agree-
ment provides that P’s restaurant activity is

482



Internal Revenue Service, Treasury

to be managed by X, and A’s work in the ac-
tivity is performed pursuant to an employ-
ment contract between A and X. Under para-
graph (f)(1) of this section, work done by A in
connection with the activity in any capacity
is treated as participation in the activity by
A. Accordingly, the conclusion is the same
as in example (1). The conclusion would be
the same if A owned no stock in X at any
time, although in that case A’s participation
would not be taken into account in deter-
mining whether X materially participates in
the restaurant activity.

Example 3. B, an individual, is employed
fulltime as a carpenter. B also owns an inter-
est in a partnership which is engaged in a
van conversion activity, which is a trade or
business activity (within the meaning of
§1.469-1T(e)(2)). B and C, the other partner,
are the only participants in the activity for
the taxable year. The activity is conducted
entirely on Saturdays. Each Saturday
throughout the taxable year, B and C work
for eight hours in the activity. Although B
does not participate in the activity for more
than 500 hours during the taxable year, under
paragraph (a)(3) of this section, B is treated
for such year as materially participating in
the activity because B participates in the ac-
tivity for more than 100 hours during the
taxable year, and B’s participation in the ac-
tivity for such year is not less than the par-
ticipation of any other person in the activity
for such year.

Example 4. C, an individual, is employed
full-time as an accountant. C also owns in-
terests in a restaurant and a shoe store. The
restaurant and shoe store are trade or busi-
ness activities (within the meaning of §1.469-
1T(e)(2)) that are treated as separate activi-
ties under the rules to be contained in §1.469-
4T. Each activity has several full-time em-
ployees. During the taxable year, C works in
the restaurant activity for 400 hours and in
the shoe store activity for 150 hours. Under
paragraph (c) of this section, both the res-
taurant and shoe store activities are signifi-
cant participation activities of C for the tax-
able year. Accordingly, since C’s aggregate
participation in the restaurant and shoe
store activities during the taxable year ex-
ceeds 500 hours, C is treated under paragraph
(a)(4) of this section as materially partici-
pating in both activities.

Example 5. [Reserved]. See §1.469-5(k) Exam-
ple 5 for this example.

Example 6. The facts are the same as in ex-
ample (5), except that D does not acquire any
stock in the S corporation until 1994. Under
paragraph (f)(1) of this section, D is not
treated as participating in the activity for
any taxable year prior to 1994 because D does
not own as interest in the activity for any
such taxable year. Accordingly, D materially
participates in the activity for only one tax-
able year prior to 1995, and D is not treated
under paragraph (a)(5) of this section as ma-
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terially participating in the activity for 1995
or subsequent taxable years.

Example 7. (i) E, a married individual filing
a separate return for the taxable year, is em-
ployed full-time as an attorney. E also owns
an interest in a professional football team
that is a trade or business activity (within
the meaning of §1.469-1T(e)(2)). E does no
work in connection with this activity. E an-
ticipates that, for the taxable year, E’s de-
ductions from the activity will exceed E’s
gross income from the activity and that, if E
does not materially participate in the activ-
ity for the taxable year, part or all of F’s
passive activity loss for the taxable year will
be disallowed under §1.469-1T(a)(1)(i). Ac-
cordingly, E pays E’s spouse to work as an
office receptionist in connection with the ac-
tivity for an average of 15 hours per week
during the taxable year.

(ii) Under paragraph (f)(3) of this section
any participation in the activity by E’s
spouse is treated as participation in the ac-
tivity by E. However, under paragraph
(F)(2)(1) of this section, the work done by E’s
spouse is not treated as participation in the
activity because work as an office recep-
tionist is not work of a type customarily
done by an owner of a football team, and one
of E’s principal purposes for paying E’s
spouse to do this work is to avoid the dis-
allowance under §1.469-1T(a)(1)(i) of E’s pas-
sive activity loss. Accordingly, E is not
treated as participating in the activity for
the taxable year.

Example 8. (i) F, an individual, owns an in-
terest in a partnership that feeds and sells
cattle. The general partner of the partner-
ship periodically mails F a letter setting
forth certain proposed actions and decisions
with respect to the cattle-feeding operation.
Such actions and decisions include, for ex-
ample, what kind of feed to purchase, how
much to purchase, and when to purchase it,
how often to feed cattle, and when to sell
cattle. The letters explain the proposed ac-
tions and decisions, emphasize that taking
or not taking a particular action or decision
is solely within the discretion of F and other
partners, and ask F to indicate a decision
with respect to each proposed action by an-
swering certain questions. The general part-
ner receives a fee that constitutes earned in-
come (within the meaning of section 911
(d)(2)(A)) for managing the cattle-feeding op-
eration. F is not treated as materially par-
ticipating in the cattle-feeding operation
under paragraph (a) (1) through (6) of this
section.

(ii) F’s only participation in the cattle-
feeding operation is to make certain mana-
gerial decisions. Under paragraph (b)(2)(ii) of
this section, such management services are
not taken into account in determining

483



§1.469-6

whether the taxpayer is treated as materi-
ally participating in the activity for a tax-
able year under paragraph (a)(7) of this sec-
tion, if any other person performs services in
connection with the management of the ac-
tivity and receives compensation described
in section 911(d)(2)(A) for such services.
Therefore, F is not treated as materially par-
ticipating for the taxable year in the cattle-
feeding operation.

[T.D. 8175, 53 FR 5725, Feb. 25, 1988; 53 FR
15494, Apr. 29, 1988, as amended by T.D. 8253,
54 FR 20565, May 12, 1989; T.D. 8417, 57 FR
20759, May 15, 1992; 61 FR 14247, Apr. 1, 1996]

§1.469-6 Treatment of losses upon cer-
tain dispositions. [Reserved]

§1.469-7 Treatment of self-charged
items of interest income and deduc-
tion.

(a) In general—(1) Applicability and ef-
fect of rules. This section sets forth
rules that apply, for purposes of sec-
tion 469 and the regulations there-
under, in the case of a lending trans-
action (including guaranteed payments
for the use of capital under section
707(c)) between a taxpayer and a pass-
through entity in which the taxpayer
owns a direct or indirect interest, or
between certain passthrough entities.
The rules apply only to items of inter-
est income and interest expense that
are recognized in the same taxable
year. The rules—

(i) Treat certain interest income re-
sulting from these lending transactions
as passive activity gross income,;

(ii) Treat certain deductions for in-
terest expense that is properly allo-
cable to the interest income as passive
activity deductions; and

(iii) Allocate the passive activity
gross income and passive activity de-
ductions resulting from this treatment
among the taxpayer’s activities.

(2) Priority of rules in this section. The
character of amounts treated under the
rules of this section as passive activity
gross income and passive activity de-
ductions and the activities to which
these amounts are allocated are deter-
mined under the rules of this section
and not under the rules of §§1.163-8T,
1.469-2(c) and (d), and 1.469-2T(c) and
(d).

(b) Definitions. The following defini-
tions set forth the meaning of certain
terms for purposes of this section:
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(1) Passthrough entity. The term pass-
through entity means a partnership or
an S corporation.

(2) Taxpayer’s share. A taxpayer’s
share of an item of income or deduction
of a passthrough entity is the amount
treated as an item of income or deduc-
tion of the taxpayer for the taxable
year under section 702 (relating to the
treatment of distributive shares of
partnership items as items of partners)
or section 1366 (relating to the treat-
ment of pro rata shares of S corpora-
tion items as items of shareholders).

(3) Taxpayer’s indirect interest. The
taxpayer has an indirect interest in an
entity if the interest is held through
one or more passthrough entities.

(4) Entity taxable year. In applying
this section for a taxable year of a tax-
payer, the term entity taxable year
means the taxable year of the pass-
through entity for which the entity re-
ports items that are taken into ac-
count under section 702 or section 1366
for the taxpayer’s taxable year.

(5) Deductions for a taxable year. The
term deductions for a taxable year means
deductions that would be allowable for
the taxable year if the taxpayer’s tax-
able income for all taxable years were
determined without regard to sections
163(d), 170(b), 469, 613A(d), and 1211.

(c) Taxpayer loans to passthrough enti-
ty—(1) Applicability. Except as provided
in paragraph (g) of this section, this
paragraph (c) applies with respect to a
taxpayer’s interest in a passthrough
entity (borrowing entity) for a taxable
year if—

(i) The borrowing entity has deduc-
tions for the entity taxable year for in-
terest charged to the borrowing entity
by persons that own direct or indirect
interests in the borrowing entity at
any time during the entity taxable
year (the borrowing entity’s self-
charged interest deductions);

(ii) The taxpayer owns a direct or an
indirect interest in the borrowing enti-
ty at any time during the entity tax-
able year and has gross income for the
taxable year from interest charged to
the borrowing entity by the taxpayer
or a passthrough entity through which
the taxpayer holds an interest in the
borrowing entity (the taxpayer’s in-
come from interest charged to the bor-
rowing entity); and

484



