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Reg. Section 1.469-2T(e)(1)
Passive activity loss (temporary).

(e) Special rules for partners and S corporation shareholders—

- (1) In general. For purposes of section 469 and the regulations thereunder, the character (as
an item of passive activity gross income or passive activity deduction) of each item of
gross income and deduction allocated to a taxpayer from a partnership or S corporation (a
"passthrough entity") shall be determined, in any case in which participation is relevant,
by reference to the participation of the taxpayer in the activity (or activities) that
generated such item. Such participation is determined for the taxable year of the
passthrough entity (and not the taxable year of the taxpayer). The following example
illustrates the application of this paragraph (e)(1):

Example. A, a calendar year individual, is a partner in a partnership that has a taxable
year ending January 31. During its taxable year ending on January 31, 1988, the
partnership engages in a single trade or business activity. For the period from February 1,
1987, through January 31, 1988, A does not materially participate in this activity. In A's
calendar year 1988 return, A's distributive share of the partnership's gross income and
deductions from the activity must be treated as passive activity gross income and passive
activity deductions, without regard to A's participation in the activity from February 1,
1988, through December 31, 1988. See also § 1.469-11T(a)(4) (relating to the effective
date of, and transition rules under, section 469 and the regulations thereunder).
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