BRADFORD

TAX INSTITUTE

CLICK HERE to return to the home page

Reg. Section 1.469-5T(e)(2)
Material participation

(e) Treatment of limited partners.
(1) General rule. Except as otherwise provided in this paragraph (e), an individual shall
not be treated as materially participating in any activity of a limited partnership for
purposes of applying section 469 and the regulations thereunder to-
(1) The individual's share of any income, gain, loss, deduction, or credit from such
activity that is attributable to a limited partnership interest in the partnership; and

(i1) Any gain or loss from such activity recognized upon a sale or exchange of
such an interest.

(2) Exceptions. Paragraph (e)(1) of this section shall not apply to an individual's share of
income, gain, loss, deduction, and credit for a taxable year from any activity in which the
individual would be treated as materially participating for the taxable year under
paragraph (a)(1), (5), or (6) of this section if the individual were not a limited partner for
such taxable year.

(3) Limited partnership interest.

(1) In general. Except as provided in paragraph (e)(3)(ii1) of this section, for

purposes of section 469(h)(2) and this paragraph (e), a partnership interest shall

be treated as a limited partnership interest if-
(A) Such interest is designated a limited partnership interest in the limited
partnership agreement or the certificate of limited partnership, without
regard 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
partnership is limited, under the law of the State in which the partnership
is organized, to a determinable fixed amount (for example, the sum of the
holder's capital contributions to the partnership and contractual obligations
to make additional capital contributions to the partnership).

(i1) 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 individual is a general partner in the partnership at all times
during the partnership'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
(directly or indirectly) owns such limited partnership interest).
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