
 
Memo of Major Changes for 2008 Instructions for Form 1065 

 
 
 

General Changes: All year and pages references have been updated as appropriate. 
Because of the addition of questions to Schedule B, we have added specific instructions 
for several of the questions on Schedule B. 
 
Specific Changes: 
 
Page 1. Under “What’s New”, we removed the items that were no longer new. We added 
the following items: 
 

• As a result of the addition of questions to Schedule B, Form 1065 is now 5 pages. 
The additional questions were added at the request of LMSB. 

 
• In Item G, checkbox (6) has been added to indicate a technical termination. This 

checkbox was added at the request of LMSB. 
 

• The automatic extension period for Forms 1065 that are due on or after January 1, 
2009, has been shortened from six months for five months. (TD 9407.) 

 
• The Where To File instructions for certain partnerships in Tennessee and Georgia 

have been revised. (Letter from submission processing, forwarded by email.) 
 

• The Food, Conservation, and Energy Act of 2008 added a new general business 
credit, the agricultural chemicals security credit. (IRC 45O.) 

 
• The Heroes Earnings Assistance and Relief Tax Act of 2008 added a new general 

business credit, the credit for employer differential wage payments. (IRC 45P.) 
 

• A new code has been added to box 19 of Schedule K-1 (Form 1065). This code is 
also described in the Schedule K-1 instructions that are part of the 1065 
instructions. Code C is used to report distributions of section 737 property. 

 
• At the request of LMSB, one new code has been added to box 20 of Schedule K-1 

(Form 1065). This code is also described in the Schedule K-1 instructions that 
appear as part of the 1065 instructions. Code W is now used to report 
precontribution gain (loss) relating to certain distributions of section 704(c) 
property. The former function of code W (reporting “other information”), is now 
fulfilled by code X. All references to code W and code X have been updated as 
appropriate. 

 
Page 3. Under “Electronic Filing”, we have updated the references to mention Pub. 
4164, Modernized e-File (MeF) Guide for Software Developers And Transmitters, 



and Pub. 4505, Modernized e-File Test Package for Forms 1065/1065-B. (Email from 
Business e-file section.) 
 
Under “When To File”, we rewrote the third paragraph to conform to the language 
used in IRC 7503. 
 
Also under “When To File”, we revised the title of Form 7004, and the applicable 
time frames for the length of extension of time to file. A similar change was made on 
page 4, under “Extension of Time To File.” (TD 9407.) 
 
Page 4. Under “Where To File”, we updated the address information as instructed by 
a letter from submission processing. If a partnership’s principal business, office, or 
agency is located in Georgia or Tennessee, and the total assets as reported on Form 
1065, page 1, Item F are less than $10 million and Schedule M-3 is not filed, the 
return will be now be mailed to the Cincinnati Service Center. 
 
In the “Late Filing of Return” text that appears under “Penalties”, we deleted the text 
pertaining to returns required to be filed before December 21, 2007, as the 
information is no longer relevant. Also, we updated the penalty amount to “$86”, per 
Section 2 of PL 110-141 and Section 8(b) of PL 110-142. 
 
Page 8. In the box for Form 8886, we deleted the item pertaining to transactions 
resulting in a tax credit of more than $250,000. This was removed by TD 9350, 
effective for transactions entered into on or after August 3, 2007. 
 
Page 14. Under “Item D. Employer Identification Number”, we revised the text to 
conform to the information found in the “EIN Frequently Asked Questions” section 
of irs.gov. In the “Note”, we deleted the text stating the online application process is 
not available for partnerships in Puerto Rico, and updated the telephone number for 
partnerships with addresses in foreign countries. (Fourth question under 
http://www.irs.gov/businesses/small/article/0,,id=108532,00.html ) 
 
Under “Item G”, we revised the text to state that checkbox (6), Technical termination 
has been added, and that checkbox (6) is to be checked in conjunction with checkbox 
(1) or checkbox (2). (LMSB.) 
 
Page 16. Under “Line 7. Other Income (Loss)”, we updated item 4 to reflect the 
redesign and retitling of Form 6478. Because of changes made to IRC section 40 and 
IRC section 6426 by The Food, Conservation, and Energy Act of 2008, Form 6478 is 
undergoing a redesign, and the title has been changed to Alcohol and Cellulosic 
Biofuel Fuels Credit. 
 
Page 17. Under “Reducing certain expenses for which credits are allowable”, we 
deleted the reference to the Indian employment credit, because the credit does not 
apply to tax years beginning after December 31, 2007. (IRC 45A(f)) Also, we added a 
reference for the agricultural chemical security credit (IRC 45O) and the credit for 

http://www.irs.gov/businesses/small/article/0,,id=108532,00.html


employer differential wage payments. (IRC 45P) The changes pertaining to the Indian 
employment credit and the credit for employer differential wage payments were also 
made to the text under “Line 9. Salaries and Wages”, for the same reasons.  
 
Under “Line 13. Rent”, we updated the table to add the inclusion amount for vehicles 
whose lease term began after 12/31/07, but before 1/1/09. The updated inclusion 
amount is $18,500. (RP 2008-22, Table 5.) We deleted from the table the inclusion 
amount for vehicles whose lease term began after 12/31/98, but before 1/1/03. 
 
Schedule B, pages 20-22. A summary of the questions that were added, deleted, or 
renumber/revised appeared in the separate circulation of the form (this circulation 
also appears at the end of this document). We will describe changes in the 
instructions as needed, on a question by question basis. The questions were added at 
the request of LMSB, and the instructions were prepared with the generous assistance 
of LMSB. 
 
Questions 3 and 4. Question 3 of the 2007 form has been deleted, so the instructions 
have been deleted accordingly. Question 4 of the 2007 form is question 5 on the 2008 
form, and the instructions have been renumbered accordingly. 
 
We have added detailed instructions for question 3 (divided into question 3a and 
question 3b) and question 4 (divided into question 4a and question 4b). The questions 
and instructions pertain to ownership information, both for who owns the partnership 
and what the partnership owns. The instructions also define the concept of 
“constructive ownership” as it applies to the questions. In addition, the instructions 
provide examples on how to answer the questions. 
 
Question 5. We deleted the text that gave small partnerships the ability to elect to be 
subject to the rules for consolidated audit proceedings by attaching an election 
statement to the partnership return. Form 8893, Election of Partnership Level Tax 
Treatment, which has been available since December of 2004, is the form that is filed 
to make the election, and we retained the reference to Form 8893 in question 5. 
 
Also, in the “Caution” that appears at the end of question 5, we added text to state 
that small partnerships do not make the election to be subject to the rules for 
consolidated audit proceedings by designating a tax matter partner on Form 1065. 
The election is made by filing Form 8893. (email from Samuel Berman 04/15/2008.)  
 
Question 6 on the 2007 form. This has been changed to question 16 on the 2008 
form, and the instructions have been moved accordingly. See “Question 16”, later, for 
changes made to the instructions. 
 
Question 6 on the 2008 form. Question 5 from the 2007 form is now question 6 on 
the 2008 form. The 2008 question 6(b) has a revised figure of “$1 million”. 
Additionally, we updated the instructions to show that there are now four 
requirements as part of question 6. 



 
Question 8 on the 2007 form. This has been changed to question 9 on the 2008 form, 
and the instructions have been moved accordingly. 
 
Question 9 on the 2007 form. This has been changed to question 10 on the 2008 
form, and the instructions have been moved accordingly. 
 
Question 10 on the 2007 form. This has been changed to question 11 on the 2008 
form, and the instructions have been moved accordingly.  
 
Question 12. This new question has extensive instructions. For question 12a, the 
instructions state when the partnership should check “Yes” to indicate it is making, or 
had made (and not revoked) a section 754 election.  
 
For question 12b, the instructions state when a partnership should check “Yes” to 
indicate that it has made an optional basis adjustment under section 743(b) or 734(b) 
for the tax year. In addition, the instructions state the information that must be 
provided on the attached statement when a transfer of an interest in the partnership 
(section 743(b)) or a distribution of property to a partner (section 734(b)) occurs 
during the partnership’s tax year.  
 
For question 12c, the instructions state when a partnership should check “Yes” to 
indicate that it had to make a basis reduction under 743(b) or 734(b) because a built-
in loss (as defined in section 743(d)) or substantial basis reduction (as defined in 
section 734(d)) is greater than $250,000. In addition, the instructions state the 
information that must be provided on the attached statement when a 743(b) or 734(b) 
basis adjustment takes place. 
 
Question 14. These instructions clarify what is meant by the use of the terms 
“undivided interest in partnership property” and “tenancy in common”. An example 
demonstrating when a partnership should answer “Yes” to question 14 is provided. 
 
Question 15. The instructions state the function of Form 8858. 
 
Question 16. This was question 6 on the 2007 form. We have removed the references 
to Forms 8804 and 8813 to conform to changes made to the Form 1065. Since Form 
8805 is the information return (Form 8804 is the transmittal form for Form 8805, and 
Form 8813 is the payment voucher), only the reference to Form 8805 will be retained 
in the Form 1065 and its separate instructions. 
 
Page 23. In the “Caution” under “Attached statements”, we have deleted the 
reference to Pub. 1525, as that publication was associated with the Legacy e-file 
system, which has been discontinued. In its place, we have included a reference to 
Pub. 4164.  (Email from business e-file section.) 
 



Page 24. Under “Item J. Partner’s Profit, Loss, and Capital”, we have added text 
stating that a partner’s share of each category must be expressed as a percentage, and 
the total in each category for the combination of all partners must equal 100%. If the 
partnership agreement does not express the categories as percentages, then the 
partnership may use a reasonable method to arrive at a percentage for the purposes of 
completing item J. We also added a “Caution” to indicate that the instruction 
provided are for the purpose of completing item J, and should not be relied on for 
other purposes, unless specifically stated. 
 
Page 28. Under “Noncash contributions (50%) (code C)”, we have deleted all 
references to qualified food inventory that was donated to charitable organizations, 
and the separate attachment showing the partner’s distributive share of such items. 
The special rule for contributions of food inventory does not apply for contributions 
made after 12/31/2007. (IRC 170(e)(3)(C).) 
 
Page 29. Under “Reforestation expense deduction (code R)”, we deleted all 
references pertaining to the exception for timber property located in the Gulf 
Opportunity Zone. This includes deleting the paragraph entitled “Increased deduction 
for qualified timber property located in the Gulf Opportunity Zones (GO Zones).” 
The increased expensing for qualified timber property had a termination date of 
01/01/2008. (IRC 1400N(i).) 
 
Page 32. In the section for “Alcohol and cellulosic biofuel fuels credit (code G)”, 
under “Line 15f, Other Credits”, we have revised the text to include the new title of 
Form 6478, and the line number from which the amount reported on Form 6478 
should be reported on line 7 of Form 1065. These changes were made necessary 
because of changes made to IRC section 40 and IRC section 6426 by The Food, 
Conservation, and Energy Act of 2008. We may need to make additional changes to 
this paragraph to comply with further changes to Form 6478. 
 
In the section for “Other credits (code P)”, we deleted references to the following 
credits, as they do not apply for tax years beginning after 12/31/2007: 
 

• The qualified railroad maintenance credit (Form 8900) (IRC 45G(f).) 
 

• The Indian employment credit (Form 8845) (IRC 45A(f).) 
 

• The energy efficient appliance credit (Form 8909) (IRC 45M.) 
 
      We added references to the following credits, which were enacted in 2008. 
 

• The agricultural chemicals security credit (Form 8931) (IRC 45O.) 
 

• The credit for employer differential wage payments (Form 8932) (IRC 45P.) 
 



Page 34. Under “Alternative Minimum Tax (AMT) Items”, we updated the reference 
to Schedule I (Form 1041), Alternative Minimum Tax (AMT), to show that Schedule 
I has been moved off of Form 1041, and is now a separate schedule with a new title. 
We have updated this reference wherever the information appears in the instructions. 
 
Page 35. We have updated the text that appears in “Schedule K-1”, in the section 
“Line 19b. Distributions of other property”, under “Distributions”. We updated the 
text to state that in box 19 of the partner’s Schedule K-1, the amount of the partner’s 
share of the amount on line 19b (Form 1065) should be reported, using code B or 
code C, as appropriate. We added instructions for new code C, which is used to report 
distributions of section 737 property. (LMSB.) 
 
Page 37. Under “Unrelated business taxable income (code V)”, we added a reference 
to Publication 598, Unrelated Business Taxable Income for Exempt Organizations. 
This was added in response to a comment made by the AICPA.  
 
We added a new section entitled “Precontribution gain (loss) (code W)”, to reflect the 
redesignation of code W to be used to report information attributable to certain 
distributions of section 704(c) property. This section includes instructions on 
preparing a statement that will be attached to the contributing partner’s Schedule K-1. 
(LMSB) 
 
With the redesignation of code W, the “other information” is now reported using code 
X.  
 
Page 39. Under “Line 3. Net Income (Loss) per Books”, we revised the text to show 
that the line 3 net income (loss) amount should come from the partnership’s books 
used in maintaining the partner’s capital accounts for purposes of Schedule K-1. (Bill 
Wilson’s email of 05/13/2008.) 
 
In “Line 6a. Cash”, under “Line 6. Distributions”, we added text to show that the 
definition of money in this instance includes marketable securities as described in 
section 731(a). This was added in response to a comment made by the AICPA. 
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Department of the Treasury
Internal Revenue Service2008

Instructions for Form 1065
U.S. Return of Partnership Income

W is used to report precontribution gain orContents PageSection references are to the Internal
loss. See Precontribution gain (loss) (codeIndex . . . . . . . . . . . . . . . . . . . . . . . . . 43Revenue Code unless otherwise noted.
W), later, for more information. Former codeContents Page W (other information) is now code X.

What’s New . . . . . . . . . . . . . . . . . . . . . 1 What’s New
Unresolved Tax Issues . . . . . . . . . . . . . 1

1. Schedule B now contains additionalHow To Get Forms and Photographs of Missingquestions. As a result, Form 1065 is now 5
Publications . . . . . . . . . . . . . . . . . . . 2 pages. See the individual instructions for the ChildrenGeneral Instructions . . . . . . . . . . . . . . 2 questions on Schedule B for more

The Internal Revenue Service is a proudPurpose of Form . . . . . . . . . . . . . . . . 2 information.
partner with the National Center for MissingDefinitions . . . . . . . . . . . . . . . . . . . . . 2 2. In Item G, checkbox (6) has been
and Exploited Children. Photographs ofWho Must File . . . . . . . . . . . . . . . . . . 2 added. This checkbox is used to indicate a
missing children selected by the Center mayTermination of the Partnership . . . . . . . 3 technical termination, and is checked in
appear in instructions on pages that wouldconjunction with checkbox (1) or checkboxElectronic Filing . . . . . . . . . . . . . . . . . 3
otherwise be blank. You can help bring(2). See Item G for more information.When To File . . . . . . . . . . . . . . . . . . 3
these children home by looking at the3. The automatic extension period forWho Must Sign . . . . . . . . . . . . . . . . . 4 photographs and calling 1-800-THE-LOSTForm 1065 returns that are due to be filedWhere To File . . . . . . . . . . . . . . . . . . 4 (1-800-843-5678) if you recognize a child.on or after January 1, 2009, has beenPenalties . . . . . . . . . . . . . . . . . . . . . 4

changed to 5 months. See Form 7004,Accounting Methods . . . . . . . . . . . . . . 5
Application for Automatic Extension of Time Unresolved Tax IssuesAccounting Periods . . . . . . . . . . . . . . 5 To File Certain Business Income Tax, If the partnership has attempted to deal withRounding Off to Whole Dollars . . . . . . 6 Information, and Other Returns, for an IRS problem unsuccessfully, it shouldRecordkeeping . . . . . . . . . . . . . . . . . 6 information about filing an extension. contact the Taxpayer Advocate. TheAmended Return . . . . . . . . . . . . . . . . 6 4. The Where To File instructions have Taxpayer Advocate independentlyOther Forms, Returns, and been revised for certain partnerships whose represents the partnership’s interests andStatements That May Be principal business, office, or agency is concerns within the IRS by protecting itsRequired . . . . . . . . . . . . . . . . . . . . . 6 located in Tennessee or Georgia. See the rights and resolving problems that have notAssembling the Return . . . . . . . . . . . . 9 chart on page 4 for details. been fixed through normal channels.

Elections Made by the 5. The following deductions and credits
While Taxpayer Advocates cannothave expired but may be extended byPartnership . . . . . . . . . . . . . . . . . . . 9

change the tax law or make a technical taxproposed legislation. For details, see Pub.Elections Made by Each Partner . . . . 9
decision, they can clear up problems that553, Highlights of 2008 Tax Changes.Partner’s Dealings With
resulted from previous contacts and ensure• The deduction for charitablePartnership . . . . . . . . . . . . . . . . . . . 9
that the partnership’s case is given acontributions of certain food inventory.Contributions to the Partnership . . . . . . 9
complete and impartial review.• The research credit.Dispositions of Contributed • The Indian employment credit.Property . . . . . . . . . . . . . . . . . . . . . 9 The partnership’s assigned personal• The qualified railroad trackRecognition of Precontribution advocate will listen to its point of view andmaintenance credit.Gain on Certain Partnership will work with the partnership to address its• The energy efficient appliance credit. concerns. The partnership can expect theDistributions . . . . . . . . . . . . . . . . . . 9 6. The following credits are new for advocate to provide:Unrealized Receivables and 2008. For details, see the various credit • A “fresh look” at a new or ongoingInventory Items . . . . . . . . . . . . . . . 10 forms and instructions. problem,Passive Activity Limitations . . . . . . . . 10 • The cellulosic biofuel credit is reported • Timely acknowledgment,Extraterritorial Income Exclusion . . . 14 on Form 6478, Alcohol and Cellulosic • The name and phone number of theSpecific Instructions . . . . . . . . . . . . . 14 Biofuel Fuels Credit. individual assigned to its case,Trade or Business Income and • The agricultural chemicals security • Updates on progress,Deductions . . . . . . . . . . . . . . . . . . 15 credit will be reported on Form 8931, • Timeframes for action,Agricultural Chemicals Security Credit.Schedule A. Cost of Goods Sold . . . 19 • Speedy resolution, and• The credit for employer differentialSchedule B. Other Information . . . . . . 20 • Courteous service.

wage payments will be reported on FormDesignation of Tax Matters
8932, Credit for Employer Differential Wage When contacting the Taxpayer Advocate,Partner . . . . . . . . . . . . . . . . . . . . . 22
Payments. the partnership should be prepared toSchedules K and K-1. Partners’

7. The following credits are scheduled to provide the following information.Distributive Share Items . . . . . . . . . 23
expire after December 31, 2008. However, • The partnership’s name, address, andAnalysis of Net Income (Loss) . . . . . . 38
they may be extended by proposed employer identification number.Schedule L. Balance Sheets . . . . . . . 38
legislation. For details, see Pub. 553. • The name and telephone number of anSchedule M-1. Reconciliation of • The biodiesel and renewable diesel authorized contact person and the hours heIncome (Loss) per Books With fuels credit. or she can be reached.

Income (Loss) per Return . . . . . . . . 39 • The energy efficient home credit. • The type of tax return and year(s)
Schedule M-2. Analysis of 8. One new code has been added for involved.
Partners’ Capital Accounts . . . . . . . 39 box 19 of Schedule K-1 (Form 1065). Code • A detailed description of the problem.

Privacy Act and Paperwork C is used to report distributions of section • Previous attempts to solve the problem
Reduction Act Notice . . . . . . . . . . . . 39 737 property. See Distributions on page 35 and the office that was contacted.

Codes for Principal Business for more information. • A description of the hardship the
Activity and Principal Product or 9. One new code has been added to partnership is facing and supporting

box 20 of Schedule K-1 (Form 1065). CodeService . . . . . . . . . . . . . . . . . . . . . . 40 documentation (if applicable).

Cat. No. 11392V
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The partnership can contact a Taxpayer Foreign PartnershipDefinitionsAdvocate as follows.
A foreign partnership is a partnership that is• Call the Taxpayer Advocate’s toll-free not created or organized in the UnitedPartnershipnumber: 1-877-777-4778. States or under the law of the United States

A partnership is the relationship between• Call, write, or fax the Taxpayer Advocate or of any state.
two or more persons who join to carry on aoffice in its area (see Pub. 1546 for
trade or business, with each personaddresses and phone numbers). General Partner
contributing money, property, labor, or skill• TTY/TDD help is available by calling

A general partner is a partner who isand each expecting to share in the profits1-800-829-4059.
personally liable for partnership debts.and losses of the business whether or not a• Visit the website at www.irs.gov/advocate.

formal partnership agreement is made. General Partnership
The term “partnership” includes a limitedHow To Get Forms and A general partnership is composed only of

partnership, syndicate, group, pool, joint general partners.Publications venture, or other unincorporated
organization, through or by which any Limited PartnerInternet. You can access the IRS website
business, financial operation, or venture is24 hours a day, 7 days a week, at A limited partner is a partner in a partnershipcarried on, that is not, within the meaning ofwww.irs.gov to: formed under a state limited partnership law,the regulations under section 7701, a whose personal liability for partnership debts• Download forms, instructions, and corporation, trust, estate, or sole is limited to the amount of money or otherpublications; proprietorship. property that the partner contributed or is• Order IRS products online;

required to contribute to the partnership.A joint undertaking merely to share• Research your tax questions online;
Some members of other entities, such asexpenses is not a partnership. Mere• Search publications online by topic or
domestic or foreign business trusts orco-ownership of property that is maintainedkeyword; and
limited liability companies that are classifiedand leased or rented is not a partnership.• Sign up to receive local and national tax
as partnerships, may be treated as limitedHowever, if the co-owners provide servicesnews by email.
partners for certain purposes. See, forto the tenants, a partnership exists.
example, Temporary Regulations sectionDVD for tax products. You can order

Husband-wife business. Generally, if you 1.469-5T(e)(3), which treats all membersPublication 1796, IRS Tax Products DVD,
and your spouse jointly own and operate an with limited liability as limited partners forand obtain:
unincorporated business and share in the purposes of section 469(h)(2).• Current-year forms, instructions, and
profits and losses, you are partners in apublications;
partnership and you must file Form 1065. Limited Partnership• Prior-year forms, instructions, and

publications; A limited partnership is formed under a stateException—Qualified joint venture. If
limited partnership law and composed of at• Tax Map: an electronic research tool and you and your spouse materially participate
least one general partner and one or morefinding aid; as the only members of a jointly owned and
limited partners.• Tax Law frequently asked questions; operated business, and you file a joint return

for the tax year, you can make an election to• Tax Topics from the IRS telephone
Limited Liability Partnershipbe treated as a qualified joint ventureresponse system;

instead of a partnership. By making the A limited liability partnership (LLP) is formed• Internal Revenue Code—Title 26;
election, you will not be required to file Form under a state limited liability partnership law.• Fill-in, print, and save features for most
1065 for any year the election is in effect Generally, a partner in an LLP is nottax forms;
and will instead report the income and personally liable for the debts of the LLP or• Internal Revenue Bulletins; and
deductions directly on your joint return. any other partner, nor is a partner liable for• Toll-free and email technical support.

the acts or omissions of any other partner,To make this election, you must divide allThe DVD is released twice during the solely by reason of being a partner.items of income, gain, loss, deduction, andyear. The first release will ship the beginning
credit between you and your spouse inof January 2009. The final release will ship Limited Liability Company
accordance with your respective interests inthe beginning of March 2009. A limited liability company (LLC) is an entitythe venture. Each of you must file a

formed under state law by filing articles ofseparate Schedule C, C-EZ, or F. On eachPurchase the DVD from National
organization as an LLC. Unlike aline of your separate Schedule C, C-EZ, orTechnical Information Service (NTIS) at
partnership, none of the members of an LLCF, you must enter your share of thewww.irs.gov/cdorders for $30 (no handling
are personally liable for its debts. An LLCapplicable income, deduction, or loss. Eachfee) or call 1-877-233-6767 toll free to
may be classified for federal income taxof you also must file a separate Schedulepurchase the DVD for $30 (plus a $5
purposes as a partnership, a corporation, orSE to pay self-employment tax.handling fee). The price is discounted to $25
an entity disregarded as an entity separatefor orders place prior to December 1, 2008. If you and your spouse make the election from its owner by applying the rules in

for your rental real estate business, you Regulations section 301.7701-3. See FormBy phone and in person. You can order
each must report your share of income and 8832, Entity Classification Election, for moreforms and publications by calling
deductions on Schedule C or C-EZ instead details.1-800-TAX-FORM (1-800-829-3676). You
of Schedule E. Although rental real estatecan also get most forms and publications at Note. A domestic LLC with at least twoincome generally is not included in netyour local IRS office. members that does not file Form 8832 isearnings from self-employment, you and classified as a partnership for federalyour spouse each must take into account income tax purposes.your share of the income and deductionsGeneral Instructions from the rental real estate business in Nonrecourse Loansfiguring your net earnings from

Nonrecourse loans are those liabilities of theself-employment on Schedule SE.
partnership for which no partner bears thePurpose of Form Once made, the election cannot be economic risk of loss.

Form 1065 is an information return used to revoked without IRS consent. If you and
report the income, gains, losses, your spouse filed a Form 1065 for the year Who Must Filedeductions, credits, etc., from the operation prior to the election, you do not need to
of a partnership. A partnership does not pay amend that return or file a final Form 1065

Domestic Partnershipstax on its income but “passes through” any for the year the election takes effect.
profits or losses to its partners. Partners However, the partnership terminates at the Except as provided below, every domestic
must include partnership items on their tax end of the tax year immediately preceding partnership must file Form 1065, unless it
returns. the year the election takes effect. neither receives income nor incurs any

-2- Instructions for Form 1065
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expenditures treated as deductions or allocable in the aggregate to direct U.S. • Returns with precomputed penalty and
credits for federal income tax purposes. partners at any time during its tax year, and interest, and

• The partnership is not a withholding • Returns with reasonable cause for failingEntities formed as LLCs that are
foreign partnership as defined in to file timely.classified as partnerships for federal income
Regulations section 1.1441-5(c)(2)(i).tax purposes must file Form 1065. For more details on electronic filing
Exception for foreign partnerships with using the Modernized e-file system, see:A religious or apostolic organization no U.S. partners. A return is not required • Publication 3112, IRS e-file Applicationexempt from income tax under section if: and Participation;501(d) must file Form 1065 to report its • The partnership had no ECI during its tax • Publication 4163, Modernized e-Filetaxable income, which must be allocated to year, (MeF) Information for Authorized IRS e-fileits members as a dividend, whether • The partnership had no U.S. partners at for Business Returns;distributed or not. Such an organization any time during its tax year, • Publication 4164, Modernized e-Filemust figure its taxable income on an • All required Forms 1042 and 1042-S were (MeF) Guide for Software Developers Andattachment to Form 1065 in the same filed by the partnership or another Transmitters;manner as a corporation. The organization withholding agent as required by • Publication 4505, Modernized e-File Testmay use Form 1120, U.S. Corporation Regulations section 1.1461-1(b) and (c), Package for Forms 1065/1065-B;Income Tax Return, for this purpose. Enter • The tax liability of each partner for • Form 8453-PE, U.S. Partnershipthe organization’s taxable income, if any, on amounts reportable under Regulations Declaration for an IRS e-file Return; andline 6a of Schedule K and each member’s sections 1.1461-1(b) and (c) has been fully • Form 8879-PE, IRS e-file Signaturepro rata share in box 6a of Schedule K-1. satisfied by the withholding of tax at the Authorization for Form 1065.Net operating losses are not deductible by source, and

the members but may be carried back or • The partnership is not a withholding For More Information on Filingforward by the organization under the rules foreign partnership as defined in
of section 172. The religious or apostolic ElectronicallyRegulations section 1.1441-5(c)(2)(i).
organization also must make its annual • Call the Electronic Filing Section at theA foreign partnership filing Form 1065information return available for public Ogden Service Center at 866-255-0654,solely to make an election (such as aninspection. For this purpose, “annual • Write to Internal Revenue Service, Ogdenelection to amortize organization expenses)information return” includes an exact copy of Submission Processing Center, 1065 e-fileneed only provide its name, address, andForm 1065 and all accompanying schedules Team, Stop 1056, Ogden, UT 84201, oremployer identification number (EIN) onand attachments, except Schedules K-1. For • Visit www.irs.gov/efile.page one of the form and attach a statementmore details, see Regulations section

citing “Regulations section301.6104(d)-1. Electronic Filing Waiver1.6031(a)-1(b)(5)” and identifying the
A qualifying syndicate, pool, joint election being made. A foreign partnership The IRS may waive the electronic filing rules

venture, or similar organization may elect filing Form 1065 solely to make an election if the partnership demonstrates that a
under section 761(a) not to be treated as a must obtain an EIN if it does not already hardship would result if it were required to
partnership for federal income tax purposes have one. file its return electronically. A partnership
and will not be required to file Form 1065 interested in requesting a waiver of the
except for the year of election. For details, mandatory electronic filing requirement mustTermination of the
see section 761(a) and Regulations section file a written request, and request one in the
1.761-2. Partnership manner prescribed by the Ogden

Submission Processing Center (OSPC).A partnership terminates when:An electing large partnership (as defined
in section 775) must file Form 1065-B, U.S. 1. All its operations are discontinued All written requests for waivers should be
Return of Income for Electing Large and no part of any business, financial mailed to: Internal Revenue Service, Ogden
Partnerships. operation, or venture is continued by any of Submission Processing Center, 1065 e-file

its partners in a partnership orReal estate mortgage investment Team, Stop 1057, Ogden, UT 84201.
2. At least 50% of the total interest inconduits (REMICs) must file Form 1066,

Contact OSPC at 866-255-0654 forpartnership capital and profits is sold orU.S. Real Estate Mortgage Investment
questions regarding the waiver proceduresexchanged within a 12-month period,Conduit (REMIC) Income Tax Return.
or process.including a sale or exchange to another

Certain publicly traded partnerships partner. See Regulations section
treated as corporations under section 7704 1.708-1(b)(1) and (2) for more details. When To Filemust file Form 1120.

Generally, a domestic partnership must fileThe partnership’s tax year ends on the
Form 1065 by the 15th day of the 4th monthForeign Partnerships date of termination. For purposes of 1
following the date its tax year ended asabove, the date of termination is the dateGenerally, a foreign partnership that has
shown at the top of Form 1065.the partnership winds up its affairs. Forgross income effectively connected with the

purposes of 2 above, the date of terminationconduct of a trade or business within the For partnerships that keep their records
is the date the partnership interest is sold orUnited States or has gross income derived and books of account outside the United
exchanged that, of itself or together withfrom sources in the United States must file States and Puerto Rico, an extension of
other sales or exchanges in the precedingForm 1065, even if its principal place of time to file and pay is granted to the 15th
12 months, transfers an interest of 50% orbusiness is outside the United States or all day of the 6th month following the close of
more in both partnership capital and profits.its members are foreign persons. A foreign the tax year. Do not file Form 7004,

partnership required to file a return generally Special rules apply in the case of a Application for Automatic Extension of Time
must report all of its foreign and U.S. source merger, consolidation, or division of a To File Certain Business Income Tax,
income. partnership. See Regulations sections Information, and Other Returns, if the

1.708-1(c) and (d) for details. partnership is taking this 2-month extensionA foreign partnership with U.S. source
of time to file and pay. Attach a statement toincome is not required to file Form 1065 if it
the partnership’s tax return stating that theElectronic Filingqualifies for either of the following two
partnership qualifies for the extension ofexceptions. Certain partnerships with more than 100
time to file and pay. If the partnership ispartners are required to file Form 1065,Exception for foreign partnerships with unable to file its return within the 2-monthSchedules K-1, and related forms andU.S. partners. A return is not required if: period, use Form 7004 to request anschedules electronically. Other partnerships• The partnership had no effectively additional 3-month extension.generally have the option to fileconnected income (ECI) during its tax year,

electronically.• The partnership had U.S. source income If the due date falls on a Saturday,
of $20,000 or less during its tax year, The option to file electronically does not Sunday, or legal holiday, file by the next day
• Less than 1% of any partnership item of apply to certain returns, including: that is not a Saturday, Sunday, or legal
income, gain, loss, deduction, or credit was • Bankruptcy returns, holiday.
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The 2008 Form 1065 may also be used • Sign the return in the space provided forPrivate Delivery Services
if: the preparer’s signature.

Partnerships can use certain private delivery • Fill in the other blanks in the “Paid1. The partnership has a tax year of lessservices designated by the IRS to meet the Preparer’s Use Only” area of the return.than 12 months that begins and ends in“timely mailing as timely filing/paying” rule • Give the partnership a copy of the return2009 andfor Form 1065. These private delivery in addition to the copy to be filed with the2. The 2009 Form 1065 is not availableservices include only the following. IRS.by the time the partnership is required to file• DHL Express (DHL): DHL Same Day
its return. Note. A paid preparer may sign original orService, DHL Next Day 10:30 am, DHL Next

amended returns by rubber stamp,Day 12:00 pm, DHL Next Day 3:00 pm, and
However, the partnership must show its mechanical device, or computer softwareDHL 2nd Day Service.

2009 tax year on the 2008 Form 1065 and program.• Federal Express (FedEx): FedEx Priority
incorporate any tax law changes that areOvernight, FedEx Standard Overnight,
effective for tax years beginning after 2008. Paid Preparer AuthorizationFedEx 2Day, FedEx International Priority,

If the partnership wants to allow the paidand FedEx International First.
preparer to discuss its 2008 Form 1065 withWho Must Sign• United Parcel Service (UPS): UPS Next
the IRS, check the “Yes” box in theDay Air, UPS Next Day Air Saver, UPS 2nd
signature area of the return. TheDay Air, UPS 2nd Day Air A.M., UPS General Partner or LLC Member
authorization applies only to the individualWorldwide Express Plus, and UPS Manager whose signature appears in the “PaidWorldwide Express.

Form 1065 is not considered to be a return Preparer’s Use Only” section of its return. ItThe private delivery service can tell you unless it is signed. One general partner or does not apply to the firm, if any, shown inhow to get written proof of the mailing date. LLC member manager must sign the return. the section.
When a return is made for a partnership byPrivate delivery services cannot If the “Yes” box is checked, the
a receiver, trustee or assignee, the fiduciarydeliver items to P.O. boxes. You partnership is authorizing the IRS to call the
must sign the return, instead of the generalmust use the U.S. Postal Service to paid preparer to answer any questions thatCAUTION

!
partner or LLC member manager. Returnsmail any item to an IRS P.O. box address. may arise during the processing of its return.
and forms signed by a receiver or trustee in The partnership is also authorizing the paid
bankruptcy on behalf of a partnership mustExtension of Time To File preparer to:
be accompanied by a copy of the order or • Give the IRS any information that isIf you need more time to file a partnership instructions of the court authorizing signing missing from its return,return, file Form 7004 to request a 5-month of the return or form. • Call the IRS for information about theextension of time to file. File Form 7004 by

processing of its return, andthe regular due date of the partnership Paid Preparer’s Information • Respond to certain IRS notices aboutreturn.
If a partner or an employee of the math errors and return preparation.
partnership completes Form 1065, the paidPeriod Covered The partnership is not authorizing thepreparer’s space should remain blank. InForm 1065 is an information return for paid preparer to bind the partnership toaddition, anyone who prepares Form 1065calendar year 2008 and fiscal years that anything or otherwise represent thebut does not charge the partnership shouldbegin in 2008 and end in 2009. For a fiscal partnership before the IRS. If thenot complete this section.year or a short tax year, fill in the tax year partnership wants to expand the paid

space at the top of Form 1065 and each Generally, anyone who is paid to prepare preparer’s authorization, see Pub. 947,
Schedule K-1. the partnership return must: Practice Before the IRS and Power of

Attorney.
The authorization cannot be revoked.Where To File However, the authorization will automatically

end no later than the due date (excludingFile Form 1065 at the applicable IRS address listed below. If Schedule M-3 is filed, Form 1065
extensions) for filing the 2009 return.must be filed at the Ogden Internal Revenue Service Center as shown below.

PenaltiesIf the partnership’s principal And the total assets at the
business, office, or agency end of the tax year (Form
is located in: 1065, page 1, item F) are: Late Filing of Return

Use the following address: A penalty is assessed against the
partnership if it is required to file aDepartment of the TreasuryConnecticut, Delaware, District Less than $10 million and partnership return and it (a) fails to file theInternal Revenue Service Centerof Columbia, Georgia, Illinois, Schedule M-3 is not filed return by the due date, including extensionsCincinnati, OH 45999-0011Indiana, Kentucky, Maine,
or (b) files a return that fails to show all theMaryland, Massachusetts,
information required, unless such failure isMichigan, New Hampshire,
due to reasonable cause. If the failure is dueNew Jersey, New York, North
to reasonable cause, attach an explanationCarolina, Ohio, Pennsylvania,

$10 million or more or Department of the Treasury to the partnership return. The penalty is $86Rhode Island, South Carolina,
less than $10 million and Internal Revenue Service Center for each month or part of a month (for aTennessee, Vermont, Virginia,

Schedule M-3 is filed Ogden, UT 84201-0011 maximum of 12 months) the failureWest Virginia, Wisconsin
continues, multiplied by the total number of

Alabama, Alaska, Arizona, persons who were partners in the
Arkansas, California, Colorado, partnership during any part of the
Florida, Hawaii, Idaho, Iowa, partnership’s tax year for which the return is
Kansas, Louisiana, Minnesota, due.Department of the TreasuryMississippi, Missouri, Montana, Any amount Internal Revenue Service CenterNebraska, Nevada, New Failure To Furnish InformationOgden, UT 84201-0011Mexico, North Dakota, TimelyOklahoma, Oregon, South

For each failure to furnish Schedule K-1 to aDakota, Texas, Utah,
partner when due and each failure to includeWashington, Wyoming
on Schedule K-1 all the information required

Internal Revenue Service Center to be shown (or the inclusion of incorrectA foreign country or U.S. Any amount P.O. Box 409101 information), a $50 penalty may be imposedpossession Ogden, UT 84409 with respect to each Schedule K-1 for which
a failure occurs. The maximum penalty is
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$100,000 for all such failures during a • Payment is received by the taxpayer securities or commodities, the trade or
calendar year. If the requirement to report and business for which the election is made.
correct information is intentionally 2. The amount can be determined with Except for new taxpayers, the statement
disregarded, each $50 penalty is increased reasonable accuracy. must be filed by the due date (not including
to $100 or, if greater, 10% of the aggregate extensions) of the income tax return for the

 See Regulations section 1.451-1(a) foramount of items required to be reported, tax year immediately preceding the election
details.and the $100,000 maximum does not apply. year and attached to that return, or, if

applicable, to a request for an extension ofGenerally, an accrual basis taxpayer can
time to file that return. For more details, seeTrust Fund Recovery Penalty deduct accrued expenses in the tax year in
Rev. Proc. 99-17, 1999-7 I.R.B. 52, andwhich:This penalty may apply if certain excise,
sections 475(e) and (f).• All events that determine the liability haveincome, social security, and Medicare taxes

occurred,that must be collected or withheld are not Change in accounting method.• The amount of the liability can be figuredcollected or withheld, or these taxes are not Generally, the partnership must get IRS
with reasonable accuracy, andpaid. These taxes are generally reported on: consent to change its method of accounting• Economic performance takes place with• Form 720, Quarterly Federal Excise Tax used to report income (for income as a
respect to the expense.Return; whole or for any material item). To do so, it

• Form 941, Employer’s QUARTERLY For property and service liabilities, for must file Form 3115, Application for Change
Federal Tax Return; example, economic performance occurs as in Accounting Method. See Form 3115.
• Form 943, Employer’s Annual Federal the property or service is provided. There Section 481(a) adjustment. The
Tax Return for Agricultural Employees; or are special economic performance rules for partnership may have to make an• Form 945, Annual Return of Withheld certain items, including recurring expenses. adjustment to prevent amounts of income or
Federal Income Tax. See section 461(h) and the related expenses from being duplicated. This is

regulations for the rules for determining called a section 481(a) adjustment. The The trust fund recovery penalty may be
when economic performance takes place. section 481(a) adjustment period isimposed on all persons who are determined
Nonaccrual experience method. Accrual generally 1 year for a net negativeby the IRS to have been responsible for
method partnerships are not required to adjustment and 4 years for a net positivecollecting, accounting for, and paying over
accrue certain amounts to be received from adjustment. However, a partnership maythese taxes, and who acted willfully in not
the performance of services that, on the elect to use a 1-year adjustment period fordoing so. The penalty is equal to the unpaid
basis of their experience, will not be positive adjustments if the net sectiontrust fund tax. See the Instructions for Form
collected, if: 481(a) adjustment for the accounting720, Pub. 15, (Circular E), Employer’s Tax
• The services are in the fields of health, method change is less than $25,000. TheGuide, or Pub. 51, (Circular A), Agricultural
law, engineering, architecture, accounting, partnership must complete the appropriateEmployer’s Tax Guide, for more details,
actuarial science, performing arts, or lines of Form 3115 to make the election.including the definition of a responsible
consulting orperson. Include any net positive section 481(a)• The partnership’s average annual gross adjustment on page 1, line 7. If the netreceipts for the 3 prior tax years does not section 481(a) adjustment is negative, reportAccounting Methods exceed $5 million. it on Form 1065, line 20.An accounting method is a set of rules used This provision does not apply to any

to determine when and how income and amount if interest is required to be paid on Accounting Periodsexpenditures are reported. Figure ordinary the amount or if there is any penalty for
business income using the method of A partnership is generally required to havefailure to timely pay the amount. For
accounting regularly used in keeping the one of the following tax years.information, see section 448(d)(5) and
partnership’s books and records. In all Regulations section 1.448-2. For reporting 1. The tax year of a majority of its
cases, the method used must clearly show requirements, see the instructions for line 1a partners (majority tax year).
taxable income. on page 15. 2. If there is no majority tax year, then

the tax year common to all of theGenerally, permissible methods include: Percentage of completion method.
partnership’s principal partners (partners• Cash, Long-term contracts (except for certain real
with an interest of 5% or more in the• Accrual, or property construction contracts) must
partnership profits or capital).• Any other method authorized by the generally be accounted for using the

3. If there is neither a majority tax yearInternal Revenue Code. percentage of completion method described
nor a tax year common to all principalin section 460. See section 460 and theGenerally, a partnership may not use the partners, then the tax year that results in theunderlying regulations for rules on long-termcash method of accounting if (a) it has at least aggregate deferral of income.contracts.least one corporate partner, average annual
Note. In determining the tax year of aMark-to-market accounting method.gross receipts of more than $5 million, and it
partnership under 1, 2, or 3 above, the taxDealers in securities must use theis not a farming business or (b) it is a tax
years of certain tax-exempt and foreignmark-to-market accounting methodshelter (as defined in section 448(d)(3)).
partners are disregarded. See Regulationsdescribed in section 475. Under thisSee section 448 for details.
section 1.706-1(b) for more details.method, any security that is inventory to theAccrual method. If inventories are dealer must be included in inventory at its 4. Some other tax year, if:required, an accrual method of accounting fair market value (FMV). Any security that is • The partnership can establish thatmust be used for sales and purchases of not inventory and that is held at the close of there is a business purpose for the tax year;merchandise. However, qualifying taxpayers the tax year is treated as sold at its FMV on • The partnership elects under sectionand eligible businesses of qualifying small the last business day of the tax year, and 444 to have a tax year other than a requiredbusiness taxpayers are excepted from using any gain or loss must be taken into account tax year by filing Form 8716, Election toan accrual method and may account for in determining gross income. The gain or Have a Tax Year Other Than a Requiredinventoriable items as materials and loss taken into account is generally treated Tax Year. For a partnership to have thissupplies that are not incidental. For more as ordinary gain or loss. For details, election in effect, it must make the paymentsdetails, see Schedule A. Cost of Goods including exceptions, see section 475, the required by section 7519 and file FormSold, on page 19. related regulations, and Rev. Rul. 97-39, 8752, Required Payment or Refund Under

1997-39 I.R.B. 4.Under the accrual method, an amount is Section 7519.
includible in income when: Dealers in commodities and traders in A section 444 election ends if a

1. All the events have occurred that fix securities and commodities can elect to use partnership changes its accounting period to
the right to receive the income, which is the the mark-to-market accounting method. To its required tax year or some other permitted
earliest of the date: make the election, the partnership must file year or it is penalized for willfully failing to

• Payment is earned through the a statement describing the election, the first comply with the requirements of section
required performance, tax year the election is to be effective, and, 7519. If the termination results in a short tax

• Payment is due to the taxpayer, or in the case of an election for traders in year, type or legibly print at the top of the
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first page of Form 1065 for the short tax cents when adding the amounts and round box G(5) on page 1. Attach a statement that
year, “SECTION 444 ELECTION off only the total. identifies the line number of each amended
TERMINATED”; or item, the corrected amount or treatment of

the item, and an explanation of the reasons• The partnership elects to use a 52-53
for each change. If the income, deductions,week tax year that ends with reference to Recordkeeping credits, or other information provided to anyeither its required tax year or a tax year

The partnership must keep its records as partner on Schedule K-1 is incorrect, file anelected under section 444.
long as they may be needed for the amended Schedule K-1 (Form 1065) for that
administration of any provision of the partner with the amended Form 1065. Also

Change of tax year. To change its tax Internal Revenue Code. If the consolidated give a copy of the amended Schedule K-1 to
year or to adopt or retain a tax year other audit procedures of sections 6221 through that partner. Check the “Amended K-1” box
than its required tax year, the partnership 6234 apply, the partnership usually must at the top of the Schedule K-1 to indicate
must file Form 1128, Application To Adopt, keep records that support an item of that it is an amended Schedule K-1.
Change, or Retain a Tax Year, unless the income, deduction, or credit on the Exception. If the partnership is filing an
partnership is making an election under partnership return for 3 years from the date amended partnership return and the
section 444. the return is due or is filed, whichever is partnership is subject to the consolidated

later. If the consolidated audit procedures do audit proceedings of sections 6221 through
not apply, these records usually must be 6234, the tax matters partner must file FormNote. The tax year of a common trust fund kept for 3 years from the date each partner’s 8082, Notice of Inconsistent Treatment ormust be the calendar year. return is due or is filed, whichever is later. It Administrative Adjustment Request (AAR).
must also keep records that verify the

A change to the partnership’s federalpartnership’s basis in property for as long as
return may affect its state return. ThisRounding Off to Whole they are needed to figure the basis of the
includes changes made as a result of anoriginal or replacement property.
examination of the partnership return by theDollars
IRS. For more information, contact the stateThe partnership can round off cents to The partnership should also keep copies tax agency for the state in which thewhole dollars on its return and schedules. If of all returns it has filed. They help in partnership return is filed.the partnership does round to whole dollars, preparing future returns and in making

it must round all amounts. To round, drop computations when filing an amended
amounts under 50 cents and increase return.
amounts from 50 to 99 cents to the next
dollar. For example, $1.39 becomes $1 and
$2.50 becomes $3.

Amended Return
If two or more amounts must be added to To correct an error on a Form 1065 already

figure the amount to enter on a line, include filed, file an amended Form 1065 and check

Other Forms, Returns, And Statements That May Be Required
Form, Return or Statement Use this to—

W-2 and W-3—Wage and Tax Statement; and Transmittal of Report wages, tips, other compensation, and withheld income, social security and Medicare
Wage and Tax Statements taxes for employees.

720—Quarterly Federal Excise Tax Return Report and pay environmental excise taxes, communications and air transportation taxes,
fuel taxes, manufacturers taxes, ship passenger tax, and certain other excise taxes. Also
see Trust Fund Recovery Penalty on page 5.

940—Employer’s Annual Federal Unemployment (FUTA) Tax Report and pay FUTA tax.
Return

941—Employer’s QUARTERLY Federal Tax Return Report quarterly income tax withheld on wages and employer and employee social security
and Medicare taxes. Also see Trust Fund Recovery Penalty on page 5.

943—Employer’s Annual Federal Tax Return for Agricultural Report income tax withheld and employer and employee social security and Medicare taxes
Employees on farmworkers. Also see Trust Fund Recovery Penalty on page 5.

945—Annual Return of Withheld Federal Income Tax Report income tax withheld from nonpayroll payments, including pensions, annuities,
individual retirement accounts (IRAs), gambling winnings, and backup withholding. Also see
Trust Fund Recovery Penalty on page 5.

1042 and 1042-S—Annual Withholding Tax Return for U.S. Report and send withheld tax on payments or distributions made to nonresident alien
Source Income of Foreign Persons; and Foreign Person’s U.S. individuals, foreign partnerships, or foreign corporations to the extent these payments or
Source Income Subject to Withholding distributions constitute gross income from sources within the United States that is not

effectively connected with a U.S. trade or business. A domestic partnership must also
withhold tax on a foreign partner’s distributive share of such income, including amounts that
are not actually distributed. Withholding on amounts not previously distributed to a foreign
partner must be made and paid over by the earlier of:
• The date on which Schedule K-1 is sent to that partner or
• The 15th day of the 3rd month after the end of the partnership’s tax year.
For more details, see sections 1441 and 1442 and Pub. 515, Withholding of Tax on
Nonresident Aliens and Foreign Entities.

1042-T—Annual Summary and Transmittal of Forms 1042-S Transmit paper Forms 1042-S to the IRS.

1096—Annual Summary and Transmittal of U.S. Information Transmit paper Forms 1099, 1098, 5498, and W-2G to the IRS.
Returns

1098—Mortgage Interest Statement Report the receipt from any individual of $600 or more of mortgage interest (including certain
points) in the course of the partnership’s trade or business.
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Form, Return or Statement Use this to—

1099-A, B, C, INT, LTC, MISC, OID, R, S, and SA Report the following:
• Acquisitions or abandonments of secured property;

Important. Every partnership must file Forms 1099-MISC if, in • Proceeds from broker and barter exchange transactions;the course of its trade or business, it makes payments of rents,
• Cancellation of debts;commissions, or other fixed or determinable income (see
• Interest payments;section 6041) totaling $600 or more to any one person during

the calendar year. • Payments of long-term care and accelerated death benefits;
• Miscellaneous income payments;
• Original issue discount;
• Distributions from pensions, annuities, retirement or profit-sharing plans, IRAs, insurance
contracts, etc.;
• Proceeds from real estate transactions; and
• Distributions from an HSA, Archer MSA, or Medicare Advantage MSA.
Also use these returns to report amounts received as a nominee for another person. For
more details, see the General Instructions for Forms 1099, 1098, 5498, and W-2G.

5471—Information Return of U.S. Persons With Respect To A partnership may have to file Form 5471 if it:
Certain Foreign Corporations • Controls a foreign corporation; or

• Acquires, disposes of, or owns 10% or more in value of the outstanding stock of a foreign
corporation; or
• Owns stock in a corporation that is a controlled foreign corporation for an uninterrupted
period of 30 days or more during any tax year of the foreign corporation, and it owned that
stock on the last day of that year.

5713—International Boycott Report Report operations in, or related to, a “boycotting” country, company, or national of a country
and to figure the loss of certain tax benefits. The partnership must give each partner a copy
of the Form 5713 filed by the partnership if there has been participation in, or cooperation
with, an international boycott.

8275—Disclosure Statement Disclose items or positions, except those contrary to a regulation, that are not otherwise
adequately disclosed on a tax return. The disclosure is made to avoid the parts of the
accuracy-related penalty imposed for disregard of rules or substantial understatement of tax.
Also use Form 8275 for disclosures relating to preparer penalties for understatements due to
unrealistic positions or disregard of rules.

8275-R—Regulation Disclosure Statement Disclose any item on a tax return for which a position has been taken that is contrary to
Treasury regulations.

8288 and 8288-A—U.S. Withholding Tax Return for Report and send withheld tax on the sale of U.S. real property by a foreign person. See
Dispositions by Foreign Persons of U.S. Real Property section 1445 and the related regulations for additional information.
Interests; and Statement of Withholding on Dispositions by
Foreign Persons of U.S. Real Property Interests

8300—Report of Cash Payments Over $10,000 Received in a Report the receipt of more than $10,000 in cash or foreign currency in one transaction or a
Trade or Business series of related transactions.

8308—Report of a Sale or Exchange of Certain Partnership Report the sale or exchange by a partner of all or part of a partnership interest where any
Interests money or other property received in exchange for the interest is attributable to unrealized

receivables or inventory items.

8594—Asset Acquisition Statement Under Section 1060 Report a sale of assets if goodwill or going concern value attaches, or could attach, to such
assets. Both the seller and buyer of a group of assets that makes up a trade or business
must use this form.

8697—Interest Computation Under the Look-Back Method for Figure the interest due or to be refunded under the look-back method of section 460(b)(2) on
Completed Long-Term Contracts certain long-term contracts that are accounted for under either the percentage of

completion-capitalized cost method or the percentage of completion method. Partnerships
that are not closely held use this form. Closely held partnerships should see the instructions
beginning on page 36 for line 20c, Look-back interest—completed long-term contracts
(code J), for details on the Form 8697 information they must provide to their partners.

8804, 8805, and 8813—Annual Return for Partnership Figure and report the withholding tax on the distributive shares of any effectively connected
Withholding Tax (Section 1446); Foreign Partner’s Information gross income for foreign partners. This is done on Forms 8804 and 8805. Use Form 8813 to
Statement of Section 1446 Withholding Tax; and Partnership send installment payments of withheld tax based on effectively connected taxable income
Withholding Tax Payment Voucher (Section 1446) allocable to foreign partners.

Exception. Publicly traded partnerships that do not elect to pay tax based on effectively
connected taxable income do not file these forms. They must instead withhold tax on
distributions to foreign partners and report and send payments using Forms 1042 and
1042-S. See Regulations sections 1.1446-4, for more information.

8832—Entity Classification Election File an election to make a change in classification. Except for a business entity automatically
classified as a corporation, a business entity with at least two members may choose to be
classified either as a partnership or an association taxable as a corporation. A domestic
eligible entity with at least two members that does not file Form 8832 is classified under the
default rules as a partnership. However, a foreign eligible entity with at least two members is
classified under the default rules as a partnership only if at least one member does not have
limited liability. File Form 8832 only if the entity does not want to be classified under these
default rules or if it wants to change its classification.
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Form, Return or Statement Use this to—

8865—Return of U.S. Person With Respect to Certain Foreign Report an interest in a foreign partnership. A domestic partnership may have to file Form
Partnerships 8865 if it:

1. Controlled a foreign partnership (that is, it owned more than 50% direct or indirect
interest in the partnership).

2. Owned at least a 10% direct or indirect interest in a foreign partnership while U.S.
persons controlled that partnership.

3. Had an acquisition, disposition, or change in proportional interest of a foreign
partnership that:

a. Increased its direct interest to at least 10% or reduced its direct interest of at least
10% to less than 10% or

b. Changed its direct interest by at least a 10% interest.
4. Contributed property to a foreign partnership in exchange for a partnership interest if:
a. Immediately after the contribution, the partnership directly or indirectly owned at least

a 10% interest in the foreign partnership or
 b. The FMV of the property the partnership contributed to the foreign partnership in

exchange for a partnership interest exceeds $100,000, when added to other contributions of
property made to the foreign partnership (by the partnership or a related person) during the
preceding 12-month period.

Also, the domestic partnership may have to file Form 8865 to report certain dispositions by a
foreign partnership of property it previously contributed to that partnership if it was a partner
at the time of the disposition. For more details, including penalties for failing to file Form
8865, see Form 8865 and its separate instructions.

8866—Interest Computation Under the Look-Back Method for Figure the interest due or to be refunded under the look-back method of section 167(g)(2) for
Property Depreciated Under the Income Forecast Method certain property placed in service after September 13, 1995, depreciated under the income

forecast method. Partnerships that are not closely held use this form. Closely held
partnerships should see the instructions on page 36 for line 20c, Look-back
interest—income forecast method (code K), of Schedule K-1 for details on the Form 8866
information they must provide to their partners.

8876—Excise Tax on Structured Settlement Factoring Report and pay the 40% excise tax imposed under section 5891.
Transactions

8886—Reportable Transaction Disclosure Statement Disclose information for each reportable transaction in which the partnership participated.
Form 8886 must be filed for each tax year the partnership participated in the reportable
transaction. The partnership may have to pay a penalty if it’s required to file Form 8886 and
does not do so. The following are reportable transactions.

1. Any listed transaction, which is a transaction that is the same as or substantially
similar to tax avoidance transactions identified by the IRS.

2. Any transaction offered under conditions of confidentiality for which the partnership
paid an adviser a fee of at least $50,000 ($250,000 for partnerships if all partners are
corporations).

3. Certain transactions for which the partnership has contractual protection against
disallowance of the tax benefits.

4. Certain transactions resulting in a loss of at least $2 million in any single year or $4
million in any combination of years.

5. Any transaction identified by the IRS in published guidance as a “transaction of
interest” (a transaction that the IRS believes has a potential for tax avoidance or evasion, but
has not yet been identified as a listed transaction.)

See Regulations section 1.6011-4 and the instructions on page 37 for line 20c, Other
information (code X), for more information.

8925—Report of Employer-Owned Life Insurance Contracts Report the number of employees covered by employer-owned life insurance contracts and
the total amount of employer-owned life insurance.

8918—Material Advisor Disclosure Statement Material advisors who provide material aid, assistance, or advice with respect to any
reportable transaction must file Form 8918 to disclose reportable transactions in accordance
with Regulations section 301.6111-3. Form 8918 replaces Form 8264, which was previously
used to disclose this information.

Statement of section 743(b) basis adjustments Report the adjustment of basis under section 743(b). If the partnership is required to adjust
the basis of partnership properties under section 743(b) because of a section 754 election or
because of a substantial built-in loss as defined in section 743(d) on the sale or exchange of
a partnership interest or on the death of a partner, the partnership must attach a statement
to its return for the year of the transfer. The statement must list:

1. The name and identifying number of the transferee partner,
2. The computation of the adjustment, and
3. The partnership properties to which the adjustment has been allocated.

See section 743 and Elections Made by the Partnership on page 9 for more information.
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The partnership can get an automaticAssembling the Return Contributions to the12-month extension to make the section 754
When submitting Form 1065, organize the election provided corrective action is taken Partnership
pages of the return in the following order: within 12 months of the original deadline for

Generally, no gain (loss) is recognized to• Pages 1-5, making the election. For details, see the partnership or any of the partners when• Schedule F (if required), Regulations section 301.9100-2. property is contributed to the partnership in• Form 8825 (if required), See section 754 and the related exchange for an interest in the partnership.• Any other schedules in alphabetical order, regulations for more information. This rule does not apply to any gain realizedand
If there is a distribution of property on a transfer of property to a partnership• Any other forms in numerical order.

consisting of an interest in another that would be treated as an investment
Complete every applicable entry space partnership, see section 734(b). company (within the meaning of section

on Form 1065 and Schedule K-1. Do not 351) if the partnership were incorporated. If,The partnership is required to attach a
enter “See attached” instead of completing as a result of a transfer of property to astatement for any section 743(b) basis
the entry spaces. Penalties may be partnership, there is a direct or indirectadjustments. See below for details.
assessed if the partnership files an transfer of money or other property to the5. Section 743(e) (electing investmentincomplete return. If you need more space transferring partner, the partner may have topartnership).on the forms or schedules, attach separate recognize gain on the exchange.
sheets and place them at the end of the

The basis to the partnership of propertyreturn using the same size and format as on Effect of Section 743(b) Basis contributed by a partner is the adjustedthe printed forms. Show the totals on the
basis in the hands of the partner at the timeAdjustment on Partnershipprinted forms. Also be sure to put the
it was contributed, plus any gain recognizedpartnership’s name and EIN on each Items (under section 721(b)) by the partner at thatsupporting statement or attachment. If the basis of partnership property has been time. See section 723 for more information.

adjusted for a transferee partner under
Elections Made by the section 743(b), the partnership must adjust Dispositions of

the transferee’s distributive share of thePartnership Contributed Propertyitems of partnership income, deduction,
Generally, the partnership decides how to gain, or loss in accordance with Regulations Generally, if the partnership disposes of
figure taxable income from its operations. section 1.743-1(j)(3) and (4). These property contributed to the partnership by a
For example, it chooses the accounting adjustments (other than adjustments to partner, income, gain, loss, and deductions
method and depreciation methods it will use. depletable oil and gas property allocable to from that property must be allocated among
The partnership also makes elections under the partner under section 613A(c)(7)(D)) the partners to take into account the
the following sections: must be reported on Schedule K and the difference between the property’s basis and

1. Section 179 (election to expense transferee partner’s Schedule K-1. Report its FMV at the time of the contribution.
certain property). the adjustments on an attached statement to However, if the adjusted basis of the

2. Section 614 (definition of Schedule K-1 using the codes for Other contributed property exceeds its fair market
property—mines, wells, and other natural Income or Other Deductions. Identify the value at the time of the contribution, the
deposits). This election must be made partnership item being adjusted and the built-in loss can only be taken into account
before the partners figure their individual amount of the adjustment. If the adjustments by the contributing partner. For all other
depletion allowances under section are to partnership items from more than one partners, the basis of the property in the
613A(c)(7)(D). trade or business, report the adjustments hands of the partnership is treated as equal

3. Section 1033 (involuntary separately for each activity. Section 743(b) to its fair market value at the time of the
conversions). adjustments do not affect the transferee’s contribution (see section 704(c)(1)(C)).

4. Section 754 (manner of electing capital account. For property contributed to theoptional adjustment to basis of partnership
partnership, the contributing partner mustproperty).
recognize gain or loss on a distribution ofElections Made by EachUnder section 754, a partnership may the property to another partner within 7

elect to adjust the basis of partnership years of being contributed. The gain or lossPartnerproperty when property is distributed or is equal to the amount that the contributing
Elections under the following sections arewhen a partnership interest is transferred. If partner should have recognized if the
made by each partner separately on thethe election is made with respect to a property had been sold for its FMV when
partner’s tax return.transfer of a partnership interest (section distributed, because of the difference

743(b)) and the assets of the partnership 1. Section 59(e) (election to deduct between the property’s basis and its FMV at
constitute a trade or business for purposes ratably certain qualified expenditures such the time of contribution.
of section 1060(c), then the value of any as intangible drilling costs, mining See section 704(c) for details and othergoodwill transferred must be determined in exploration expenses, or research and rules on dispositions of contributed property.the manner provided in Regulations section experimental expenditures). See section 724 for the character of any1.1060-1. Once an election is made under 2. Section 108 (income from discharge gain or loss recognized on the disposition ofsection 754, it applies both to all of indebtedness). unrealized receivables, inventory items, ordistributions and to all transfers made during

3. Section 617 (deduction and recapture capital loss property contributed to thethe tax year and in all subsequent tax years
of certain mining exploration expenditures partnership by a partner.unless the election is revoked. See
paid or incurred).Regulations section 1.754-1(c).

4. Section 901 (foreign tax credit). Recognition ofThis election must be made in a
statement that is filed with the partnership’s Precontribution Gain on
timely filed return (including any extension)
for the tax year during which the distribution Partner’s Dealings With Certain Partnership
or transfer occurs. The statement must Partnership Distributionsinclude:

If a partner engages in a transaction with his• The name and address of the A partner who contributes appreciated
or her partnership, other than in his or herpartnership, property to the partnership must include in
capacity as a partner, the partner is treated• A declaration that the partnership income any precontribution gain to the
as not being a member of the partnership forelects under section 754 to apply the extent the FMV of other property (other than
that transaction. Special rules apply to salesprovisions of section 734(b) and section money) distributed to the partner by the
or exchanges of property between743(b), and partnership exceeds the adjusted basis of
partnerships and certain persons, as• The signature of a partner authorized his or her partnership interest just before the
explained in Pub. 541, Partnerships.to sign the partnership return. distribution. Precontribution gain is the net
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gain, if any, that would have been partnership had more than one activity, it separately meet both of the above
recognized under section 704(c)(1)(B) if the must report information for each activity on conditions, without taking into account
partnership had distributed to another an attachment to Schedules K and K-1. services performed by the other spouse.
partner all the property that had been A real property trade or business is anyGenerally, passive activities include (a)
contributed to the partnership by the real property development, redevelopment,activities that involve the conduct of a trade
distributee partner within 7 years of the construction, reconstruction, acquisition,or business if the partner does not materially
distribution and that was held by the conversion, rental, operation, management,participate in the activity and (b) all rental
partnership just before the distribution. leasing, or brokerage trade or business.activities (defined beginning on page 10)

Services the partner performed as anAppropriate basis adjustments are to be regardless of the partner’s participation. For
employee are not treated as performed in amade to the adjusted basis of the distributee exceptions, see Activities That Are Not
real property trade or business unless he orpartner’s interest in the partnership and the Passive Activities below. The level of each
she owned more than 5% of the stock (orpartnership’s basis in the contributed partner’s participation in an activity must be
more than 5% of the capital or profitsproperty to reflect the gain recognized by determined by the partner.
interest) in the employer.the partner. The passive activity rules provide that 3. An interest in an oil or gas well drilledFor more details and exceptions, see losses and credits from passive activities or operated under a working interest if atPub. 541. can generally be applied only against any time during the tax year the partner heldincome and tax from passive activities. the working interest directly or through anThus, passive losses and credits cannot beUnrealized Receivables entity that did not limit the partner’s liabilityapplied against income from salaries, (for example, an interest as a generaland Inventory Items wages, professional fees, or a business in partner). This exception applies regardlesswhich the taxpayer materially participates;Generally, if a partner sells or exchanges a of whether the partner materiallyagainst “portfolio income” (defined on pagepartnership interest where unrealized participated for the tax year.11); or against the tax related to any ofreceivables or inventory items are involved, 4. The rental of a dwelling unit used by athese types of income.the transferor partner must notify the partner for personal purposes during the

partnership, in writing, within 30 days of the Special provisions apply to certain year for more than the greater of 14 days or
exchange. The partnership must then file activities. First, the passive activity 10% of the number of days that the
Form 8308, Report of a Sale or Exchange of limitations must be applied separately with residence was rented at fair rental value.
Certain Partnership Interests. respect to a net loss from passive activities 5. An activity of trading personal

held through a publicly traded partnership.If a partnership distributes unrealized property for the account of owners of
Second, special rules require that netreceivables or substantially appreciated interests in the activity. For purposes of this
income from certain activities that wouldinventory items in exchange for all or part of rule, personal property means property that
otherwise be treated as passive incomea partner’s interest in other partnership is actively traded, such as stocks, bonds,
must be recharacterized as nonpassiveproperty (including money), treat the and other securities. See Temporary
income for purposes of the passive activitytransaction as a sale or exchange between Regulations section 1.469-1T(e)(6).
limitations.the partner and the partnership. Treat the

partnership gain (loss) as ordinary business To allow each partner to correctly apply Trade or Business Activities
income (loss). The income (loss) is specially the passive activity limitations, the A trade or business activity is an activityallocated only to partners other than the partnership must report income or loss and (other than a rental activity or an activitydistributee partner. credits separately for each of the following: treated as incidental to an activity of holding

trade or business activities, rental realIf a partnership gives other property property for investment) that:
estate activities, rental activities other than(including money) for all or part of that 1. Involves the conduct of a trade orrental real estate, and portfolio income.partner’s interest in the partnership’s business (within the meaning of sectionunrealized receivables or substantially 162),Activities That Are Not Passiveappreciated inventory items, treat the 2. Is conducted in anticipation of startingtransaction as a sale or exchange of the Activities a trade or business, orproperty. The following are not passive activities. 3. Involves research or experimental

See Rev. Rul. 84-102, 1984-2 C.B. 119, expenditures deductible under section 1741. Trade or business activities in which
for information on the tax consequences that (or that would be if you chose to deductthe partner materially participated for the tax
result when a new partner joins a rather than capitalize them).year.
partnership that has liabilities and unrealized 2. Any rental real estate activity in which
receivables. Also see Pub. 541 for more If the partner does not materiallythe partner materially participated if the
information on unrealized receivables and participate in the activity, a trade or businesspartner met both of the following conditions
inventory items. activity held through a partnership isfor the tax year.

generally a passive activity of the partner.
a. More than half of the personalPassive Activity Each partner must determine if theservices the partner performed in trades or

partner materially participated in an activity.businesses were performed in real propertyLimitations As a result, while the partnership’s ordinarytrades or businesses in which he or she
In general, section 469 limits the amount of business income (loss) is reported on pagematerially participated.
losses, deductions, and credits that partners 1 of Form 1065, the specific income andb. The partner performed more than 750
can claim from “passive activities.” The deductions from each separate trade orhours of services in real property trades or
passive activity limitations do not apply to business activity must be reported onbusinesses in which he or she materially
the partnership. Instead, they apply to each attachments to Form 1065. Similarly, whileparticipated.
partner’s share of any income or loss and each partner’s allocable share of theNote. For a partner that is a closely held Ccredit attributable to a passive activity. partnership’s ordinary business incomecorporation (defined in section 465(a)(1)(B)),Because the treatment of each partner’s (loss) is reported in box 1 of Schedule K-1,the above conditions are treated as met ifshare of partnership income or loss and each partner’s allocable share of the incomemore than 50% of the corporation’s grosscredit depends on the nature of the activity and deductions from each trade or businessreceipts are from real property trades orthat generated it, the partnership must activity must be reported on attachments tobusinesses in which the corporationreport income or loss and credits separately each Schedule K-1. See Passive Activitymaterially participated.for each activity. Reporting Requirements on page 13 for

For purposes of this rule, each interest in more information.The following instructions and the
rental real estate is a separate activity,instructions for Schedules K and K-1 (pages
unless the partner elects to treat all interests Rental Activities23–38) explain the applicable passive
in rental real estate as one activity.activity limitation rules and specify the type Generally, except as noted below, if the

of information the partnership must provide If the partner is married filing jointly, gross income from an activity consists of
to its partners for each activity. If the either the partner or his or her spouse must amounts paid principally for the use of real
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or personal tangible property held by the property substantially beyond the average Partners who actively participate in a
partnership, the activity is a rental activity. rental period. rental real estate activity may be able to

• Services provided in connection with the deduct part or all of their rental real estateThere are several exceptions to this use of any improved real property that are losses (and the deduction equivalent ofgeneral rule. Under these exceptions, an similar to those commonly provided in rental real estate credits) against income (oractivity involving the use of real or personal connection with long-term rentals of tax) from nonpassive activities. Thetangible property is not a rental activity if any high-grade commercial or residential combined amount of rental real estateof the following apply. property. Examples include cleaning and losses and the deduction equivalent of• The average period of customer use maintenance of common areas, routine rental real estate credits from all sources(defined below) for such property is 7 days repairs, trash collection, elevator service, (including rental real estate activities notor less. and security at entrances. held through the partnership) that may be• The average period of customer use for claimed is limited to $25,000. This $25,000Extraordinary personal services.such property is 30 days or less and amount is generally reduced for high-incomeServices provided in connection with makingsignificant personal services (defined below) partners.rental property available for customer useare provided by or on behalf of the
are extraordinary personal services only if Report rental real estate activity incomepartnership.
the services are performed by individuals (loss) on Form 8825, Rental Real Estate• Extraordinary personal services (defined
and the customers’ use of the rental Income and Expenses of a Partnership orbelow) are provided by or on behalf of the
property is incidental to their receipt of the an S Corporation, and line 2 of Schedule Kpartnership.
services. and box 2 of Schedule K-1, rather than on• The rental of such property is treated as

page 1 of Form 1065. Report credits relatedincidental to a nonrental activity of the For example, a patient’s use of a hospital
to rental real estate activities on lines 15cpartnership under Temporary Regulations room generally is incidental to the care
and 15d of Schedule K (box 15, codes Csection 1.469-1T(e)(3)(vi) and Regulations received from the hospital’s medical staff.
and D, of Schedule K-1) and low-incomesection 1.469-1(e)(3)(vi)(D). Similarly, a student’s use of a dormitory
housing credits on lines 15a and 15b of• The partnership customarily makes the room in a boarding school is incidental to
Schedule K (box 15, codes A and B ofproperty available during defined business the personal services provided by the
Schedule K-1).hours for nonexclusive use by various school’s teaching staff.

customers. See the instructions on page 25 for LineRental activity incidental to a nonrental• The partnership provides property for use 3. Other Net Rental Income (Loss) foractivity. An activity is not a rental activity if
in a nonrental activity of a partnership or reporting other net rental income (loss) otherthe rental of the property is incidental to a
joint venture in its capacity as an owner of than rental real estate.nonrental activity, such as the activity of
an interest in such partnership or joint holding property for investment, a trade or
venture. Whether the partnership provides Portfolio Incomebusiness activity, or the activity of dealing in
property used in an activity of another property. Generally, portfolio income includes allpartnership or of a joint venture in the gross income, other than income derived inRental of property is incidental to anpartnership’s capacity as an owner of an the ordinary course of a trade or business,activity of holding property for investment ifinterest in the partnership or joint venture is that is attributable to interest; dividends;both of the following apply.determined on the basis of all the facts and royalties; income from a real estate• The main purpose for holding the propertycircumstances. investment trust, a regulated investmentis to realize a gain from the appreciation of

In addition, a guaranteed payment company, a real estate mortgage investmentthe property.
described in section 707(c) is not income conduit, a common trust fund, a controlled• The gross rental income from such
from a rental activity under any foreign corporation, a qualified electing fund,property for the tax year is less than 2% of
circumstances. or a cooperative; income from thethe smaller of the property’s unadjusted

disposition of property that produces incomebasis or its fair market value.Average period of customer use. Figure
of a type defined as portfolio income; andthe average period of customer use for a Rental of property is incidental to a trade income from the disposition of property heldclass of property by dividing the total or business activity if all of the following for investment. See Self-Charged Interestnumber of days in all rental periods by the apply. on page 12 for an exception.number of rentals during the tax year. If the • The partnership owns an interest in the

Solely for purposes of the precedingactivity involves renting more than one class trade or business at all times during the
paragraph, gross income derived in theof property, multiply the average period of year.
ordinary course of a trade or businesscustomer use of each class by the ratio of • The rental property was mainly used in
includes (and portfolio income, therefore,the gross rental income from that class to the trade or business activity during the tax
does not include) the following types ofthe activity’s total gross rental income. The year or during at least 2 of the 5 preceding
income.activity’s average period of customer use tax years.
• Interest income on loans and investmentsequals the sum of these class-by-class • The gross rental income from the property
made in the ordinary course of a trade oraverage periods weighted by gross income. for the tax year is less than 2% of the
business of lending money.See Regulations section 1.469-1(e)(3)(iii). smaller of the property’s unadjusted basis or
• Interest on accounts receivable arisingits fair market value.Significant personal services. Personal from the performance of services or the saleThe sale or exchange of property that isservices include only services performed by of property in the ordinary course of a tradealso rented during the tax year (in whichindividuals. To determine if personal or business of performing such services orgain or loss is recognized) is treated asservices are significant personal services, selling such property, but only if credit isincidental to the activity of dealing inconsider all the relevant facts and customarily offered to customers of theproperty if, at the time of the sale orcircumstances. Relevant facts and business.exchange, the property was held primarilycircumstances include: • Income from investments made in thefor sale to customers in the ordinary course• How often the services are provided, ordinary course of a trade or business ofof the partnership’s trade or business.• The type and amount of labor required to furnishing insurance or annuity contracts orperform the services, and See Temporary Regulations section reinsuring risks underwritten by insurance• The value of the services in relation to the 1.469-1T(e)(3) and Regulations section companies.amount charged for use of the property. 1.469-1(e)(3) for more information on the • Income or gain derived in the ordinary

definition of rental activities for purposes ofThe following services are not course of an activity of trading or dealing in
the passive activity limitations.considered in determining whether personal any property if such activity constitutes a

services are significant. Reporting of rental activities. In reporting trade or business (unless the dealer held the
• Services necessary to permit the lawful the partnership’s income or losses and property for investment at any time before
use of the rental property. credits from rental activities, the partnership such income or gain is recognized).
• Services performed in connection with must separately report rental real estate • Royalties derived by the taxpayer in the
improvements or repairs to the rental activities and rental activities other than ordinary course of a trade or business of
property that extend the useful life of the rental real estate activities. licensing intangible property.
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• Amounts included in the gross income of • A movie theater activity and a bakery Income from the following six sources is
a patron of a cooperative by reason of any activity. subject to recharacterization.
payment or allocation to the patron based • A Baltimore activity and a Philadelphia Note. Any net passive income
on patronage occurring with respect to a activity. recharacterized as nonpassive income is
trade or business of the patron. • Four separate activities. treated as investment income for purposes• Other income identified by the IRS as of figuring investment interest expenseOnce the partnership chooses a groupingincome derived by the taxpayer in the limitations if it is from (a) an activity ofunder these rules, it must continue usingordinary course of a trade or business. renting substantially nondepreciablethat grouping in later tax years unless a

property from an equity-financed lendingSee Temporary Regulations section material change in the facts and
activity or (b) an activity related to an1.469-2T(c)(3) for more information on circumstances makes it clearly
interest in a pass-through entity thatportfolio income. inappropriate.
licenses intangible property.

Report portfolio income and related The IRS may regroup the partnership’s
Significant participation passivedeductions on Schedule K rather than on activities if the partnership’s grouping fails to
activities. A significant participationpage 1 of Form 1065. reflect one or more appropriate economic
passive activity is any trade or businessunits and one of the primary purposes of theSelf-Charged Interest activity in which the partner participated forgrouping is to avoid the passive activity
more than 100 hours during the tax year butCertain self-charged interest income and limitations.
did not materially participate. Because eachdeductions may be treated as passive

Limitation on grouping certain activities. partner must determine the partner’s level ofactivity gross income and passive activity
The following activities may not be grouped participation, the partnership will not be abledeductions if the loan proceeds are used in
together. to identify significant participation passivea passive activity. Generally, self-charged

activities.interest income and deductions result from 1. A rental activity with a trade or
loans between the partnership and its business activity unless the activities being Certain nondepreciable rental property
partners. It also includes loans between the grouped together make up an appropriate activities. Net passive income from a
partnership and another partnership if each economic unit and: rental activity is nonpassive income if less
owner in the borrowing entity has the same than 30% of the unadjusted basis of thea. The rental activity is insubstantial
proportional ownership interest in the property used or held for use by customersrelative to the trade or business activity or
lending entity. in the activity is subject to depreciationvice versa or

under section 167.b. Each owner of the trade or business The self-charged interest rules do not
activity has the same proportionateapply to a partner’s interest in a partnership Passive equity-financed lending
ownership interest in the rental activity. If so,if the partnership makes an election under activities. If the partnership has net
the portion of the rental activity involving theRegulations section 1.469-7(g) to avoid the income from a passive equity-financed
rental of property to be used in the trade orapplication of these rules. To make the lending activity, the smaller of the net
business activity may be grouped with theelection, the partnership must attach to its passive income or the equity-financed
trade or business activity.original or amended Form 1065, a statement interest income from the activity is

2. An activity involving the rental of realthat includes the name, address, and EIN of nonpassive income.
property with an activity involving the rentalthe partnership and a declaration that the Note. The amount of income from theof personal property (except personalelection is being made under Regulations activities in paragraphs 1 through 3 that anyproperty provided in connection with the realsection 1.469-7(g). The election will apply to partner will be required to recharacterize asproperty or vice versa).the tax year in which it was made and all nonpassive income may be limited under3. Any activity with another activity in asubsequent tax years. Once made, the Temporary Regulations sectiondifferent type of business and in which theelection may only be revoked with the 1.469-2T(f)(8). Because the partnership willpartnership holds an interest as a limitedconsent of the IRS. not have information regarding all of apartner or as a limited entrepreneur (as partner’s activities, it must identify allFor more details on the self-charged defined in section 464(e)(2)) if that other partnership activities meeting the definitionsinterest rules, see Regulations section activity engages in holding, producing, or in paragraphs 2 and 3 as activities that may1.469-7. distributing motion picture films or be subject to recharacterization.videotapes; farming; leasing section 1245Grouping Activities Rental of property incidental to aproperty; or exploring for or exploiting oil

Generally, one or more trade or business or development activity. Net rental activityand gas resources or geothermal deposits.
rental activities may be treated as a single income is the excess of passive activity
activity if the activities make up an gross income from renting or disposing ofActivities conducted through other
appropriate economic unit for measurement property over passive activity deductionspartnerships. Once a partnership
of gain or loss under the passive activity (current year deductions and prior yeardetermines its activities under these rules,
rules. Whether activities make up an unallowed losses) that are reasonablythe partnership as a partner may use these
appropriate economic unit depends on all allocable to the rented property. Net rentalrules to group those activities with:
the relevant facts and circumstances. The activity income is nonpassive income for a• Each other,
factors given the greatest weight in partner if all of the following apply.• Activities conducted directly by the
determining whether activities make up an partnership, or • The partnership recognizes gain from the
appropriate economic unit are: • Activities conducted through other sale, exchange, or other disposition of the• Similarities and differences in types of partnerships. rental property during the tax year.
trades or businesses, • The use of the item of property in theA partner cannot treat as separate• The extent of common control, rental activity started less than 12 monthsactivities those activities grouped together• The extent of common ownership, before the date of disposition. The use of anby a partnership.• Geographical location, and item of rental property begins on the first• Reliance between or among the activities. day that (a) the partnership owns an interestRecharacterization of Passive

Example. The partnership has a in the property, (b) substantially all of the
Incomesignificant ownership interest in a bakery property is either rented or held out for rent

and a movie theater in Baltimore and a Under Temporary Regulations section and ready to be rented, and (c) no
bakery and a movie theater in Philadelphia. 1.469-2T(f) and Regulations section significant value-enhancing services remain
Depending on the relevant facts and 1.469-2(f), net passive income from certain to be performed.
circumstances, there may be more than one passive activities must be treated as • The partner materially or significantly
reasonable method for grouping the nonpassive income. Net passive income is participated for any tax year in an activity
partnership’s activities. For instance, the the excess of an activity’s passive activity that involved performing services to
following groupings may or may not be gross income over its passive activity enhance the value of the property (or any
permissible. deductions (current year deductions and other item of property, if the basis of the
• A single activity. prior year unallowed losses). property disposed of is determined in whole
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or in part by reference to the basis of that dwelling unit that any partner uses for 12. Identify any deductions that are not
item of property). personal purposes during the year for more passive activity deductions.

than the greater of 14 days or 10% of the 13. If the partnership makes a full orBecause the partnership cannot
number of days that the residence is rented partial disposition of its interest in anotherdetermine a partner’s level of participation,
at fair rental value. entity, identify the gain (loss) allocable tothe partnership must identify net income

5. Identify the net income (loss) and the each activity conducted through the entity,from property described on page 11 (without
partner’s share of partnership interest and the gain allocable to a passive activityregard to the partner’s level of participation)
expense from each activity of trading that would have been recharacterized asas income that may be subject to
personal property conducted through therecharacterization. nonpassive gain had the partnership
partnership. disposed of its interest in property used inRental of property to a nonpassive 6. For any gain (loss) from the the activity (because the property wasactivity. If a taxpayer rents property to a disposition of an interest in an activity or of substantially appreciated at the time of thetrade or business activity in which the an interest in property used in an activity disposition, and the gain represented moretaxpayer materially participates, the (including dispositions before 1987 from than 10% of the partner’s total gain from thetaxpayer’s net rental activity income from which gain is being recognized after 1986): disposition).the property is nonpassive income.

a. Identify the activity in which the 14. Identify the following items fromAcquisition of an interest in a property was used at the time of disposition, activities that may be subject to thepass-through entity that licenses
b. If the property was used in more than recharacterization rules under Temporaryintangible property. Generally, net royalty

one activity during the 12 months preceding Regulations section 1.469-2T(f) andincome from intangible property is
the disposition, identify the activities in Regulations section 1.469-2(f).nonpassive income if the taxpayer acquired
which the property was used and thean interest in the pass-through entity after a. Net income from an activity of rentingadjusted basis allocated to each activity,the pass-through entity created the substantially nondepreciable property.andintangible property or performed substantial b. The smaller of equity-financedc. For gains only, if the property wasservices or incurred substantial costs in interest income or net passive income fromsubstantially appreciated at the time of thedeveloping or marketing the intangible an equity-financed lending activity.disposition and the applicable holding periodproperty. Net royalty income is the excess of

c. Net rental activity income fromspecified in Regulations sectionpassive activity gross income from licensing
property developed (by the partner or the1.469-2(c)(2)(iii)(A) was not satisfied,or transferring any right in intangible
partnership), rented, and sold within 12identify the amount of the nonpassive gainproperty over passive activity deductions
months after the rental of the propertyand indicate whether the gain is investment(current year deductions and prior year
commenced.income under the provisions of Regulationsunallowed losses) that are reasonably

section 1.469-2(c)(2)(iii)(F). d. Net rental activity income from theallocable to the intangible property.
rental of property by the partnership to a7. Specify the amount of gross portfolioSee Temporary Regulations section income, the interest expense properly trade or business activity in which the1.469-2T(f)(7)(iii) for exceptions to this rule. allocable to portfolio income, and expenses partner had an interest (either directly or

other than interest expense that are clearly indirectly).Passive Activity Reporting and directly allocable to portfolio income. e. Net royalty income from intangibleRequirements 8. Identify separately any of the property if the partner acquired the partner’s
To allow partners to correctly apply the following types of payments to partners. interest in the partnership after the
passive activity loss and credit rules, any partnership created the intangible propertya. Payments to a partner for services
partnership that carries on more than one other than in the partner’s capacity as a or performed substantial services, or
activity must: partner under section 707(a). incurred substantial costs in developing or

1. Provide an attachment for each marketing the intangible property.b. Guaranteed payments to a partner for
activity conducted through the partnership services under section 707(c). 15. Identify separately the credits from
that identifies the type of activity conducted each activity conducted by or through thec. Guaranteed payments for use of(trade or business, rental real estate, rental partnership.capital.activity other than rental real estate, or

16. Identify the partner’s distributived. If section 736(a)(2) payments areinvestment). See Grouping Activities
share of the partnership’s self-chargedmade for unrealized receivables or fordiscussed earlier on page 12.

goodwill, the amount of the payments and interest income or expense (see2. On the attachment for each activity,
the activities to which the payments are Self-Charged Interest on page 12).provide a statement, using the same box
attributable.numbers as shown on Schedule K-1, a. Loans between a partner and the

e. If section 736(b) payments are made,detailing the net income (loss), credits, and partnership. Identify the lending or
the amount of the payments and theall items required to be separately stated borrowing partner’s share of the
activities to which the payments areunder section 702(a) from each trade or self-charged interest income or expense. If
attributable.business activity, from each rental real the partner made the loan to the

estate activity, from each rental activity other 9. Identify the ratable portion of any partnership, also identify the activity in which
than a rental real estate activity, and from section 481 adjustment (whether a net the loan proceeds were used. If the
investments. positive or a net negative adjustment) proceeds were used in more than one

3. Identify the net income (loss) and allocable to each partnership activity. activity, allocate the interest to each activity
credits from each oil or gas well drilled or 10. Identify the amount of gross income based on the amount of the proceeds used
operated under a working interest that any from each oil or gas property of the in each activity.
partner (other than a partner whose only partnership. b. Loans between the partnership andinterest in the partnership during the year is 11. Identify any gross income from another partnership or an S corporation.as a limited partner) holds through the sources that are specifically excluded from If the partnership’s partners have the samepartnership. Further, if any partner had an passive activity gross income, including: proportional ownership interest in theinterest as a general partner in the

partnership and the other partnership or Sa. Income from intangible property if thepartnership during less than the entire year,
partner is an individual and the partner’s corporation, identify each partner’s share ofthe partnership must identify both the
personal efforts significantly contributed to the interest income or expense from thedisqualified deductions from each well that
the creation of the property; loan. If the partnership was the borrower,the partner must treat as passive activity

also identify the activity in which the loanb. Income from state, local, or foreigndeductions, and the ratable portion of the
proceeds were used. If the loan proceedsincome tax refunds; andgross income from each well that the partner
were used in more than one activity, allocatemust treat as passive activity gross income. c. Income from a covenant not to
the interest to each activity based on the4. Identify the net income (loss) and the compete (in the case of a partner who is an
amount of the proceeds used in eachpartner’s share of partnership interest individual and who contributed the covenant
activity.expense from each activity of renting a to the partnership).
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applicable partner’s Schedule K-1. Enter the manufacturer and must enter “Manufacturer”Extraterritorial Income total amount on the appropriate line of in item A and enter in item C one of the
Schedule K. Do not enter separately stated codes (311110 through 339900) listed underExclusion
amounts on the numbered lines on Form “Manufacturing” on page 40.

See the Form 8873, Extraterritorial Income 1065, page 1, or on Schedule A or Schedule
Exclusion, to determine whether the Item D. Employer IdentificationD.
partnership qualifies for the exclusion and to Number (EIN)File all five pages of Form 1065.figure the amount of the exclusion. If the

However, if the answer to question 6 of Show the correct EIN in item D on page 1 ofpartnership’s foreign trading gross receipts
Schedule B is “Yes,” Schedules L, M-1, and Form 1065. If the partnership does not havedo not exceed $5 million and the partnership
M-2 on page 5 are optional. Also attach a an EIN, it must be applied for:does not meet the foreign economic process
Schedule K-1 to Form 1065 for each • Online—Click on the EIN link atrequirements for the exclusion, it must
partner. www.irs.gov/businesses/small. The EIN isreport certain information to its partners.

issued immediately once the applicationSee the instructions below on how to report File only one Form 1065 for each
information is validated.the exclusion on the partnership’s return and partnership. Mark “Duplicate Copy” on any
• By telephone at 1-800-829-4933 fromthe information it must report to its partners. copy you give to a partner.
7:00 a.m. to 10:00 p.m. in the partnership’s The partnership must report the If a syndicate, pool, joint venture, or local time zone.extraterritorial income exclusion on its return similar group files Form 1065, it must attach • By mailing or faxing Form SS-4,as follows. a copy of the agreement and all Application for Employer Identification

amendments to the return, unless a copy1. If the partnership met the foreign Number.
has previously been filed.economic process requirements explained A limited liability company mustin the Instructions for Form 8873, it can Note. A foreign partnership required to file determine which type of federal tax entity itreport the exclusion as a nonseparately a return generally must report all of its will be (that is, partnership, corporation, orstated item on whichever of the following foreign and U.S. source income. For rules disregarded entity) before applying for anlines apply to that activity. regarding whether a foreign partnership EIN (see Form 8832, Entity Classification• Form 1065, page 1, line 20; must file Form 1065, see Who Must File Election, for details). If the partnership has• Form 8825, line 15; or beginning on page 2. not received its EIN by the time the return is• Form 1065, Schedule K, line 3b. due, enter “Applied for” and the date youIn addition, the partnership must report Name and Address applied in the space for the EIN. For moreas an item of information on Schedule K-1, If the partnership received a 1065 tax details, see the instructions for Form SS-4.box 16, using code O, the partner’s package, use the preprinted label. Cross out Note. The online application process is notdistributive share of foreign trading gross any errors and print the correct information yet available for partnerships with addressesreceipts from Form 8873, line 15. on the label. in foreign countries. If you are located2. If the foreign trading gross receipts of

If the partnership did not receive a label, outside the United States, please callthe partnership for the tax year are $5
print or type the legal name of the 1-215-516-6999.million or less and the partnership did not
partnership, address, and EIN on themeet the foreign economic process Do not request a new EIN for a
appropriate lines. If the partnership hasrequirements, it cannot report the partnership that terminated because of a
changed its name, check box G(3). Includeextraterritorial income exclusion as a sale or exchange of at least 50% of the total
the suite, room, or other unit number afternonseparately stated item on its return. interests in partnership capital and profits.
the street address. If the Post Office doesInstead, the partnership must report the
not deliver mail to the street address and the Item F. Total Assetsfollowing separately stated items to the
partnership has a P.O. box, show the boxpartners on Schedule K-1, box 16. You are not required to complete item F ifnumber instead.• Foreign trading gross receipts (code the answer to question 6 of Schedule B is

If the partnership receives its mail in careO). Report each partner’s distributive share “Yes.”
of a third party (such as an accountant or anof foreign trading gross receipts from line 15 If you are required to complete this item,
attorney), enter on the street address lineof Form 8873 in box 16 using code O. enter the partnership’s total assets at the
“C/O” followed by the third party’s name and• Extraterritorial income exclusion (code end of the tax year, as determined by the
street address or P.O. box.P). Report each partner’s distributive share accounting method regularly used in

of the extraterritorial income exclusion from If the partnership’s address is outside the keeping the partnership’s books and
Form 8873 in box 16 using code P and United States or its possessions or records. If there were no assets at the end
identify on an attached statement the activity territories, enter the information on the line of the tax year, enter -0-.
to which the exclusion relates. If the for “City or town, state, and ZIP code” in the
partnership is required to complete more Item Gfollowing order: city, province or state, and
than one Form 8873, combine the the foreign country. Follow the foreign A technical termination (box G(6)) occurs
exclusions from line 52 and report a single country’s practice in placing the postal code when there has been a sale or exchange of
exclusion amount in box 16. in the address. Do not abbreviate the 50% or more of the interests in partnership

country name. capital and profits within a 12-month period.Note. Upon request of a partner, the
If the partnership has changed its If this Form 1065 is being filed for the taxpartnership should furnish a copy of the

address since it last filed a return (including period ending on the date a technicalpartnership’s Form 8873 if that partner has a
a change to an “in care of” address), check termination has occurred, check box G(2)reduction for international boycott
box G(4) for “Address change.” and box G(6). See Termination of theoperations, illegal bribes, kickbacks, etc.

Partnership on page 3.Note. If the partnership changes its mailing
address after filing its return, it can notify the If this Form 1065 is being filed for the tax
IRS by filing Form 8822, Change of period beginning immediately after aSpecific Instructions Address. technical termination has occurred, check

box G(1) and box G(6).
Items A and C For information on amended returns, see

These instructions follow the line numbers Enter the applicable activity name and the page 6.
on the first page of Form 1065. The code number from the list beginning on
accompanying schedules are discussed Item J. Schedule M-3page 40.
separately. Specific instructions for most of A partnership must complete Schedule M-3,For example, if, as its principal businessthe lines are provided. Lines that are not Net Income (Loss) Reconciliation for Certainactivity, the partnership (a) purchases rawdiscussed are self-explanatory. Partnerships, instead of Schedule M-1, ifmaterials, (b) subcontracts out for labor to

Fill in all applicable lines and schedules. any of the following apply.make a finished product from the raw
Enter any items specially allocated to the materials, and (c) retains title to the goods, 1. The amount of total assets at the end

partners in the appropriate box of the the partnership is considered to be a of the tax year is $10 million or more.
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2. The amount of adjusted total assets reporting advance payments for services K and K-1, or on line 20a of Form 8825 if the
for the year is $10 million or more. Adjusted and certain goods by an accrual method amount is from a rental real estate activity.
total assets is defined in the Instructions for partnership, see Rev. Proc. 2004-34, Ordinary income (loss) from another
Schedule M-3. 2004-22 I.R.B. 991. partnership that is a publicly traded

3. The amount of total receipts (as partnership is not reported on this line.Installment sales. Generally, the
defined on page 21, Schedule B, question Instead, report the amount separately oninstallment method cannot be used for
6), for the tax year, is $35 million or more. line 11 of Schedule K and in box 11 ofdealer dispositions of property. A “dealer

4. An entity that is a reportable entity Schedule K-1 using code F.disposition” is any disposition of:
partner with respect to the partnership owns Treat shares of other items separately1. Personal property by a person whoor is deemed to own, directly or indirectly, reported on Schedule K-1 issued by theregularly sells or otherwise disposes ofan interest of 50% or more in the other entity as if the items were realized orpersonal property of the same type on thepartnership’s capital, profit, or loss, on any incurred by this partnership.installment plan orday during the tax year of the partnership. 2. Real property held for sale to If there is a loss from anotherReportable entity partner is defined in the customers in the ordinary course of the partnership, the amount of the loss that mayInstructions for Schedule M-3. taxpayer’s trade or business. be claimed is subject to the at-risk and basis
A partnership filing Form 1065 that is not limitations as appropriate.

Exception. These restrictions on usingrequired to file Schedule M-3 may voluntarily If the tax year of your partnership doesthe installment method do not apply tofile Schedule M-3 instead of Schedule M-1. not coincide with the tax year of the otherdispositions of property used or produced in See the Instructions for Schedule M-3 partnership, estate, or trust, include thea farming business or sales of timesharesfor more information. ordinary income (loss) from the other entityand residential lots. However, if the
in the tax year in which the other entity’s taxpartnership elects to report dealerIncome year ends.dispositions of timeshares and residential

lots on the installment method, each Line 5. Net Farm Profit (Loss)Report only trade or business activity partner’s tax liability must be increased by
income on lines 1a through 8. Do not Enter the partnership’s net farm profit (loss)the partner’s allocable share of the interest
report rental activity income or from Schedule F (Form 1040), Profit or LossCAUTION

!
payable under section 453(l)(3).

portfolio income on these lines. See Passive From Farming. Attach Schedule F (Form
Enter on line 1a the gross profit onActivity Limitations beginning on page 10 for 1040) to Form 1065. Do not include on this

collections from installment sales for any ofdefinitions of rental income and portfolio line any farm profit (loss) from other
the following.income. Rental activity income and portfolio partnerships. Report those amounts on line• Dealer dispositions of property beforeincome are reported on Schedules K and 4. In figuring the partnership’s net farm profit
March 1, 1986.K-1. Rental real estate activities are also (loss), do not include any section 179• Dispositions of property used or producedreported on Form 8825. expense deduction; this amount must be
in the trade or business of farming. separately stated.Tax-exempt income. Do not include any • Certain dispositions of timeshares andtax-exempt income on lines 1a through 8. A Also report the partnership’s fishingresidential lots reported under thepartnership that receives any tax-exempt income on this line.installment method.income other than interest, or holds any For a special rule concerning the methodAttach a statement showing the followingproperty or engages in any activity that of accounting for a farming partnership withinformation for the current year and the 3produces tax-exempt income, reports this a corporate partner and for other taxpreceding years.income on line 18b of Schedule K and in information on farms, see Pub. 225,• Gross sales.box 18 of Schedule K-1 using code B. Farmer’s Tax Guide.• Cost of goods sold.Report tax-exempt interest income, Note.  Because the election to deduct the• Gross profits.including exempt-interest dividends received expenses of raising any plant with a• Percentage of gross profits to gross sales.as a shareholder in a mutual fund or other preproductive period of more than 2 years is• Amount collected.regulated investment company, on line 18a made by the partner and not the• Gross profit on the amount collected.of Schedule K and in box 18 of Schedule partnership, farm partnerships that are notNonaccrual experience method.K-1 using code A. required to use an accrual method shouldPartnerships that qualify to use theSee Deductions on page 16 for not capitalize such expenses. Instead, statenonaccrual experience method (describedinformation on how to report expenses them separately on an attachment toon page 5) should attach a statementrelated to tax-exempt income. Schedule K, line 13d, and in box 13 ofshowing total gross receipts, the amount not Schedule K-1, using code O. SeeCancelled debt exclusion. If the accrued as a result of the application of Regulations section 1.263A-4(d) for morepartnership has had debt discharged section 448(d)(5), and the net amount information.resulting from a title 11 bankruptcy accrued. Enter the net amount on line 1a.

proceeding or while insolvent, see Form
Line 6. Net Gain (Loss) From982, Reduction of Tax Attributes Due to Line 2. Cost of Goods Sold

Discharge of Indebtedness (and Section Form 4797See the instructions for Schedule A1082 Basis Adjustment), and Pub. 908, beginning on page 19.Bankruptcy Tax Guide. Include only ordinary gains or losses
from the sale, exchange, orLine 4. Ordinary Income (Loss)Line 1a. Gross Receipts or involuntary conversion of assetsCAUTION

!
From Other Partnerships,Sales used in a trade or business activity. Ordinary
Estates, and Trusts gains or losses from the sale, exchange, orEnter the gross receipts or sales from all

involuntary conversion of rental activityEnter the ordinary income (loss) shown ontrade or business operations except those
assets are reported separately on line 19 ofSchedule K-1 (Form 1065) or Schedule K-1that must be reported on lines 4 through 7.
Form 8825 or line 3c of Schedule K and box(Form 1041), or other ordinary income (loss)For example, do not include gross receipts
3 of Schedule K-1, generally as a part of thefrom a foreign partnership, estate, or trust.from farming on this line. Instead, show the
net income (loss) from the rental activity.Show the partnership’s, estate’s, or trust’snet profit (loss) from farming on line 5. Also,

name, address, and EIN on a separatedo not include on line 1a rental activity A partnership that is a partner in another
statement attached to this return. If theincome or portfolio income. partnership must include on Form 4797,
amount entered is from more than one Sales of Business Property, its share ofIn general, advance payments are
source, identify the amount from each ordinary gains (losses) from sales,reported in the year of receipt. To report
source. exchanges, or involuntary conversionsincome from long-term contracts, see

(other than casualties or thefts) of the othersection 460. For special rules for reporting Do not include portfolio income or rental
partnership’s trade or business assets.certain advance payments for goods and activity income (loss) from other

long-term contracts, see Regulations section partnerships, estates, or trusts on this line. Partnerships should not use Form 4797
1.451-5. For permissible methods for Instead, report these amounts on Schedules to report the sale or other disposition of
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property if a section 179 expense deduction tax-exempt income). Report nondeductible to capitalize not only direct costs but an
was previously passed through to any of its expenses on line 18c of Schedule K and in allocable part of most indirect costs
partners for that property. Instead, report it box 18 of Schedule K-1 using code C. (including taxes) that benefit the assets
in box 20 of Schedule K-1 using code L. See • Qualified expenditures to which an produced or acquired for resale, or are
the instructions on page 37 for Dispositions election under section 59(e) may apply. The incurred because of the performance of
of property with section 179 deductions instructions for line 13c of Schedule K and production or resale activities.
(code L) for details. for Schedule K-1, box 13, code I, explain For inventory, some of the indirect costs

how to report these amounts. that must be capitalized are the following.Line 7. Other Income (Loss) • Items the partnership must state • Administration expenses.
separately that require separateEnter on line 7 any other trade or business • Taxes.
computations by the partners. Examplesincome (loss) not included on lines 1a • Depreciation.
include expenses incurred for the productionthrough 6. List the type and amount of • Insurance.
of income instead of in a trade or business,income on an attached statement. Examples • Compensation paid to officers attributable
charitable contributions, foreign taxes paidof such income include: to services.
or accrued, intangible drilling and • Rework labor.1. Interest income derived in the
development costs, soil and water • Contributions to pension, stock bonus,ordinary course of the partnership’s trade or
conservation expenditures, amortizable and certain profit-sharing, annuity, orbusiness, such as interest charged on
basis of reforestation expenditures, and deferred compensation plans.receivable balances.
exploration expenditures. The distributive2. Recoveries of bad debts deducted in Regulations section 1.263A-1(e)(3)shares of these expenses are reportedprior years under the specific charge-off specifies other indirect costs that relate toseparately to each partner on Schedule K-1.method. production or resale activities that must be

3. Taxable income from insurance capitalized and those that may be currentlyLimitations on Deductionsproceeds. deductible.
Section 263A uniform capitalization4. The amount included in income from

Interest expense paid or incurred duringrules. The uniform capitalization rules ofline 12 of Form 6478, Alcohol and Cellulosic
the production period of designated propertysection 263A generally require partnershipsBiofuel Fuels Credit.
must be capitalized and is governed byto capitalize or include in inventory costs,5. The amount included in income from
special rules. For more details, seecertain costs incurred in connection with theline 8 of Form 8864, Biodiesel and
Regulations sections 1.263A-8 throughfollowing.Renewable Diesel Fuels Credit.
1.263A-15.• The production of real property and6. The recapture amount under section

For more details on the uniformtangible personal property held in inventory280F if the business use of listed property
capitalization rules, see Regulationsor held for sale in the ordinary course ofdrops to 50% or less. To figure the
sections 1.263A-1 through 1.263A-3.business. Tangible personal propertyrecapture amount, complete Part IV of Form

produced by a partnership includes a film,4797. Transactions between related taxpayers.
sound recording, videotape, book, or similar7. Any recapture amount under section Generally, an accrual basis partnership can
property.179A for certain clean-fuel vehicle property deduct business expenses and interest
• Real property or personal property(or clean-fuel vehicle refueling property) that owed to a related party (including any
(tangible and intangible) acquired for resale.ceases to qualify. See Regulations section partner) only in the tax year of the
• The production of real property and1.179A-1 for details. partnership that includes the day on which
tangible personal property by a partnership8. All section 481 income adjustments the payment is includible in the income of
for use in its trade or business or in anresulting from changes in accounting the related party. See section 267 for
activity engaged in for profit.methods. Show the computation of the details.

section 481 adjustments on an attached The costs required to be capitalized Business start-up and organizational
statement. under section 263A are not deductible until costs. Business start-up and

9. Part or all of the proceeds received the property to which the costs relate is sold, organizational costs must be capitalized
from certain employer-owned life insurance used, or otherwise disposed of by the unless an election is made to deduct or
contracts issued after August 17, 2006. partnership. amortize them. The following rules apply
Partnerships that own one or more separately to each category of costs.Exceptions. Section 263A does notemployer-owned life insurance contracts • The partnership can elect to deduct up toapply to the following.issued after this date must file Form 8925, $5,000 of such costs for the year the• Inventoriable items accounted for in theReport of Employer-Owned Life Insurance partnership begins business operations.same manner as materials and supplies thatcontracts. See section 101(j) for details. • The $5,000 deduction is reduced (but notare not incidental. See Schedule A. Cost of

below zero) by the amount the total costsGoods Sold on page 19 for details.Do not include items requiring separate
exceed $50,000. If the total costs are• Personal property acquired for resale ifcomputations that must be reported on
$55,000 or more, the deduction is reducedthe partnership’s average annual grossSchedules K and K-1. See the instructions
to zero.receipts for the 3 prior tax years were $10for Schedules K and K-1 later in these • If the election is made, any costs that aremillion or less.instructions.
not deducted must be amortized ratably• Timber.

Do not report portfolio or rental activity over a 180-month period.• Most property produced under a
income (loss) on this line. If the partnership elected to amortizelong-term contract.

business start-up and organizational costs• Certain property produced in a farming
paid or incurred before October 23, 2004,Deductions business. See the note at the end of the
over a period of 60 months or more, it mustinstructions for line 5.
continue to amortize those costs over theReport only trade or business activity • Geological and geophysical costs
elected amortization period.deductions on lines 9 through 20. amortized under section 167(h).

CAUTION
!

The amortization period begins theThe partnership must report the following
month the partnership begins businesscosts separately to the partners forDo not report the following expenses on
operations. For more details on the electionpurposes of determinations under sectionlines 9 through 20.
for business start-up and organizational59(e).• Rental activity expenses. Report these
costs, see Pub. 535.• Research and experimental costs underexpenses on Form 8825 or line 3b of

section 174.Schedule K. To make the election for business
• Intangible drilling costs for oil, gas, and• Deductions allocable to portfolio income. start-up expenses, attach the statement
geothermal property.Report these deductions on line 13d of required by Regulations section 1.195-1(b)
• Mining exploration and developmentSchedule K and in box 13 of Schedule K-1 to Form 1065. To make the election for
costs.using code H, J, or K. organizational costs, attach the statement

• Nondeductible expenses (for example, Indirect costs. Partnerships subject to required by Regulations section 1.709-1(c).
expenses connected with the production of the uniform capitalization rules are required Report the deductible amount of these costs
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And theand any amortization on line 20. For Line 10. Guaranteed Payments
vehicle’samortization that begins during the tax year, to Partners FMV on thecomplete and attach Form 4562.

first day ofDeduct payments or credits to a partner for
Syndication costs. Costs for issuing and the leaseservices or for the use of capital if the
marketing interests in the partnership, such The lease term began: exceeded:payments or credits are determined without
as commissions, professional fees, and regard to partnership income and are
printing costs, must be capitalized. They After 12/31/07 but before 1/1/09 . . . . $18,550allocable to a trade or business activity. Also
cannot be depreciated or amortized. See the include on line 10 amounts paid during the After 12/31/06 but before 1/1/08 . . . . . . . $15,500instructions for line 10 for the treatment of tax year for insurance that constitutes
syndication fees paid to a partner. After 12/31/04 but before 1/1/07 . . . . . . . $15,200medical care for a partner, a partner’s

spouse, or a partner’s dependents. After 12/31/03 but before 1/1/05 . . . . . . . $17,500Reducing certain expenses for which
credits are allowable. For each of the For information on how to treat the After 12/31/02 but before 1/1/04 . . . . . . . $18,000
following credits, the partnership may need partnership’s contribution to a partner’s If the lease term began before January 1, 2003, see Pub.
to reduce the otherwise allowable 463, Travel, Entertainment, Gift, and Car Expenses, toHealth Savings Account (HSA), see Notice

find out if the partnership has an inclusion amount. Thedeductions for expenses used to figure the 2005-8, 2005-4 I.R.B. 368.
inclusion amount for lease terms beginning in 2009 will becredit. Do not reduce the amount of the
published in the Internal Revenue Bulletin in early 2009.Do not include any payments and creditsallowable deduction for any portion of the

that should be capitalized. For example,credit that was passed through to the
although payments or credits to a partner for See Pub. 463 for instructions on figuring thepartnership from another pass-through
services rendered in syndicating a inclusion amount.entity.
partnership may be guaranteed payments,1. The work opportunity credit. Line 14. Taxes and Licensesthey are not deductible on line 10. They are

2. The welfare-to-work credit. capital expenditures. However, they should Enter taxes and licenses paid or incurred in
3. The credit for increasing research be separately reported on Schedule K, line the trade or business activities of the

activities. 4, and on Schedule K-1, box 4. partnership if not reflected elsewhere on the
4. The disabled access credit. return. Federal import duties and federalDo not include distributive shares of5. The empowerment zone and renewal excise and stamp taxes are deductible onlypartnership profits.community employment credit. if paid or incurred in carrying on the trade or

Report the guaranteed payments to the business of the partnership.6. The credit for employer social security
appropriate partners on Schedule K-1, boxand Medicare taxes paid on certain Do not deduct the following taxes on line
4.employee tips. 14.

7. The orphan drug credit. • Taxes not imposed on the partnership.
Line 11. Repairs and • Federal income taxes or taxes reported8. Credit for small employer pension

elsewhere on the return.plan startup costs. Maintenance
• Section 901 foreign taxes. Report these9. Credit for employer-provided Enter the costs of incidental repairs and
taxes separately on Schedule K, line 16l andchildcare facilities and services. maintenance that do not add to the value of
on Schedule K-1, box 16, using codes L and10. The low sulfur diesel fuel production the property or appreciably prolong its life,
M.credit. but only to the extent that such costs relate • Taxes allocable to a rental activity. Taxesto a trade or business activity and are not11. The mine rescue team training credit. allocable to a rental real estate activity areclaimed elsewhere on the return.12. The agricultural chemicals security reported on Form 8825. Taxes allocable to a

credit. The cost of new buildings, machinery, or rental activity other than a rental real estate
13. The credit for employer differential permanent improvements that increase the activity are reported on line 3b of Schedule

wage payments. value of the property are not deductible. K.
They are chargeable to capital accounts and • Taxes allocable to portfolio income.
may be depreciated or amortized.If the partnership has any of these These taxes are reported on line 13d of

credits, figure each current year credit Schedule K and in box 13 of Schedule K-1
before figuring the deductions for expenses using code J.Line 12. Bad Debts
on which the credit is based. • Taxes paid or incurred for the productionEnter the total debts that became worthless

or collection of income, or for thein whole or in part during the year, but only
management, conservation, or maintenanceLine 9. Salaries and Wages to the extent such debts relate to a trade or
of property held to produce income. Reportbusiness activity. Report deductibleEnter the salaries and wages paid or
these taxes separately on line 13d ofnonbusiness bad debts as a short-termincurred for the tax year, reduced by the
Schedule K and in box 13 of Schedule K-1capital loss on Schedule D (Form 1065).amount of the following credits:
using code V.• Form 5884, Work Opportunity Credit; Cash method partnerships cannot See section 263A(a) for rules on• Form 8844, Empowerment Zone and take a bad debt deduction unless the capitalization of allocable costs (includingRenewal Community Employment Credit; amount was previously included in taxes) for any property.CAUTION

!
• Form 8861, Welfare-to-Work Credit; income. • Taxes, including state or local sales• Form 8923, Mine Rescue Team Training

taxes, that are paid or incurred in connectionCredit; and Line 13. Rent with an acquisition or disposition of property• Form 8932, Credit for Employer Enter rent paid on business property used in (these taxes must be treated as a part of the
Differential Wage Payments. a trade or business activity. Do not deduct cost of the acquired property or, in the case
Do not reduce the amount of the allowable rent for a dwelling unit occupied by any of a disposition, as a reduction in the
deduction for any portion of the credit that partner for personal use. amount realized on the disposition).
was passed through to the partnership from • Taxes assessed against local benefitsIf the partnership rented or leased aanother pass-through entity. See the that increase the value of the propertyvehicle, enter the total annual rent or leaseinstructions for these forms for more assessed (such as for paving, etc.).expense paid or incurred in the trade orinformation.

See section 164(d) for apportionment ofbusiness activities of the partnership. Also
taxes on real property between seller andDo not include salaries and wages complete Part V of Form 4562, Depreciation
purchaser.reported elsewhere on the return, such as and Amortization. If the partnership leased a

amounts included in cost of goods sold, vehicle for a term of 30 days or more, the
Line 15. Interestelective contributions to a section 401(k) deduction for vehicle lease expense may

cash or deferred arrangement, or amounts have to be reduced by an amount called the Include only interest incurred in the trade or
contributed under a salary reduction SEP inclusion amount. The partnership may have business activities of the partnership that is
agreement or a SIMPLE IRA plan. an inclusion amount if: not claimed elsewhere on the return.
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Do not include interest expense: • Prepaid interest, which generally can only salaries and wages on page 1, line 9, or
be deducted over the period to which the Schedule A, line 3, and not on line 18.• On debt used to purchase rental property
prepayment applies. See section 461(g) foror debt used in a rental activity. Interest Employers who maintain a pension,
details.allocable to a rental real estate activity is profit-sharing, or other funded deferred• Interest which is allocable to unborrowedreported on Form 8825 and is used in compensation plan (other than a SEP or
policy cash values of life insurance,arriving at net income (loss) from rental real SIMPLE IRA), whether or not the plan is
endowment, or annuity contracts issuedestate activities on line 2 of Schedule K and qualified under the Internal Revenue Code
after June 8, 1997, when the partnership isin box 2 of Schedule K-1. Interest allocable and whether or not a deduction is claimed
a policyholder or beneficiary. See sectionto a rental activity other than a rental real for the current year, generally must file the
264(f). Attach a statement showing theestate activity is included on line 3b of applicable form listed below.
computation of the deduction.Schedule K and is used in arriving at net • Form 5500, Annual Return/Report of

income (loss) from a rental activity (other Employee Benefit Plan. File this form for aLine 16. Depreciationthan a rental real estate activity). This net plan that is not a one-participant plan (see
amount is reported on line 3c of Schedule K On line 16a, enter only the depreciation below).
and in box 3 of Schedule K-1. claimed on assets used in a trade or • Form 5500-EZ, Annual Return of
• On debt used to buy property held for business activity. Enter on line 16b the One-Participant (Owners and Their
investment. Interest that is clearly and depreciation reported elsewhere on the Spouses) Retirement Plan. File this form for
directly allocable to interest, dividend, return (for example, on Schedule A) that is a plan that only covers one or more partners
royalty, or annuity income not derived in the attributable to assets used in trade or (or partners and their spouses).
ordinary course of a trade or business is business activities. See the Instructions for
reported on line 13b of Schedule K and in Form 4562 or Pub. 946, How To Depreciate Line 19. Employee Benefit
box 13 of Schedule K-1 using code G. See Property, to figure the amount of Programsthe instructions for line 13b of Schedule K; depreciation to enter on this line.

Enter the partnership’s contributions tobox 13, code G of Schedule K-1; and Form Complete and attach Form 4562 only if employee benefit programs not claimed4952, Investment Interest Expense the partnership placed property in service elsewhere on the return (for example,Deduction, for more information on during the tax year or claims depreciation on insurance, health, and welfare programs)investment property. any car or other listed property. There is that are not part of a pension, profit-sharing,• On debt proceeds allocated to different treatment for property located in a etc., plan included on line 18.distributions made to partners during the tax Gulf Opportunity Zone. See the instructions
year. Instead, report such interest on line Do not include amounts paid during thefor Form 4562 for details.
13d of Schedule K and in box 13 of tax year for insurance that constitutes

Do not include any section 179 expenseSchedule K-1 using code V. To determine medical care for a partner, a partner’s
deduction on this line. This amount is notthe amount to allocate to distributions to spouse, or a partner’s dependents. Instead,
deducted by the partnership. Instead, it ispartners, see Notice 89-35, 1989-1 C.B. include these amounts on line 10 as
passed through to the partners in box 12 of675. guaranteed payments on Schedule K, line 4,
Schedule K-1. However, reduce the basis of and Schedule K-1, box 4, of each partner on• On debt required to be allocated to the
any asset of the partnership by the amount whose behalf the amounts were paid. Alsoproduction of designated property.
of section 179 expense elected by the report these amounts on Schedule K, lineDesignated property includes real property,
partnership, even if a portion of that amount 13d, and Schedule K-1, box 13, using codepersonal property that has a class life of 20
cannot be passed through to its partners this L, of each partner on whose behalf theyears or more, and other tangible property
year and must be carried forward because amounts were paid.requiring more than 2 years (1 year in the
of limitations at the partnership level.case of property with a cost of more than $1

Line 20. Other Deductionsmillion) to produce or construct. Interest
Line 17. Depletionallocable to designated property produced Enter the total allowable trade or business
If the partnership claims a deduction forby a partnership for its own use or for sale deductions that are not deductible
timber depletion, complete and attach Formmust be capitalized. In addition, a elsewhere on page 1 of Form 1065. Attach a
T (Timber), Forest Activities Schedule.partnership must also capitalize any interest statement listing by type and amount each

on debt allocable to an asset used to deduction included on this line. Examples of
Do not deduct depletion for oil andproduce designated property. A partner may other deductions include:
gas properties. Each partner figureshave to capitalize interest that the partner • Amortization. See the Instructions for
depletion on oil and gas properties.CAUTION

!
incurs during the tax year for the Form 4562 for more information. Complete

See the instructions for Schedule K-1, boxpartnership’s production expenditures. and attach Form 4562 if the partnership is
20, “Information needed to figureSimilarly, interest incurred by a partnership claiming amortization of costs that began
depletion–oil and gas (code T),” for themay have to be capitalized by a partner for during the tax year.
information on oil and gas depletion thatthe partner’s own production expenditures. • Insurance premiums.
must be supplied to the partners by theThe information required by the partner to • Legal and professional fees.
partnership.properly capitalize interest for this purpose • Supplies used and consumed in the

must be provided by the partnership on an business.Line 18. Retirement Plans, etc.attachment for box 20 of Schedule K-1, • Utilities.
Do not deduct payments for partners tousing code R. See section 263A(f) and • Certain business start-up expenditures
retirement or deferred compensation plansRegulations sections 1.263A-8 through and organizational expenditures the
including IRAs, qualified plans, and1.263A-15. partnership elects to amortize or deduct.
simplified employee pension (SEP) and See Limitations on Deductions beginning on

Special rules apply to: SIMPLE IRA plans on this line. These page 16 for more details.• Allocating interest expense among amounts are reported on Schedule K-1, box • Deduction for certain energy efficient
activities so that the limitations on passive 13, using code Q, and are deducted by the commercial building property. See section
activity losses, investment interest, and partners on their own returns. 179D and Notice 2006-52, 2006-26 I.R.B.
personal interest can be properly figured. 1175.Enter the deductible contributions notGenerally, interest expense is allocated in • Any negative net section 481(a)claimed elsewhere on the return made bythe same manner as debt is allocated. Debt adjustment.the partnership for its common-lawis allocated by tracing disbursements of the

employees under a qualified pension, Also see Special Rules, below.debt proceeds to specific expenditures.
profit-sharing, annuity, or SEP or SIMPLETemporary Regulations section 1.163-8T Do not deduct on line 20:IRA plan, and under any other deferredgives rules for tracing debt proceeds to • Items that must be reported separately oncompensation plan.expenditures. Schedules K and K-1.

• Interest paid by a partnership to a partner If the partnership contributes to an • Fines or penalties paid to a government
for the use of capital, which should be individual retirement arrangement (IRA) for for violating any law. Report these expenses
entered on line 10 as guaranteed payments. employees, include the contribution in on Schedule K, line 18c.
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• Expenses allocable to tax-exempt Meals and entertainment.  Generally,
income. Report these expenses on the partnership can deduct only 50% of the Schedule A. Cost of Goods
Schedule K, line 18c. amount otherwise allowable for meals and
• Net operating losses. Only individuals and Soldentertainment expenses paid or incurred in
corporations may claim a net operating loss its trade or business. In addition (subject to
deduction. exceptions under section 274(k)(2)):
• Amounts paid or incurred to participate or Cost of Goods Sold• Meals must not be lavish or extravagant;
intervene in any political campaign on behalf Generally, inventories are required at the• A bona fide business discussion mustof a candidate for public office, or to beginning and end of each tax year if theoccur during, immediately before, orinfluence the general public regarding production, purchase, or sale ofimmediately after the meal; andlegislative matters, elections, or merchandise is an income-producing factor.
referendums. Report these expenses on • A partner or employee of the partnership See Regulations section 1.471-1.
Schedule K, line 18c. must be present at the meal.

However, if the partnership is a qualifying• Expenses paid or incurred to influence
taxpayer or a qualifying small businessfederal or state legislation, or to influence See section 274(n)(3) for a special rule taxpayer, it may adopt or change itsthe actions or positions of certain federal that applies to expenses for meals accounting method to account forexecutive branch officials. However, certain consumed by individuals subject to the inventoriable items in the same manner asin-house lobbying expenditures that do not hours of service limits of the Department of materials and supplies that are notexceed $2,000 are deductible. See section Transportation. incidental (unless its business is a tax162(e) for more details.
shelter (as defined in section 448(d)(3))).

Membership dues. The partnershipSpecial Rules A qualifying taxpayer is a taxpayer that,
may deduct amounts paid or incurred for for each prior tax year ending afterCommercial revitalization deduction. If membership dues in civic or public service December 16, 1998, has average annualthe partnership constructs, purchases, or organizations, professional organizations gross receipts of $1 million or less for thesubstantially rehabilitates a qualified building (such as bar and medical associations), 3-tax-year period ending with that prior taxin a renewal community, it may qualify for a
business leagues, trade associations, year. See Rev. Proc. 2001-10, 2001-2 I.R.B.deduction of either (a) 50% of qualified
chambers of commerce, boards of trade, 272 for details.capital expenditures in the year the building
and real estate boards. However, no A qualifying small business taxpayer is ais placed in service or (b) amortization of
deduction is allowed if a principal purpose of taxpayer (a) that, for each prior tax year100% of the qualified capital expenditures
the organization is to entertain, or provide ending on or after December 31, 2000, hasover a 120-month period beginning with the
entertainment facilities for, members or their average annual gross receipts of $10 millionmonth the building is placed in service. If the
guests. In addition, the partnership may not or less for the 3-tax-year period ending withpartnership elects to amortize these
deduct membership dues in any club that prior tax year and (b) whose principalexpenditures, complete and attach Form
organized for business, pleasure, recreation, business activity is not an ineligible activity.4562. To qualify, the building must be
or other social purpose. This includes See Rev. Proc. 2002-28, 2002-18 I.R.B. 815nonresidential (as defined in section
country clubs, golf and athletic clubs, airline for details.168(e)(2)) and placed in service by the
and hotel clubs, and clubs operated topartnership. The partnership must be the Under this accounting method, inventoryprovide meals under conditions favorable tooriginal user of the building unless it is costs for raw materials purchased for use inbusiness discussion.substantially rehabilitated. The qualified producing finished goods and merchandise

expenditures cannot exceed the lesser of purchased for resale are deductible in the
Entertainment facilities. The$10 million or the amount allocated to the year the finished goods or merchandise are

partnership cannot deduct an expense paidbuilding by the commercial revitalization sold (but not before the year the partnership
or incurred for a facility (such as a yacht oragency of the state in which the building is paid for the raw materials or merchandise if
hunting lodge) used for an activity usuallylocated. Any remaining expenditures are it is also using the cash method). For
considered entertainment, amusement, ordepreciated over the regular depreciation additional guidance on this method of
recreation.recovery period. See Pub. 954, Tax accounting for inventoriable items, see Pub.

Incentives for Distressed Communities, and 538.
section 1400I for details. Amounts treated as compensation. Enter amounts paid for all raw materials

Generally, the partnership may be able toRental real estate. Do not report this and merchandise during the tax year on line
deduct otherwise nondeductible meals,deduction on line 20 if the building is placed 2. The amount the partnership can deduct
travel, and entertainment expenses if thein service as rental real estate. A for the tax year is figured on line 8.
amounts are treated as compensation to thecommercial revitalization deduction for All filers that have not elected to treatrecipient and reported on Form W-2 for anrental real estate is not deducted by the inventoriable items as materials andemployee or on Form 1099-MISC for anpartnership but is passed through to the supplies that are not incidental should seeindependent contractor.partners in box 13 of Schedule K-1 using Section 263A uniform capitalization rules on

code P. page 16 before completing Schedule A.
Reforestation expenditures. If theTravel, meals, and entertainment.
partnership made an election to deduct a Line 1. Inventory at BeginningSubject to limitations and restrictions
portion of its reforestation expenditures ondiscussed below, a partnership can deduct of Year
line 13d of Schedule K, it must amortizeordinary and necessary travel, meals, and If the partnership is changing its method ofover an 84-month period the portion of theseentertainment expenses paid or incurred in accounting for the current tax year, it mustexpenditures in excess of the amountits trade or business. Also, special rules refigure last year’s closing inventory usingdeducted on Schedule K (see section 194).apply to deductions for gifts, skybox rentals, its new method of accounting and enter theDeduct on line 20 only the amortization ofluxury water travel, convention expenses, result on line 1. If there is a differencethese excess reforestation expenditures.and entertainment tickets. See section 274 between last year’s closing inventory andSee Reforestation expense deduction (codeand Pub. 463 for details. the refigured amount, attach an explanationR) beginning on page 27.

and take it into account when figuring theTravel.  The partnership cannot deduct
partnership’s section 481(a) adjustmenttravel expenses of any individual

Do not deduct amortization of (explained on page 5).accompanying a partner or partnership
reforestation expenditures paid oremployee, including a spouse or dependent

Line 2. Purchasesincurred before October 23, 2004. Ifof the partner or employee, unless: CAUTION
!

the partnership elected to amortize these• That individual is an employee of the Reduce purchases by items withdrawn for
expenditures, report the amortizable basispartnership and personal use. The cost of these items
on line 20c of Schedule K. See Amortization• His or her travel is for a bona fide should be shown on line 19b of Schedule K
of reforestation costs (code U) on page 37business purpose and would otherwise be and in box 19 of Schedule K-1, using code
for details.deductible by that individual. B, as distributions to partners.
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for direct labor and all indirect costs that interest in a partnership’s profit, loss, orLine 4. Additional Section 263A
would otherwise be included in inventory capital as of the end of the partnership’s taxCosts costs. See Rev. Proc. 2001-10 and Rev. year, as determined under the partnership

An entry is required on this line only for Proc. 2002-28 for more information. agreement, when taking into account the
partnerships that have elected a simplified constructive ownership rules below. If theThe average cost (rolling average)
method. partnership agreement does not express themethod of valuing inventories generally

partner’s share of profit, loss, and capital asFor partnerships that have elected the does not conform to the requirements of the
fixed percentages, use a reasonable methodsimplified production method, additional regulations. See Rev. Rul. 71-234, 1971-1
in arriving at the percentage items for thesection 263A costs are generally those C.B. 148.
purposes of completing questions 3 and 4.costs, other than interest, that were not Partnerships that use erroneous Such method must be consistent with thecapitalized under the partnership’s method valuation methods must change to a method partnership agreement. The method used toof accounting immediately prior to the permitted for federal tax purposes. To make compute a percentage share of profit, loss,effective date of section 263A that are this change, use Form 3115. and capital must be applied consistentlyrequired to be capitalized under section

On line 9a, check the methods used for from year to year. Maintain records to263A. Interest must be accounted for
valuing inventories. Under lower of cost or support the determination of the share ofseparately. For new partnerships, additional
market, the term “market” (for normal goods) profits, share of losses, and share of capital.section 263A costs are the costs, other than
means the current bid price prevailing on theinterest, that must be capitalized under Constructive ownership of theinventory valuation date for the particularsection 263A, but which the partnership partnership. For purposes of question 3, inmerchandise in the volume usuallywould not have been required to capitalize if determining an ownership interest in thepurchased by the taxpayer. For ait had existed before the effective date of profit, loss, or capital of the partnership, themanufacturer, market applies to the basicsection 263A. For more details, see constructive ownership rules of sectionelements of cost—raw materials, labor, andRegulations section 1.263A-2(b). 267(c) (excluding sections 267(c)(3)) applyburden. If section 263A applies to the

to ownership of interests in the partnershipFor partnerships that have elected the taxpayer, the basic elements of cost must
as well as corporate stock. An interest in thesimplified resale method, additional section reflect the current bid price of all direct costs
partnership which is owned directly or263A costs are generally those costs and all indirect costs properly allocable to
indirectly by or for another entityincurred with respect to the following goods on hand at the inventory date.
(corporation, partnership, estate, or trust) iscategories. Inventory may be valued below cost considered to be owned proportionately by• Off-site storage or warehousing. when the merchandise is unsalable at the owners (shareholders, partners, or• Purchasing. normal prices or unusable in the normal way beneficiaries) of the owning entity.• Handling, such as processing, assembly, because the goods are subnormal due torepackaging, and transporting. Also, under section 267(c), an individualdamage, imperfections, shopwear, etc.,• General and administrative costs (mixed is considered to own an interest ownedwithin the meaning of Regulations sectionservice costs). directly or indirectly by or for his or her1.471-2(c). These goods may be valued atFor details, see Regulations section family. The family of an individual includesthe bona fide selling price, minus the direct1.263A-3(d). only that individual’s spouse, brothers,cost of disposition (but not less than scrap
sisters, ancestors, and lineal descendants.Enter on line 4 the balance of section value). Bona fide selling price means the
An interest will be attributed from an263A costs paid or incurred during the tax price at which goods are actually offered
individual under the family attribution rulesyear not includible on lines 2, 3, and 5. during a period ending not later than 30
only if the person to whom the interest isAttach a statement listing these costs. days after the inventory date.
attributed owns a direct interest in the

If this is the first year the Last-in First-outLine 5. Other Costs partnership or an indirect interest under
(LIFO) inventory method was either adopted section 267(c)(1), (2), or (5). However, forEnter on line 5 any other inventoriable costs or extended to inventory goods not purposes of these instructions, an individualpaid or incurred during the tax year not previously valued under the LIFO method, will not be considered to own, under sectionentered on lines 2 through 4. Attach a attach Form 970, Application To Use LIFO 267(c)(2), an interest in the partnershipstatement. Inventory Method, or a statement with the owned, directly or indirectly, by a family
information required by Form 970. Also member of the individual unless theLine 7. Inventory at End of Year check the box on line 9c. individual also owns an interest in theSee Regulations sections 1.263A-1 through If the partnership has changed or partnership either directly or indirectly1.263A-3 for details on figuring the amount extended its inventory method to LIFO and through a corporation, partnership, or trust.of additional section 263A costs to be has had to write up its opening inventory toincluded in ending inventory. Constructive ownership examples forcost in the year of election, report the effect questions 3 and 4 follow the instructions forIf the partnership accounts for of this write-up as income (line 7, page 1, question 4b. For the purposes of questionsinventoriable items in the same manner as Form 1065) proportionately over a 3-year 3 and 4, add an owner’s direct percentagematerials and supplies that are not period that begins in the tax year of the ownership and indirect percentageincidental, enter on line 7 the portion of its LIFO election. ownership in an entity to determine if theraw materials and merchandise purchased For more information on inventory owner owns, directly or indirectly, 50% orfor resale that is included on line 6 and was valuation methods, see Pub. 538, more of the entity.not sold during the year. Accounting Periods and Methods.

Question 3a. List each corporation,
Lines 9a Through 9c. Inventory partnership, or trust owning, directly or

indirectly, an interest of 50% or more in theValuation Methods Schedule B. Other profit, loss, or capital of the partnership atInventories can be valued at:
the end of the tax year. Indicate the name,Information• Cost,
EIN, type of entity (corporation, partnership,• Cost or market value (whichever is lower),
or trust), country of organization, and theor
maximum of the percentage interests• Any other method approved by the IRS Question 1 owned, directly or indirectly, in the profit,that conforms to the requirements of the Check box 1f for any other type of entity and loss, or capital of the partnership. For anapplicable regulations cited below. state the type. affiliated group filing a consolidated tax

However, if the partnership is using the return, list the parent corporation rather thanQuestions 3 and 4cash method of accounting, it is required to the subsidiary members. List the entity
use cost. Maximum percentage owned in owner of a disregarded entity rather than the

Partnerships that account for partnership profit, loss, or capital. For disregarded entity. If the owner of a
inventoriable items in the same manner as the purposes of Schedule B, questions 3 disregarded entity is an individual rather
materials and supplies that are not and 4, the term “maximum percentage than an entity, list the individual under
incidental can currently deduct expenditures owned” means the highest percentage of question 3b.
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Question 3b. List each individual or Partnership B, an interest of 35% (50% of apply if any partner during the tax year is a
estate owning, directly or indirectly, an 70%) in the profit, loss, or capital of partnership, estate, trust, S corporation,
interest of 50% or more in the profit, loss, or Partnership C. Corporation A owns, directly nominee, or disregarded entity.
capital of the partnership at the end of the or indirectly, an interest of 50% in the profit, Small partnerships can elect to betax year. Indicate the name, TIN, country of loss, or capital of Partnership C, 15% subject to the rules for consolidated auditcitizenship (for an estate, the citizenship of directly and 35% indirectly. proceedings by attaching Form 8893,the decedent), and the maximum of the Partnership B reports in its answer to Election of Partnership Level Tax Treatmentpercentage interests owned, directly or question 3a that its profit, loss, or capital is to the partnership return for the first tax yearindirectly, in the profit, loss, or capital of the owned, directly, 50% by Corporation A. for which the election is to be effective. Thispartnership. Partnership C reports in its answer to election must be signed by all persons who

question 3a that its profit, loss, or capital isConstructive ownership of other entities were partners of the partnership at any time
owned, directly or indirectly, 50% byby the partnership. For purposes of during the partnership’s taxable year. Once
Corporation A, and is owned, directly, 70%determining the partnership’s constructive made, the election may not be revoked
by Partnership B. Partnership B reports in itsownership of other entities, the constructive without IRS consent (see Form 8894,
answer to question 4b that it owns, directly,ownership rules of section 267(c) (excluding Request to Revoke Partnership Level Tax
70% of the profit, loss, or capital ofsection 267(c)(3)) apply to ownership of Treatment Election). See section
Partnership C.interests in partnerships and trusts as well 6231(a)(1)(B) and Form 8893 for more

as corporate stock. Generally, if an entity (a information.Example 2. A owns, directly, 50% of the
corporation, partnership, or trust) is owned, profit, loss, or capital of Partnership X. B, The partnership does not make thisdirectly or indirectly, by or for another entity the daughter of A, does not own, directly, election when it answers “Yes” to(corporation, partnership, estate, or trust), any interest in X and does not own, question 5 or when it designates athe owned entity is considered to be owned CAUTION

!
indirectly, any interest in X through any Tax Matters Partner on Form 1065. Theproportionally by or for the owners entity (corporation, partnership, trust, or election must be made separately by filing(shareholders, partners, or beneficiaries) of estate). Because family attribution rules Form 8893, Election of Partnership Levelthe owning entity. apply only when an individual (in this Tax Treatment.Question 4a. List each corporation in example, B) owns a direct interest in the

which the partnership, at the end of the tax partnership or an indirect interest through Question 6year, owns, directly, 20% or more, or owns, another entity, A’s interest in Partnership X
Answer “Yes” if the partnership meets alldirectly or indirectly, 50% or more of the is not attributable to B. Therefore, for the
four of the requirements shown on the form.total voting power of all classes of stock purposes of question 3b, the 50% interest of
Total receipts is defined as the sum of grossentitled to vote. Indicate the name, EIN, A in X is not attributed to B. When
receipts or sales (page 1, line 1a); all othercountry of incorporation, and the percentage Partnership X completes its Form 1065, it
income (page 1, lines 4 through 7); incomeinterest owned, directly or indirectly, in the will identify A in question 3b, which includes
reported on Schedule K, lines 3a, 5, 6a, andtotal voting power. List the parent entering “50%” in column (iv). Partnership X
7; income or net gain reported on Schedulecorporation of an affiliated group filing a will not identify B in question 3b.
K, lines 8, 9a, 10, and 11; and income or netconsolidated tax return rather than the Example 3. A owns, directly, 50% of the gain reported on Form 8825, lines 2, 19, andsubsidiary members except for subsidiary profit, loss, or capital of Partnership X. B, 20a. Total assets is defined as the amountmembers in which an interest is owned, the daughter of A, does not own, directly, that would be reported in item F on page 1directly or indirectly, independent of the any interest in X, but does own, indirectly, a of Form 1065.interest owned, directly or indirectly, in the 10% interest in X through Trust T, of whichparent corporation. If a corporation is owned she is the sole beneficiary. No other family Question 7through a disregarded entity, list the member of A or B owns, directly, any Answer “Yes” if interests in the partnershipinformation for the corporation rather than interest in X nor does any other family are traded on an established securitiesthe disregarded entity. member own, indirectly, any interest in X market or are readily tradable on aQuestion 4b. List each partnership in through any entity. Neither A nor B owns secondary market (or its substantialwhich the partnership, at the end of the tax any other interest in X through any entity. equivalent).year, owns, directly, an interest of 20% or For the purposes of question 3b, the 50%

more, or owns, directly or indirectly, an interest of A in X is attributed to B because Question 9interest of 50% or more in the profit, loss, or B has indirect ownership of X through
Answer “Yes” if the partnership filed, or iscapital of the partnership. List each trust in another entity (in this example, T). Similarly,
required to file, a return under section 6111which the partnership, at the end of the tax the 10% interest of B in X is attributed to A.
to provide information on any reportableyear, owns, directly, an interest of 20% or When Partnership X completes its Form
transaction by a material advisor. Use Formmore, or owns, directly or indirectly, an 1065, it will identify both A and B in question
8918, Material Advisor Disclosureinterest of 50% or more in the trust 3b. In column (iv), the maximum percentage
Statement, to provide the information. Forbeneficial interest. For each partnership or owned will be reported as “60%”. This is
more information, see the Instructions totrust listed, indicate the name, EIN, type of because A owns, directly or indirectly, 60%
Form 8918.entity (partnership or trust), and country of of the profit, loss, or capital of X, 50%

origin. If the listed entity is a partnership, directly and 10% indirectly through B, and B
Question 10. Foreign Accountsenter in column (v) the maximum of owns, directly or indirectly, 60% of the profit,

percentage interests owned, directly or loss, or capital of X, 50% indirectly through Answer “Yes” if either 1 or 2 below applies
indirectly, in the profit, loss, or capital of the A and 10% indirectly through T. to the partnership. Otherwise, check the
partnership at the end of the partnership’s “No” box.
tax year. If the entity is a trust, enter in Question 5 1. At any time during calendar year
column (v) the percentage of the Generally, the tax treatment of partnership 2008, the partnership had an interest in or
partnership’s beneficial interest in the trust items is determined at the partnership level signature or other authority over a bank
owned, directly or indirectly, at the end of in a consolidated audit proceeding under account, securities account, or other
the tax year. List a partnership or trust sections 6221 through 6234, rather than in financial account in a foreign country (see
owned through a disregarded entity rather separate proceedings with individual Form TD F 90-22.1, Report of Foreign Bank
than the disregarded entity. partners. Small partnerships are not subject and Financial Accounts); and
Example 1. Corporation A owns, directly, to the rules for consolidated audit • The combined value of the accounts
an interest of 50% in the profit, loss, or proceedings. “Small partnerships” are was more than $10,000 at any time during
capital of Partnership B. A also owns, defined as any partnership having 10 or the calendar year; and
directly, an interest of 15% in the profit, loss, fewer partners each of whom is an individual • The accounts were not with a U.S.
or capital of Partnership C. Partnership B (other than a nonresident alien), a C military banking facility operated by a U.S.
owns, directly, an interest of 70% in the corporation, or an estate of a deceased financial institution.
profit, loss, or capital of Partnership C. partner. The small partnership exception to 2. The partnership owns more than 50%
Corporation A owns, indirectly, through the consolidated audit procedures does not of the stock in any corporation that would
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answer the question “Yes” based on item 1 For details, see section 743 and Regulations provides each owner the right to transfer
above. section 1.743-1. For details on allocating the property to a third party without destroying

basis adjustment to partnership properties, the tenancy in common. Partners may agree
see section 755 and Regulations section to partition property held as tenants inIf the “Yes” box is checked for the
1.755-1. common or may seek a court order toquestion:

partition the property (usually dividing the• Enter the name of the foreign country or
Section 734(b) basis adjustment. A property into fractional interests incountries. Attach a separate sheet if more

section 734(b) basis adjustment is required accordance with each partner’s ownershipspace is needed.
if there is a distribution of property to a interest in the partnership.)• File Form TD F 90-22.1 by June 30, 2009,
partner, whether or not in liquidation of thewith the Department of the Treasury at the
partner’s entire interest in the partnership. Example. Partnership P is a partnershipaddress shown on the form. Because Form
See question 12c if there is a substantial which files Form 1065. Partnership P holdsTD F 90-22.1 is not a tax form, do not file it
built-in loss with respect to the distribution. title to land held for investment. Partnershipwith Form 1065. You can order
The basis adjustment affects each partner’s P converts its title to the land to fractionalForm TD F 90-22.1 by calling
basis in the partnership property. The interests in the name of the partners and1-800-TAX-FORM (1-800-829-3676) or you
partnership must attach a statement to the distributes such interests to its partners.can download it from the IRS website at
return for the tax year in which the Partnership P must answer “Yes” towww.irs.gov.
distribution occurred. The statement must question 14.
include:Question 11 • The computation of the adjustment, Question 15The partnership may be required to file • The class of property distributed (ordinary Enter the number of Form(s) 8858 that areForm 3520, Annual Return To Report income property or capital gain property), attached to the return. Form 8858 (and itsTransactions With Foreign Trusts and and schedules) are used by certain U.S. personsReceipt of Certain Foreign Gifts, if: • The partnership properties to which the (including domestic partnerships) that own a• It directly or indirectly transferred property adjustment has been allocated. foreign disregarded entity (FDE) directly, (or,or money to a foreign trust. For this purpose, For details, see section 734 and Regulations in certain cases, indirectly or constructively)any U.S. person who created a foreign trust section 1.734-1. For details on allocating the to satisfy the reporting requirements ofis considered a transferor. basis adjustment to partnership properties, sections 6011, 6012, 6031, 6038, and the• It is treated as the owner of any part of see section 755 and Regulations section related regulations. See Form 8858 (and itsthe assets of a foreign trust under the 1.755-1. separate instructions) for information ongrantor trust rules.

completing the form.• It received a distribution from a foreign Question 12c. Answer “Yes” if the
trust. partnership had to make a basis reduction

under section 743(b) or section 734(b) Question 16. Foreign PartnersFor more information, see the because a built-in loss (as defined in section Answer “Yes” if the partnership had anyInstructions for Form 3520. 743(d)) or substantial basis reduction (as foreign partners (for purposes of section
Note. An owner of a foreign trust must defined in section 734(d)) is greater than 1446) at any time during the tax year.
ensure that the trust files an annual $250,000. Section 743(d)(1) provides that, Otherwise, answer “No.”
information return on Form 3520-A, Annual for purposes of section 743, a partnership

If the partnership had gross incomeInformation Return of Foreign Trust with a has a substantial built-in loss with respect to
effectively connected with a trade orU.S. Owner. a transfer of a partnership interest if the
business in the United States and foreignpartnership’s adjusted basis in the
partners, it may be required to withhold taxpartnership’s property exceeds by moreQuestions 12a, 12b, and 12c
under section 1446 on income allocable tothan $250,000 the fair market value of theNote. You must check “Yes” or “No” for foreign partners (without regard toproperty. Under section 734(d), there is aeach question. distributions) and file Form 8805. Seesubstantial basis reduction if a downward
Regulations sections 1.1446-1 through 7, foradjustment of more than $250,000 would beQuestion 12a. Answer “Yes” if the
more information.made to the basis of partnership assets if apartnership is making, or has made (and

section 754 election was in effect at the timehas not revoked) a section 754 election. For
of the distribution.information about the election, see item 4

under Elections Made by the Partnership, on Designation of Tax MattersSection 743(b) basis adjustment. Forpage 9.
a section 743(b) basis adjustments, attach a Partner (TMP)Question 12b. Answer “Yes” if the statement that includes:

partnership made an optional basis • Name of the transferee partner,
adjustment under section 743(b) or 734(b) • EIN or SSN of the transferee partner,

If the partnership is subject to the rules forfor the tax year. If the partnership has made • Computation of the adjustment, and
consolidated audit proceedings in sectionsa section 754 election (and it has not been • Identity of the partnership properties to
6221 through 6234, the partnership canrevoked) and either of the following which the adjustment has been allocated.
designate a partner as the TMP for the taxtransactions occur, the partnership must
year for which the return is filed bySection 734(b) basis adjustment. Formake a basis adjustment under section
completing the Designation of Tax Mattersa section 734(b) basis adjustment, attach a734(b) or 743(b).
Partner section on page 3 of Form 1065.statement that includes:

Section 743(b) basis adjustment. A The designated TMP must be a general• The computation of the adjustment,
section 743(b) basis adjustment is required partner and, in most cases, also must be a• The class of property distributed (ordinaryif there is a transfer of an interest in the U.S. person. For details, see Regulationsincome property or capital gain property),partnership by a sale or exchange, or in the section 301.6231(a)(7)-1.anddeath of a partner. See question 12c if the • The partnership properties to which thepartnership has a substantial built-in loss For a limited liability company (LLC), onlyadjustment has been allocated.immediately after such a transfer. The basis a member manager of the LLC is treated as
adjustment affects only the transferee’s a general partner. A member manager is

Question 14basis in partnership property. The any owner of an interest in the LLC who,
For purposes of question 14, an “undividedpartnership must attach a statement to the alone or together with others, has the
interest in partnership property” meansreturn for the tax year in which the transfer continuing exclusive authority to make the
property that was owned by the partnershipoccurred. The statement must include: management decisions necessary to
either directly or through a disregarded• The name of the transferee partner, conduct the business for which the LLC was
entity and which was distributed to partners• The EIN or SSN of the transferee partner, formed. If there are no elected or designated
as fractional ownership interests. A tenancy• The computation of the adjustment, and member managers, each owner is treated
in common interest is a type of undivided• The identity of the partnership properties as a member manager. For details, see
ownership interest in property whichto which the adjustment has been allocated. Regulations section 301.6231(a)(7)-2.
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How Income Is Shared Among
Specific InstructionsSchedules K and K-1. Partners

Allocate shares of income, gain, loss, (Schedule K-1 Only)Partners’ Distributive
deduction, or credit among the partnersShare Items according to the partnership agreement for
sharing income or loss generally. Partners General Information
may agree to allocate specific items in a Generally, the partnership is required to

Purpose of Schedules ratio different from the ratio for sharing prepare and give a Schedule K-1 to each
income or loss. For instance, if the netAlthough the partnership is not subject to person who was a partner in the partnership
income exclusive of specially allocatedincome tax, the partners are liable for tax on at any time during the year. Schedule K-1

their shares of the partnership income, must be provided to each partner on oritems is divided evenly among three
whether or not distributed, and must include before the day on which the partnershippartners but some special items are
their shares on their tax returns. return is required to be filed.allocated 50% to one, 30% to another, and

20% to the third partner, report the specially However, if a foreign partnership meets
Schedule K. Schedule K is a summary allocated items on the appropriate line of the each of the following four requirements, it is
schedule of all the partners’ shares of the not required to file or provide Schedules K-1applicable partner’s Schedule K-1 and the
partnership’s income, credits, deductions, for foreign partners (unless the foreigntotal on the appropriate line of Schedule K,etc. All partnerships must complete partner is a pass-through entity throughinstead of on the numbered lines on page 1Schedule K. Rental activity income (loss) which a U.S. person holds an interest in theof Form 1065 or Schedules A or D.and portfolio income are not reported on foreign partnership).
page 1 of Form 1065. These amounts are • The partnership had no gross incomeIf a partner’s interest changed during thenot combined with trade or business activity effectively connected with the conduct of a

year, see section 706(d) before determiningincome (loss). Schedule K is used to report trade or business within the United States
the totals of these and other amounts. each partner’s distributive share of any item during its tax year.

of income, gain, loss, deduction, etc. Income • All required Forms 1042 and 1042-S wereSchedule K-1. Schedule K-1 shows each (loss) is allocated to a partner only for the filed by the partnership or anotherpartner’s separate share. Attach a copy of part of the year in which that person is a withholding agent as required byeach Schedule K-1 to the Form 1065 filed member of the partnership. The partnership Regulations section 1.1461-1(b) and (c).with the IRS; keep a copy with a copy of the will either allocate on a daily basis or divide • The tax liability for each foreign partnerpartnership return as a part of the the partnership year into segments and for amounts reportable under Regulationspartnership’s records; and furnish a copy to sections 1.1461-1(b) and (c) has been fullyallocate income, loss, or special items ineach partner. If a partnership interest is held satisfied by the withholding of tax at theeach segment among the persons who wereby a nominee on behalf of another person, source.partners during that segment. Partnershipsthe partnership may be required to furnish • The partnership is not a withholdingthat report their income on the cash basisSchedule K-1 to the nominee. See foreign partnership as defined inmust allocate interest expense, taxes, andTemporary Regulations sections Regulations section 1.1441-5(c)(2)(i).any payment for services or for the use of1.6031(b)-1T and 1.6031(c)-1T for more
Generally, any person who holds anproperty on a daily basis if there is anyinformation.

interest in a partnership as a nominee forchange in any partner’s interest during the
another person must furnish to theGive each partner a copy of either the year. See Pub. 541 for more details.
partnership the name, address, etc., of thePartner’s Instructions for Schedule K-1
other person.(Form 1065) or specific instructions for each Special rules on the allocation of income,

item reported on the partner’s Schedule K-1. If a husband and wife each had angain, loss, and deductions generally apply if
interest in the partnership, prepare aa partner contributes property to the
separate Schedule K-1 for each of them.Substitute Forms partnership and the FMV of that property at

the time of contribution differs from theThe partnership does not need IRS approval How To Complete Schedule K-1
contributing partner’s adjusted tax basis.to use a substitute Schedule K-1 if it is an If the return is for a fiscal year or a short tax
Under these rules, the partnership must useexact copy of the IRS schedule. The boxes year, fill in the tax year space at the top of

must use the same numbers and titles and a reasonable method of making allocations each Schedule K-1. On each Schedule K-1,
must be in the same order and format as on of income, gain, loss, and deductions from enter the information about the partnership
the comparable IRS Schedule K-1. The the property so that the contributing partner and the partner in Parts I and II (items A
substitute schedule must include the OMB receives the tax burdens and benefits of any through L). In Part III, enter the partner’s
number. The partnership must provide each built-in gain or loss (that is, precontribution distributive share of each item of income,
partner with the Partner’s Instructions for appreciation or diminution of value of the deduction, and credit and any other
Schedule K-1 (Form 1065) or other information the partner needs to file thecontributed property). See Regulations
prepared specific instructions for each item partner’s tax return.section 1.704-3 for details on how to make
reported on the partner’s Schedule K-1. these allocations, including a description of Codes. In box 11 and boxes 13 through

specific allocation methods that are 20, identify each item by entering a code inThe partnership must request IRS
generally reasonable. the column to the left of the entry space forapproval to use other substitute Schedules

the dollar amount. These codes areK-1. To request approval, write to Internal
identified in these instructions and on theSee Dispositions of Contributed PropertyRevenue Service, Attention: Substitute
back of the Schedule K-1.on page 9 for special rules on the allocationForms Program, SE:W:CAR:MP:T:T:SP,
Attached statements. Enter an asterisk (*)of income, gain, loss, and deductions on the1111 Constitution Avenue, NW, IR-6526,
after the code, if any, in the column to theWashington, DC 20224. disposition of property contributed to the
left of the dollar amount entry space forpartnership by a partner.
each item for which you have attached aEach partner’s information must be on a
statement providing additional information.separate sheet of paper. Therefore, If the partnership agreement does not For those informational items that cannot beseparate all continuously printed substitutes

provide for the partner’s share of income, reported as a single dollar amount, enter thebefore you file them with the IRS.
gain, loss, deduction, or credit, or if the code and asterisk in the left-hand column
allocation under the agreement does notThe partnership may be subject to a and enter “STMT” in the entry space to the
have substantial economic effect, thepenalty if it files Schedules K-1 that do not right to indicate that the information is
partner’s share is determined according toconform to the specifications discussed in provided on an attached statement. More
the partner’s interest in the partnership. SeePub. 1167, General Rules and than one attached statement can be placed
Regulations section 1.704-1 for moreSpecifications for Substitute Forms and on the same sheet of paper and should be
information.Schedules. identified in alphanumeric order by box
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number followed by the letter code (if any). and limited partner, check both boxes and items required by item J, as long as such
For example: “Box 20, Code T—Information attach a statement for each activity that method is consistent with the partnership
Needed to Figure Depletion—Oil and Gas” shows the amounts allocable to the agreement is applied consistently from year
(followed by the information the partner partner’s interest as a limited partner. to year. Maintain records to support the
needs). share of profits, share of losses, and share

Item H. Domestic/Foreign of capital reported for each partner.
For electronically filed returns, the Partnerpartnership must follow the Item K. Partner’s Share of

Check the foreign partner box if the partnerinstructions for attachments asCAUTION
!

Liabilitiesis a nonresident alien individual, foreigndescribed in Pub. 4164 when reporting the
Enter each partner’s share of nonrecoursepartnership, foreign corporation, or a foreignadditional information that may be required
liabilities, partnership-level qualifiedestate or trust. Otherwise, check thefor each respective box. See Pub. 4164 for
nonrecourse financing, and other recoursedomestic partner box.more information.
liabilities at the end of the year.Too few entry spaces on Schedule K-1? Item I. What Type of Entity Is “Nonrecourse liabilities” are thoseIf the partnership has more coded items

This Partner? liabilities of the partnership for which nothan the number of spaces in box 11 or
partner bears the economic risk of loss. Theboxes 13 through 20, do not enter a code or State on this line whether the partner is an
extent to which a partner bears thedollar amount in the last entry space of the individual, a corporation, an estate, a trust, a
economic risk of loss is determined underbox. In the last entry space, enter an partnership, a disregarded entity, an exempt
the rules of Regulations section 1.752-2. Doasterisk in the left column and enter “STMT” organization, or a nominee (custodian). If
not include partnership-level qualifiedin the entry space to the right. Report the the entity is a limited liability company (LLC)
nonrecourse financing (defined below) onadditional items on an attached statement and it is treated as other than a disregarded
the line for nonrecourse liabilities.and provide the box number, the code, entity for federal income tax purposes, the

description, and dollar amount or partnership must enter the LLC’s If the partner terminated his or her
information for each additional item. For classification for federal income tax interest in the partnership during the year,
example: “Box 15, Code H—Work purposes (that is, a corporation or enter the share that existed immediately
Opportunity Credit—$1,000.” partnership). If the partner is a nominee, use before the total disposition. In all other

one of the following codes after the word cases, enter it as of the end of the year.
“nominee” to indicate the type of entity thePart I. Information About If the partnership is engaged in two or
nominee represents: I—Individual; more different types of at-risk activities, or athe Partnership C—Corporation; F—Estate or Trust; combination of at-risk activities and any
P—Partnership; DE—Disregarded Entity;On each Schedule K-1, enter the name, other activity, attach a statement showing
E—Exempt Organization; oraddress, and identifying number of the the partner’s share of nonrecourse liabilities,
IRA—Individual Retirement Arrangement.partnership. partnership-level qualified nonrecourse

financing, and other recourse liabilities forItem J. Partner’s Profit, Loss,Part II. Information About each activity. See Pub. 925 to determine if
and Capital the partnership is engaged in more than onethe Partner at-risk activity.

Complete a Schedule K-1 for each partner. These instructions are for the The at-risk rules of section 465 generallyOn each Schedule K-1, enter the partner’s purpose of assisting the partnership apply to any activity carried on by thename, address, identifying number, and return preparer in completing item JCAUTION
!

partnership as a trade or business or for thedistributive share items. of Schedule K-1. They should not be relied production of income. These rules generallyupon for other purposes unless specifically limit the amount of loss and otherItems E and F stated. They are not intended to be a deductions a partner can claim from anysubstitute for the code or regulations, or toFor an individual partner, enter the partner’s partnership activity to the amount for whichchange their meaning.social security number (SSN) or individual that partner is considered at risk. However,
taxpayer identification number (ITIN). For all On each line, enter the partner’s share of for partners who acquired their partnership
other partners, enter the partner’s EIN. the partnership’s profit, loss, and capital as interests before 1987, the at-risk rules do
However, if a partner is an individual of the beginning and end of the not apply to losses from an activity of
retirement arrangement (IRA), enter the partnership’s tax year, as determined under holding real property the partnership placed
identifying number of the custodian of the the partnership agreement. However, if a in service before 1987. The activity of
IRA. Do not enter the SSN of the person for partner’s interest terminated during the year, holding mineral property does not qualify for
whom the IRA is maintained. enter in the Beginning column the this exception. Identify on an attachment to

percentages that existed immediately beforeForeign partners without a U.S. taxpayer Schedule K-1 the amount of any losses that
the termination. When the profit or lossidentifying number should be notified by the are not subject to the at-risk rules.
sharing percentage has changed during thepartnership of the necessity of obtaining a If a partnership is engaged in an activity
year, show the percentage before theU.S. identifying number. Certain aliens who subject to the limitations of section 465(c)(1)
change in the Beginning column and theare not eligible to obtain SSNs can apply for (such as films or videotapes, leasing section
end-of-year percentage in the Endingan ITIN on Form W-7, Application for IRS 1245 property, farming, or oil and gas
column. If there are multiple changes in theIndividual Taxpayer Identification Number. property), give each partner his or her share
profit and loss sharing percentage duringIf a single member limited liability of the total pre-1976 losses from that activity
the year, attach a statement giving the datecompany (LLC) owns an interest in the for which there existed a corresponding
and percentage before each change.partnership, and the LLC is treated as a amount of nonrecourse liability at the end of

disregarded entity for federal income tax On the line for Capital enter the portion each year in which the losses occurred. See
purposes, enter the owner’s identifying of the capital that the partner would receive Form 6198, At-Risk Limitations, and related
number in item E and the owner’s name and if the partnership was liquidated by the instructions for more information.
address in item F. distribution of undivided interests in Qualified nonrecourse financing secured

partnership assets and liabilities.Foreign address.  If the partner has a by real property used in an activity of
foreign address, enter the information in the The partner’s share of each category holding real property that is subject to the
following order: City, province or state, and must be expressed as a percentage. The at-risk rules is treated as an amount at risk.
country. Follow the country’s practice for total percentage interest in each category “Qualified nonrecourse financing” generally
entering the postal code. Do not abbreviate must total 100% for all partners. If the includes financing for which no one is
the country name. partnership agreement does not express the personally liable for repayment that is

partner’s share of profit, loss, and capital as borrowed for use in an activity of holding
Item G fixed percentages, the partnership may use real property and that is loaned or
Complete item G on all Schedules K-1. If a a reasonable method in arriving at each guaranteed by a federal, state, or local
partner holds interests as both a general percentage for purposes of completing the government or that is borrowed from a
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“qualified” person. Qualified persons include partnership must report both the net • Payments for salaries, health insurance,
any person actively and regularly engaged long-term capital gain from Schedule D and and interest deducted by the partnership
in the business of lending money, such as a the specially allocated gain on line 9a of and reported on Form 1065, page 1, line 10;
bank or savings and loan association. Schedule K. Box 9a of the Schedule K-1 for Form 8825; or on Schedule K, line 3b;
Qualified persons generally do not include the partner must include both the specially • Compensation deferred under a section
related parties (unless the nonrecourse allocated gain and the partner’s distributive 409A nonqualified deferred compensation
financing is commercially reasonable and on share of the net long-term capital gain from plan that does not meet the requirements of
substantially the same terms as loans Schedule D. section 409A reported on line 20c of
involving unrelated persons), the seller of Schedule K; and
the property, or a person who receives a fee • Payments the partnership must capitalize.Income (Loss)
for the partnership’s investment in the real See the Instructions for Form 1065, line 10.
property. See section 465(b)(6) for more Line 1. Ordinary Business Income Generally, amounts reported on line 4
information on qualified nonrecourse are not considered to be related to a passive(Loss)
financing. activity. For example, guaranteed paymentsEnter the amount from page 1, line 22. Enter

for personal services paid to a partner wouldThe partner as well as the partnership the income (loss) without reference to (a)
not be passive activity income. Likewise,must meet the qualified nonrecourse rules. the basis of the partners’ interests in the
interest paid to any partner is not passiveTherefore, the partnership must enter on an partnership, (b) the partners’ at-risk
activity income.attached statement any other information limitations, or (c) the passive activity

the partner needs to determine if the limitations. These limitations, if applicable, The distribution of property to a
qualified nonrecourse rules are also met at are determined at the partner level. partner as part or all of a guaranteed
the partner level. payment is a sale of exchange ofLine 1 should not include rental activity

TIP

property. Complete Schedule D for theincome (loss) or portfolio income (loss).Item L. Partner’s Capital distribution. See Rev. Rul. 2007-40, 2007-25Schedule K-1. Enter each partner’sAccount Analysis I.R.B. 1426, for more details.distributive share of ordinary business
You are not required to complete item L if Schedule K-1. Enter each partner’sincome (loss) in box 1 of Schedule K-1. If
the answer to question 6 of Schedule B is guaranteed payments in box 4 of Schedulethe partnership has more than one trade or
“Yes.” If you are required to complete this K-1.business activity, identify on an attachment
item, see the instructions for Schedule M-2 to Schedule K-1 the amount from each Portfolio Incomeon page 39. Check the appropriate box that separate activity. See Passive Activity
describes the method of accounting used to See page 11 of these instructions for aReporting Requirements on page 13.
compute the partner’s capital account. definition of portfolio income.
• Check the “Tax basis” box if the method Line 2. Net Rental Real Estate Do not reduce portfolio income by
of accounting used to compute the partner’s deductions allocated to it. Report suchIncome (Loss)
capital account is based on the partnership’s deductions (other than interest expense) onEnter the net income (loss) from rental realincome and deductions for federal tax line 13d of Schedule K. Report eachestate activities of the partnership frompurposes. partner’s distributive share of deductionsForm 8825. Attach this form to Form 1065.• Check the “GAAP” box if it is based on (other than interest) allocable to portfolio

Schedule K-1. Enter each partner’sgenerally accepted accounting principles income in box 13 of Schedule K-1, using
distributive share of net rental real estate(GAAP). codes H, J, and K.
income (loss) in box 2 of Schedule K-1. If• Check the “Section 704(b) book” box if it Interest expense allocable to portfoliothe partnership has more than one rentalis based on the capital accounting rules income is generally investment interestreal estate activity, identify on an attachmentunder Regulations section 1.704-1(b)(2)(iv). expense reported on line 13b of Schedule K.to Schedule K-1 the amount attributable to• Check the “Other” box if any other method Report each partner’s distributive share ofeach activity. See Passive Activity Reportingis used to compute the partner’s capital interest expense allocable to portfolioRequirements on page 13.account and attach a statement describing income in box 13 of Schedule K-1 usingthe method and showing how the partner’s code G.Line 3. Other Net Rental Incomecapital account was computed.
(Loss) Line 5. Interest Income
Enter on line 3a gross income from rental Enter only taxable portfolio interest on this
activities other than those reported on FormSpecific Instructions line. Taxable interest is interest from all
8825. Include on line 3a the gain (loss) from sources except interest exempt from tax and(Schedules K and K-1, Part line 17 of Form 4797 that is attributable to interest on tax-free covenant bonds.
the sale, exchange, or involuntary Schedule K-1. Enter each partner’sIII, Except as Noted) conversion of an asset used in a rental

distributive share of interest income in box 5These instructions refer to the lines on activity other than a rental real estate
of Schedule K-1.Schedule K and the boxes on Schedule K-1. activity.
Line 6a. Ordinary DividendsEnter on line 3b the deductible expenses
Enter only total taxable ordinary dividendsof the activity. Attach a statement of theseSpecial Allocations
on line 6a, including any qualified dividendsexpenses to Form 1065.

An item is specially allocated if it is allocated reported on line 6b.Enter on line 3c the net income (loss).to a partner in a ratio different from the ratio
Schedule K-1. Enter each partner’sfor sharing income or loss generally. See Rental Activities beginning on page distributive share of ordinary dividends in

10 and Pub. 925 for more information onReport specially allocated ordinary gain box 6a of Schedule K-1.
rental activities.(loss) on Schedule K, line 11, and on

Line 6b. Qualified DividendsSchedule K-1, box 11. Report other Schedule K-1. Enter each partner’s
specially allocated items in the applicable Enter qualified dividends on line 6b. Exceptdistributive share of net income (loss) from
boxes of the partner’s Schedule K-1, with as provided below, qualified dividends arerental activities other than rental real estate
the total amount on the applicable line of dividends received from domesticactivities in box 3 of Schedule K-1. If the
Schedule K. See How Income is Shared corporations and qualified foreignpartnership has more than one rental activity
Among Partners on page 23. corporations.reported in box 3, identify on an attachment

to Schedule K-1 the amount from eachExample. A partnership has a long-term Exceptions. The following dividends are
activity. See Passive Activity Reportingcapital gain that is specially allocated to a not qualified dividends.
Requirements on page 13.partner and a net long-term capital gain • Dividends the partnership received on any

reported on line 11 of Schedule D that must share of stock held for less than 61 daysLine 4. Guaranteed Payments tobe reported on line 9a of Schedule K. during the 121-day period that began 60
PartnersBecause specially allocated gains or losses days before the ex-dividend date. When

are not reported on Schedule D, the Guaranteed payments to partners include: determining the number of days the
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partnership held the stock, it cannot count preceding paragraph. However, the totalLine 8. Net Short-Term Capital
certain days during which the partnership’s unrecaptured section 1250 gain must beGain (Loss)
risk of loss was diminished. The ex-dividend allocated to the installment paymentsEnter the gain (loss) from line 5 of Scheduledate is the first date following the declaration received from the sale. To do so, theD (Form 1065).of a dividend on which the purchaser of a partnership generally must treat the gain

Schedule K-1. Enter each partner’sstock is not entitled to receive the next allocable to each installment payment as
distributive share of net short-term capitaldividend payment. When counting the unrecaptured section 1250 gain until all
gain (loss) in box 8 of Schedule K-1.number of days the partnership held the such gain has been used in full. Figure the

stock, include the day the partnership unrecaptured section 1250 gain forLine 9a. Net Long-Term Capitaldisposed of the stock but not the day the installment payments received during the
Gain (Loss)partnership acquired it. tax year as the smaller of (a) the amount
Enter the gain or loss that is portfolio income• Dividends attributable to periods totaling from line 26 or line 37 of Form 6252
(loss) from Schedule D (Form 1065), line 11.more than 366 days that the partnership (whichever applies) or (b) the total

received on any share of preferred stock unrecaptured section 1250 gain for the saleSchedule K-1. Enter each partner’s
held for less than 91 days during the reduced by all gain reported in prior yearsdistributive share of net long-term capital
181-day period that began 90 days before (excluding section 1250 ordinary incomegain (loss) in box 9a of Schedule K-1.
the ex-dividend date. When determining the recapture).

If any gain or loss from lines 5 or 11number of days the partnership held the If the partnership chose not to treatof Schedule D is from the dispositionstock, do not count certain days during all of the gain from paymentsof nondepreciable personal propertywhich the partnership’s risk of loss was CAUTION
!

received after May 6, 1997, andused in a trade or business, it may not be CAUTION
!

diminished. Preferred dividends attributable before August 24, 1999, as unrecapturedtreated as portfolio income. Instead, report itto periods totaling less than 367 days are section 1250 gain, use only the amount theon line 11 of Schedule K and report eachsubject to the 61-day holding period rule partnership chose to treat as unrecapturedpartner’s distributive share in box 11 ofabove. section 1250 gain for those payments toSchedule K-1 using code F.• Dividends that relate to payments that the reduce the total unrecaptured section 1250partnership is obligated to make with Line 9b. Collectibles (28%) Gain gain remaining to be reported for the sale.respect to short sales or positions in (Loss) From the sale or exchange of an interestsubstantially similar or related property.
in a partnership. Also report as a separateFigure the amount attributable to collectibles• Dividends paid by a regulated investment
amount any gain from the sale or exchangefrom the amount reported on Schedule Dcompany that are not treated as qualified
of an interest in a partnership attributable to(Form 1065), line 11. A collectibles gaindividend income under section 854.
unrecaptured section 1250 gain. See(loss) is any long-term gain or deductible• Dividends paid by a real estate
Regulations section 1.1(h)-1 and attach thelong-term loss from the sale or exchange ofinvestment trust that are not treated as
statement required under Regulationsa collectible that is a capital asset.qualified dividend income under section
section 1.1(h)-1(e).857(c). Collectibles include works of art, rugs,
From an estate, trust, REIT, or RIC. If theantiques, metal (such as gold, silver, orSee Pub. 550 for more details. partnership received a Schedule K-1 orplatinum bullion), gems, stamps, coins,
Form 1099-DIV from an estate, a trust, aalcoholic beverages, and certain otherQualified foreign corporation. A foreign
real estate investment trust (REIT), or atangible property.corporation is a qualified foreign corporation
regulated investment company (RIC)if it is: Also, include gain (but not loss) from the reporting “unrecaptured section 1250 gain,”sale or exchange of an interest in a1. Incorporated in a possession of the do not add it to the partnership’s ownpartnership or trust held for more than 1United States or unrecaptured section 1250 gain. Instead,year and attributable to unrealized2. Eligible for benefits of a report it as a separate amount. For example,appreciation of collectibles. For details, seecomprehensive income tax treaty with the if the partnership received a Form 1099-DIVRegulations section 1.1(h)-1. Also attach theUnited States that the Secretary determines from a REIT with unrecaptured section 1250statement required under Regulationsis satisfactory for this purpose and that gain, report it as “Unrecaptured sectionsection 1.1(h)-1(e).includes an exchange of information 1250 gain from a REIT.”

program. See Notice 2006-101, 2006-47 Schedule K-1. Report each partner’s Schedule K-1. Report each partner’sI.R.B. 930, for details. distributive share of the collectibles (28%) distributive share of unrecaptured section
gain (loss) in box 9b of Schedule K-1. 1250 gain from the sale or exchange of theIf the foreign corporation does not meet partnership’s business assets in box 9c ofLine 9c. Unrecaptured Sectioneither 1 or 2, then it may be treated as a Schedule K-1. If the partnership is reporting1250 Gainqualified foreign corporation for any dividend unrecaptured section 1250 gain from anpaid by the corporation if the stock The three types of unrecaptured section estate, trust, REIT, or RIC or from theassociated with the dividend paid is readily 1250 gain must be reported separately on partnership’s sale or exchange of an interesttradable on an established securities market an attached statement to Form 1065. in another partnership (as explained above),in the United States. From the sale or exchange of the enter “STMT” in box 9c and an asterisk (*) in
partnership’s business assets.  Figure the left column of the box and attach aHowever, qualified dividends do not
this amount for each section 1250 property statement that separately identifies theinclude dividends paid by an entity which
in Part III of Form 4797 (except property for amount of unrecaptured section 1250 gainwas a passive foreign investment company
which gain is reported using the installment from:(defined in section 1297) in either the tax
method on Form 6252) for which you had an • The sale or exchange of the partnership’syear of the distribution or the preceding tax
entry in Part I of Form 4797 by subtracting business assets.year.
line 26g of Form 4797 from the smaller of • The sale or exchange of an interest in

See Notice 2004-71, 2004-45 I.R.B. 793, line 22 or line 24. Figure the total of these another partnership.
for more details. amounts for all section 1250 properties. • An estate, trust, REIT, or RIC.

Generally, the result is the partnership’sSchedule K-1. Enter each partner’s Line 10. Net Section 1231 Gainunrecaptured section 1250 gain. However, ifdistributive share of qualified dividends in (Loss)the partnership is reporting gain on thebox 6b of Schedule K-1. installment method for a section 1250 Enter the net section 1231 gain (loss) from
property held more than 1 year, see the next Form 4797, line 7, column (g).Line 7. Royalties paragraph to figure the unrecaptured section Do not include net gain or loss fromEnter the royalties received by the 1250 gain on that property for this tax year. involuntary conversions due to casualty orpartnership.

The total unrecaptured section 1250 gain theft. Report net gain or loss from
Schedule K-1. Enter each partner’s for an installment sale of section 1250 involuntary conversions due to casualty or
distributive share of royalties in box 7 of property held more than 1 year is figured in theft on line 11 of Schedule K (box 11, code
Schedule K-1. a manner similar to that used in the B, of Schedule K-1). See the instructions for
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line 11 on how to report net gain (loss) due Cancellation of debt (code E).  If on Schedule D. See the instructions for
to a casualty or theft. cancellation of debt is reported to the Schedule D for more details. The

partnership on Form 1099-C, report each partnership makes the election for sectionSchedule K-1. Report each partner’s
partner’s distributive share in box 11 using 1045 rollover on a timely filed (includingdistributive share of net section 1231 gain
code E. extensions) return for the year in which the(loss) in box 10 of Schedule K-1. If the

sale occurred. Corporate partners are notpartnership has more than one rental, trade, Note. Include the amount of income the eligible for the section 1045 rollover.or business activity, identify on an partnership must recognize for a transfer of Additional limitations apply at the partnerattachment to Schedule K-1 the amount of a partnership interest in satisfaction of a level. Each partner will determine if he orsection 1231 gain (loss) from each separate partnership debt when the debt relieved she qualifies for the rollover. Report on anactivity. See Passive Activity Reporting exceeds the FMV of the partnership interest. attachment to Schedule K-1 for each sale orRequirements on page 13. See section 108(e)(8) for more information. exchange (a) the name of the corporation
that issued the QSB stock, (b) the partner’sLine 11. Other Income (Loss) Other income (loss) (code F).  Include
share of the partnership’s adjusted basisEnter any other item of income or loss not any other type of income, such as:
and sales price of the QSB stock, (c) theincluded on lines 1 through 10. Attach a • Recoveries of tax benefit items (section
dates the QSB stock was bought and sold,statement to Form 1065 that separately 111).
(d) the partner’s distributive share of gainidentifies each type and amount of income • Gambling gains and losses subject to the
from the sale of the QSB stock, and (e) thefor each of the following categories. The limitations in section 165(d). Indicate on an
partner’s distributive share of the gain thatcodes needed for Schedule K-1 reporting attached statement whether or not the
was deferred by the partnership underare provided for each category. partnership is in the trade or business of
section 1045. Do not include these amountsgambling.Other portfolio income (loss) (code A). on line 11 of Schedule K.• Disposition of an interest in oil, gas,Portfolio income not reported on lines 5 • Gain eligible for section 1045 rollovergeothermal, or other mineral properties.through 10. (replacement stock not purchased by theReport the following information on an

Report and identify other portfolio income partnership). Include only gain from the saleattached statement to Schedule K-1.
or loss on an attachment for line 11. or exchange of qualified small business(a) Description of the property, 

(QSB) stock (as defined in the InstructionsFor example, income reported to the (b) The partner’s share of the amount
for Schedule D) the partnership held forpartnership from a real estate mortgage realized on the sale, exchange, or
more than 6 months but that was notinvestment conduit (REMIC), in which the involuntary conversion of each property (fair
deferred by the partnership under sectionpartnership is a residual interest holder, market value of the property for any other
1045. See the instructions for Schedule Dwould be reported on an attachment for line disposition, such as a distribution),
for more details. A partner (other than a11. If the partnership holds a residual (c) The partner’s share of the partnership’s
corporation) may be eligible to defer his orinterest in a REMIC, report on the adjusted basis in the property (except for oil
her distributive share of this gain underattachment for box 11 of Schedule K-1 the or gas properties), and 
section 1045 if he or she purchases otherpartner’s share of the following: (d) Total intangible drilling costs,
QSB stock during the 60-day period that• Taxable income (net loss) from the development costs, and mining exploration
began on the date the QSB stock was soldREMIC (line 1b of Schedule Q (Form costs (section 59(e) expenditures) passed
by the partnership. Additional limitations1066)). through to the partner for the property.
apply at the partner level. Report on an• Excess inclusion (line 2c of Schedule Q See Regulation section 1.1254-5 for more
attachment to Schedule K-1 for each sale or(Form 1066)). information.
exchange (a) the name of the corporation• Section 212 expense (line 3b of Schedule • Gains from the disposition of farm
that issued the QSB stock, (b) the partner’sQ (Form 1066)). Do not report these section recapture property (see Form 4797) and
share of the partnership’s adjusted basis212 expense deductions related to portfolio other items to which section 1252 applies.
and sales price of the QSB stock, (c) theincome on Schedules K and K-1. • Any income, gain, or loss to the
dates the QSB stock was bought and sold,partnership under section 751(b).Because Schedule Q (Form 1066) is a and (d) the partner’s distributive share of• Specially allocated ordinary gain (loss).quarterly statement, the partnership must gain from the sale of the QSB stock.• Any gain or loss from lines 5 or 11 offollow the Schedule Q instructions to figure For more information see RegulationsSchedule D that is not portfolio income (forthe amounts to report to the partner for the section 1.1045-1. Do not include theseexample, gain or loss from the disposition ofpartnership’s tax year. amounts on line 11 of Schedule K.nondepreciable personal property used in a

Involuntary conversions (code B). Net trade or business). Distribution of replacement QSB stock
gain (loss) from involuntary conversions due • Gain from the sale or exchange of to a partner that reduces another
to casualty or theft. The amount for this line qualified small business (QSB) stock (as partner’s interest in replacement QSB
is shown on Form 4684, Casualties and defined in the Instructions for Schedule D) stock. A partner must recognize gain upon
Thefts, line 38a, 38b, or 39. that is eligible for the partial section 1202 a distribution of replacement QSB stock to

Each partner’s share must be entered on exclusion. The section 1202 exclusion another partner that reduces the partner’s
Schedule K-1. Give each partner a schedule applies only to QSB stock held by the share of the replacement QSB stock held by
that shows the amounts to be reported on partnership for more than 5 years. a partnership. The amount of gain that the
the partner’s Form 4684, line 34, columns Corporate partners are not eligible for the partner must recognize is based on the
(b)(i), (b)(ii), and (c). section 1202 exclusion. Additional amount of gain that the partner would

limitations apply at the partner level. Report recognize upon a sale of the distributedIf there was a gain (loss) from a casualty
each partner’s share of section 1202 gain on replacement QSB stock for its fair marketor theft to property not used in a trade or
Schedule K-1. Each partner will determine if value on the date of the distribution, not tobusiness or for income-producing purposes,
he or she qualifies for the section 1202 exceed the amount that the partnernotify the partner. The partnership should
exclusion. Report on an attachment to previously deferred under section 1045 withnot complete Form 4684 for this type of
Schedule K-1 for each sale or exchange (a) respect to the distributed replacement QSBcasualty or theft. Instead, each partner will
the name of the corporation that issued the stock. If the partnership distributed acomplete his or her own Form 4684.
QSB stock, (b) the partner’s share of the partner’s share of replacement QSB stock to

Section 1256 contracts and straddles partnership’s adjusted basis and sales price another partner, the partnership must give
(code C). Report any net gain or loss from of the QSB stock, and (c) the dates the QSB the partner whose share of the replacement
section 1256 contracts from Form 6781, stock was bought and sold. QSB stock is reduced (a) the name of the
Gains and Losses From Section 1256 • Gain eligible for section 1045 rollover corporation that issued the replacement
Contracts and Straddles. (replacement stock purchased by the QSB stock, (b) the date the replacement

partnership). Include only gain from the saleMining exploration costs recapture (code QSB stock was distributed to another
or exchange of qualified small businessD). Provide the information partners will partner or partners, and (c) the partner’s
(QSB) stock (as defined in the Instructionsneed to recapture certain mining exploration share of the partnership’s adjusted basis
for Schedule D) that was deferred by theexpenditures. See Regulations section and fair market value of the replacement
partnership under section 1045 and reported1.617-3. QSB stock on such date.
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Schedule K-1. Enter each partner’s activity. See Passive Activity Reporting contributions that qualify for the 100% AGI
distributive share of the other income Requirements on page 13. limitation. Do not include these contributions
categories listed on page 26 in box 11 of in the amounts reported in box 13 ofDo not complete box 12 of Schedule K-1
Schedule K-1. Enter the applicable code A, Schedule K-1 because partners mustfor any partner that is an estate or trust;
B, C, D, E, or F (as shown beginning on separately determine if they qualify for theestates and trusts are not eligible for the
page 26). 50% or 100% AGI limitation for thesesection 179 expense deduction.

contributions.If you are reporting each partner’s Line 13a. Contributions Noncash contributions (30%) (code D).distributive share of only one type of income
Generally, no deduction is allowed for any Enter noncash contributions subject to theunder code F, enter the code with an
contribution of $250 or more unless the 30% AGI limitation.asterisk (F*) and the dollar amount in the
partnership obtains a writtenentry space in box 11 and attach a Capital gain property to a 50%
acknowledgment from the charitablestatement that shows “Box 11, Code F,” and organization (30%) (code E). Enter capital
organization that shows the amount of cashthe type of income. If you are reporting gain property contributions subject to the
contributed, describes any propertymultiple types of income under code F, enter 30% AGI limitation.
contributed, and gives an estimate of thethe code with an asterisk (F*) and enter Capital gain property (20%) (code F).value of any goods or services provided in“STMT” in the entry space in box 11 and Enter capital gain property contributionsreturn for the contribution. Theattach a statement that shows “Box 11, subject to the 20% AGI limitation.acknowledgment must be obtained by theCode F,” and the dollar amount of each type

Contributions of property. Seedue date (including extensions) of theof income.
Contributions of Property in Pub. 526 andpartnership return or, if earlier, the date the

If the partnership has more than one Pub. 561, Determining the Value of Donatedpartnership files its return. Do not attach the
trade or business or rental activity (for codes Property, for information on noncashacknowledgment to the tax return, but keep
B through F), identify on an attachment to contributions and contributions of capitalit with the partnership’s records. These rules
Schedule K-1 the amount from each gain property. If the deduction claimed forapply in addition to the filing requirements
separate activity. See Passive Activity noncash contributions exceeds $500,for Form 8283, Noncash Charitable
Reporting Requirements on page 13. complete Form 8283 and attach it to FormContributions, described below.

1065.Cash contributions of any amount mustDeductions If the partnership made a qualifiedbe supported by a dated bank record or
conservation contribution under sectionreceipt.Line 12. Section 179 Deduction 170(h), also include the fair market value ofEnter charitable contributions madeA partnership can elect to expense part of the underlying property before and after theduring the tax year. Attach a statement tothe cost of certain property the partnership donation, as well as the type of legal interestForm 1065 that separately identifies thepurchased during the tax year for use in its contributed, and describe the conservationpartnership’s contributions for each of thetrade or business or certain rental activities. purpose furthered by the donation. Give afollowing categories. See Limits onSee Pub. 946 for a definition of what kind of copy of this information to each partner.Deductions in Pub. 526, Charitableproperty qualifies for the section 179 Nondeductible contributions. CertainContributions, for information on adjustedexpense deduction and the Instructions for contributions made to an organizationgross income (AGI) limitations onForm 4562 for limitations on the amount of conducting lobbying activities are notdeductions for charitable contributions.the section 179 expense deduction. deductible. See section 170(f)(9) for more

The codes needed for Schedule K-1 details. Also, see Contributions You CannotComplete Part I of Form 4562 to figure reporting are provided for each category. Deduct in Pub. 526 for more examples ofthe partnership’s section 179 expense
Cash contributions (50%) (code A). Enter nondeductible contributions.deduction. The partnership does not claim
cash contributions subject to the 50% AGIthe deduction itself but instead passes it Schedule K-1. Report each partner’s
limitation.through to the partners. Attach Form 4562 to distributive share of charitable contributions

Form 1065 and show the total section 179 Cash contributions (30%) (code B). Enter in box 13 of Schedule K-1 using codes A
expense deduction on Schedule K, line 12. cash contributions subject to the 30% AGI through F for each of the contribution

limitation. categories shown above. See the aboveThe partnership must reduce the basis of
instructions for Qualified conservationNoncash contributions (50%) (code C).the asset by the amount of the section 179
contributions for information on a statementEnter noncash contributions subject to theexpense elected by the partnership, even if
concerning qualified conservation50% AGI limitation. If property other thana portion of that amount cannot be passed
contributions you may be required to attachcash is contributed and if the claimedthrough to its partners that year and must be
to Schedule K-1. The partnership mustdeduction for one item or group of similarcarried forward because of limitations at the
attach a copy of its Form 8283 to theitems of property exceeds $5,000, thepartnership level. Do not reduce the
Schedule K-1 of each partner if thepartnership must give each partner a copypartnership’s basis in section 179 property
deduction for any item or group of similarof Form 8283, Noncash Charitableto reflect any portion of the section 179
items of contributed property exceedsContributions, to attach to the partner’s taxexpense that is allocable to a partner that is
$5,000, even if the amount allocated to anyreturn.a trust or estate.
partner is $5,000 or less.Qualified conservation contributions. Identify on an attachment to Schedules

The AGI limit for qualified conservation Line 13b. Investment InterestK and K-1 the cost of section 179 property
contributions under section 170(h) is 50%.placed in service during the year that is Expense
The carryover period is 15 years. Seequalified enterprise zone, renewal Include on this line the interest properlysection 170(b) and Notice 2007-50, 2007-25community, New York Liberty Zone, or Gulf allocable to debt on property held forI.R.B. 1430, for details. Report qualifiedOpportunity Zone property. investment purposes. Property held forconservation contributions with a 50% AGI

investment includes property that producesSee the instructions for line 20c of limitation on Schedule K-1 in box 13 using
income (unless derived in the ordinarySchedule K for sales or other dispositions of code C.
course of a trade or business) from interest,property for which a section 179 deduction Special rule for contributions of dividends, annuities, or royalties; and gainshas passed through to partners and for the property used in agriculture or livestock from the disposition of property thatrecapture rules if the business use of the production. The AGI limit for qualified produces those types of income or is heldproperty dropped to 50% or less. conservation contributions of property used for investment.

Schedule K-1. Report each partner’s in agriculture or livestock production (or
Investment interest expense does notdistributive share of the section 179 available for such production) is 100%. The

include interest expense allocable to aexpense deduction in box 12 of Schedule contribution must be subject to a restriction
passive activity.K-1. If the partnership has more than one that the property remain available for such

rental, trade, or business activity, identify on production. See section 170(b) for details. Investment income and investment
an attachment to Schedule K-1 the amount Attach a statement to Schedule K-1 that expenses other than interest are reported on
of section 179 deduction from each separate shows the amount of conservation lines 20a and 20b respectively. This
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information is needed by partners to plan, or simplified employee pension (SEP)Line 13d. Other Deductions
determine the investment interest expense or SIMPLE IRA plan. If a qualified plan is aEnter deductions not included on lines 12,
limitation (see Form 4952, Investment defined benefit plan, a partner’s distributive13a, 13b, 13c(2), and 16l. Attach a
Interest Expense Deduction, for details). share of payments is determined in thestatement to Form 1065 that separately

same manner as his or her distributive shareSchedule K-1. Report each partner’s identifies the type and amount of each
of partnership taxable income. For a defineddistributive share of investment interest deduction for the following categories. The
benefit plan, attach to the Schedule K-1 forexpense in box 13 of Schedule K-1 using codes needed for Schedule K-1 reporting
each partner a statement showing thecode G. are provided for each category.
amount of benefit accrued for the tax year.

Note. Do not include the domesticLines 13c(1) and 13c(2). Section Reforestation expense deductionproduction activities informational amounts59(e)(2) Expenditures (code R). The partnership can elect toin the total for line 13d.
deduct a limited amount of its reforestationGenerally, section 59(e) allows each partner Deductions—royalty income (code H). expenditures paid or incurred during the taxto make an election to deduct the partner’s Enter the deductions related to royalty year. Generally, the amount the partnershipdistributive share of the partnership’s income. may elect to deduct is limited to $10,000 forotherwise deductible qualified expenditures

Deductions—portfolio (2% floor) (code each qualified timber property. See sectionratably over 10 years (3 years for circulation
J). Enter the deductions related to portfolio 194(c)(3) for a definition of reforestationexpenditures), beginning with the tax year in
income that are subject to the 2% of AGI expenditures and qualified timber property.which the expenditures were made (or for
floor (see the instructions for Schedule A The partnership must amortize over 84intangible drilling and development costs,
(Form 1040)). months any amount not deducted. See theover the 60-month period beginning with the

instructions for line 20 beginning on pageDeductions—portfolio (other) (code K).month in which such costs were paid or
18. See Notice 2006-47, 2006-20 I.R.B. 892,Enter the amount of any other deductionsincurred).
for details on making the election.related to portfolio income.The term “qualified expenditures”

No deduction is allowable under section Schedule K-1. For partners that are aincludes only the following types of
212 for expenses allocable to a convention, real estate investment trust or a corporationexpenditures paid or incurred during the tax
seminar, or similar meeting. Because these the stock of which is publicly traded on anyear:
expenses are not deductible by partners, established securities market, enter the• Circulation expenditures.
these expenses are not reported on line 13d partner’s distributive share of the allowable• Research and experimental expenditures.
of Schedule K. The expenses are reforestation expenses in box 13 of• Intangible drilling and development costs.
nondeductible and are reported as such on Schedule K-1 using code R and attach a• Mining exploration and development
line 18c of Schedule K and in box 18 of statement that provides a description of thecosts.
Schedule K-1 using code C. qualified timber property. If the partnershipIf a partner makes the election, these items

is electing to deduct amounts from moreare not treated as tax preference items. Schedule K-1. In box 13, report the
than one qualified timber property, provide apartner’s distributive share of deductionsBecause the partners are generally description and the amount for eachrelated to portfolio income that are reportedallowed to make this election, the property.on line 13d of Schedule K using codes Hpartnership cannot deduct these amounts or

(for deductions related to royalty income), J For all other partners, enter the partner’sinclude them as AMT items on Schedule
(for deductions related to portfolio income distributive share of allowable reforestationK-1. Instead, the partnership passes through
and subject to the 2% of AGI floor), or K (for expense in box 13 of Schedule K-1 usingthe information the partners need to figure
other deductions related to portfolio code R and attach a statement that providestheir separate deductions.
income). a description of the qualified timber property.On line 13c(1), enter the type of If the partnership is electing to deductAmounts paid for medical insuranceexpenditures claimed on line 13c(2). Enter amounts from more than one qualified(code L). Enter amounts paid during theon line 13c(2) the qualified expenditures timber property, provide a description andtax year for insurance that constitutespaid or incurred during the tax year to which the amount for each property.medical care for the partner (including thean election under section 59(e) may apply. partner’s spouse and dependents). Domestic production activities deductionEnter this amount for all partners whether or
Educational assistance benefits (code (codes S, T, and U).  The partnershipnot any partner makes an election under
M). Enter amounts paid during the tax year does not compute the domestic productionsection 59(e).
for educational assistance benefits paid to a activities deduction, but must provide itsOn an attached statement, identify the partner. partners the information they need toproperty for which the expenditures were compute the deduction on Form 8903,Dependent care benefits (code N). Enterpaid or incurred. If the expenditures were for Domestic Production Activities Deduction. Ifamounts paid during the tax year forintangible drilling costs or development the partnership meets certain requirementsdependent care benefits paid on behalf ofcosts for oil and gas properties, identify the (explained below), it can choose to calculateeach partner.month(s) in which the expenditures were qualified production activities income (QPAI)Preproductive period expenses (code O).paid or incurred. If there is more than one and Form W-2 wages (W-2 wages) at theIf the partnership is required to use antype of expenditure or more than one partnership level and report these amountsaccrual method of accounting under sectionproperty, provide the amounts (and the on Schedule K-1 for its qualified partners447 or 448(a)(3), it must capitalize thesemonths paid or incurred if required) for each using codes T and U. See QPAI and Formexpenses. If the partnership is permitted totype of expenditure separately for each W-2 wages computed at partnership level,use the cash method, enter the amount ofproperty. on this page, for details.preproductive period expenses that qualifySchedule K-1. Report each partner’s under Regulations section 1.263A-4(d). An If the partnership does not computedistributive share of section 59(e) election not to capitalize these expenses QPAI and W-2 wages at the partnershipexpenditures in box 13 of Schedule K-1 must be made at the partner level. See level or it has partners that are required tousing code I. On an attached statement, Uniform Capitalization Rules in Pub. 225, compute QPAI at the partner level, it mustidentify (a) the type of expenditure, (b) the Farmer’s Tax Guide. report on Schedule K-1 using code S theproperty for which the expenditures are paid

partner’s distributive share of the informationCommercial revitalization deduction fromor incurred, and (c) for oil and gas properties
listed under QPAI and Form W-2 wagesrental real estate activities (code P).only, the month in which intangible drilling
computed at partner level, below.Enter the commercial revitalizationcosts and development costs were paid or

deduction on line 13d only if it is for a rentalincurred. If there is more than one type of QPAI and Form W-2 wages computed
real estate activity. If the deduction is for aexpenditure or the expenditures are for at partner level (code S). If the
nonrental building, enter it on line 20 ofmore than one property, provide each partnership does not calculate QPAI and
Form 1065. See the instructions for line 20partner’s distributive share of the amounts W-2 wages at the partnership level, attach a
beginning on page 18 for more information.(and the months paid or incurred for oil and statement to Schedule K-1 using code S

gas properties) for each type of expenditure Pensions and IRAs (code Q).  Enter the providing each partner’s distributive share of
separately for each property. payments for a partner to an IRA, qualified the following information. Do not include
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these amounts in the total reported on line (see the Instructions for Form 8903 for Note. If a partnership satisfies the
13d of Schedule K. details). The partnership cannot allocate requirements for more than one type of
• Domestic production gross receipts QPAI and W-2 wages computed at the eligible partnership, it may choose any one
(DPGR). partnership level to non-qualifying partners of the allocation methods for which it
• Gross receipts from all sources. (qualifying partners are defined as part of qualified to figure QPAI and W-2 wages.
• Cost of goods sold allocable to DPGR. the definition of an eligible section 861 See Rev. Proc. 2007-34 for more
• Cost of goods sold from all sources. partnership above). Instead, it must attach a information on the eligibility requirements
• Total deductions, expenses, and losses statement to the Schedule K-1 for and rules for computing QPAI and W-2
directly allocable to DPGR. non-qualifying partners that provides the wages at the partnership level.
• Total deductions, expenses, and losses partner’s distributive share of the items

Other deductions (code V).  Include anydirectly allocable to a non-DPGR class of listed under QPAI and Form W-2 wages
other deduction, such as:income. computed at partner level (code S) earlier.
• Amounts paid by the partnership that• Other deductions, expenses, and losses The partnership items allocated to
would be allowed as itemized deductions onnot directly allocable to DPGR or another non-qualifying partners must be excluded for
any of the partners’ income tax returns ifclass of income. purposes of computing QPAI and W-2
they were paid directly by a partner for the• W-2 wages properly allocable to DPGR. wages at the partnership level.
same purpose. These amounts include, but• Any other information a partner needs to

2. Eligible widely-held pass-through are not limited to, expenses under sectionuse the section 861 method to allocate and
partnership. An eligible widely-held 212 for the production of income other thanapportion cost of goods sold and deductions
pass-through partnership is a partnership from the partnership’s trade or business.between DPGR and other receipts.
that satisfies each of the following However, do not enter expenses related toSee Form 8903 and its instructions for more
requirements for the current tax year. portfolio income or investment interestdetails. If the partnership chooses to • It has average annual gross receipts for expense reported on line 13b of Schedule Kcompute QPAI at the partnership level, see
the 3 tax years preceding the current tax on this line.the instructions below.
year of $100 million or less, or has total • Any penalty on early withdrawal of

QPAI and Form W-2 wages computed assets at the end of the current tax year of savings not reported on line 13b because
at partnership level (codes T and U). $10 million or less. the partnership withdrew its time savings
Eligible partnerships can choose to compute • It has total cost of goods sold and deposit before its maturity.
QPAI and W-2 wages at the partnership deductions that, together, are $100 million • Soil and water conservation expenditures
level and report each qualified partner’s or less. (section 175).
distributive share of QPAI (using code T) • It has DPGR. • Expenditures paid or incurred for the
and W-2 wages (using code U) on Schedule • On every day during the current tax year, removal of architectural and transportation
K-1. See the special rules for non-qualifying all of its partners are individuals, estates, or barriers to the elderly and disabled that the
partners of an eligible section 861 trusts described (or treated as described) in partnership has elected to treat as a current
partnership below. Generally, the section 1361(c)(2). expense. See section 190.
partnership must allocate QPAI to its • On every day during the current tax year, • Film and television production expenses.
partners in the same proportion as gross no partner owns, alone or combined with the The partnership can elect to deduct certain
income and allocate W-2 wages in the same ownership interests of all related persons, costs of a qualified film or television
proportion as wage expense. For more than 10% of the profits or capital production if the aggregate cost of the
information on computing QPAI and W-2 interests in the partnership. production does not exceed $15 million.
wages at the partnership level, see Rev. There is a higher dollar limitation forAn eligible widely-held pass-throughProc. 2007-34, 2007-23 I.R.B. 1345, and the productions in certain areas. Provide apartnership must use the simplifiedInstructions for Form 8903. See the eligibility description of the film or televisiondeduction method of cost allocation to figurerequirements and reporting rules for each production on an attached statement. If theQPAI and W-2 wages (see the Instructionstype of eligible partnership below. Qualifying partnership makes the election for morefor Form 8903 for details).in-kind partnerships and expanded affiliated than one film or television production, attach
group partnerships (defined in Temporary a statement to Schedule K-1 that shows3. Eligible small pass-through
Regulations section 1.199-3T(i)(7) and (8)) each partner’s distributive share of thepartnership. An eligible small
are not eligible to compute QPAI and W-2 qualified expenditures separately for eachpass-through partnership is a partnership
wages at the partnership level. production. The deduction is subject tothat satisfies each of the following

recapture under section 1245 if the electionrequirements for the current tax year.1. Eligible section 861 partnership.
is voluntarily revoked or the production fails• The partnership satisfies one of theAn eligible section 861 partnership is a
to meet the requirements for the deduction.following: (a) it has average annual grosspartnership that satisfies each of the
See Temporary Regulations sectionreceipts for the 3 tax years preceding thefollowing requirements for its current tax
1.181-1T through 6T for details.current tax year of $5 million or less, (b) it isyear.
• Interest expense allocated toengaged in the trade or business of farming• It has at least 100 partners on any day
debt-financed distributions. See Noticeand is not required to use the accrualduring the partnership’s tax year.
89-35, 1989-1 C.B. 675, or Pub. 535,method of accounting, or (c) it is eligible to• At least 70% of the partnership is owned,
chapter 4, for more information.use the cash method of accounting underat all times during its tax year, by qualifying
• Interest paid or accrued on debt properlyRev. Proc. 2002-28, 2002-18 I.R.B. 815partners. A qualifying partner is a partner
allocable to each general partner’s share of(that is, it has average annual gross receiptsthat, on each day during the partnership’s
a working interest in any oil or gas propertyof $10 million or less and is not excludedtax year that the partner owns an interest in
(if the partner’s liability is not limited).from using the cash method under sectionthe partnership: (a) is not a general partner
General partners that did not materially448).or a managing member of a partnership
participate in the oil or gas activity treat this• It has total costs of goods sold andorganized as a limited liability company, (b)
interest as investment interest; for otherdeductions that, together, are $5 million ordoes not materially participate in the
general partners, it is trade or businessless.activities of the partnership, (c) does not
interest.• It has DPGR.own, alone or combined with the interests of
• Contributions to a capital construction• It does not have a partner that is anall related persons, 5% or more of the profits
fund. See Pub. 595.ineligible partnership (qualifying in-kindor capital interests in the partnership, or (d)

partnerships and expanded affiliated groupis not an ineligible partnership (qualifying Schedule K-1. Enter each partner’spartnerships defined in Temporaryin-kind partnerships and expanded affiliated distributive share of the deductionRegulations section 1.199-3T(i)(7) and (8)).group partnerships defined in Temporary categories listed earlier in box 13 ofRegulations section 1.199-3T(i)(7) and (8)). Schedule K-1 or provide the informationAn eligible small pass-through• It has DPGR. required on an attached statement for thepartnership must use the small business
deduction. Enter the applicable code H, J, K,An eligible section 861 partnership must simplified overall method to figure QPAI and
L, M, N, O, P, Q, R, S, T, U, or V (as shownuse the section 861 method of cost W-2 wages (see the Instructions for Form
earlier).allocation to figure QPAI and W-2 wages 8903 for details).
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 If you are reporting only one type of • Royalty income, except royalty income under the nonfarm optional method in
deduction under code V, enter code V with received in the course of a trade or Section B, Part II of Schedule SE (Form
an asterisk (V*) and the dollar amount in the business. 1040). Enter each individual partner’s share
entry space in box 13 and attach a in box 14 of Schedule K-1 using code C.See the instructions for Schedule SE
statement that shows the box number, code, (Form 1040), Self-Employment Tax, for
and type of deduction. If you are reporting more information. Worksheet Instructions
multiple types of deductions under code V, Limited partners. Generally, a limited Line 1b. Include on line 1b any part of theenter the code with an asterisk (V*), enter partner’s share of partnership income (loss) net income (loss) from rental real estate“STMT” in the dollar amount entry space in is not included in net earnings (loss) from activities from Schedule K, line 2, that isbox 13, and attach a statement that shows self-employment. Limited partners treat as from:the box number, code, and the dollar self-employment earnings only guaranteedamount of each type of deduction. 1. Rentals of real estate held for sale topayments for services they actually

customers in the course of a trade orrendered to, or on behalf of, the partnershipIf the partnership has more than one business as a real estate dealer orto the extent that those payments aretrade or business activity, identify on an
2. Rentals for which services werepayment for those services.attachment to Schedule K-1 the amount for

rendered to the occupants (other thaneach separate activity. See Passive Activity Line 14a. Net Earnings (Loss) From services usually or customarily rendered forReporting Requirements on page 13. Self-Employment the rental of space for occupancy only). The
supplying of maid service is such a service;Schedule K. Enter on line 14a the amountSelf-Employment
but the furnishing of heat and light, thefrom line 5 of the worksheet.Note. If the partnership is an options dealer cleaning of public entrances, exits, stairwaysSchedule K-1. Do not complete this lineor a commodities dealer, see section 1402(i) and lobbies, trash collection, etc., are notfor any partner that is an estate, trust,before completing lines 14a, 14b, and 14c, considered services rendered to thecorporation, exempt organization, orto determine the amount of any adjustment occupants.individual retirement arrangement (IRA).that may have to be made to the amounts

shown on theWorksheet for Figuring Net Enter in box 14 of Schedule K-1 each
Lines 3b and 4b. Allocate the amounts onEarnings (Loss) From Self-Employment individual general partner’s share of the
these lines in the same way Form 1065,below. If the partnership is engaged solely in amount shown on line 5 of the worksheet
page 1, line 22, is allocated to thesethe operation of a group investment and each individual limited partner’s share
particular partners.program, earnings from the operation are of the amount shown on line 4c of the

not self-employment earnings for either worksheet, using code A.
Line 4a. Include in the amount on line 4ageneral or limited partners.

Line 14b. Gross Farming or any guaranteed payments to partners
General partners. General partners’ net reported on Schedule K, line 4, andFishing Income
earnings (loss) from self-employment do not Schedule K-1, box 4, and derived from aEnter on line 14b the partnership’s gross
include: trade or business as defined in sectionfarming or fishing income from
• Dividends on any shares of stock and 1402(c). Also include other ordinaryself-employment. Individual partners need
interest on any bonds, debentures, notes, business income and expense items (otherthis amount to figure net earnings from
etc., unless the dividends or interest are than expense items subject to separateself-employment under the farm optional
received in the course of a trade or limitations at the partner level, such as themethod in Section B, Part II of Schedule SE
business, such as a dealer in stocks or section 179 expense deduction) reported on(Form 1040). Enter each individual partner’s
securities or interest on notes or accounts Schedules K and K-1 that are used to figuredistributive share in box 14 of Schedule K-1
receivable. self-employment earnings under sectionusing code B.
• Rentals from real estate, except rentals of 1402.Line 14c. Gross Nonfarm Incomereal estate held for sale to customers in the
course of a trade or business as a real Enter on line 14c the partnership’s gross

Creditsestate dealer or payments for rooms or nonfarm income from self-employment.
Note. Do not attach Form 3800, Generalspace when significant services are Individual partners need this amount to
Business Credit, to Form 1065.provided. figure net earnings from self-employment

Worksheet for Figuring Net Earnings (Loss) From Self-Employment

1a Ordinary business income (loss) (Schedule K, line 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1a

b Net income (loss) from certain rental real estate activities (see instructions) . . . . . . . . . . . . . . . . . 1b

c Other net rental income (loss) (Schedule K, line 3c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1c

d Net loss from Form 4797, Part II, line 17, included on line 1a above. Enter as a positive amount . . . 1d

e Combine lines 1a through 1d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1e

2 Net gain from Form 4797, Part II, line 17, included on line 1a above . . . . . . . . . . . . . . . . . . . . . . 2

3a Subtract line 2 from line 1e. If line 1e is a loss, increase the loss on line 1e by the amount on line 2 3a

b Part of line 3a allocated to limited partners, estates, trusts, corporations, exempt organizations, and 3b
IRAs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

c Subtract line 3b from line 3a. If line 3a is a loss, reduce the loss on line 3a by the amount on line 3b. Include each individual
general partner’s share in box 14 of Schedule K-1, using code A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3c

4a Guaranteed payments to partners (Schedule K, line 4) derived from a trade or business as defined in
section 1402(c) (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4a

b Part of line 4a allocated to individual limited partners for other than services and to estates, trusts,
corporations, exempt organizations, and IRAs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4b

c Subtract line 4b from line 4a. Include each individual general partner’s share and each individual limited partner’s share in box
14 of Schedule K-1, using code A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4c

5 Net earnings (loss) from self-employment. Combine lines 3c and 4c. Enter here and on Schedule K, line 14a . . . . . . . . . . . . 5
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Qualified rehabilitation expenditures amount on line 15d or 15e. On the dottedLow-Income Housing Credit
for property not related to rental real line to the left of the entry space for line 15f,Section 42 provides a credit that can be
estate activities must be reported in identify the type of credit. If there is moreCAUTION

!
claimed by owners of low-income residential

box 20, using code D. than one type of credit or if there are anyrental buildings. To qualify for this credit, the
credits subject to recapture, attach apartnership must file Form 8609, Line 15d. Other Rental Real Estate statement to Form 1065 that separatelyLow-Income Housing Credit Allocation and Credits identifies each type and amount of creditCertification, separately with the IRS. Do not
and credit recapture information for theEnter on line 15d any other credit (otherattach Form 8609 to Form 1065. Complete
following categories. The codes needed forthan credits reported on lines 15a throughand attach Form 8586, Low-Income Housing
box 15 of Schedule K-1 are provided in the15c) related to rental real estate activities.Credit, and Form 8609-A, Annual Statement
heading of each category.On the dotted line to the left of the entryfor Low-Income Housing Credit, to Form

space for line 15d, identify the type of credit. Undistributed capital gains credit1065.
If there is more than one type of credit, (code F). This credit represents taxes paid
attach a statement to Form 1065 that on undistributed capital gains by a regulatedLine 15a. Low-Income Housing
identifies the type and amount for each investment company (RIC) or a real estateCredit (Section 42(j)(5)) credit. These credits may include any type investment trust (REIT). As a shareholder of

Enter on line 15a the total low-income of credit listed in the instructions for line 15f. a RIC or REIT, the partnership will receive
housing credit for property with respect to notice of the amount of tax paid onSchedule K-1. Report in box 15 of
which a partnership is to be treated under undistributed capital gains on Form 2439,Schedule K-1 each partner’s distributive
section 42(j)(5) as the taxpayer to which the Notice to Shareholder of Undistributedshare of other rental real estate credits
low-income housing credit was allowed. Long-Term Capital Gains.using code D. If you are reporting each

partner’s distributive share of only one typeIf the partnership invested in another Alcohol and cellulosic biofuel fuels credit
of rental real estate credit under code D,partnership to which the provisions of (code G). Complete Form 6478 to figure
enter the code with an asterisk (D*) and thesection 42(j)(5) apply, report on line 15a the the credit. Attach it to Form 1065. Include
dollar amount in the entry space in box 15credit reported to the partnership on the amount shown on line 12 of Form 6478
and attach a statement that shows “Box 15,Schedule K-1 (Form 1065), box 15, code A. in the partnership’s income on line 7 of Form
Code D,” and type of credit. If you are 1065. See section 40(f) for an election the

Schedule K-1. Report in box 15 of reporting multiple types of rental real estate partnership can make to not have the credit
Schedule K-1 each partner’s distributive credit under code D, enter the code with an apply. If this credit includes the small
share of the low-income housing credit asterisk (D*) and enter “STMT” in the entry ethanol producer credit, identify on a
reported on line 15a of Schedule K using space in box 15 and attach a statement that statement attached to Schedule K-1 (a)
code A. If the partnership has credits from shows “Box 15, Code D,” and the type and each partner’s distributive share of the small
more than one rental activity, identify on an dollar amount of the credits. If the ethanol producer credit, (b) the number of
attachment to Schedule K-1 the amount for partnership has credits from more than one gallons of qualified ethanol fuel claimed by
each separate activity. See Passive Activity rental real estate activity, identify on the the partnership for the small ethanol
Reporting Requirements on page 13. attached statement the amount of each type producer credit, and (c) the partnership’s

of credit for each separate activity. See productive capacity for alcohol.Line 15b. Low-Income Housing Passive Activity Reporting Requirements on
Work opportunity credit (code H).page 13.Credit (Other) Complete Form 5884 to figure the credit.

Enter on line 15b any low-income housing Attach it to Form 1065.Line 15e. Other Rental Credits
credit not reported on line 15a. This includes

Enter on line 15e any other credit (other Welfare-to-work credit (code I). Completeany credit reported to the partnership on
than credits reported on lines 15a through Form 8861 to figure the credit. Attach it toSchedule K-1 (Form 1065), box 15, using
15d) related to rental activities. On the Form 1065.code B.
dotted line to the left of the entry space for Disabled access credit (code J).
line 15e, identify the type of credit. If there isSchedule K-1. Report in box 15 of Complete Form 8826 to figure the credit.
more than one type of credit, attach aSchedule K-1 each partner’s distributive Attach it to Form 1065.
statement to Form 1065 that identifies theshare of the low-income housing credit

Empowerment zone and renewaltype and amount for each credit. Thesereported on line 15b of Schedule K using
community employment credit (code K).credits may include any type of credit listedcode B. If the partnership has credits from
Complete Form 8844 to figure the credit.in the instructions for line 15f.more than one rental activity, identify on an
Attach it to Form 1065.attachment to Schedule K-1 the amount for Schedule K-1. Report in box 15 of
Credit for increasing research activitieseach separate activity. See Passive Activity Schedule K-1 each partner’s distributive
(code L). This credit has expired, but itReporting Requirements on page 13. share of other rental credits using code E. If
may be extended by proposed legislation.you are reporting each partner’s distributive
For details, see Pub. 553, Highlights of 2008Line 15c. Qualified Rehabilitation share of only one type of rental credit under
Tax Changes.Expenditures (Rental Real Estate) code E, enter the code with an asterisk (E*)
New markets credit (code M). Completeand the dollar amount in the entry space inEnter on line 15c the total qualified
Form 8874 to figure the credit. Attach it tobox 15 and attach a statement that showsrehabilitation expenditures related to rental
Form 1065.“Box 15, Code E,” and type of credit. If youreal estate activities of the partnership. See

are reporting multiple types of rental creditForm 3468 for details on qualified Credit for employer social security and
under code E, enter the code with anrehabilitation expenditures. Medicare taxes paid on certain employee
asterisk (E*) and enter “STMT” in the entry tips (code N).  Complete Form 8846 toSchedule K-1. Report each partner’s space in box 15 and attach a statement that figure the credit. Attach it to Form 1065.distributive share of qualified rehabilitation shows “Box 15, Code E,” and the type and

Backup withholding (code O). This creditexpenditures related to rental real estate dollar amount of the credits. If the
is for backup withholding on dividends,activities in box 15 of Schedule K-1 using partnership has credits from more than one
interest, and other types of income of thecode C. Attach a statement to Schedule K-1 rental activity, identify on the attached
partnership.that provides the information and the statement the amount of each type of credit

partner’s distributive share of the amounts Other credits (code P). Attach afor each separate activity. See Passive
for lines 1b through 1h of Form 3468. See statement to Form 1065 that identifies theActivity Reporting Requirements on page
the instructions for Form 3468 for details. If type and amount of any other credits not13.
the partnership has expenditures from more reported elsewhere, such as:

Line 15f. Other Creditsthan one rental real estate activity, identify • Nonconventional source fuel credit.
on an attachment to Schedule K-1 the Enter on line 15f any other credit, except Complete Form 8907 to figure the credit and
amount for each separate activity. See credits or expenditures shown or listed for attach it to Form 1065.
Passive Activity Reporting Requirements on lines 15a through 15e. If any of these credits • Unused investment credit from
page 13. are attributable to rental activities, enter the cooperatives (Form 3468).
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• Renewable electricity, refined coal, and applicable code, F through P, in the column depreciable property, and certain intangible
Indian coal production credit. See Rev. to the left of the dollar amount entry space. property on which a foreign tax of 10% or
Proc. 2007-65 for a safe harbor method for more was paid or accrued. Also list lossesIf you are reporting each partner’s
allocating the credit for wind energy on the sale of such property if the foreigndistributive share of only one type of credit
production. Complete Form 8835 to figure country would have imposed a 10% orunder code P, enter the code with an
the credit. Attach a statement to Form 1065 higher tax had the sale resulted in a gain.asterisk (P*) and the dollar amount in the
and Schedule K-1 showing separately the See Determining the Source of Incomeentry space in box 15 and attach a
amount of the credit from Section A and From the Sales or Exchanges of Certainstatement that shows “Box 15, Code P,” and
from Section B of Form 8835. Attach Form Personal Property in Pub. 514 and sectiontype of credit. If you are reporting multiple
8835 to Form 1065. 865.types of credit under code P, enter the code

• Specify foreign source capital gains or• Orphan drug credit. Complete Form 8820 with an asterisk (P*) and enter “STMT” in
losses within each separate limitationto figure the credit and attach it to Form the entry space in box 15 and attach a
category. Also separately identify foreign1065. statement that shows “Box 15, Code P,” and
source gains or losses within each separate• Credit for contributions to selected the type and dollar amount of the credits. If
limitation category that are collectiblescommunity development corporations. the partnership has credits from more than
(28%) gains and losses or unrecapturedComplete Form 8847 to figure the credit and one activity, identify on an attached
section 1250 gains.attach it to Form 1065. statement to Schedule K-1 the amount of

• Credit for small employer pension plan each type of credit for each separate
Lines 16d–16f. Foreign Grossstartup costs. Complete Form 8881 to figure activity. See Passive Activity Reporting

the credit and attach it to Form 1065. Income Sourced at PartnershipRequirements on page 13.
• Credit for employer-provided childcare LevelForeign Transactionsfacilities and services. Complete Form 8882 Separately report gross income from
to figure the credit and attach it to Form Lines 16a through 16n must be completed if sources outside the United States by
1065. the partnership has foreign income, category of income as follows. See Pub. 514• Biodiesel and renewable diesel fuels deductions, or losses, or has paid or for more information on the categories of
credit. Complete Form 8864 to figure the accrued foreign taxes. income.
credit and attach it to Form 1065. Include Attach a statement to Schedule K-1 for
the amount from line 8 of Form 8864 in the Line 16d. Passive category (code D).these coded items providing the information
partnership’s income on line 7 of Form Passive category foreign source income.described below. If the partnership had
1065. If this credit includes the small This category includes the following income.income from, or paid or accrued taxes to,
agri-biodiesel producer credit, identify on a • Passive income.more than one country or U.S. possession,
statement attached to Schedule K-1 (a) • Dividends from a domestic internationalsee the requirement for an attached
each partner’s distributive share of the small sales corporation (DISC) or a former DISC.statement in the instruction for line 16a
agri-biodiesel producer credit included in the • Taxable income that is foreign tradebelow. See Pub. 514, Foreign Tax Credit for
total credit allocated to the partner, (b) the income.Individuals, and the Instructions for Form
number of gallons for which the partnership • Distributions from a foreign sales1116, for more information.
claimed the small agri-biodiesel producer corporation (FSC) or a former FSC.

Line 16a. Name of Country or U.S.credit, and (c) the partnership’s productive See Line 16f. Other (code F) for exceptions.
Possession (code A)capacity for agri-biodiesel.

• Low sulfur diesel fuel production credit. Passive income does not includeEnter the name of the foreign country or
Complete Form 8896 to figure the credit and export financing interest.U.S. possession from which the partnership
attach it to Form 1065. had income or to which the partnership paid CAUTION

!
• General credits from an electing large or accrued taxes. If the partnership had

Line 16e. General category (code E).partnership. income from, or paid or accrued taxes to,
General category foreign source income.• Distilled spirits credit (Form 8906). more than one foreign country or U.S.
Include all foreign income sourced at the• Energy efficient home credit (Form 8908). possession, enter “See attached” and attach
partnership level that is not passive category• Alternative motor vehicle credit (Form a statement for each country for lines 16a
income. See Line 16f. Other (code F) for8910). through 16n (codes A through N and code Q
exceptions.of Schedule K-1). On Schedule K-1, if there• Alternative fuel vehicle refueling property

is more than one country enter code Acredit (Form 8911). Line 16f. Other (code F). Attach a
followed by an asterisk (A*), enter “STMT,”• Clean renewable energy bond credit. statement separately showing the amount of
and attach a statement to Schedule K-1 forComplete Form 8912, Credit for Clean foreign source income included in the
each country for the information andRenewable Energy and Gulf Tax Credit following categories:
amounts coded A through N and code Q.Bonds, to figure the credit and attach it to • Section 901(j) income, and

Form 1065. See the instructions for Form • Certain income re-sourced by treaty.Line 16b. Gross Income From All8912 to determine if the partnership must Sources (code B)include the amount of the credit in interest Lines 16g–16h. DeductionsEnter the partnership’s gross income fromincome (on line 5 of Schedule K). Allocated and Apportioned atall sources (both U.S. and foreign).• Gulf bond credit. Complete Form 8912 to
Partner Levelfigure the credit and attach it to Form 1065. Line 16c. Gross Income Sourced at

See the instructions for Form 8912 to Line 16g. Interest expense (code G).Partner Level (code C)determine if the partnership must include the Enter on line 16g the partnership’s total
Enter the total gross income of theamount of the credit in interest income (on interest expense (including interest
partnership that is required to be sourced atline 5 of Schedule K). equivalents under Temporary Regulations
the partner level. This includes income from• Qualified forestry conservation bonds section 1.861-9T(b)). Do not include interest
the sale of most personal property, othercredit. See Form 8912. directly allocable under Temporary
than inventory, depreciable property, and• Mine rescue team training credit (Form Regulations section 1.861-10T to income
certain intangible property. See Pub. 5148923). from a specific property. This type of interest
and section 865 for details. Attach a• Agricultural chemicals security credit is allocated and apportioned at the
statement to Form 1065 showing the(Form 8931). partnership level and is included on lines 16i
following information.• Credit for employer differential wage through 16k.• The amount of this gross income (withoutpayments (Form 8932).
regard to its source) in each category Line 16h. Other (code H). Enter the total

Schedule K-1. Enter in box 15 of Schedule identified in the instructions for lines 16d, of all other deductions or losses that are
K-1 each partner’s distributive share of the 16e, and 16f, including each of the listed required to be allocated at the partner level.
credits listed above. See additional categories. For example, include on line 16h research
Schedule K-1 reporting information provided • Specifically identify gains on the sale of and experimental expenditures (see
in the instructions above. Enter the personal property other than inventory, Regulations section 1.861-17(f)).

-33-Instructions for Form 1065



Page 34 of 43 Instructions for Form 1065 15:13 - 26-AUG-2008

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

• Taxes withheld at source on rents and properties, you may be required to identifyLines 16i–16k. Deductions
royalties. these items on a statement attached toAllocated and Apportioned at • Other foreign taxes paid or accrued. Schedule K-1 (see the instructions for linesPartnership Level to Foreign 17d and 17e for details). Also see theSource Income requirement for an attached statement in theLine 16m. Reduction in Taxes

Separately report partnership deductions instructions for line 17f.Available for Credit (code N)that are allocated and apportioned at the
Enter the total reduction in taxes available Line 17a. Post-1986 Depreciationpartnership level by category of income as
for credit. Attach a statement showing the Adjustmentfollows. See Pub. 514 for more information.
reductions for: Figure the adjustment for line 17a basedNote. Creditable foreign expenditures • Taxes on foreign mineral income (section only on tangible property placed in servicegenerally must be allocated in accordance 901(e)). after 1986 (and tangible property placed inwith each partner’s interest in the • Taxes on foreign oil and gas extraction service after July 31, 1986, and before 1987partnership. See Treasury Decision 9292, income (section 907(a)). for which the partnership elected to use the2006-47 I.R.B. 914 for details. • Taxes attributable to boycott operations general depreciation system). Do not makeLine 16i (code I). Enter the amount of (section 908). an adjustment for motion picture films,deductions allocated and apportioned at the • Failure to timely file (or furnish all of the videotapes, sound recordings, certain publicpartnership level to passive category foreign information required on) Forms 5471 and utility property (as defined in sectionsource income (defined in the instructions 8865. 168(i)(10), property depreciated under thefor line 16d). • Any other items (specify). unit-of-production method (or any other

Line 16j. General category (code J). method not expressed in a term of years),Line 16n. Other Foreign TaxEnter the amount of deductions allocated qualified Indian reservation property,Informationand apportioned at the partnership level to property eligible for a special depreciation• Foreign trading gross receipts (codegeneral category foreign source income allowance, qualified revitalization
O). Report the partner’s distributive share of(defined in the instructions for line 16e). expenditures, or the section 179 expense
foreign trading gross receipts from line 15 ofLine 16k. Other (code K). Attach a deduction.
Form 8873 using code O. Seestatement separately showing the amount of For property placed in service beforeExtraterritorial Income Exclusion beginningdeductions allocated and apportioned at the 1999, refigure depreciation for the AMT ason page 14.partnership level to the following two follows (using the same convention used for• Extraterritorial income exclusion (codecategories: the regular tax).P).  If the partnership is not permitted to• Section 901(j) income, and • For section 1250 property (generally,deduct the extraterritorial income exclusion• Certain income re-sourced by treaty. residential rental and nonresidential realas a non-separately stated item, attach a

property), use the straight line method overLine 16l. Total Foreign Taxes Paid statement to Schedule K-1 showing the
40 years.partner’s distributive share of theor Accrued • For tangible property (other than sectionextraterritorial income exclusion reported onEnter in U.S. dollars the total foreign taxes 1250 property) depreciated using theline 52 of Form 8873. Also identify the(described in section 901 or section 903) straight line method for the regular tax, useactivity to which the exclusion is related.that were paid or accrued by the partnership the straight line method over the property’s• Other foreign transactions (code Q).(according to its method of accounting for class life. Use 12 years if the property hasEnter in box 16 of Schedule K-1 any othersuch taxes). Enter the amount paid on line no class life.foreign transaction information the partners16l. Translate these amounts into U.S. • For any other tangible property, use theneed to prepare their tax returns using codedollars by using the applicable exchange 150% declining balance method, switchingQ.rate (see Pub. 514). to the straight line method the first tax year it

Foreign taxes paid (code L). If the gives a larger deduction, over the property’sAlternative Minimum Tax (AMT)
partnership uses the cash method of AMT class life. Use 12 years if the propertyItemsaccounting, check the Paid box and enter has no class life.

Lines 17a through 17f must be completedforeign taxes paid during the tax year on line Note. See Pub. 946 for a table of class
for all partners except certain small16l. Report each partner’s distributive share lives.
corporations exempt from the alternativein box 16 of Schedule K-1 using code L.

For property placed in service after 1998,minimum tax (AMT) under section 55(e).Foreign taxes accrued (code M). If the
refigure depreciation for the AMT only forpartnership uses the accrual method of Enter items of income and deductions property depreciated for the regular taxaccounting, check the Accrued box and that are adjustments or tax preference items using the 200% declining balance method.enter foreign taxes accrued on line 16l. for the AMT. See Form 6251, Alternative For the AMT, use the 150% decliningReport each partner’s distributive share in Minimum Tax— Individuals; Form 4626, balance method, switching to the straightbox 16 of Schedule K-1 using code M. Alternative Minimum Tax—Corporations; or line method the first tax year it gives a largerSchedule I (Form 1041), AlternativeA partnership reporting foreign taxes deduction, and the same convention andMinimum Tax (AMT), to determine theusing the cash method can make an recovery period used for the regular tax.amounts to enter and for other information.irrevocable election to report these taxes

Figure the adjustment by subtracting theusing the accrual method for the year of the Do not include as a tax preference item AMT deduction for depreciation from theelection and all future years. Make this any qualified expenditures to which an regular tax deduction and enter the result onelection by reporting all foreign taxes using election under section 59(e) may apply. line 17a. If the AMT deduction is more thanthe accrual method on line 16l and check Instead, report these expenditures on line the regular tax deduction, enter thethe Accrued box (see Regulations section 13c(2). Because these expenditures are difference as a negative amount.1.905-1). subject to an election by each partner, the Depreciation capitalized to inventory must
partnership cannot figure the amount of anyAttach a statement reporting the also be refigured using the AMT rules.
tax preference related to them. Instead, thefollowing information. Include on this line the current year
partnership must pass through to each1. The total amount of foreign taxes adjustment to income, if any, resulting from
partner in box 13, code I, of Schedule K-1(including foreign taxes on income sourced the difference.
the information needed to figure theat the partner level) relating to each
deduction. Line 17b. Adjusted Gain or Losscategory of income (see instructions for

lines 16d–16f). Schedule K-1.  Report each partner’s If the partnership disposed of any tangible
2. The dates on which the taxes were distributive share of amounts reported on property placed in service after 1986 (or

paid or accrued, the exchange rates used, lines 17a through 17f (concerning alternative after July 31, 1986, if an election was made
and the amounts in both foreign currency minimum tax items) in box 17 of Schedule to use the General Depreciation System), or
and U.S. dollars, for: K-1 using codes A through F, respectively. If if it disposed of a certified pollution control

• Taxes withheld at source on interest. the partnership is reporting items of income facility placed in service after 1986, refigure
• Taxes withheld at source on dividends. or deduction for oil, gas, and geothermal the gain or loss from the disposition using
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the adjusted basis for the AMT. The adjust the amounts in box 17, code D or E, Line 18b. Other tax-exempt income.
property’s adjusted basis for the AMT is its for any other income or deductions from oil, Enter on line 18b all income of the
cost or other basis minus all depreciation or gas, or geothermal properties included in partnership exempt from tax other than
amortization deductions allowed or boxes 2 through 13, and 19 or 20 of tax-exempt interest.
allowable for the AMT during the current tax Schedule K-1 in order to determine the total Line 18c. Nondeductible expenses. Enter
year and previous tax years. Enter on this income and deductions from oil, gas, and on line 18c nondeductible expenses paid or
line the difference between the regular tax geothermal properties for the partnership. incurred by the partnership.
gain (loss) and the AMT gain (loss). If the Figure the amounts for lines 17d and 17e Do not include separately statedAMT gain is less than the regular tax gain, separately for oil and gas properties that are deductions shown elsewhere on Schedulesor the AMT loss is more than the regular tax not geothermal deposits and for all K and K-1, capital expenditures, or items theloss, or there is an AMT loss and a regular properties that are geothermal deposits. deduction for which is deferred to a later taxtax gain, enter the difference as a negative

year.Give each partner a statement thatamount.
shows the separate amounts included in the Schedule K-1. Report in box 18 ofIf any part of the adjustment is allocable computation of the amounts on lines 17d Schedule K-1 each partner’s distributiveto net short-term capital gain (loss), net and 17e of Schedule K. share of amounts reported on lines 18a,long-term capital gain (loss), or net section

18b, and 18c of Schedule K (concerning1231 gain (loss), attach a statement that Line 17d. Oil, Gas, and Geothermal items affecting partners’ basis) using codesidentifies the amount of the adjustment Properties—Gross Income A through C, respectively.allocable to each type of gain or loss.
Enter the total amount of gross income

 For a net long-term capital gain (loss), (within the meaning of section 613(a)) from Distributionsalso identify the amount of the adjustment all oil, gas, and geothermal properties
that is collectibles (28%) gain (loss). received or accrued during the tax year and Line 19a. Distributions of cash and

 For a net section 1231 gain (loss), also included on page 1, Form 1065. marketable securities. Enter on line 19a
identify the amount of adjustment that is the total distributions to each partner of cash

Line 17e. Oil, Gas, and Geothermalunrecaptured section 1250 gain. and marketable securities that are treated
Properties—Deductions as money under section 731(c)(1). Do not

Line 17c. Depletion (Other Than Oil include distributions of section 737 propertyEnter any deductions allowed for the AMT
and Gas) (see Distributions subject to section 737that are allocable to oil, gas, and geothermal

(code C), below). Generally, marketableDo not include any depletion on oil and gas properties.
securities are valued at FMV on the date ofwells. The partners must figure their oil and

Line 17f. Other AMT Items distribution. However, the value ofgas depletion deductions and preference
marketable securities does not include theitems separately under section 613A. Attach a statement to Form 1065 and
distributee partner’s share of the gain on theSchedule K-1 that shows other items notRefigure the depletion deduction under
securities distributed to that partner. Seeshown on lines 17a through 17e that aresection 611 for mines, wells (other than oil
section 731(c)(3)(B) for details.adjustments or tax preference items or thatand gas wells), and other natural deposits

the partner needs to complete Form 6251, If the amount on line 19a includesfor the AMT. Percentage depletion is limited
Form 4626, or Schedule I (Form 1041). See marketable securities treated as money,to 50% of the taxable income from the
these forms and their instructions to state separately on an attachment toproperty as figured under section 613(a),
determine the amount to enter. Schedules K and K-1 (a) the partnership’susing only income and deductions for the

adjusted basis of those securitiesAMT. Also, the deduction is limited to the Other AMT items include the following.
immediately before the distribution and (b)property’s adjusted basis at the end of the • Accelerated depreciation of real property
the FMV of those securities on the date ofyear as figured for the AMT. Figure this limit under pre-1987 rules.
distribution (excluding the distributeeseparately for each property. When • Accelerated depreciation of leased
partner’s share of the gain on the securitiesrefiguring the property’s adjusted basis, take personal property under pre-1987 rules.
distributed to that partner).into account any AMT adjustments made • Long-term contracts entered into after

this year or in previous years that affect February 28, 1986. Except for certain home Line 19b. Distributions of other property.
basis (other than the current year’s construction contracts, the taxable income Enter on line 19b the total distributions to
depletion). from these contracts must be figured using each partner of property not included on line

the percentage of completion method of 19a. In box 19 of Schedule K-1, distributionsEnter the difference between the regular
accounting for the AMT. of section 737 property will be reportedtax and AMT deduction. If the AMT
• Losses from tax shelter farm activities. No separately from other property. The codesdeduction is greater, enter the difference as
loss from any tax shelter farm activity is used when reporting amount from line 19ba negative amount.
allowed for the AMT. in box 19 of Schedule K-1 appear in the

Oil, Gas, and Geothermal • Any information needed by certain heading for the categories.
corporate partners to compute the adjustedProperties—Gross Income and Other property (code B). Include allcurrent earnings (ACE) adjustment.Deductions distributions of property not included on line
Schedule K-1. If you are reporting eachGenerally, the amounts to be entered on 19a and that are not section 737 property. In
partner’s distributive share of only one typelines 17d and 17e are only the income and computing the amount of the distribution,
of AMT item under code F, enter the codedeductions for oil, gas, and geothermal use the adjusted basis of the property to the
with an asterisk (F*) and the dollar amountproperties that are used to figure the partnership immediately before the
in the entry space in box 17 and attach apartnership’s ordinary income (loss) (line 22 distribution. In addition, attach a statement
statement that shows the type of AMT item.of Form 1065). showing the adjusted basis and fair market
If you are reporting multiple types of AMT value of each property distributed.If there are any items of income or
items under code F, enter the code with andeductions for oil, gas, and geothermal Distributions subject to section 737
asterisk (F*) and enter “STMT” in the entryproperties included in the amounts that are (code C). If a partner contributed section
space in box 17 and attach a statement thatrequired to be passed through separately to 704(c) built-in gain property within the last 7
shows the dollar amount of each type ofthe partners on Schedule K-1 (items not years and the partnership made a
AMT item.reported on line 1 of Schedule K-1), give distribution of property to that partner other

each partner a statement that shows, for the than the previously contributed built-in gainTax-Exempt Income and
box in which the income or deduction is property, attach a statement to theNondeductible Expensesincluded, the amount of income or distributee partner’s Schedule K-1 that
deductions included in the total amount for Line 18a. Tax-exempt interest income. provides the following information.
that box. Do not include any of these direct Enter on line 18a tax-exempt interest • The fair market value of the distributed
pass-through amounts on line 17d or 17e. income, including any exempt-interest property (other than money).
The partner is told in the Partner’s dividends received from a mutual fund or • The amount of money received in the
Instructions for Schedule K-1 (Form 1065) to other regulated investment company. distribution.
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• The net precontribution gain of the portfolio gains or losses, give each partner a low-income housing credit from a section
partner. This is the net gain (if any) that statement identifying these amounts. 42(j)(5) partnership. Use code G to report
would have been recognized by the recapture of any other low-income housingLine 20c. Other Items and Amountsdistributee partner under section credit. See the instructions for lines 15a and

Report the following information on a704(c)(1)(B) if all the following property had 15b on page 32 for more information.
statement attached to Form 1065. Onbeen distributed by the partnership to Note. If a partner’s ownership interest in a
Schedule K-1 enter the appropriate code inanother partner. This property includes all building decreased because of a transaction
box 20 for each information item followed byproperty contributed by the distributee at the partner level, the partnership must
an asterisk in the left-hand column of thepartner during the 7 years prior to the provide the necessary information to the
entry space (for example,“C*”). In thedistribution and that is still held by the partner to enable the partner to figure the
right-hand column, enter “STMT.” The codespartnership at the time of the distribution recapture.
are provided for each information category.(see section 737).

If the partnership filed Form 8693,For more information, see Recognition of Fuel tax credit information (code C).
Low-Income Housing CreditPrecontribution Gain on Certain Partnership Report the number of gallons of each fuel
Disposition Bond, to avoid recaptureDistributions on page 9. sold or used during the tax year for a CAUTION

!
of the low-income housing credit, no entrynontaxable use qualifying for the credit forSchedule K-1. Report in box 19 each
should be made on Schedule K-1.taxes paid on fuel, type of use, and thepartner’s distributive share of the amount on

applicable credit per gallon. See Form 4136, See Form 8586, Form 8611, and sectionline 19a using code A. If a statement is
Credit for Federal Tax Paid on Fuels, for 42 for more information.attached, enter an asterisk after the code
details.(A*) and “STMT” in the entry space, and Recapture of investment credit (code H).

attach the required statement. For line 19b, Qualified rehabilitation expenditures Complete and attach Form 4255, Recapture
report each partner’s distributive share of (other than rental real estate) (code D). of Investment Credit, when investment credit
the amount for other property in box 19 Enter total qualified rehabilitation property is disposed of, or it no longer
using code B with an asterisk (B*) and expenditures from activities other than rental qualifies for the credit, before the end of the
“STMT” in the entry space, and attach the real estate activities. See Form 3468 for recapture period or the useful life applicable
required statement. For distributions subject details on qualified rehabilitation to the property. State the type of property at
to section 737, enter code C in box 19 with expenditures. the top of Form 4255, and complete lines 2,
an asterisk (C*) and “STMT” in the entry 4, and 5, whether or not any partner isNote. Report qualified rehabilitation
space, and attach the required statement. subject to recapture of the credit.expenditures related to rental real estate

activities on line 15c. Attach to each Schedule K-1 a separateOther Information statement providing the information theSchedule K-1. Report each partner’s
partnership is required to show on Formdistributive share of qualified rehabilitationLines 20a and 20b. Investment 4255, but list only the partner’s distributiveexpenditures related to activities other thanIncome and Expenses share of the cost of the property subject torental real estate activities in box 20 of

Enter on line 20a the investment income recapture. Also indicate the lines of FormSchedule K-1 using code D. Attach a
included on lines 5, 6a, 7, and 11, of 4255 on which the partners should reportstatement to Schedule K-1 that provides the
Schedule K. Do not include other portfolio these amounts.information and the partner’s distributive
gains or losses on this line. share of the amounts for lines 1b through 1h Recapture of other credits (code I). On

of Form 3468. See the instructions for Form an attached statement to Schedule K-1,Investment income includes gross
3468 for details. If the partnership has provide any information partners will need toincome from property held for investment,
expenditures from more than one activity, report recapture of credits (other thanthe excess of net gain attributable to the
identify on a statement attached to Schedule recapture of low-income housing anddisposition of property held for investment
K-1 the amount for each separate activity. investment credit reported on Schedule K-1over net capital gain from the disposition of
See Passive Activity Reporting using codes F, G, and H). Examples ofproperty held for investment, any net capital
Requirements on page 13. credits subject to the recapture and reportedgain from the disposition of property held for

using code I include:investment that each partner elects to Basis of energy property (code E). See
• The qualified electric vehicle credit. Seeinclude in investment income under section Form 3468 for details on basis of energy
section 30(d) for details.163(d)(4)(B)(iii), and any qualified dividend property. In box 20 of Schedule K-1, enter
• The new markets credit. See Form 8874income that the partner elects to include in code E followed by an asterisk and enter
for details on recapture.investment income. Generally, investment “STMT” in the entry space for the dollar
• The Indian employment credit. Seeincome and investment expenses do not amount. Attach a statement to Schedule K-1
section 45A(d) for details.include any income or expenses from a showing separately the partner’s distributive
• The credit for employer-providedpassive activity. See Regulations section share of the following items:
childcare facilities and services. See section1.469-2(f)(10) for exceptions. • Basis of property using geothermal
45F(d) for details.energy placed in service during the tax year.Property subject to a net lease is not • The alternative motor vehicle credit (see• Basis of property using solar illuminationtreated as investment property because it is
section 30B(h)(8)).or solar energy placed in service during thesubject to the passive loss rules. Do not • The alternative fuel vehicle refuelingtax year.reduce investment income by losses from
property credit (see section 30C(e)(5)).• Basis of qualified fuel cell propertypassive activities.

installed during the tax year. Look-back interest—completed
Enter investment expenses on line 20b. • Kilowatt capacity of the qualified fuel cell long-term contracts (code J). If the

Investment expenses are deductible property. partnership is closely held (defined in
expenses (other than interest) directly • Basis of qualified microturbine property section 460(b)(4)) and it entered into any
connected with the production of investment installed during the tax year. long-term contracts after February 28, 1986,
income. See the instructions for Form 4952 • Kilowatt capacity of the qualified that are accounted for under either the
for more information. microturbine property. percentage of completion-capitalized cost
Schedule K-1. Report each partner’s method or the percentage of completionRecapture of low-income housing credit
distributive share of amounts reported on method, it must attach a statement to Form(codes F and G).  If recapture of part or all
lines 20a and 20b (investment income and 1065 showing the information required inof the low-income housing credit is required
expenses) in box 20 of Schedule K-1 using items (a) and (b) of the instructions for linesbecause (a) the prior year qualified basis of
codes A and B, respectively. 1 and 3 of Part II of Form 8697. It must alsoa building decreased or (b) the partnership

report the amounts for Part II, lines 1 and 3,If there are other items of investment disposed of a building or part of its interest
to its partners. See the Instructions for Formincome or expense included in the amounts in a building, see Form 8611, Recapture of
8697 for more information.that are required to be passed through Low-Income Housing Credit. Complete lines

separately to the partners on Schedule K-1, 1 through 7 of Form 8611 to determine the Look-back interest—income forecast
such as net short-term capital gain or loss, amount of credit to recapture. Use code F method (code K). If the partnership is
net long-term capital gain or loss, and other on Schedule K-1 to report recapture of the closely held (defined in section 460(b)(4))
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and it depreciated certain property placed in of the total amount of interest expense Unrelated business taxable income
service after September 13, 1995, under the reported elsewhere on this return. A (code V). Report any information a partner
income forecast method, it must attach to corporate partner’s distributive share of that is a tax-exempt organization may need
Form 1065 the information specified in the interest income, interest expense, and to figure its share of unrelated business
instructions for Form 8866, line 2, for the 3rd partnership liabilities are treated as income, taxable income under section 512(a)(1) (but
and 10th tax years beginning after the tax expense, and liabilities of the corporation for excluding any modifications required by
year the property was placed in service. It purposes of the limitation on the deduction paragraphs (8) through (15) of section
must also report the line 2 amounts to its for interest under section 163(j). 512(b)). Partners are required to notify the
partners. See the Instructions for Form 8866 partnership of their tax-exempt status. See

Section 453(l)(3) information (code O).for more details. Form 990-T, Exempt Organization Business
Supply any information needed by a partner Income Tax Return, and Publication 598,Dispositions of property with section 179 to compute the interest due under section Unrelated Business Taxable Income fordeductions (code L). This represents gain 453(l)(3). If the partnership elected to report Exempt Organizations, for more information.or loss on the sale, exchange, or other the dispositions of certain timeshares and

Precontribution gain (loss) (code W). Ifdisposition of property for which a section residential lots on the installment method,
the partnership distributed any section179 deduction has been passed through to each partner’s tax liability must be increased
704(c) property to any partner other thanpartners. The partnership must provide all by the partner’s distributive share of the
the contributing partner, and the date of thethe following information with respect to interest on tax attributable to the installment
distribution was within 7 years of the datesuch dispositions (see the instructions for payments received during the tax year.
the section 704(c) property was contributedline 6, on page 15).

Section 453A(c) information (code P). to the partnership, the distribution must be• Description of the property.
Supply any information needed by a partner treated as if it were a sale by the• Date the property was acquired and
to compute the interest due under section contributing partner taking place on the dateplaced in service.
453A(c). If an obligation arising from the of the distribution. Section 704(c) property is• Date of the sale or other disposition of the
disposition of property to which section property that had a fair market value whichproperty.
453A applies is outstanding at the close of was either greater of less than the• The partner’s share of the gross sales
the year, each partner’s tax liability must be contributing partner’s adjusted basis at theprice or amount realized.
increased by the tax due under section time the property was contributed to the• The partner’s share of the cost or other
453A(c) on the partner’s distributive share of partnership. See Distributions of Contributedbasis plus expense of sale (reduced as
the tax deferred under the installment Property  on page 9 for more information. Ifexplained in the instructions for Form 4797,
method. the partnership made such a distributionline 21).

during its tax year, attach a statement to the• The partner’s share of the depreciation Section 1260(b) information (code Q).
contributing partner’s Schedule K-1 thatallowed or allowable, determined as Supply any information needed by a partner
provides the following information.described in the instructions for Form 4797, to figure the interest due under section • The amount of the gain or loss that wouldline 22, but excluding the section 179 1260(b). If the partnership had gain from
have been allocated to the contributingdeduction. certain constructive ownership transactions,
partner if the partnership had sold the• The partner’s share of the section 179 each partner’s tax liability must be increased
section 704(c) property at its fair marketdeduction (if any) passed through for the by the partner’s distributive share of interest
value at the time of the distribution. Seeproperty and the partnership’s tax year(s) in due on any deferral of gain recognition. See
section 704(c)(1)(B) for details.which the amount was passed through. section 1260(b) for details, including how to • The character of the gain or loss which• If the disposition is due to a casualty or figure the interest.
would have resulted if the partnership hadtheft, a statement indicating so, and any

Interest allocable to production sold the section 704(c) property to theadditional information needed by the
expenditures (code R). Supply any distributee partner.partner.
information needed by a partner to properly Enter code W in box 20 of Schedule K-1• If the sale was an installment sale made
capitalize interest as required by section with an asterisk (W*) and enter “STMT”, andduring the partnership’s tax year, any
263A(f). See Section 263A uniform attach the required statement.information the partner needs to complete
capitalization rules on page 16 for more Other information (code X). Report toForm 6252. The partnership also must
information. each partner:separately report the partner’s share of all

• Any information a partner that is a publiclypayments received for the property in the CCF nonqualified withdrawal (code S).
traded partnership may need to determine iffollowing tax years. (Installment payments Report nonqualified withdrawals by the
it meets the 90% qualifying income test ofreceived for sales made in prior tax years partnership from a capital construction fund
section 7704(c)(2). Partners are required toshould be reported in the same manner to partners. See Pub. 595.
notify the partnership of their status as aused in the prior tax years.) See the

Information needed to figure publicly traded partnership.instructions for Form 6252 for details.
depletion–oil and gas (code T). Report • If the partnership participates in aRecapture of section 179 deduction gross income and other information relating transaction that must be disclosed on Form(code M). This amount represents to oil and gas well properties to partners to 8886 (see page 8), both the partnership andrecapture of section 179 deduction if allow them to figure the depletion deduction its partners may be required to file Formbusiness use of the property dropped to for oil and gas well properties. Allocate to 8886. The partnership must determine if any50% or less. If the business use of any each partner a proportionate share of the of its partners are required to disclose theproperty (placed in service after 1986) for adjusted basis of each partnership oil or gas transaction and provide those partners withwhich a section 179 deduction was passed property. See section 613A(c)(7)(D) for information they will need to file Form 8886.through to partners dropped to 50% or less details. This determination is based on the(for a reason other than disposition), the category(s) under which a transactionThe partnership cannot deduct depletionpartnership must provide all the following qualified for disclosures. See theon oil and gas wells. Each partner mustinformation. instructions for Form 8886 for details.determine the allowable amount to report on• The partner’s distributive share of the • Compensation to partners deferred underhis or her return. See Pub. 535 for moreoriginal basis and depreciation allowed or a section 409A nonqualified deferredinformation.allowable (not including the section 179 compensation plan that does not meet thededuction). Amortization of reforestation costs requirements of section 409A. Include in this• The partner’s distributive share of the (code U). Report the amortizable basis of amount any earnings on these deferrals.section 179 deduction (if any) passed reforestation expenditures paid or incurred This amount must also be included on line 4through for the property and the before October 23, 2004, for which the of Schedule K, Guaranteed Payments topartnership’s tax year(s) in which the partnership elected amortization, and the tax Partners. For details, see Proposedamount was passed through. year the amortization began for the current Regulations section 1.409A, 2005-43 I.R.B.

Interest expense for corporate partners tax year and the 7 preceding tax years. The 786, Notice 2005-1, 2005-2 I.R.B. 274,
(code N). Report as an information item amortizable basis cannot exceed $10,000 Notice 2006-79, 2006-43 I.R.B. 763, and
each corporate partner’s distributive share for each of those tax years. Notice 2007-86, 2007-46 I.R.B. 990.
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• Any income or gain reported on lines 1 4. Classify as “passive” all partners in a not prepare non-tax-basis financial
through 11 of Schedule K that qualifies as partnership whose principal activity is a statements, Schedule L must be based on
inversion gain, if the partnership is an rental activity other than a rental real estate the partnership’s books and records and
expatriated entity or is a partner in an activity. may show tax-basis balance sheet amounts
expatriated entity. For details, see section 5. If the partnership’s principal activity is if the partnership books and records reflect
7874. Attach a statement to Form 1065 that a portfolio activity, classify all partners as only tax-basis amounts.
shows the amount of each type of income or “active.”
gain included in the inversion gain. The 6. Classify as “passive” all limited Line 5. Tax-Exempt Securities
partnership must report each partner’s partners and LLC members in a partnership Include on this line:distributive share of the inversion gain in box whose principal activity is a trade or

1. State and local government20 of Schedule K-1 using code X. Attach a business or rental activity.
obligations, the interest on which isstatement to Schedule K-1 that shows the 7. If the partnership cannot make a
excludable from gross income under sectionpartner’s distributive share of the amount of reasonable determination whether a
103(a), andeach type of income or gain included in the partner’s participation in a trade or business

2. Stock in a mutual fund or otherinversion gain. activity is material or whether a partner’s
regulated investment company thatparticipation in a rental real estate activity is• Basis in qualifying advanced coal project
distributed exempt-interest dividends duringactive, classify the partner as “passive.”property. Complete lines 3a and 3b of Form
the tax year of the partnership.3468 and attach it to Form 1065. See the

instructions for Form 3468 for details. Attach
a statement to Schedule K-1 that separately Line 14. Total AssetsSchedule L. Balanceidentifies each partner’s distributive share of

Generally, total assets at the beginning ofthe partnership’s (a) basis in certified and Sheets per Books the year (Schedule L, line 14, column (b)),qualified investment in integrated
must equal total assets at the close of thegasification combined cycle property placed
prior tax year (Schedule L, line 14, columnin service during the tax year and (b) basis Note. Schedules L, M-1, and M-2 are not (d)). If total assets at the beginning of theof qualified investment in other advanced required to be completed if the partnership year do not equal total assets at the close ofcoal project property placed in service answered “Yes” to question 6 of Schedule the prior year, attach a statement explainingduring the tax year. B. the difference.• Basis in qualifying gasification project

The balance sheets should agree withproperty. Complete line 4 of Form 3468 and For purposes of measuring total assets
the partnership’s books and records. Attachattach it to Form 1065. at the end of the year, the partnership’s
a statement explaining any differences.• Any other information the partners need assets may not be netted against or reduced
There are additional requirements forto prepare their tax returns. by partnership liabilities. In addition, asset
completing Schedule L for partnerships that amounts may not be reported as a negative
are required to file Schedule M-3 (see page number. If the partnership has an interest in
3 of the instructions for Schedule M-3 for another partnership and uses a tax-basisAnalysis of Net Income details). method for Schedule L, it must show as an

Partnerships reporting to the Interstate asset the adjusted basis of its interest in the(Loss)
Commerce Commission (ICC) or to any other partnership and separately show as a
national, state, municipal, or other public liability its share of the other partnership’s
officer may send copies of their balance liabilities (which are included in theFor each type of partner shown, enter the
sheets prescribed by the ICC or national, computation of its adjusted basis). See theportion of the amount shown on line 1 that
state, or municipal authorities, as of the Partner’s Instructions for Schedule K-1 forwas allocated to that type of partner. Report
beginning and end of the tax year, instead of details on how to figure the adjusted basis ofall amounts for LLC members on the line for
completing Schedule L. However, a partnership interest. If Schedule L islimited partners. The sum of the amounts
statements filed under this procedure must non-tax-basis, investment in a partnershipshown on line 2 must equal the amount
contain sufficient information to enable the may be shown as appropriate under theshown on line 1. In addition, the amount on
IRS to reconstruct a balance sheet similar to non-tax-basis accounting method of theline 1 must equal the amount on line 9,
that contained on Form 1065 without partnership including, if required by theSchedule M-1 (if the partnership is required
contacting the partnership during non-tax-basis accounting method of theto complete Schedule M-1). If the
processing. partnership, the equity method of accountingpartnership files Schedule M-3, the amount

for investments, but must be shown as aon line 1 must equal the amount in column All amounts on the balance sheet should
non-negative amount.(d) of line 26, Part II. be reported in U.S. dollars. If the

partnership’s books and records are kept in Example. Partnership A prepares aIn classifying partners who are a foreign currency, the balance sheet should tax-basis Schedule L and is a generalindividuals as “active” or “passive,” the be translated in accordance with U.S. partner in Partnership B, a generalpartnership should apply the rules below. In generally accepted accounting principles partnership. Partnership A’s adjusted basisapplying these rules, a partnership should (GAAP). in Partnership B at the end of the tax year isclassify each partner to the best of its
Exception.  If the partnership or any $16 million. Partnership A’s share ofknowledge and belief. It is assumed that in
qualified business unit of the partnership Partnership B’s liabilities is $20 million,most cases the level of a particular partner’s
uses the U.S. dollar approximate separate which is included in the $16 million adjustedparticipation in an activity will be apparent.
transactions method, Schedule L should basis amount. On its Schedule L,1. If the partnership’s principal activity is reflect the tax balance sheet prepared and Partnership A must report $16 million on linea trade or business, classify a general translated into U.S. dollars according to 8 as the amount of its investment asset inpartner as “active” if the partner materially Regulations section 1.985-3(d), and not a Partnership B and report on line 20 its $20participated in all partnership trade or U.S. GAAP balance sheet. million share of Partnership B’s liabilities.business activities; otherwise, classify a

These amounts cannot be netted ongeneral partner as “passive.” Partnerships Required To File Schedule L.2. If the partnership’s principal activity
Schedule M-3consists of a working interest in an oil or gas

Line 18. All Nonrecourse Loanswell, classify a general partner as “active.” For partnerships required to file Schedule
3. If the partnership’s principal activity is M-3, the amounts reported on Schedule L Nonrecourse loans are those liabilities of the

a rental real estate activity, classify a must be amounts from financial statements partnership for which no partner bears the
general partner as “active” if the partner used to complete Schedule M-3. If the economic risk of loss. If the partnership’s
actively participated in all of the partnership prepares non-tax-basis financial nonrecourse liabilities include its share of
partnership’s rental real estate activities; statements, Schedule M-3 and Schedule L the liabilities of another partnership, the
otherwise, classify a general partner as must report non-tax-basis financial partnership’s share of those liabilities must
“passive.” statement amounts. If the partnership does be reflected on line 18.
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• Meal and entertainment expenses not section 1.704-1(b)(2)(iv) to determine theLine 20. Other Liabilities
deductible under section 274(n). partners’ capital accounts in Schedule M-2

A partnership that is a partner in a tiered and item L of the partners’ Schedules K-1. If• Expenses for the use of an entertainment
partnership must include as a liability on line the beginning and ending capital accountsfacility.
20 the partner’s share of the tiered reported under these rules differ from the• The part of business gifts over $25.partnership’s liabilities to the extent they are amounts reported on Schedule L, attach a• Expenses of an individual allocable torecourse liabilities to the partner. statement reconciling any differences.conventions on cruise ships over $2,000.

• Employee achievement awards over
$400.Schedule M-1. Line 2. Capital Contributed• The part of the cost of entertainment
tickets that exceeds face value (also subject During YearReconciliation of Income
to 50% limit). Include on line 2a the amount of money(Loss) per Books With • The part of the cost of skyboxes that contributed and on line 2b the amount of
exceeds the face value of nonluxury box property contributed by each partner to theIncome (Loss) per Return seat tickets. partnership as reflected on the partnership’s

Note. Schedules M-3 may be required • The part of the cost of luxury water travel books and records.
instead of Schedule M-1. See Item J. expenses not deductible under section
Schedule M-3 on page 14. See the 274(m).
Instructions for Schedule M-3 for more • Expenses for travel as a form of Line 3. Net Income (Loss) per
information. education. Books• Nondeductible club dues.

Enter on line 3 the net income (loss) shown• Other nondeductible travel andLine 2 on the partnership books used inentertainment expenses. maintaining the partner’s capital accountsReport on this line income included on
for purposes of Schedule K-1.Schedule K, lines 1, 2, 3c, 5, 6a, 7, 8, 9a,

10, and 11, not recorded on the
Schedule M-2. Analysis ofpartnership’s books this year. Describe each Line 6. Distributionssuch item of income. Attach a statement if Partners’ Capital Accountsnecessary. Line 6a. Cash. Enter on line 6a the

amount of money distributed to each partnerLine 3. Guaranteed Payments by the partnership. For purposes of line 6a,
Show what caused the changes during theInclude on this line guaranteed payments “money” includes marketable securities, as
tax year in the partners’ capital accounts asshown on Schedule K, line 4 (other than described in section 731(c).
reflected on the partnership’s books andamounts paid for insurance that constitutes
records. The amounts on Schedule M-2medical care for a partner, a partner’s Line 6b. Property. Enter the amount ofshould equal the total of the amountsspouse, and a partner’s dependents). property distributed to each partner by thereported in item L of all the partners’

partnership as reflected on the partnership’sSchedules K-1.Line 4b. Travel and
books and records. Include withdrawals

Entertainment The partnership may use tax-basis from inventory for the personal use of a
Include on this line: amounts or apply the rules in Regulations partner.

Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal Revenue laws of the
United States. You are required to give us the information. We need it to ensure that you are complying with these laws and to allow us to
figure and collect the right amount of tax. Section 6109 requires you to provide your social security number or other identifying numbers on
the return.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act unless the form
displays a valid OMB control number. Books or records relating to a form or its instructions must be retained as long as their contents may
become material in the administration of any Internal Revenue law. Generally, tax returns and return information are confidential, as
required by section 6103.

The time needed to complete and file this form and related schedules will vary depending on individual circumstances. The estimated
average times are:

Learning about the Copying, assembling, and
Form Recordkeeping law or the form Preparing the form sending the form to the IRS

1065 38 hr., 52 min. 32 hr., 24 min. 54 hr., 10 min. 5 hr., 37 min.

Sch. D (Form 1065) 5 hr., 30 min. 2 hr., 34 min. 2 hr., 48 min.

Sch. K-1 (Form 1065) 15 hr., 32 min. 7 hr., 13 min. 8 hr., 43 min. 0 hr., 16 min.

Sch. L (Form 1065) 15 hr., 32 min. 6 min. 21 min.

Sch. M-1 (Form 1065) 3 hr., 21 min. 12 min. 15 min.

Sch. M-2 (Form 1065) 3 hr., 6 min. 6 min. 9 min.

Sch. M-3 (Form 1065) 64 hr., 48 min. 4 hr., 32 min. 6 hr., 43 min. 0 hr., 16 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making these forms simpler, we would be
happy to hear from you. You can write to the Internal Revenue Service, Tax Products Coordinating Committee, SE:W:CAR:MP:T:T:SP,
1111 Constitution Ave. NW, IR-6526, Washington, DC 20224. Do not send the tax form to this address. Instead, see Where To File on
page 4.
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Using the list of activities and codes below, supplies them to a subcontractor to produce theCodes for Principal Business determine from which activity the business derives finished product, but retains title to the product, the
the largest percentage of its “total receipts.” Total business is considered a manufacturer and must useActivity and Principal Product
receipts is defined as the sum of gross receipts or one of the manufacturing codes (311110 – 339900).or Service sales (page 1, line 1a); all other income (page 1, Once the Principal Business Activity islines 4 through 7); income reported on Schedule K, determined, enter the six-digit code from the listThis list of Principal Business Activities and their lines 3a, 5, 6a, and 7; income or net gain reported below on page 1, item C. Also enter a briefassociated codes is designed to classify an on Schedule K, lines 8, 9a, 10, and 11; and income description of the business activity in item A and theenterprise by the type of activity in which it is or net gain reported on Form 8825, lines 2, 19, and principal product or service of the business in item B.engaged to facilitate the administration of the 20a. If the business purchases raw materials and

Internal Revenue Code. These Principal Business
Activity Codes are based on the North American
Industry Classification System.

Code Code Code Code

 Heavy and Civil Engineering 316990 Other Leather & Allied 332510 Hardware MfgAgriculture, Forestry, Fishing
Construction Product Mfg 332610 Spring & Wire Product Mfgand Hunting
237100 Utility System Construction Wood Product Manufacturing 332700 Machine Shops; TurnedCrop Production
237210 Land Subdivision Product; & Screw, Nut, & Bolt321110 Sawmills & Wood111100 Oilseed & Grain Farming MfgPreservation237310 Highway, Street, & Bridge111210 Vegetable & Melon Farming Construction 332810 Coating, Engraving, Heat321210 Veneer, Plywood, &(including potatoes & yams) Treating, & Allied ActivitiesEngineered Wood Product237990 Other Heavy & Civil111300 Fruit & Tree Nut Farming MfgEngineering Construction 332900 Other Fabricated Metal

111400  Greenhouse, Nursery, & Product Mfg321900 Other Wood Product MfgSpecialty Trade ContractorsFloriculture Production Machinery ManufacturingPaper Manufacturing238100 Foundation, Structure, &111900  Other Crop Farming Building Exterior Contractors 333100 Agriculture, Construction, &322100 Pulp, Paper, & Paperboard(including tobacco, cotton, (including framing carpentry, Mining Machinery MfgMillssugarcane, hay, peanut, masonry, glass, roofing, & 333200 Industrial Machinery Mfg322200 Converted Paper Product Mfgsugar beet & all other crop siding) 333310 Commercial & Servicefarming) Printing and Related Support
238210 Electrical Contractors Industry Machinery MfgActivitiesAnimal Production
238220 Plumbing, Heating, & 333410 Ventilation, Heating,323100 Printing & Related Support112111 Beef Cattle Ranching & Air-Conditioning Contractors Air-Conditioning, &ActivitiesFarming
238290 Other Building Equipment Commercial RefrigerationPetroleum and Coal Products112112 Cattle Feedlots Contractors Equipment MfgManufacturing112120 Dairy Cattle & Milk 238300 Building Finishing 333510 Metalworking Machinery Mfg324110 Petroleum RefineriesProduction Contractors (including 333610 Engine, Turbine & Power(including integrated)112210 Hog & Pig Farming drywall, insulation, painting, Transmission Equipment Mfg324120 Asphalt Paving, Roofing, &112300 Poultry & Egg Production wallcovering, flooring, tile, & 333900 Other General PurposeSaturated Materials Mfgfinish carpentry)112400 Sheep & Goat Farming Machinery Mfg324190 Other Petroleum & Coal238900 Other Specialty Trade112510 Aquaculture (including Computer and Electronic ProductProducts MfgContractors (including siteshellfish & finfish farms & ManufacturingChemical Manufacturingpreparation)hatcheries) 334110 Computer & Peripheral325100 Basic Chemical Mfg112900 Other Animal Production Equipment Mfg325200 Resin, Synthetic Rubber, &ManufacturingForestry and Logging 334200 Communications EquipmentArtificial & Synthetic Fibers &Food Manufacturing113110 Timber Tract Operations MfgFilaments Mfg
311110 Animal Food Mfg113210 Forest Nurseries & Gathering 334310 Audio & Video Equipment325300 Pesticide, Fertilizer, & Otherof Forest Products 311200 Grain & Oilseed Milling MfgAgricultural Chemical Mfg

113310  Logging 311300 Sugar & Confectionery 334410 Semiconductor & Other325410 Pharmaceutical & Medicine
Product Mfg Electronic Component MfgFishing, Hunting and Trapping Mfg

311400 Fruit & Vegetable Preserving 334500 Navigational, Measuring,114110 Fishing 325500 Paint, Coating, & Adhesive
& Specialty Food Mfg Electromedical, & Control114210  Hunting & Trapping Mfg

Instruments Mfg311500 Dairy Product Mfg 325600 Soap, Cleaning Compound, &Support Activities for Agriculture
334610  Manufacturing &311610 Animal Slaughtering and Toilet Preparation Mfgand Forestry

Reproducing Magnetic &Processing 325900 Other Chemical Product &115110 Support Activities for Crop Optical Media311710 Seafood Product Preparation Preparation MfgProduction (including cotton
Electrical Equipment, Appliance, and& Packagingginning, soil preparation, Plastics and Rubber Products Component Manufacturing311800 Bakeries & Tortilla Mfgplanting, & cultivating) Manufacturing
335100 Electric Lighting Equipment311900 Other Food Mfg (including115210 Support Activities for Animal 326100 Plastics Product Mfg Mfgcoffee, tea, flavorings &Production 326200 Rubber Product Mfg 335200 Household Appliance Mfgseasonings)115310 Support Activities For Nonmetallic Mineral Product 335310 Electrical Equipment MfgBeverage and Tobacco ProductForestry ManufacturingManufacturing 335900 Other Electrical Equipment &

327100 Clay Product & Refractory Component Mfg312110 Soft Drink & Ice MfgMining Mfg
Transportation Equipment312120 Breweries211110 Oil & Gas Extraction 327210 Glass & Glass Product Mfg Manufacturing312130 Wineries212110 Coal Mining 327300 Cement & Concrete Product 336100 Motor Vehicle Mfg312140 Distilleries212200 Metal Ore Mining Mfg
336210 Motor Vehicle Body & Trailer312200 Tobacco Manufacturing212310 Stone Mining & Quarrying 327400 Lime & Gypsum Product Mfg MfgTextile Mills and Textile Product212320 Sand, Gravel, Clay, & 327900 Other Nonmetallic Mineral 336300 Motor Vehicle Parts MfgMillsCeramic & Refractory Product Mfg
336410 Aerospace Product & PartsMinerals Mining & Quarrying 313000 Textile Mills Primary Metal Manufacturing Mfg212390 Other Nonmetallic Mineral 314000 Textile Product Mills 331110 Iron & Steel Mills & Ferroalloy 336510 Railroad Rolling Stock MfgMining & Quarrying Apparel Manufacturing Mfg
336610 Ship & Boat Building213110 Support Activities for Mining 315100 Apparel Knitting Mills 331200 Steel Product Mfg from
336990 Other TransportationPurchased Steel315210 Cut & Sew Apparel Equipment MfgUtilities Contractors 331310 Alumina & Aluminum
Furniture and Related Product221100 Electric Power Generation, Production & Processing315220 Men’s & Boys’ Cut & Sew ManufacturingTransmission & Distribution Apparel Mfg 331400 Nonferrous Metal (except
337000 Furniture & Related Product221210 Natural Gas Distribution Aluminum) Production &315230 Women’s & Girls’ Cut & Sew ManufacturingProcessing221300 Water, Sewage & Other Apparel Mfg
Miscellaneous ManufacturingSystems 331500 Foundries315290 Other Cut & Sew Apparel Mfg
339110 Medical Equipment &221500 Combination Gas & Electric Fabricated Metal Product315990 Apparel Accessories & Other

Supplies MfgManufacturingApparel Mfg
339900 Other MiscellaneousConstruction 332110 Forging & StampingLeather and Allied Product ManufacturingManufacturing 332210 Cutlery & Handtool MfgConstruction of Buildings

316110 Leather & Hide Tanning & 332300 Architectural & Structural236110 Residential Building
Finishing Metals MfgConstruction

316210 Footwear Mfg (including 332400 Boiler, Tank, & Shipping236200 Nonresidential Building
rubber & plastics) Container MfgConstruction
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Codes for Principal Business Activity and Principal Product or Service (continued)

Code Code Code Code

Building Material and Garden 454319 Other Fuel Dealers TelecommunicationsWholesale Trade
Equipment and Supplies Dealers 454390 Other Direct Selling 517000 TelecommunicationsMerchant Wholesalers, Durable
444110 Home Centers Establishments (including (including paging, cellular,Goods

door-to-door retailing, frozen satellite, cable & other444120 Paint & Wallpaper Stores423100 Motor Vehicle & Motor food plan providers, party program distribution,444130 Hardware StoresVehicle Parts & Supplies plan merchandisers, & resellers, other
444190 Other Building Material423200 Furniture & Home coffee-break service telecommunications, &

DealersFurnishings providers) internet service providers)
444200 Lawn & Garden Equipment &423300 Lumber & Other Construction Data Processing ServicesSupplies StoresMaterials Transportation and 518210 Data Processing, Hosting, &
Food and Beverage Stores423400 Professional & Commercial Related ServicesWarehousingEquipment & Supplies 445110 Supermarkets and Other Other Information ServicesAir, Rail, and Water TransportationGrocery (except423500 Metal & Mineral (except

519100 Other Information Services481000 Air TransportationConvenience) StoresPetroleum)
(including news syndicates,482110 Rail Transportation445120 Convenience Stores423600 Electrical & Electronic Goods libraries, internet publishing &483000 Water Transportation445210 Meat Markets423700 Hardware, & Plumbing & broadcasting)

Truck TransportationHeating Equipment & 445220 Fish & Seafood Markets
Supplies 484110 General Freight Trucking,445230 Fruit & Vegetable Markets Finance and Insurance

Local423800 Machinery, Equipment, & 445291 Baked Goods Stores Depository Credit IntermediationSupplies 484120 General Freight Trucking,445292 Confectionery & Nut Stores 522110 Commercial BankingLong-distance423910 Sporting & Recreational 445299 All Other Specialty Food 522120 Savings InstitutionsGoods & Supplies 484200 Specialized Freight TruckingStores 522130 Credit Unions423920 Toy & Hobby Goods & Transit and Ground Passenger445310 Beer, Wine, & Liquor Stores 522190 Other Depository CreditSupplies TransportationHealth and Personal Care Stores Intermediation423930 Recyclable Materials 485110 Urban Transit Systems
446110 Pharmacies & Drug Stores Nondepository Credit Intermediation423940 Jewelry, Watch, Precious 485210 Interurban & Rural Bus
446120 Cosmetics, Beauty Supplies,Stone, & Precious Metals 522210 Credit Card IssuingTransportation

& Perfume Stores423990 Other Miscellaneous Durable 522220 Sales Financing485310 Taxi Service
446130 Optical Goods StoresGoods 522291 Consumer Lending485320 Limousine Service
446190 Other Health & PersonalMerchant Wholesalers, Nondurable 522292 Real Estate Credit (including485410 School & Employee BusCare StoresGoods mortgage bankers &Transportation
Gasoline Stations originators)424100 Paper & Paper Products 485510 Charter Bus Industry
447100 Gasoline Stations (including 522293 International Trade Financing424210 Drugs & Druggists’ Sundries 485990 Other Transit & Groundconvenience stores with gas) 522294 Secondary Market Financing424300 Apparel, Piece Goods, & Passenger Transportation
Clothing and Clothing AccessoriesNotions 522298 All Other NondepositoryPipeline TransportationStores Credit Intermediation424400 Grocery & Related Products 486000 Pipeline Transportation448110 Men’s Clothing Stores424500 Farm Product Raw Materials Activities Related to CreditScenic & Sightseeing Transportation448120 Women’s Clothing Stores Intermediation424600 Chemical & Allied Products 487000 Scenic & Sightseeing448130 Children’s & Infants’ Clothing 522300 Activities Related to Credit424700 Petroleum & Petroleum TransportationStores Intermediation (including loanProducts Support Activities for Transportation448140 Family Clothing Stores brokers, check clearing, &424800 Beer, Wine, & Distilled 488100 Support Activities for Air money transmitting)448150 Clothing Accessories StoresAlcoholic Beverages Transportation Securities, Commodity Contracts,448190 Other Clothing Stores424910 Farm Supplies 488210 Support Activities for Rail and Other Financial Investments and448210 Shoe Stores424920 Book, Periodical, & Transportation Related ActivitiesNewspapers 448310 Jewelry Stores 488300 Support Activities for Water 523110 Investment Banking &424930 Flower, Nursery Stock, & 448320 Luggage & Leather Goods Transportation Securities DealingFlorists’ Supplies Stores 488410 Motor Vehicle Towing 523120 Securities Brokerage424940 Tobacco & Tobacco Products Sporting Goods, Hobby, Book, and 488490 Other Support Activities for 523130 Commodity ContractsMusic Stores424950 Paint, Varnish, & Supplies Road Transportation Dealing
451110 Sporting Goods Stores424990 Other Miscellaneous 488510 Freight Transportation 523140 Commodity ContractsNondurable Goods 451120 Hobby, Toy, & Game Stores Arrangement Brokerage

Wholesale Electronic Markets and 451130 Sewing, Needlework, & Piece 488990 Other Support Activities for 523210 Securities & CommodityAgents and Brokers Goods Stores Transportation Exchanges
425110 Business to Business 451140 Musical Instrument & Couriers and Messengers 523900 Other Financial InvestmentElectronic Markets Supplies Stores Activities (including portfolio492110 Couriers
425120 Wholesale Trade Agents & 451211 Book Stores management & investment492210 Local Messengers & LocalBrokers 451212 News Dealers & Newsstands advice)Delivery

451220 Prerecorded Tape, Compact Insurance Carriers and RelatedWarehousing and StorageRetail Trade Disc, & Record Stores Activities493100 Warehousing & Storage
 Motor Vehicle and Parts Dealers General Merchandise Stores 524140 Direct Life, Health, & Medical(except lessors of

Insurance & Reinsurance441110 New Car Dealers 452110 Department Stores miniwarehouses &
Carriers441120 Used Car Dealers self-storage units)452900 Other General Merchandise

524150 Direct Insurance &Stores441210 Recreational Vehicle Dealers
Reinsurance (except Life,InformationMiscellaneous Store Retailers441221 Motorcycle Dealers
Health & Medical) Carriers

453110 Florists441222 Boat Dealers Publishing Industries (except
524210 Insurance Agencies &Internet)453210 Office Supplies & Stationery441229 All Other Motor Vehicle Brokerages

StoresDealers 511110 Newspaper Publishers
524290 Other Insurance Related

453220 Gift, Novelty, & Souvenir441300 Automotive Parts, 511120 Periodical Publishers Activities (including
StoresAccessories, & Tire Stores 511130 Book Publishers third-party administration of

453310 Used Merchandise StoresFurniture and Home Furnishings 511140 Directory & Mailing List insurance and pension funds)
Stores 453910 Pet & Pet Supplies Stores Publishers Funds, Trusts, and Other Financial
442110 Furniture Stores 453920 Art Dealers 511190 Other Publishers Vehicles
442210 Floor Covering Stores 453930 Manufactured (Mobile) Home 511210 Software Publishers 525100 Insurance & Employee

Dealers442291 Window Treatment Stores Benefit FundsMotion Picture and Sound
453990 All Other Miscellaneous Store442299 All Other Home Furnishings Recording Industries 525910 Open-End Investment Funds

Retailers (including tobacco,Stores (Form 1120-RIC)512100 Motion Picture & Video
candle, & trophy shops) Industries (except video 525920 Trusts, Estates, & AgencyElectronics and Appliance Stores

Nonstore Retailers rental) Accounts443111 Household Appliance Stores
454110 Electronic Shopping & 512200 Sound Recording Industries 525990 Other Financial Vehicles443112 Radio, Television, & Other

Mail-Order Houses (including mortgage REITs &Electronics Stores Broadcasting (except Internet)
closed-end investment funds)454210 Vending Machine Operators443120 Computer & Software Stores 515100 Radio & Television

454311 Heating Oil Dealers Broadcasting443130 Camera & Photographic
454312 Liquefied Petroleum GasSupplies Stores 515210 Cable & Other Subscription

(Bottled Gas) Dealers Programming
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Codes for Principal Business Activity and Principal Product or Service (continued)

Code Code Code Code

“Offices of Bank Holding Companies” Computer Systems Design and 713900 Other Amusement &Health Care and Social
and “Offices of Other Holding Related Services Recreation IndustriesAssistanceCompanies” are located under (including golf courses, skiing541511 Custom Computer Offices of Physicians and DentistsManagement of Companies (Holding facilities, marinas, fitnessProgramming Services

621111 Offices of Physicians (exceptCompanies) below. centers, & bowling centers)541512 Computer Systems Design mental health specialists)Services
621112 Offices of Physicians, Mental Accommodation and FoodReal Estate and Rental and 541513 Computer Facilities Health Specialists ServicesManagement ServicesLeasing
621210 Offices of Dentists541519 Other Computer Related AccommodationReal Estate Offices of Other Health PractitionersServices 721110 Hotels (except Casino Hotels)531110 Lessors of Residential
621310 Offices of Chiropractors & MotelsOther Professional, Scientific, andBuildings & Dwellings
621320 Offices of OptometristsTechnical Services(including equity REITs) 721120 Casino Hotels
621330 Offices of Mental Health541600 Management, Scientific, &531114 Cooperative Housing 721191 Bed & Breakfast Inns

Practitioners (exceptTechnical Consulting(including equity REITs) 721199 All Other Traveler
Physicians)Services531120 Lessors of Nonresidential Accommodation

621340 Offices of Physical,541700 Scientific Research &Buildings (except 721210 RV (Recreational Vehicle)
Occupational & SpeechDevelopment ServicesMiniwarehouses) (including Parks & Recreational Camps
Therapists, & Audiologistsequity REITs) 541800 Advertising & Related 721310 Rooming & Boarding Houses

621391 Offices of PodiatristsServices531130 Lessors of Miniwarehouses & Food Services and Drinking Places621399 Offices of All OtherSelf-Storage Units (including 541910 Marketing Research & Public
722110 Full-Service RestaurantsMiscellaneous Healthequity REITs) Opinion Polling
722210 Limited-Service EatingPractitioners531190 Lessors of Other Real Estate 541920 Photographic Services

PlacesProperty (including equity Outpatient Care Centers541930 Translation & Interpretation
722300 Special Food ServicesREITs) 621410 Family Planning CentersServices

(including food service531210 Offices of Real Estate Agents 621420 Outpatient Mental Health &541940 Veterinary Services contractors & caterers)& Brokers Substance Abuse Centers541990 All Other Professional, 722410 Drinking Places (Alcoholic531310 Real Estate Property 621491 HMO Medical CentersScientific, & Technical Beverages)Managers Services 621492 Kidney Dialysis Centers
531320 Offices of Real Estate 621493 Freestanding Ambulatory Other ServicesAppraisers Management of Companies Surgical & Emergency

Repair and Maintenance531390 Other Activities Related to Centers(Holding Companies)
811110 Automotive Mechanical &Real Estate 621498 All Other Outpatient Care551111 Offices of Bank Holding Electrical Repair &Rental and Leasing Services CentersCompanies Maintenance532100 Automotive Equipment Rental Medical and Diagnostic Laboratories551112 Offices of Other Holding 811120 Automotive Body, Paint,& Leasing Companies 621510 Medical & Diagnostic Interior, & Glass Repair532210 Consumer Electronics & Laboratories 811190 Other Automotive Repair &Appliances Rental Administrative and Support Home Health Care Services Maintenance (including oil532220 Formal Wear & Costume 621610 Home Health Care Servicesand Waste Management and change & lubrication shops &Rental car washes)Other Ambulatory Health CareRemediation Services532230 Video Tape & Disc Rental Services 811210 Electronic & PrecisionAdministrative and Support Services532290 Other Consumer Goods Equipment Repair &621900 Other Ambulatory Health561110 Office AdministrativeRental MaintenanceCare Services (includingServices532310 General Rental Centers ambulance services & blood 811310 Commercial & Industrial561210 Facilities Support Services532400 Commercial & Industrial & organ banks) Machinery & Equipment

561300 Employment ServicesMachinery & Equipment (except Automotive &Hospitals
561410 Document PreparationRental & Leasing Electronic) Repair &622000 HospitalsServices MaintenanceLessors of Nonfinancial Intangible Nursing and Residential Care561420 Telephone Call CentersAssets (except copyrighted works) 811410 Home & Garden Equipment &Facilities561430 Business Service Centers Appliance Repair &533110 Lessors of Nonfinancial 623000 Nursing & Residential Care(including private mail centers MaintenanceIntangible Assets (except Facilities& copy shops)copyrighted works) 811420 Reupholstery & Furniture

Social Assistance561440 Collection Agencies Repair
624100 Individual & Family Services561450 Credit BureausProfessional, Scientific, and 811430 Footwear & Leather Goods
624200 Community Food & Housing, Repair561490 Other Business SupportTechnical Services

& Emergency & Other ReliefServices (including 811490 Other Personal & HouseholdLegal Services Servicesrepossession services, court Goods Repair & Maintenance541110 Offices of Lawyers 624310 Vocational Rehabilitationreporting, & stenotype Personal and Laundry Services541190 Other Legal Services Servicesservices) 812111 Barber ShopsAccounting, Tax Preparation, 624410 Child Day Care Services561500 Travel Arrangement & 812112 Beauty SalonsBookkeeping, and Payroll Services Reservation Services
812113 Nail Salons541211 Offices of Certified Public 561600 Investigation & Security Arts, Entertainment, and
812190 Other Personal CareAccountants Services Recreation Services (including diet &541213 Tax Preparation Services 561710 Exterminating & Pest Control Performing Arts, Spectator Sports, weight reducing centers)541214 Payroll Services Services and Related Industries 812210 Funeral Homes & Funeral541219 Other Accounting Services 561720 Janitorial Services 711100 Performing Arts Companies Services

Architectural, Engineering, and 561730 Landscaping Services 711210 Spectator Sports (including 812220 Cemeteries & CrematoriesRelated Services 561740 Carpet & Upholstery Cleaning sports clubs & racetracks) 812310 Coin-Operated Laundries &541310 Architectural Services Services 711300 Promoters of Performing Arts, Drycleaners
541320 Landscape Architecture 561790 Other Services to Buildings & Sports, & Similar Events 812320 Drycleaning & LaundryServices Dwellings 711410 Agents & Managers for Services (except
541330 Engineering Services 561900 Other Support Services Artists, Athletes, Entertainers, Coin-Operated)

(including packaging & & Other Public Figures541340 Drafting Services 812330 Linen & Uniform Supplylabeling services, & 711510 Independent Artists, Writers,541350 Building Inspection Services 812910 Pet Care (except Veterinary)convention & trade show & Performers541360 Geophysical Surveying & Servicesorganizers) Museums, Historical Sites, andMapping Services 812920 PhotofinishingWaste Management and Similar Institutions541370 Surveying & Mapping (except 812930 Parking Lots & GaragesRemediation Services 712100 Museums, Historical Sites, &Geophysical) Services 812990 All Other Personal Services562000 Waste Management & Similar Institutions541380 Testing Laboratories Remediation Services Religious, Grantmaking, Civic,Amusement, Gambling, andSpecialized Design Services Professional, and SimilarRecreation Industries541400 Specialized Design Services OrganizationsEducational Services 713100 Amusement Parks & Arcades(including interior, industrial, 813000 Religious, Grantmaking,611000 Educational Services 713200 Gambling Industriesgraphic, & fashion design) Civic, Professional, & Similar(including schools, colleges,
Organizations (including& universities)
condominium and
homeowners associations)
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Index

A D Interest income . . . . . . . . . . . . . . . 25 Recordkeeping . . . . . . . . . . . . . . . . 6
Accounting methods . . . . . . . . . . . 5 Deductions: Interest on production Reforestation costs . . . . . . . 29, 37

Accrual method . . . . . . . . . . . . . 5 Bad debts . . . . . . . . . . . . . . . . . . 17 expenditures . . . . . . . . . . . . . . . 18 Regulated investment company
Change in accounting Depletion . . . . . . . . . . . . . . . . . . 18 Inventory valuation (RIC) . . . . . . . . . . . . . . . . . . 11, 15

method . . . . . . . . . . . . . . . . . . . 5 Depreciation . . . . . . . . . . . . . . . 18 methods . . . . . . . . . . . . . . . . . . . 20 Rental activities . . . . . . . . . . . . . . 10
Mark-to-market accounting Employee benefit Investment: Rounding off to whole

method . . . . . . . . . . . . . . . . . . . 5 programs . . . . . . . . . . . . . . . . 18 Income and expenses . . . . . . 36 dollars . . . . . . . . . . . . . . . . . . . . . . 6
Nonaccrual experience Entertainment facilities . . . . . . 19 Interest expense . . . . . . . . . . . 28 Royalties . . . . . . . . . . . . . . . . . . . . . 26method . . . . . . . . . . . . . . . . 5, 15 Guaranteed payments . . . . . . 17
Percentage of completion How to report . . . . . . . . . . . . . . 16

Lmethod . . . . . . . . . . . . . . . . . . . 5 Interest . . . . . . . . . . . . . . . . . . . . 17 S
Limited liability company . . . . . . . 2Limitations . . . . . . . . . . . . . . . . . 16Accounting periods . . . . . . . . . . . . 5 Sale of partnership

Meals and Limited liability partnership . . . . . 2 interests . . . . . . . . . . . . . . . . . . . 10Adjusting deductions for certain
entertainment . . . . . . . . . . . . 19 Limited partner . . . . . . . . . . . . . . . . 2credits . . . . . . . . . . . . . . . . . . . . . 17 Sale of small business stock:

Membership dues . . . . . . . . . . 19 Limited partnership . . . . . . . . . . . . 2 Exclusion . . . . . . . . . . . . . . . . . . 27Administrative adjustment
Reforestation Rollover . . . . . . . . . . . . . . . . . . . 27request . . . . . . . . . . . . . . . . . . . . . 6

expenditures . . . . . . . . . . . . . 19 Schedule:Allocation of partnership items: NRent . . . . . . . . . . . . . . . . . . . . . . . 17 A . . . . . . . . . . . . . . . . . . . . . . . . . . 19Contributed property . . . . . . . . 23 National Center for Missing andRepairs and B . . . . . . . . . . . . . . . . . . . . . . . . . . 20Liabilities . . . . . . . . . . . . . . . . . . 24 Exploited Children . . . . . . . . . . . 1maintenance . . . . . . . . . . . . . 17 K . . . . . . . . . . . . . . . . . . . . . . 23, 25Nonrecourse liabilities . . . . . . 24 Retirement plans . . . . . . . . . . . 18 Net section 1231 gain K-1 . . . . . . . . . . . . . . . . . . . . 23, 25Partnership agreement . . . . . 23 Salaries and wages . . . . 17, 25 (loss) . . . . . . . . . . . . . . . . . . . . . . 26 L . . . . . . . . . . . . . . . . . . . . . . . . . . 38Special allocations . . . . . . . . . 25 Taxes and licenses . . . . . . . . . 17 Nondeductible expenses . . . . . . 35 M-1 . . . . . . . . . . . . . . . . . . . . . . . . 39Alternative minimum tax . . . . . . 34 Transactions between related Nonrecourse liabilities . . . . . . . . 24 M-2 . . . . . . . . . . . . . . . . . . . . . . . . 39Adjusted gain (loss) . . . . . . . . 34 taxpayers . . . . . . . . . . . . . . . . 16 Nonrecourse loans  (See also M-3 . . . . . . . . . . . . . . . . . . . . 14, 39Depletion (other than oil and Travel . . . . . . . . . . . . . . . . . . . . . 19 Nonrecourse liabilities) . . . . . . 2, Section 179 expensegas) . . . . . . . . . . . . . . . . . . . . . 35 Wages . . . . . . . . . . . . . . . . . . . . . 17 24 deduction . . . . . . . . . . . . . . . . . . 28Depreciation adjustment on Definitions . . . . . . . . . . . . . . . . . . . . 2 Notice of inconsistent Recapture . . . . . . . . . . . . . . . . . 37property placed in service
Depreciation . . . . . . . . . . . . . . . . . 18 treatment . . . . . . . . . . . . . . . . . . . 6after 1986 . . . . . . . . . . . . . . . 34 Section 481(a) adjustment . . . . . 5
Dispositions of contributedOil, gas, and geothermal Section 59(e) expenditures . . . . . 9,

property . . . . . . . . . . . . . . . . . . . . 9properties . . . . . . . . . . . . . . . . 35 16, 29ODistributions:Amended return . . . . . . . . . . . . . . . 6 Self-charged interest . . . . . . . . . . 12Ordinary business incomeCash and marketableAnalysis of net income Self-employment . . . . . . . . . . . . . 31(loss) . . . . . . . . . . . . . . . . . . . . . . 25securities . . . . . . . . . . . . . . . . 35(loss) . . . . . . . . . . . . . . . . . . . . . . 38 Signatures:Other property . . . . . . . . . . . . . 35Analysis of partner’s capital General partner or LLC memberRecognition of precontribution Paccount . . . . . . . . . . . . . . . . . . . . 25 manager . . . . . . . . . . . . . . . . . . 4gain . . . . . . . . . . . . . . . . . . . . . . 9 Paid preparer authorization . . . . 4Analysis of partners’ capital Paid preparer . . . . . . . . . . . . . . . 4Dividends . . . . . . . . . . . . . . . . . . . . 25 Passive activity limitations:accounts . . . . . . . . . . . . . . . . . . . 39 Small partnerships . . . . . . . . . . . . 21Domestic production activities Grouping activities . . . . . . . . . . 12Assembling the return . . . . . . . . . 9 Special allocations . . . . . . . . . . . . 25deduction . . . . . . . . . . . . . . . . . . 29 Passive activitiesAt-risk activities . . . . . . . . . . . . . . 24 Substitute forms . . . . . . . . . . . . . . 23defined . . . . . . . . . . . . . . . . . . 10Attached statements . . . . . . . . . . 23 Syndication costs . . . . . . . . . . . . . 17Recharacterization of passiveEAudits: income . . . . . . . . . . . . . . . . . . 12Elections:Tax Matters Partner . . . . . . . . 22 Rental activities . . . . . . . . . . . . 10 TBy each partner . . . . . . . . . . . . . 9 Reporting requirements . . . . . 13 Tax Matters Partner (TMP) . . . . 22By the partnership . . . . . . . . . . . 9 Trade or businessB Tax shelter:Electronic filing . . . . . . . . . . . . . . . . 3 activities . . . . . . . . . . . . . . . . . 10Balance sheets per books . . . . . 38 Registration . . . . . . . . . . . . . . . . 21Extensions . . . . . . . . . . . . . . . . . . . . 4 Penalties . . . . . . . . . . . . . . . . . . . . . . 4Business start-up Tax-exempt income . . . . . . . . . . . 35Extraterritorial income Failure to furnish informationexpenses . . . . . . . . . . . . . . . . . . 16 Taxpayer Advocate . . . . . . . . . . . . 1exclusion . . . . . . . . . . . . . . 14, 34 timely . . . . . . . . . . . . . . . . . . . . 4
Termination of partnership . . . . . 3Late filing . . . . . . . . . . . . . . . . . . . 4
Travel and entertainment . . . . 19,C Trust fund recovery . . . . . . . . . . 5F 39Capital gain: Period covered . . . . . . . . . . . . . . . . 4Foreign accounts . . . . . . . . . . . . . 21

Net long-term . . . . . . . . . . . . . . 26 Portfolio income . . . . . . . . . . 11, 25Foreign partners,Net short-term . . . . . . . . . . . . . 26 UPrivacy Act and Paperworkwithholding . . . . . . . . . . . . . . . . 22
Change of address . . . . . . . . . . . 14 Reduction Act Notice . . . . . . . 39 Uniform capitalizationForeign partnership . . . . . . . . . . . . 2
Charitable contribution . . . . . . . . 28 rules . . . . . . . . . . . . . . . . . . . . . . . 16Private delivery services . . . . . . . 4Foreign taxes . . . . . . . . . . . . . . . . 33
Codes: Unrealized receivables andPublicly tradedForeign trusts,Partner . . . . . . . . . . . . . . . . . . . . 24 inventory:partnerships . . . . . . . . . 3, 10, 15transactions . . . . . . . . . . . . . . . . 22Principal business Sale of partnershipForms:activity . . . . . . . . . . . . . . . . . . . 40 interests . . . . . . . . . . . . . . . . . 10How to get . . . . . . . . . . . . . . . . . . 2 QSchedule K-1 reporting . . . . . 23 Unrecaptured section 1250That may be required . . . . . . . . 6 Qualifying small businessCollectibles (28%) gain gain . . . . . . . . . . . . . . . . . . . . . . . 26

taxpayer . . . . . . . . . . . . . . . . . . . 19(loss) . . . . . . . . . . . . . . . . . . . . . . 26 Unrelated business taxable
GCommercial revitalization income . . . . . . . . . . . . . . . . . . . . 37

deduction . . . . . . . . . . . . . . . . . . 19 General partner . . . . . . . . . . . . . . . 2 R
Consolidated audit General partnership . . . . . . . . . . . 2 Real estate investment trust Wprocedures . . . . . . . . . . 6, 21, 22 Guaranteed payments . . . . 25, 39 (REIT) . . . . . . . . . . . . . . . . . . . . . 11 What’s new . . . . . . . . . . . . . . . . . . . 1Contributions to the Recapture: When to file . . . . . . . . . . . . . . . . . . . 3partnership . . . . . . . . . . . . . . . . . 9 Investment credit . . . . . . . . . . . 36I Where to file . . . . . . . . . . . . . . . . . . 4Cost of goods sold . . . . . . . . 15, 19 Low-income housingInclusion amount . . . . . . . . . . . . . 17 Who must file . . . . . . . . . . . . . . . . . 2Inventory . . . . . . . . . . . . . . . . . . 19 credit . . . . . . . . . . . . . . . . . . . . 36

Income:Credits . . . . . . . . . . . . . . . . . . . . . . . 31 Mining exploration costs . . . . 27
Gross receipts or sales . . . . . 15 ■Low-income housing . . . . . . . . 32 Section 179 deduction . . . . . . 37
Tax-exempt income . . . . . . . . 15Rehabilitation . . . . . . . . . . 32, 36 Reconciliation of income (loss) perTrade or business . . . . . . . . . . 15Rental activities . . . . . . . . . . . . 32 books with income (loss) per

Installment sales . . . . . . . . . . . . . 15 return . . . . . . . . . . . . . . . . . . . . . . 39
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