
Major Changes to the Partner’s Instructions for Schedule K-1 (Form 1065) 
 
• Page 8. We deleted the instructions on Cash contributions (100%) (code G) because it 

has expired (section 301 of the Katrina Emergency Tax Relief Act of 2005). The 
codes subsequent to this change have been re-lettered as appropriate. 

• Page 9, under Code R. Reforestation expense deduction. We deleted the bullet items 
identifying the different effective dates for the 3 hurricane “GO Zones” because this 
detail is no longer useful.  

• Page 10, under Box 15. Credits. We made significant changes in this section. We 
changed the title from Credits and Credit Recapture to Credits. All items providing 
information used to figure credits at the partner level on Form 3468 and credit 
recapture items were moved to box 20, Other Information. We made this change 
based upon input from various tax software companies. We moved the following 
items previously reported in box 15 to box 20.  

o Qualified Rehabilitation expenditures (other than rental estate) Box 20, code 
D. 

o Basis of Energy Property Box 20, code E. 
o Recapture of low-income housing credit  (section 42(j)(5)) Box 20, code F 
o Recapture of low-income housing credit (other) Box 20, code G. 
o Recapture of investment credit Box 20, code H. 
o Recapture of the other credits Box 20, code I. 

     We added a caution regarding the new reporting requirements for general business   
      credits. 
• Page 11, under Code P. Other Credits. We deleted the discussion for enhanced oil 

recovery credit as it is not applicable in 2006. 
• Page 11, under Code P. Other Credits.  We added the Energy Efficient Appliance 

Credit (Energy Policy Act of 2005). 
• Page 11, under Code P. Other Credits.  We moved the discussion of basis in 

qualifying advanced coal project property and basis of qualifying gasification project 
property to box 20 Code W. Other information. 

• Page 11, under Code P. Other Credits.  We deleted Employee retention credits 
because they have expired. 

• Page 13, code N was changed to read as follows: Interest expense for corporate 
partners to provide information needed by corporate partners under Act section 501 
of the Tax Increase Prevention and Reconciliation Act of 2005. 

 
 
 



Userid: PKTERE00 DTD INSTR04 Leading adjust: 0% ❏ Draft ❏ Ok to Print
PAGER/SGML Fileid: I1065SK1.SGM (27-Oct-2006) (Init. & date)

Page 1 of 14 Partner’s Instructions for Schedule K-1 (Form 1065) 11:01 - 27-OCT-2006

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

Department of the Treasury
Internal Revenue Service2006

Partner’s Instructions for
Schedule K-1 (Form 1065)
Partner’s Share of Income, Deductions, Credits, etc.
(For Partner’s Use Only)

addition to any tax that results from making penalty will be imposed if the partner canSection references are to the Internal
your amount or treatment of the item show that the failure was due to reasonableRevenue Code unless otherwise noted.
consistent with that shown on the cause and not willful neglect.
partnership’s return. Any deficiency thatGeneral Instructions
results from making the amounts consistent Nominee Reportingmay be assessed immediately.Purpose of Schedule K-1 Any person who holds, directly or indirectly,

The partnership uses Schedule K-1 to report an interest in a partnership as a nominee forErrorsyour share of the partnership’s income, another person must furnish a written
If you believe the partnership has made andeductions, credits, etc. Keep it for your statement to the partnership by the last day
error on your Schedule K-1, notify therecords. Do not file it with your tax return. of the month following the end of the
partnership and ask for a correctedThe partnership has filed a copy with the partnership’s tax year. This statement must
Schedule K-1. Do not change any items onIRS. include the name, address, and identifying
your copy of Schedule K-1. Be sure that the number of the nominee and such otherAlthough the partnership generally is not partnership sends a copy of the corrected person, description of the partnershipsubject to income tax, you are liable for tax Schedule K-1 to the IRS. If you are a partner interest held as nominee for that person,on your share of the partnership income, in a partnership that does not meet the small and other information required bywhether or not distributed. Include your partnership exception and you report any Temporary Regulations sectionshare on your tax return if a return is partnership item on your return in a manner 1.6031(c)-1T. A nominee that fails to furnishrequired. Use these instructions to help you different from the way the partnership this statement must furnish to the person forreport the items shown on Schedule K-1 on reported it, you must file Form 8082. whom the nominee holds the partnershipyour tax return.

interest a copy of Schedule K-1 and relatedThe amount of loss and deduction that
information within 30 days of receiving itSale or Exchange ofyou may claim on your tax return may be
from the partnership.less than the amount reported on Schedule Partnership InterestK-1. It is the partner’s responsibility to A nominee who fails to furnish when dueGenerally, a partner who sells or exchangesconsider and apply any applicable all the information required by Temporarya partnership interest in a section 751(a)limitations. See Limitations on Losses, Regulations section 1.6031(c)-1T, or whoexchange must notify the partnership, inDeductions, and Credits beginning on page furnishes incorrect information, is subject towriting, within 30 days of the exchange (or, if2 for more information. a $50 penalty for each statement for which aearlier, by January 15 of the calendar year
failure occurs. The maximum penalty isfollowing the calendar year in which theInconsistent Treatment of $100,000 for all such failures during aexchange occurred). A “section 751(a)
calendar year. If the nominee intentionallyexchange” is any sale or exchange of aItems
disregards the requirement to report correctpartnership interest in which any money orGenerally, you must report partnership items information, each $50 penalty increases toother property received by the partner inshown on your Schedule K-1 (and any $100 or, if greater, 10% of the aggregateexchange for that partner’s interest isattached schedules) the same way that the amount of items required to be reported,attributable to unrealized receivables (aspartnership treated the items on its return. and the $100,000 maximum does not apply.defined in section 751(c)) or inventory itemsThis rule does not apply if your partnership

(as defined in section 751(d)).is within the “small partnership exception”
and does not elect to have the tax treatment The written notice to the partnership International Boycotts
of partnership items determined at the must include the names and addresses of Every partnership that had operations in, orpartnership level. both parties to the exchange, the identifying related to, a boycotting country, company, or

If the treatment on your original or numbers of the transferor and (if known) of a national of a country must file Form 5713,
amended return is inconsistent with the the transferee, and the exchange date. International Boycott Report.
partnership’s treatment, or if the partnership

An exception to this rule is made forwas required to but has not filed a return, If the partnership cooperated with ansales or exchanges of publicly tradedyou must file Form 8082, Notice of international boycott, it must give you a copypartnership interests for which a broker isInconsistent Treatment or Administrative of its Form 5713. You must file your ownrequired to file Form 1099-B, ProceedsAdjustment Request (AAR), with your Form 5713 to report the partnership’sFrom Broker and Barter Exchangeoriginal or amended return to identify and activities and any other boycott operationsTransactions.explain any inconsistency (or to note that a that you may have. You may lose certain tax
partnership return has not been filed). benefits if the partnership participated in, orIf a partner is required to notify the

cooperated with, an international boycott.If you are required to file Form 8082 but partnership of a section 751(a) exchange
See Form 5713 and its instructions for morefail to do so, you may be subject to the but fails to do so, a $50 penalty may be
information.accuracy-related penalty. This penalty is in imposed for each such failure. However, no

Cat. No. 11396N
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must apply them are as follows: the basis the changes to your capital account in item
rules, the at-risk limitations, and the passive N of Schedule K-1, that information is basedDefinitions
activity limitations. Each of these limitations on the partnership’s books and records and
is discussed separately below. cannot be used to figure your basis.General Partner

You can figure the adjusted basis of yourOther limitations may apply to specificA general partner is a partner who is
partnership interest by adding items thatdeductions (for example, the section 179personally liable for partnership debts.
increase your basis and then subtractingexpense deduction). Generally, specific
items that decrease your basis.limitations apply before the basis, at-risk,Limited Partner

and passive loss limitations. Use the worksheet below to figure theA limited partner is a partner in a partnership
basis of your interest in the partnership.formed under a state limited partnership law, Basis Ruleswhose personal liability for partnership debts For more details on the basis rules, see

Generally, you may not claim your share ofis limited to the amount of money or other Pub. 541.
a partnership loss (including a capital loss)property that the partner contributed or is

At-Risk Limitationsto the extent that it is greater than therequired to contribute to the partnership.
adjusted basis of your partnership interest atSome members of other entities, such as Generally, if you have (a) a loss or other
the end of the partnership’s tax year. Anydomestic or foreign business trusts or deduction from any activity carried on as a
losses and deductions not allowed this yearlimited liability companies that are classified trade or business or for the production of
because of the basis limit can be carriedas partnerships, may be treated as limited income by the partnership and (b) amounts
forward indefinitely and deducted in a laterpartners for certain purposes. See, for in the activity for which you are not at risk,
year subject to the basis limit for that year.example, Temporary Regulations section you will have to complete Form 6198,

1.469-5T(e)(3), which treats all members At-Risk Limitations, to figure your allowableThe partnership is not responsible for
with limited liability as limited partners for loss.keeping the information needed to figure the
purposes of section 469(h)(2). basis of your partnership interest. Although The at-risk rules generally limit the

the partnership does provide an analysis of amount of loss and other deductions thatNonrecourse Loans
Nonrecourse loans are those liabilities of the

Worksheet for Adjusting the Basis of a Partner’spartnership for which no partner bears the
Interest in the Partnershipeconomic risk of loss.

(.) Keep for Your Records

Elections
1. Your adjusted basis at the end of the prior year. Do not enter less thanGenerally, the partnership decides how to

zero. Enter -0- if this is your first tax year . . . . . . . . . . . . . . . . . . . . 1.figure taxable income from its operations.
However, certain elections are made by you Increases:
separately on your income tax return and

2. Money and your adjusted basis in property contributed to thenot by the partnership. These elections are
partnership less the associated liabilities (but not less than zero) . . . . . 2.made under the following code sections:

3. Your increased share of or assumption of partnership liabilities• Section 59(e) (deduction of certain
(Subtract your share of liabilities shown in Item M of your 2005qualified expenditures ratably over the
Schedule K-1 from your share of liabilities shown in Item M of your 2006period of time specified in that section). For
Schedule K-1 and add the amount of any partnership liabilities youmore information, see the instructions for
assumed during the tax year) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.code I in box 13.

• Section 108(b)(5) (income from the 4. Your share of the partnership’s income or gain (including tax-exempt
discharge of indebtedness). income) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
• Section 263A(d) (preproductive

5. Any gain recognized this year on contributions of property. Do notexpenses). See the instructions for code O
include gain from transfer of liabilities . . . . . . . . . . . . . . . . . . . . . . . 5.in box 13.

• Section 617 (deduction and recapture of 6. Your share of the excess of the deductions for depletion (other than oil
certain mining exploration expenditures). and gas depletion) over the basis of the property subject to depletion . . 6.
• Section 901 (foreign tax credit).

Decreases:
If the partnership previously changed its

7. Withdrawals and distributions of money and the adjusted basis oftax year and you elected to report your
property distributed to you from the partnership. Do not include thedistributive share of the income attributable
amount of property distributions included in the partner’s incometo that change ratably over 4 tax years, see
(taxable income) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.Rev. Proc. 2003-79, 2003-45 I.R.B. 1036. If

you made the election, you must file Form Caution: A distribution may be taxable if the amount exceeds your
8082 with your income tax return for each of adjusted basis of your partnership interest immediately before the

distribution.the 4 tax years. File Form 8082 for this
purpose in accordance with Rev. Proc. 8. Your share of the partnership’s nondeductible expenses that are not2003-79 instead of the Form 8082 capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
instructions.

9. Your share of the partnership’s losses and deductions (including capital
losses). However, include your share of the partnership’s section 179Additional Information
expense deduction for this year even if you cannot deduct all of it

For more information on the treatment of because of limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.
partnership income, deductions, credits,

10. The amount of your deduction for depletion of any partnership oil andetc., see Pub. 541, Partnerships, and Pub.
gas property, not to exceed your allocable share of the adjusted basis535, Business Expenses.
of that property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

To get forms and publications, see the
11. Your adjusted basis in the partnership at end of this tax year. (Add linesinstructions for your tax return or visit the

1 through 6 and subtract lines 7 through 10 from the total. If zero orIRS website at www.irs.gov.
less, enter -0-.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.

Limitations on Losses, Caution: The deduction for your share of the partnership’s losses and
deductions is limited to your adjusted basis in your partnership interest.Deductions, and Credits If you entered zero on line 11 and the amount computed for line 11 was
less than zero, a portion of your share of the partnership losses andThere are three separate potential
deductions may not be deductible. (See Basis Rules above for morelimitations on the amount of partnership
information.)losses that you may deduct on your return.

These limitations and the order in which you
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you can claim to the amount you could Note. For a closely held C corporation Individuals (other than limited
actually lose in the activity. These losses (defined in section 465(a)(1)(B)), the above partners). If you are an individual (either a
and deductions include a loss on the conditions are treated as met if more than general partner or a limited partner who
disposition of assets and the section 179 50% of the corporation’s gross receipts were owned a general partnership interest at all
expense deduction. However, if you from real property trades or businesses in times during the tax year), you materially
acquired your partnership interest before which the corporation materially participated in an activity only if one or more
1987, the at-risk rules do not apply to losses participated. of the following apply:
from an activity of holding real property 1. You participated in the activity forFor purposes of this rule, each interest in
placed in service before 1987 by the more than 500 hours during the tax year.rental real estate is a separate activity,
partnership. The activity of holding mineral 2. Your participation in the activity forunless you elect to treat all interests in rental
property does not qualify for this exception. the tax year constituted substantially all thereal estate as one activity. For details on
The partnership should identify on an participation in the activity of all individualsmaking this election, see the Instructions for
attachment to Schedule K-1 the amount of (including individuals who are not owners ofSchedule E (Form 1040).
any losses that are not subject to the at-risk interests in the activity).If you are married filing jointly, either youlimitations. 3. You participated in the activity foror your spouse must separately meet both

more than 100 hours during the tax year,Generally, you are not at risk for amounts of the above conditions, without taking into
and your participation in the activity for thesuch as the following: account services performed by the other
tax year was not less than the participation• Nonrecourse loans used to finance the spouse.
in the activity of any other individualactivity, to acquire property used in the A real property trade or business is any (including individuals who were not ownersactivity, or to acquire your interest in the real property development, redevelopment, of interests in the activity) for the tax year.activity, that are not secured by your own construction, reconstruction, acquisition, 4. The activity was a significantproperty (other than the property used in the conversion, rental, operation, management, participation activity for the tax year, andactivity). See the instructions for item M on leasing, or brokerage trade or business. you participated in all significantpage 5 for the exception for qualified Services you performed as an employee are participation activities (including activitiesnonrecourse financing secured by real not treated as performed in a real property outside the partnership) during the year forproperty. trade or business unless you owned more more than 500 hours. A significant• Cash, property, or borrowed amounts than 5% of the stock (or more than 5% of participation activity is any trade or businessused in the activity (or contributed to the the capital or profits interest) in the activity in which you participated for moreactivity, or used to acquire your interest in employer. than 100 hours during the year and in whichthe activity) that are protected against loss 3. Working interests in oil or gas wells if you did not materially participate under anyby a guarantee, stop-loss agreement, or you were a general partner. of the material participation tests (other thanother similar arrangement (excluding 4. The rental of a dwelling unit any this test 4).casualty insurance and insurance against partner used for personal purposes during 5. You materially participated in thetort liability). the year for more than the greater of 14 activity for any 5 tax years (whether or not• Amounts borrowed for use in the activity days or 10% of the number of days that the consecutive) during the 10 tax years thatfrom a person who has an interest in the residence was rented at fair rental value. immediately precede the tax year.activity, other than as a creditor, or who is 5. Activities of trading personal property 6. The activity was a personal servicerelated, under section 465(b)(3), to a person for the account of owners of interests in the activity and you materially participated in the(other than you) having such an interest. activities. activity for any 3 tax years (whether or not

You should get a separate statement of consecutive) preceding the tax year. A
income, expenses, etc., for each activity If you are an individual, an estate, or a personal service activity involves the
from the partnership. trust, and you have a passive activity loss or performance of personal services in the

credit, use Form 8582, Passive Activity Loss fields of health, law, engineering,Passive Activity Limitations Limitations, to figure your allowable passive architecture, accounting, actuarial science,
losses and Form 8582-CR, Passive ActivitySection 469 provides rules that limit the performing arts, consulting, or any other
Credit Limitations, to figure your allowablededuction of certain losses and credits. trade or business in which capital is not a
passive credits. For a corporation, use FormThese rules apply to partners who: material income-producing factor.
8810, Corporate Passive Activity Loss and• Are individuals, estates, trusts, closely 7. Based on all the facts and
Credit Limitations. See the instructions forheld corporations, or personal service circumstances, you participated in the
these forms for more information.corporations and activity on a regular, continuous, and

• Have a passive activity loss or credit for substantial basis during the tax year.If the partnership had more than one
the tax year. activity, it will attach a statement to your

Limited partners. If you are a limitedSchedule K-1 that identifies each activityGenerally, passive activities include:
partner, you do not materially participate in(trade or business activity, rental real estate1. Trade or business activities in which an activity unless you meet one of the testsactivity, rental activity other than rental realyou did not materially participate and in paragraphs 1, 5, or 6 above.estate, etc.) and specifies the income (loss),2. Activities that meet the definition of

deductions, and credits from each activity.rental activities under Temporary Work counted toward material
Regulations section 1.469-1T(e)(3) and participation. Generally, any work that youMaterial participation. You must
Regulations section 1.469-1(e)(3). or your spouse does in connection with andetermine if you materially participated (a) in

activity held through a partnership (whereeach trade or business activity held through
Passive activities do not include: you own your partnership interest at the timethe partnership and (b) if you were a real
1. Trade or business activities in which the work is done) is counted toward materialestate professional (defined above), in each

you materially participated. participation. However, work in connectionrental real estate activity held through the
2. Rental real estate activities in which with the activity is not counted towardpartnership. All determinations of material

you materially participated if you were a real material participation if either of the followingparticipation are made based on your
estate professional for the tax year. You applies.participation during the partnership’s tax
were a real estate professional only if you year. 1. The work is not the type of work that
met both of the following conditions: owners of the activity would usually do andMaterial participation standards for

a. More than half of the personal one of the principal purposes of the workpartners who are individuals are listed
services you performed in trades or that you or your spouse does is to avoid thebelow. Special rules apply to certain retired
businesses were performed in real property passive loss or credit limitations.or disabled farmers and to the surviving
trades or businesses in which you materially 2. You do the work in your capacity asspouses of farmers. See the Instructions for
participated and an investor and you are not directly involvedForm 8582 for details.

b. You performed more than 750 hours in the day-to-day operations of the activity.
of services in real property trades or Corporations should refer to the Examples of work done as an investor that
businesses in which you materially Instructions for Form 8810 for the material would not count toward material
participated. participation standards that apply to them. participation include:

-3-Partner’s Instructions for Schedule K-1 (Form 1065)
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a. Studying and reviewing financial 925, Passive Activity and At-Risk Rules, for Worksheet 6 (or Worksheet 7 if applicable).
statements or reports on operations of the more details. The losses in column (c) of Worksheet 6
activity. 2. If you have an overall gain, the net (column (e) of Worksheet 7) are the allowed

b. Preparing or compiling summaries or gain portion (total gain minus total losses) is losses to report on the forms or schedules.
analyses of the finances or operations of the nonpassive income. On the form or Report both these losses and any income
activity for your own use. schedule you normally use, report the net from the PTP on the forms and schedules

c. Monitoring the finances or operations gain portion as nonpassive income and the you normally use.
of the activity in a nonmanagerial capacity. remaining income and the total losses as 4. If you have an overall loss and you

passive income and loss. To the left of the disposed of your entire interest in the PTP to
entry space, write “From PTP.” It isEffect of determination. Income (loss), an unrelated person in a fully taxable
important to identify the nonpassive incomedeductions, and credits from an activity are transaction during the year, your losses
because the nonpassive portion is includednonpassive if you determine that: (including prior year unallowed losses)
in modified adjusted gross income for• You materially participated in a trade or allocable to the activity for the year are not
purposes of figuring on Form 8582 thebusiness activity of the partnership or limited by the passive loss rules. A fully
“special allowance” for active participation in• You were a real estate professional taxable transaction is one in which you
a non-PTP rental real estate activity. In(defined on page 3) in a rental real estate recognize all your realized gain or loss.
addition, the nonpassive income is includedactivity of the partnership. Report the income and losses on the forms
in investment income when figuring your and schedules you normally use.If you determine that you did not investment interest expense deduction on Note. For rules on the disposition of anmaterially participate in a trade or business Form 4952. entire interest reported using the installmentactivity of the partnership or if you have
Example. If you have Schedule E income method, see the Instructions for Form 8582.income (loss), deductions, or credits from a
of $8,000, and a Form 4797 prior yearrental activity of the partnership (other than
unallowed loss of $3,500 from the passive Special allowance for a rental real estatea rental real estate activity in which you
activities of a particular PTP, you have a activity. If you actively participated in amaterially participated as a real estate
$4,500 overall gain ($8,000 − $3,500). On rental real estate activity, you may be ableprofessional), the amounts from that activity
Schedule E, line 28, report the $4,500 net to deduct up to $25,000 of the loss from theare passive. Report passive income
gain as nonpassive income in column (j). In activity from nonpassive income. This(losses), deductions, and credits as follows:
column (g), report the remaining Schedule E “special allowance” is an exception to the1. If you have an overall gain (the gain of $3,500 ($8,000 − $4,500). On the general rule disallowing losses in excess ofexcess of income over deductions and appropriate line of Form 4797, report the income from passive activities. The speciallosses, including any prior year unallowed prior year unallowed loss of $3,500. Be sure allowance is not available if you wereloss) from a passive activity, report the to write “From PTP” to the left of each entry married, file a separate return for the year,income, deductions, and losses from the space. and did not live apart from your spouse at allactivity as indicated in these instructions. 3. If you have an overall loss (but did not times during the year.2. If you have an overall loss (the dispose of your entire interest in the PTP to Only individuals and qualifying estatesexcess of deductions and losses, including an unrelated person in a fully taxable can actively participate in a rental real estateany prior year unallowed loss, over income) transaction during the year), the losses are activity. Estates (other than qualifyingor credits from a passive activity, report the allowed to the extent of the income, and the estates), trusts, and corporations cannotincome, deductions, losses, and credits from excess loss is carried forward to use in a actively participate. Limited partners cannotall passive activities using the Instructions future year when you have income to offset actively participate unless future regulationsfor Form 8582 or Form 8582-CR (or Form it. Report as a passive loss on the schedule provide an exception.8810), to see if your deductions, losses, and or form you normally use the portion of thecredits are limited under the passive activity You are not considered to activelyloss equal to the income. Report the incomerules. participate in a rental real estate activity if atas passive income on the form or schedule

any time during the tax year your interestyou normally use.Publicly traded partnerships. The passive (including your spouse’s interest) in theExample. You have a Schedule E loss ofactivity limitations are applied separately for activity was less than 10% (by value) of all$12,000 (current year losses plus prior yearitems (other than the low-income housing interests in the activity.unallowed losses) and a Form 4797 gain ofcredit and the rehabilitation credit) from
Active participation is a less stringent$7,200. Report the $7,200 gain on theeach publicly traded partnership (PTP).

requirement than material participation. Youappropriate line of Form 4797. On ScheduleThus, a net passive loss from a PTP may
may be treated as actively participating ifE, line 28, report $7,200 of the losses as anot be deducted from other passive income.
you participated, for example, in makingpassive loss in column (f). Carry forward toInstead, a passive loss from a PTP is
management decisions or arranging for2006 the unallowed loss of $4,800 ($12,000suspended and carried forward to be
others to provide services (such as repairs)− $7,200).applied against passive income from the
in a significant and bona fide sense.same PTP in later years. If the partner’s If you have unallowed losses from more
Management decisions that can count asentire interest in the PTP is completely than one activity of the PTP or from the
active participation include approving newdisposed of, any unused losses are allowed same activity of the PTP that must be
tenants, deciding rental terms, approvingin full in the year of disposition. reported on different forms, you must
capital or repair expenditures, and otherallocate the unallowed losses on a pro rata

If you have an overall gain from a PTP, similar decisions.basis to figure the amount allowed from
the net gain is nonpassive income. In each activity or on each form. An estate is a qualifying estate if theaddition, the nonpassive income is included decedent would have satisfied the activeTax tip. To allocate and keep a record ofin investment income to figure your participation requirement for the activity forthe unallowed losses, use Worksheets 5, 6,investment interest expense deduction. the tax year the decedent died. A qualifyingand 7 of Form 8582. List each activity of the

estate is treated as actively participating forDo not report passive income, gains, or PTP in Worksheet 5. Enter the overall loss
tax years ending less than 2 years after thelosses from a PTP on Form 8582. Instead, from each activity in column (a). Complete
date of the decedent’s death.use the following rules to figure and report column (b) of Worksheet 5 according to its

on the proper form or schedule your income, instructions. Multiply the total unallowed loss Modified adjusted gross income
gains, and losses from passive activities that from the PTP by each ratio in column (b) limitation. The maximum special allowance
you held through each PTP you owned and enter the result in column (c) of that single individuals and married
during the tax year. Worksheet 5. Then, complete Worksheet 6 if individuals filing a joint return can qualify for

1. Combine any current year income, all the loss from the same activity is to be is $25,000. The maximum is $12,500 for
gains and losses, and any prior year reported on one form or schedule. Use married individuals who file separate returns
unallowed losses to see if you have an Worksheet 7 instead of Worksheet 6 if you and who lived apart all times during the
overall gain or loss from the PTP. Include have more than one loss to be reported on year. The maximum special allowance for
only the same types of income and losses different forms or schedules for the same which an estate can qualify is $25,000
you would include in your net income or loss activity. Enter the net loss plus any prior reduced by the special allowance for which
from a non-PTP passive activity. See Pub. year unallowed losses in column (a) of the surviving spouse qualifies.
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If your modified adjusted gross income expense that resulted from loans between amounts are included in either of these
(defined below) is $100,000 or less ($50,000 you and the partnership (or between the categories.
or less if married filing separately), your loss partnership and another partnership or S If your partnership is engaged in two or
is deductible up to the amount of the corporation if both entities have the same more different types of activities subject to
maximum special allowance referred to in owners with the same proportional the at-risk provisions, or a combination of
the preceding paragraph. If your modified ownership interest in each entity). If there at-risk activities and any other activity, the
adjusted gross income is more than was more than one activity, the partnership partnership should give you a statement
$100,000 (more than $50,000 if married will provide a statement allocating the showing your share of nonrecourse
filing separately), the special allowance is interest income or expense with respect to liabilities, partnership-level qualified
limited to 50% of the difference between each activity. The self-charged interest rules nonrecourse financing, and other recourse
$150,000 ($75,000 if married filing do not apply to your partnership interest if liabilities for each activity.
separately) and your modified adjusted the partnership made an election under Qualified nonrecourse financing securedgross income. When modified adjusted Regulations section 1.469-7(g) to avoid the by real property used in an activity ofgross income is $150,000 or more ($75,000 application of these rules. See the holding real property that is subject to theor more if married filing separately), there is Instructions for Form 8582 for more at-risk rules is treated as an amount at risk.no special allowance. information. Qualified nonrecourse financing generally

Modified adjusted gross income is your includes financing for which no one is
adjusted gross income figured without taking personally liable for repayment that is
into account: borrowed for use in an activity of holdingSpecific Instructions• Any passive activity loss. real property and that is loaned or
• Any rental real estate loss allowed under guaranteed by a federal, state, or local
section 469(c)(7) to real estate professionals Part I. Information About government or borrowed from a “qualified”
(as defined on page 3). person.the Partnership• Any overall loss from a publicly-traded Qualified persons include any personspartnership. actively and regularly engaged in the• Any taxable social security or equivalent Item D business of lending money, such as a bankrailroad retirement benefits. If the box in item D is checked, you are a or savings and loan association. Qualified• Any deductible contributions to an IRA or partner in a publicly traded partnership and persons generally do not include relatedcertain other qualified retirement plans must follow the rules discussed on page 4 parties (unless the nonrecourse financing isunder section 219. under Publicly traded partnerships. commercially reasonable and on• The domestic production activities substantially the same terms as loansdeduction. Item E involving unrelated persons), the seller of• The student loan interest deduction. If the partnership is a registration-required the property, or a person who receives a fee• The tuition and fees deduction. tax shelter, it should have completed item E. for the partnership’s investment in the real• The deduction for one-half of Use the information on Schedule K-1 (name property.self-employment taxes. of the partnership, partnership identifying See Pub. 925 for more information on• The exclusion from income of interest number, and tax shelter registration number) qualified nonrecourse financing.from Series EE or I U.S. Savings Bonds to complete your Form 8271, Investorused to pay higher education expenses. Both the partnership and you must meetReporting of Tax Shelter Registration• The exclusion of amounts received under the qualified nonrecourse rules on this debtNumber.an employer’s adoption assistance program. before you can include the amount shown

next to “Qualified nonrecourse financing” inCommercial revitalization deduction. Item F
your at-risk computation.The special $25,000 allowance for the If you claim or report any income, loss,commercial revitalization deduction from See Limitations on Losses, Deductions,deduction, or credit from arental real estate activities is not subject to and Credits beginning on page 2 for moreregistration-required tax shelter, you mustthe active participation rules or modified information on the at-risk limitations.attach Form 8271 to your tax return. If theadjusted gross income limits discussed partnership has invested in aabove. See the instructions for box 13, code registration-required tax shelter, it will checkP, for more information. Part III. Partner’s Share ofitem F and it must give you a copy of its

Special rules for certain other activities. Form 8271 with Schedule K-1. Use this Current Year Income,If you have net income (loss), deductions, or information to complete your Form 8271.
credits from any activity to which special Deductions, Credits, and
rules apply, the partnership will identify the
activity and all amounts relating to it on Other ItemsPart II. Information AboutSchedule K-1 or on an attachment. The amounts shown in boxes 1 through 20

the PartnerIf you have net income subject to reflect your share of income, loss,
recharacterization under Temporary deductions, credits, etc., from partnership
Regulations section 1.469-2T(f) and business or rental activities withoutItem M
Regulations section 1.469-2(f), report such reference to limitations on losses orItem M should show your share of the
amounts according to the Instructions for adjustments that may be required of youpartnership’s nonrecourse liabilities,
Form 8582 (or Form 8810). because of:partnership-level qualified nonrecourse

1. The adjusted basis of yourIf you have net income (loss), financing, and other recourse liabilities as of
partnership interest,deductions, or credits from any of the the end of the partnership’s tax year. If you

2. The amount for which you are at risk,following activities, treat such amounts as terminated your interest in the partnership
ornonpassive and report them as instructed in during the tax year, item M should show the

3. The passive activity limitations.these instructions: share that existed immediately before the
4. Any other limitations that must betotal disposition. A partner’s “recourse1. Working interests in oil and gas wells

taken into account at the shareholder levelliability” is any partnership liability for whichif you are a general partner.
in figuring taxable income (for example, thea partner is personally liable.2. The rental of a dwelling unit any
section 179 expense limitation).partner used for personal purposes during Use the total of the three amounts for

the year for more than the greater of 14 computing the adjusted basis of your For information on these provisions, seedays or 10% of the number of days that the partnership interest. Limitations on Losses, Deductions, andresidence was rented at fair rental value. Credits beginning on page 2.Generally, you may use only the3. Trading personal property for the
amounts shown next to “Qualified If you are an individual and the passiveaccount of owners of interests in the activity.
nonrecourse financing” and “Recourse” to activity rules do not apply to the amounts

Self-charged interest. The partnership will compute your amount at risk. Do not include shown on your Schedule K-1, take the
report any “self-charged” interest income or any amounts that are not at risk if such amounts shown and enter them on the lines
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on your tax return as indicated in the e. If you are a married person filing
separately, you lived apart from your spousesummarized reporting information shown on Income (Loss)
all year.page 2 of the Schedule K-1. If the passive

activity rules do apply, report the amounts f. You have no current or prior yearBox 1. Ordinary Businessshown as indicated in these instructions. unallowed credits from a passive activity.
Income (Loss) g. Your modified adjusted gross income

If you are not an individual, report the The amount reported for box 1 is your share was not more than $100,000 (not more than
amounts in each box as instructed on your of the ordinary income (loss) from the trade $50,000 if married filing separately and you
tax return. or business activities of the partnership. lived apart from your spouse all year).

Generally, where you report this amount on h. Your interest in the rental real estate
The line numbers in the summarized Form 1040 depends on whether the amount activity was not held as a limited partner.

reporting information on page 2 of Schedule is from an activity that is a passive activity to 2. If you have a loss from a passive
K-1 are references to forms in use for you. If you are an individual partner filing activity in box 2 and you do not meet all the
calendar year 2006. If you file your tax your 2006 Form 1040, find your situation conditions in 1 above, report the loss
return on a calendar year basis, but your below and report your box 1 income (loss) following the Instructions for Form 8582 to
partnership files a return for a fiscal year, as instructed, after applying the basis and figure how much of the loss you can report
enter the amounts on your tax return for the at-risk limitations on losses. If the on Schedule E (Form 1040), line 28, column
year in which the partnership’s fiscal year partnership had more than one trade or (f). However, if the box in item D is checked,
ends. For example, if the partnership’s tax business activity, it will attach a statement report the loss following the rules for
year ends in February 2007, report the that will identify the amount of income or Publicly traded partnerships on page 4.
amounts on your 2007 tax return. loss from each activity. 3. If you were a real estate professional

and you materially participated in the1. Report box 1 income (loss) from
If you have losses, deductions, or credits activity, report box 2 income (loss) onpartnership trade or business activities in

from a prior year that were not deductible or Schedule E (Form 1040), line 28, column (h)which you materially participated on
usable because of certain limitations, such or (j).Schedule E (Form 1040), line 28, column (h)
as the basis rules or the at-risk limitations, or (j). 4. If you have income from a passive
take them into account in determining your 2. Report box 1 income (loss) from activity in box 2, enter the income on
net income, loss, or credits for this year. partnership trade or business activities in Schedule E, line 28, column (g). However, if
However, except for passive activity losses which you did not materially participate, as the box in item D is checked, report the
and credits, do not combine the prior-year follows: income following the rules for Publicly
amounts with any amounts shown on this traded partnerships on page 4.a. If income is reported in box 1, reportSchedule K-1 to get a net figure to report on

the income on Schedule E, line 28, columnany supporting schedules, statements, or
(g). However, if the box in item D isforms attached to your return. Instead, Box 3. Other Net Rental Incomechecked, report the income following thereport the amounts on the attached (Loss)rules for Publicly traded partnerships onschedule, statement, or form on a page 4. The amount in box 3 is a passive activityyear-by-year basis. b. If a loss is reported in box 1, follow amount for all partners. If the partnership
the Instructions for Form 8582 to figure how had more than one rental activity, it willIf the partnership reports a section 743(b)
much of the loss can be reported on attach a statement that will identify theadjustment to partnership items, report
Schedule E, line 28, column (f). However, if amount of income or loss from each activity.these adjustments as separate items on
the box in item D is checked, report the loss Report the income or loss as follows.Form 1040 in accordance with the reporting
following the rules for Publicly traded 1. If box 3 is a loss, follow theinstructions for the partnership item being
partnerships on page 4. Instructions for Form 8582 to figure howadjusted. A section 743(b) adjustment

much of the loss can be reported onincreases or decreases your distributive
Box 2. Net Rental Real Estate Schedule E, line 28, column (f). However, ifshare of income, deduction, gain, or loss for

the box in item D is checked, report the lossa partnership item. For example, if the Income (Loss)
following the rules for Publicly tradedpartnership reports a section 743(b) Generally, the income (loss) reported in box partnerships on page 4.adjustment to depreciation for property used 2 is a passive activity amount for all 2. If income is reported on box 3, reportin its trade or business, report the partners. However, the income (loss) in box the income on Schedule E (Form 1040), lineadjustment on line 28 of Schedule E (Form 2 is not from a passive activity if you were a 28, column (g). However, if the box in item D1040) in accordance with the instructions for real estate professional (defined on page 3) is checked, report the income following theBox 1 of Schedule K-1. and you materially participated in the rules for Publicly traded partnerships onactivity. If the partnership had more than page 4.If you have amounts other than one real estate rental activity, it will attach a

those shown on Schedule K-1 to statement that will identify the amount of
report on Schedule E (Form 1040), income or loss from each activity.CAUTION

!
Box 4. Guaranteed Payments

enter each item separately on line 28 of If you are filing a 2006 Form 1040, use Generally, amounts on this line are notSchedule E. the following instructions to determine where passive income, and you should report them
to enter a box 2 amount: on Schedule E (Form 1040), line 28, columnCodes. In box 11 and boxes 13 through 20,

(j) (for example, guaranteed payments for1. If you have a loss from a passivethe partnership will identify each item by
personal services).activity in box 2 and you meet all of theentering a code in the column to the left of

following conditions, enter the loss onthe dollar amount entry space. These codes
Schedule E (Form 1040), line 28, column (f).are identified on page 2 of Schedule K-1 Portfolio Income

and in these instructions. a. You actively participated in the Portfolio income or loss (shown in boxes 5partnership rental real estate activities. See through 9b and in box 11, code A) is notAttached statements. The partnership will Special allowance for a rental real estate subject to the passive activity limitations.enter an asterisk (*) after the code, if any, in activity on page 4. Portfolio income includes income notthe column to the left of the dollar amount b. Rental real estate activities with derived in the ordinary course of a trade orentry space for each item for which it has active participation were your only passive business from interest, ordinary dividends,attached a statement providing additional activities. annuities, or royalties and gain or loss oninformation. For those informational items c. You have no prior year unallowed the sale of property that produces suchthat cannot be reported as a single dollar losses from these activities. income or is held for investment.amount, the partnership will enter an d. Your total loss from the rental real
asterisk in the left column and write “STMT” estate activities was not more than $25,000

Box 5. Interest Incomein the dollar amount entry space to indicate (not more than $12,500 if married filing
the information is provided on an attached separately and you lived apart from your Report interest income on line 8a of Form
statement. spouse all year). 1040.
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on page 3) and you materially participated in reduction of the basis of depreciableBox 6a. Ordinary Dividends
the activity. property. See Form 982 for more details.

Report ordinary dividends on line 9a of Form
Code F. Other income (loss). AmountsIf the amount is either (a) a loss that is1040.
with code F are other items of income, gain,not from a passive activity or (b) a gain,
or loss not included in boxes 1 through 10 orreport it on line 2, column (g), of Form 4797,Box 6b. Qualified Dividends
reported in box 11 using codes A through E.Sales of Business Property. Do notReport any qualified dividends on line 9b of
The partnership should give you acomplete columns (b) through (f) on line 2 ofForm 1040.
description and the amount of your share forForm 4797. Instead, write “From Schedule

Note. Qualified dividends are excluded from each of these items.K-1 (Form 1065)” across these columns.
investment income, but you may elect to

Report loss items that are passiveIf the amount is a loss from a passiveinclude part or all of these amounts in
activity amounts to you following theactivity, see Passive Loss Limitations in theinvestment income. See the instructions for
Instructions for Form 8582. However, if theInstructions for Form 4797. You will need toline 4g of Form 4952, Investment Interest
box in item D is checked, report the lossreport the loss following the Instructions forExpense Deduction, for important
following the rules for Publicly tradedForm 8582 to figure how much of the loss isinformation on making this election.
partnerships on page 4.allowed on Form 4797. However, if the box

in item D is checked, report the lossBox 7. Royalties Code F items may include the following:
following the rules for Publicly traded • Partnership gains from the disposition ofReport royalties on Schedule E, Part I, line
partnerships on page 4. If the partnership farm recapture property (see the instructions4.
had net section 1231 gain (loss) from more for line 27 of Form 4797) and other items to
than one activity, it will attach a statement which section 1252 applies.Box 8. Net Short-Term Capital
that will identify the amount of section 1231 • Income from recoveries of tax benefitGain (Loss) gain (loss) from each activity. items. A tax benefit item is an amount you

Report the net short-term capital gain (loss) deducted in a prior tax year that reduced
on Schedule D (Form 1040), line 5, column Box 11. Other Income (Loss) your income tax. Report this amount on line
(f). 21 of Form 1040 to the extent it reducedCode A. Other portfolio income (loss).

your tax.The partnership will report portfolio incomeBox 9a. Net Long-Term Capital • Gambling gains and losses.other than interest, ordinary dividend,Gain (Loss) royalty, and capital gain (loss) income. It will 1. If the partnership was not engaged in
Report the net long-term capital gain (loss) attach a statement to tell you what kind of the trade or business of gambling, (a) report
on Schedule D (Form 1040), line 12, column portfolio income is reported. gambling winnings on Form 1040, line 21
(f). and (b) deduct gambling losses to the extentIf the partnership has a residual interest

of winnings on Schedule A (Form 1040), linein a real estate mortgage investment conduitBox 9b. Collectibles (28%) Gain 27.(REMIC), it will report on the statement your
2. If the partnership was engaged in the(Loss) share of REMIC taxable income (net loss)

trade or business of gambling, (a) reportthat you report on Schedule E (Form 1040),Your share of any collectibles gain or loss.
gambling winnings on line 28 of Schedule Eline 38, column (d). The statement will alsoInclude this amount on line 4 of the 28%
and (b) deduct gambling losses (to thereport your share of any “excess inclusion”Rate Gain Worksheet in the instructions for
extent of winnings) on line 28 of Schedule E,that you report on Schedule E, line 38,Schedule D (Form 1040), line 18.
column (h).column (c), and your share of section 212
• Gain (loss) from the disposition of anBox 9c. Unrecaptured Section expenses that you report on Schedule E,
interest in oil, gas, geothermal, or otherline 38, column (e). If you itemize your1250 Gain mineral properties. The partnership will givedeductions on Schedule A (Form 1040), you There are three types of unrecaptured you an attached statement that provides amay also deduct these section 212section 1250 gain. Report your share of this description of the property, your share of theexpenses as a miscellaneous deductionunrecaptured gain on the Unrecaptured amount realized from the disposition, yoursubject to the 2% limit on Schedule A, lineSection 1250 Gain Worksheet in the share of the partnership’s adjusted basis in22.instructions for Schedule D (Form 1040) as the property (for other than oil or gas

Code B. Involuntary conversions. This isfollows. properties), and your share of the total
your net gain (loss) from involuntary• Report unrecaptured section 1250 gain intangible drilling costs, development costs,
conversions due to casualty or theft. Thefrom the sale or exchange of the and mining exploration costs (section 59(e)
partnership will give you a schedule thatpartnership’s business assets on line 5. expenditures) passed through for the
shows the amounts to be entered on Form• Report unrecaptured section 1250 gain property. You must determine the amount of
4684, Casualties and Thefts, line 37,from the sale or exchange of an interest in a gain or loss from the disposition by
columns (b)(i), (b)(ii), and (c).partnership on line 10. increasing your share of the adjusted basis

• Report unrecaptured section 1250 gain If there was a gain (loss) from a casualty by the amount of intangible drilling costs,
from an estate, trust, regulated investment or theft to property not used in a trade or development costs, or mine exploration
company (RIC), or real estate investment business or for income-producing purposes, costs for the property that you capitalized
trust (REIT) on line 11. the partnership will provide you with the (that is, costs that you did not elect to

information you need to complete Form deduct under section 59(e)). Report a loss inIf the partnership reports only
4684. Part I of Form 4797. Report a gain in Part IIIunrecaptured section 1250 gain from the

of Form 4797 in accordance with thesale or exchange of its business assets, it Code C. Section 1256 contracts &
instructions for line 28. See Regulationswill enter a dollar amount in box 9c. If it straddles. The partnership will report any
section 1.1254-5 for more information.reports the other two types of unrecaptured net gain or loss from section 1256 contracts. • Any income, gain, or loss to thegain, it will provide an attached statement Report this amount on line 1 of Form 6781,
partnership under section 751(b) (certainthat shows the amount for each type of Gains and Losses From Section 1256
distributions treated as sales or exchanges).unrecaptured section 1250 gain. Contracts and Straddles.
Report this amount on Form 4797, line 10.

Code D. Mining exploration costs • Specially allocated ordinary gain (loss).Box 10. Net Section 1231 Gain
recapture. The partnership will give you a Report this amount on Form 4797, line 10.(Loss) schedule that shows the information needed • Gain from the sale or exchange of

The amount in box 10 is generally passive if to recapture certain mining exploration costs qualified small business stock (as defined in
it is from a: (section 617). See Pub. 535 for more the Instructions for Schedule D) that is• Rental activity or information. eligible for the partial section 1202• Trade or business activity in which you Code E. Cancellation of debt. Generally, exclusion. The partnership should also give
did not materially participate. this amount is included in your gross income you the name of the corporation that issued

However, an amount from a rental real (Form 1040, line 21). Under section the stock, your share of the partnership’s
estate activity is not from a passive activity if 108(b)(5), you may elect to apply any adjusted basis and sales price of the stock,
you were a real estate professional (defined portion of this cancellation of debt to the and the dates the stock was bought and
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sold. Corporate partners are not eligible for An example is gain or loss from the deduction for all contributed items of
the section 1202 exclusion. The following disposition of nondepreciable personal property exceeds $500.
additional limitations apply at the partner property used in a trade or business activity Food inventory contributions. The
level: of the partnership. Report total net partnership will report on an attached

short-term gain (loss) on Schedule D (Form1. You must have held an interest in the statement your distributive share of qualified
1040), line 5, column (f). Report the total netpartnership when the partnership acquired food inventory contributions. The food
long-term gain (loss) on Schedule D (Formthe qualified small business stock and at all inventory contribution is not included in the
1040), line 12, column (f).times thereafter until the partnership amount reported in box 13 using code C.• Interest income from the clean renewabledisposed of the qualified small business The partnership will also report your
energy bond credit and the gulf bond credit.stock. distributive share of the partnership’s net
See the instructions for line 9 of Form 8912, income from the business activities that2. Your distributive share of the eligible
Clean Renewable Energy Bond Credit and made the food inventory contribution(s).section 1202 gain cannot exceed the
Gulf Bond Credit for details. Your deduction for food inventoryamount that would have been allocated to

contributions cannot exceed 10 percent ofyou based on your interest in the
your aggregate net income for the tax yearpartnership at the time the stock was

Deductions from the business activities from which theacquired.
food inventory contribution was madeSee the Instructions for Schedule D
(including your share of net income from(Form 1040) for details on how to report the Box 12. Section 179 Deduction
partnership or S corporation businesses thatgain and the amount of the allowable Use this amount, along with the total cost of
made food inventory contributions). Reportexclusion. section 179 property placed in service
the deduction for the food inventory• Gain eligible for section 1045 rollover during the year from other sources, to
contribution on line 16 of Schedule A (Form(replacement stock purchased by the complete Part I of Form 4562, Depreciation
1040).partnership). The partnership should also and Amortization. Use Part I of Form 4562

give you the name of the corporation that Code D. Noncash contributions (30%).to figure your allowable section 179 expense
issued the stock, your share of the Report this amount, subject to the 30% AGIdeduction from all sources. Report the
partnership’s adjusted basis and sales price limitation, on line 16 of Schedule A (Formamount on line 12 of Form 4562 allocable to
of the stock, and the dates the stock was 1040).a passive activity from the partnership using
bought and sold. Corporate partners are not the Instructions for Form 8582. If the amount Code E. Capital gain property to a 50%
eligible for the section 1045 rollover. To is not a passive activity deduction, report it organization (30%). Report this amount,
qualify for the section 1045 rollover: on Schedule E (Form 1040), line 28, column subject to the 30% AGI limitation, on line 16

1. You must have held an interest in the (i). However, if the box in item D is checked, of Schedule A (Form 1040). See Special
partnership during the entire period in which report this amount following the rules for 30% Limit for Capital Gain Property in Pub.
the partnership held the qualified small Publicly traded partnerships on page 4. 526.
business stock (more than 6 months prior to Code F. Capital gain property (20%).Box 13. Other Deductionsthe sale) and Report this amount, subject to the 20% AGI

2. Your distributive share of the gain Contributions. Codes A through F. The limitation, on line 16 of Schedule A (Form
eligible for the section 1045 rollover cannot partnership will give you a schedule that 1040).
exceed the amount that would have been shows the amount of contributions subject to Code G. Investment interest expense.allocated to you based on your interest in the 100%, 50%, 30%, and 20% adjusted Enter this amount on Form 4952, line 1. Ifthe partnership at the time the stock was gross income limitations. For more details, the partnership has investment income oracquired. see Pub. 526, Charitable Contributions, and other investment expense, it will report yourSee the Instructions for Schedule D the instructions for Schedule A (Form 1040). share of these items in box 20 using codes(Form 1040) for details on how to report the If your contributions are subject to more A and B. Include investment income andgain and the amount of the allowable than one of the AGI limitations, see expenses from other sources to figure howpostponed gain. Worksheet 2. Applying the Deduction Limits much of your total investment interest is• Gain eligible for section 1045 rollover in Pub. 526. deductible. You will also need this(replacement stock not purchased by the Charitable contribution deductions are information to figure your investment interestpartnership). The partnership should also not taken into account in figuring your expense deduction.give you the name of the corporation that passive activity loss for the year. Do not If the partnership paid or accrued interestissued the stock, your share of the enter them on Form 8582. on debts properly allocable to investmentpartnership’s adjusted basis and sales price

Code A. Cash contributions (50%). Enter property, the amount of interest you areof the stock, and the dates the stock was
this amount subject to the 50% AGI allowed to deduct may be limited.bought and sold. Corporate partners are not
limitation on line 15 of Schedule A (Formeligible for the section 1045 rollover. To For more information and the special1040).qualify for the section 1045 rollover: provisions that apply to investment interest
Code B. Cash contributions (30%).1. You must have held an interest in the expense, see Form 4952 and Pub. 550.
Report this amount, subject to the 30% AGIpartnership during the entire period in which Code H. Deductions—royalty income.limitation, on line 15 of Schedule A (Formthe partnership held the qualified small Enter deductions allocable to royalties on1040).business stock (more than 6 months prior to Schedule E (Form 1040), line 18. For this
Code C. Noncash contributions (50%). Ifthe sale), type of expense, write “From Schedule K-1
property other than cash is contributed and2. Your distributive share of the gain (Form 1065).”
if the claimed deduction for one item oreligible for the section 1045 rollover cannot

These deductions are not taken intogroup of similar items of property exceedsexceed the amount that would have been
account in figuring your passive activity loss$5,000, the partnership must give you aallocated to you based on your interest in
for the year. Do not enter them on Formcopy of Form 8283, Noncash Charitablethe partnership at the time the stock was
8582.Contributions, to attach to your tax return.acquired, and
Code I. Section 59(e)(2) expenditures. OnDo not deduct the amount shown on this3. You must purchase other qualified
an attached statement, the partnership willform. It is the partnership’s contribution.small business stock (as defined in the
show the type and the amount of qualifiedInstead, deduct the amount identified byInstructions for Schedule D (Form 1040))
expenditures to which an election undercode C, box 13, subject to the 50% AGIduring the 60-day period that began on the
section 59(e) may apply. The statement willlimitation, on line 16 of Schedule A (Formdate the stock was sold by the partnership.
also identify the property for which the1040).See the Instructions for Schedule D
expenditures were paid or incurred. If there(Form 1040) for details on how to report the If the partnership provides you with
is more than one type of expenditure, thegain and the amount of the allowable information that the contribution was
amount of each type will also be listed.postponed gain. property other than cash and does not give

• Net short-term capital gain (loss) and net you a Form 8283, see the Instructions for If you deduct these expenditures in full in
long-term capital gain (loss) from Schedule Form 8283 for filing requirements. Do not the current year, they are treated as
D (Form 1065) that is not portfolio income. file Form 8283 unless the total claimed adjustments or tax preference items for
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purposes of alternative minimum tax. benefits you received. You must use Form the partnership (in box 13 of Schedule K-1)
Generally, section 59(e) allows each partner 2441, line 12, to figure the amount, if any, of on line 13 of Form 8903.
to elect to amortize these expenditures over the benefits you may exclude from your Code V. Other deductions. Amounts with
the number of years in the applicable period income. this code may include:
rather than deduct the full amount in the • Itemized deductions (Form 1040 filersCode O. Preproductive period expenses.
current year. If you make this election, these enter on Schedule A (Form 1040)).You may be eligible to elect to deduct these
items are not treated as adjustments or tax • Soil and water conservation expenditures.expenses currently or capitalize them under
preference items. See section 175 for limitations on thesection 263A. See Pub. 225, Farmer’s Tax

Under this election, you may deduct amount you are allowed to deduct.Guide, and Regulations section 1.263A-4.
circulation expenditures ratably over a • Expenditures for the removal ofCode P. Commercial revitalization
3-year period. Research and experimental architectural and transportation barriers todeductions from rental real estate
expenditures and mining exploration and the elderly and disabled that the partnershipactivities. Follow the Instructions for Form
development costs may be amortized over a elected to treat as a current expense. The8582 to figure how much of the deduction
10-year period. Intangible drilling and deductions are limited by section 190(c) tocan be reported on Schedule E, line 28,
development costs may be amortized over a $15,000 per year from all sources.column (f).
60-month period, beginning with the month • Interest expense allocated to

Code Q. Pensions and IRAs. Paymentsin which such costs were paid or incurred. debt-financed distributions. The manner in
made on your behalf to an IRA, qualified which you report such interest expenseMake the election on Form 4562. If you plan, simplified employee pension (SEP), or depends on your use of the distributed debtmake the election, report the current year a SIMPLE IRA plan. See Form 1040 proceeds. If the proceeds were used in aamortization of section 59(e) expenditures instructions for line 25 to figure your IRA trade or business activity, report the interestfrom Part VI of Form 4562 on line 28 of deduction. Enter payments made to a on line 28 of Schedule E (Form 1040). InSchedule E (Form 1040). If you do not make qualified plan, SEP, or SIMPLE IRA plan on column (a) enter the name of thethe election, report the section 59(e)(2) Form 1040, line 32. If the payments to a partnership and “interest expense.” If youexpenditures on line 28 of Schedule E qualified plan were to a defined benefit plan, materially participated in the trade or(Form 1040) and compute the resulting the partnership should give you a statement business activity, enter the amount ofadjustment or tax preference item (see Form showing the amount of the benefit accrued interest expense in column (h). If you did not6251, Alternative Minimum Tax— for the current tax year. materially participate in the activity, followIndividuals). Whether you deduct the

the instructions for Form 8582 to determineCode R. Reforestation expenseexpenditures or elect to amortize them,
the amount of interest expense you candeduction. The partnership will provide areport the amount on a separate line in
report in column (f). See page 3 for astatement that describes the qualified timbercolumn (h) of line 28 if you materially
definition of material participation. If theproperty for these reforestation expenses.participated in the partnership activity. If you
proceeds were used in an investmentGenerally, the expense deduction is limiteddid not materially participate, follow the
activity, enter the interest on Form 4952. Ifto $10,000 ($5,000 if married filingInstructions for Form 8582 to figure how
the proceeds are used for personalseparately) for each qualified timbermuch of the deduction can be reported in
purposes, the interest is generally notproperty, including your distributive share ofcolumn (f).
deductible.the partnership’s expense and anyCode J. Deductions—portfolio • Interest paid or accrued on debt properlyreforestation expenses you separately paid(2% floor). Amounts entered with this code allocable to your share of a working interestor incurred during the tax year.are deductions that are clearly and directly in any oil or gas property (if your liability isHowever, the limitation for theallocable to portfolio income (other than not limited). If you did not materiallyreforestation expense deduction isinvestment interest expense and section participate in the oil or gas activity, thisincreased for qualified timber property212 expenses from a REMIC). Generally, interest is investment interest reportable aslocated in the Gulf Opportunity Zones (GOyou should enter these amounts on described on page 8; otherwise, it is trade orZones) for hurricanes Katrina, Rita, andSchedule A (Form 1040), line 22. See the business interest. If you did not materiallyWilma. The $10,000 limitation for eachinstructions for Schedule A, lines 22 and 27, participate in the oil or gas activity, thisproperty is increased by the lesser of (a)for more information. interest is investment interest expense and$10,000 or (b) the amount of qualifiedThese deductions are not taken into should be reported on Form 4952. If youreforestation expenses paid or incurred byaccount in figuring your passive activity loss materially participated in the activity, reportthe partnership during the tax year. Thefor the year. Do not enter them on Form the interest on line 28 of Schedule E (Formincreased limitation does not apply if you8582. 1040). On a separate line, enter “interestheld more than 500 acres of qualified timber expense” and the name of the partnership inCode K. Deductions—portfolio (other). property at any time during the tax year or if column (a) and the amount in column (h).Generally, you should enter these amounts you are a real estate investment trust or a • Contributions to a capital constructionon Schedule A (Form 1040), line 27. See corporation the stock of which is publicly fund (CCF). The deduction for a CCFthe instructions for Schedule A, lines 22 and traded on an established securities market. investment is not taken on Schedule E27, for more information. These deductions See section 1400N(i)(1) for details. (Form 1040). Instead, you subtract theare not taken into account in figuring your

If you did not materially participate in the deduction from the amount that wouldpassive activity loss for the year. Do not
activity, use Form 8582 to determine how normally be entered as taxable income onenter them on Form 8582.
much of these expenses can be reported on line 43 (Form 1040). In the margin to the leftCode L. Amounts paid for medical Schedule E (Form 1040), line 28. If you of line 43, write ‘‘CCF’’ and the amount ofinsurance. Any amounts paid during the materially participated in the reforestation the deduction.tax year for insurance that constitutes activity, report the deduction on line 28, • Penalty on early withdrawal of savings.medical care for you, your spouse, and your column (h), of Schedule E (Form 1040). Report this amount on Form 1040, line 30.dependents. On line 29 of Form 1040, you • Film and television production expenses.Code S. Domestic production activitiesmay be allowed to deduct such amounts, The partnership will provide a statement thatinformation. The partnership will provideeven if you do not itemize deductions. If you describes the film or television productionyou with a statement with information thatdo itemize deductions, enter on line 1 of generating these expenses. Generally, if theyou must use to figure the domesticSchedule A (Form 1040) any amounts not aggregate cost of the production exceedsproduction activities deduction. Use Formdeducted on line 29 of Form 1040. $15 million, you are not entitled to the8903, Domestic Production ActivitiesCode M. Educational assistance benefits. deduction. For a television series, eachDeduction, to figure this deduction. See theDeduct your educational assistance benefits episode of the series is treated as aInstructions for Form 8903 for more details.on a separate line of Schedule E, line 28, up separate production and only the first 44
Code T. Qualified production activitiesto the $5,250 limitation. If your benefits episodes of a series are taken into account
income (QPAI). Report the QPAI reportedexceed $5,250, you may be able to use the for the deduction. The limitation is $20
to you by the partnership (in box 13 ofexcess amount on Form 8863 to figure the million for productions in certain areas (see
Schedule K-1) on line 7 of Form 8903.education credits. section 181 for details). If you did not

Code N. Dependent care benefits. The Code U. Employer’s W-2 wages. Report materially participate in the activity, use
partnership will report the dependent care the portion of W-2 wages reported to you by Form 8582 to determine the amount that
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can be reported on Schedule E (Form on the Form 3800. However, there are two figure these credits from rental real estate
1040), line 28, column (f). If you materially exceptions. All taxpayers must complete activities (other than the low-income housing
participated in the production activity, report and attach the following credit forms to Form credit and qualified rehabilitation
the deduction on Schedule E (Form 1040), 3800: expenditures). These credits may be limited
line 28, column (h). • Form 3468, Investment Credit (line 1a) by the passive activity limitations. If the

and credits are from more than one activity, theThe partnership will give you a • Form 8864, Biodiesel and Renewable partnership will identify the amount of creditsdescription and the amount of your share for
Diesel Fuel Credit (line 1p). from each activity on an attached statement.each of these items.

See Passive Activity Limitations on page 3Codes A and B. Low-income housing
and Form 8582-CR for details.credit. The partnership will report your

share of the low-income housing credit Code E. Other rental credits. TheBox 14. Self-Employment
using code A if section 42(j)(5) applies. If partnership will identify the type of credit and
section 42(j)(5) does not apply, your shareEarnings (Loss) any other information you need to compute
of the credit will be reported using code B. these rental credits. These credits may beIf you and your spouse are both partners,
Any allowable low-income housing credit limited by the passive activity limitations. Ifeach of you must complete and file your
(reported as code A or code B) is entered on the credits are from more than one activity,own Schedule SE (Form 1040),
line 4 of Form 8586, Low-Income Housing the partnership will identify the amount ofSelf-Employment Tax, to report your
Credit or line 1e of Form 3800 (see the rule credits from each activity on an attachedpartnership net earnings (loss) from
listed above in the TIP). statement. See Passive Activity Limitationsself-employment.

on page 3 and Form 8582-CR for details.Keep a separate record of the amount ofCode A. Net earnings (loss) from
low-income housing credit from each of Code F. Undistributed capital gainsself-employment. If you are a general
these sources so that you can correctly credit. Code F represents taxes paid onpartner, reduce this amount before entering
compute any recapture of low-income undistributed capital gains by a regulatedit on Schedule SE (Form 1040) by any
housing credit that may result from the investment company or real estatesection 179 expense deduction claimed,
disposition of all or part of your partnership investment trust. Form 1040 filers enter yourunreimbursed partnership expenses
interest. For more information, see the share of these taxes on line 70 of Formclaimed, and depletion claimed on oil and
instructions for Form 8611, Recapture of 1040, check box “a” for Form 2439, and addgas properties. Do not reduce net earnings
Low-Income Housing Credit. the words “Form 1065.”from self-employment by any separately

If part or all of the low-income housingstated deduction for health insurance Code G. Credit for alcohol used as fuel.
credit reported using code A or B isexpenses. If this credit includes the small ethanol
attributable to additions to qualified basis producer credit, the partnership will provideIf the amount on this line is a loss, enter
property placed in service before 1990, the additional information on an attachedonly the deductible amount on Schedule SE
partnership will provide an attached statement. If no statement is attached,(Form 1040). See Limitations on Losses,
statement that will separately identify these report this amount on line 5 of Form 6478,Deductions, and Credits beginning on
amounts. Amounts placed in service before Credit for Alcohol Used as Fuel. If apage 2.
1990 are subject to different passive activity statement is attached, see the instructionsIf your partnership is an options dealer or limitation rules. See Passive Activity for Form 6478, line 5.a commodities dealer, see section 1402(i). Limitations on page 3 and Form 8582-CR Code H. Work opportunity credit. ReportIf your partnership is an investment club, for more information. this amount on line 3 of Form 5884, Worksee Rev. Rul. 75-525, 1975-2 C.B. 350. Code C. Qualified rehabilitation Opportunity Credit or line 1b of Form 3800Code B. Gross farming or fishing expenditures (rental real estate). The (see the rule listed above in the TIP).income. If you are an individual partner, partnership will report your share of the

Code I. Welfare-to-work credit. Reportenter the amount from this line, as an item qualified rehabilitation expenditures related
this amount on line 3 of Form 8861,of information, on Schedule E (Form 1040), to rental real estate activities using code C.
Welfare-to-Work Credit or line 1c of Formline 42. Also use this amount to figure net Your share of qualified rehabilitation
3800 (seethe rule listed above in the TIP).earnings from self-employment under the expenditures from property not related to

farm optional method on Schedule SE Code J. Disabled access credit. Reportrental real estate activities will be reported in
(Form 1040), Section B, Part II. this amount on line 7 of Form 8826,box 20 using code D. On an attached

Disabled Access Credit or line 1g of Formstatement, the partnership will indicate theCode C. Gross non-farm income. If you
3800 (see the rule listed above in the TIP).line number on Form 3468, Investmentare an individual partner, use this amount to

Credit, to report these expenditures (line 1bfigure net earnings from self-employment Code K. Empowerment zone and renewal
for pre-1936 buildings or line 1c for certifiedunder the nonfarm optional method on community employment credit. Report
historic structures). If the pre-1936 buildingSchedule SE (Form 1040), Section B, Part this amount on line 3 of Form 8844,
or certified historical structure is located inII. Empowerment Zone and Renewal
the gulf opportunity zone for Hurricane Community Employment Credit.
Katrina, the partnership will identify the Code L. Credit for increasing researchamount of expenditures that qualify for theBox 15. Credits activities. Report this amount on line 43 ofincreased rehabilitation credit. See Form Form 6765, Credit for Increasing ResearchIf you have credits that are passive activity 3468 for details. If the partnership is Activities or line 1d of Form 3800 (see thecredits to you, you must complete Form reporting expenditures from more than one rule listed above in the TIP).8582-CR (or Form 8810 for corporations) in activity, the attached statement will

addition to the credit forms identified below. Code M. New markets credit. Report thisseparately identify the amount of
See Passive Activity Limitations on page 3 amount on line 2 of Form 8874, Newexpenditures from each activity for lines 1b
and the Instructions for Form 8582-CR (or Markets Credit or line 1l of Form 3800 (seeand 1c.
Form 8810) for more information. the rule listed above in the TIP).Combine the expenditures (for Form

You may also have to file Form 3800, Code N. Credit for employer social3468 reporting) from box 15, code C and
General Business Credit, in addition to the security and Medicare taxes. Report thisbox 20, code D. The expenditures related to
credit forms identified below. If you have amount on line 5 of Form 8846, Credit forrental real estate activities (box 15, code C)
more than one credit, see the instructions Employer Social Security and Medicareare reported on Schedule K-1 separately
for Form 3800. Taxes Paid on Certain Employee Tip or linefrom other qualified rehabilitation

1j of Form 3800 (see the rule listed above inexpenditures (box 20, code D) because theyIn general, taxpayers that are not
the TIP).are subject to different passive activitypartnerships, S corporations,

limitation rules. See the instructions forcooperatives, estates, or trusts, and Code O. Backup withholding. Credit for
TIP

Form 8582-CR, Passive Activity Creditwhose only source for credits listed on Form backup withholding on dividends, interest
Limitations, for details.3800 are from those pass-through entities, income, and other types of income. Include

are not required to complete the source Code D. Other rental real estate credits. the amount the partnership reports to you in
credit form or attach it to Form 3800. The partnership will identify the type of the total that you enter on Form 1040, line
Instead, they can report this credit directly credit and any other information you need to 64.
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Code P. Other credits. On an attachment Codes O and P. Extraterritorial income Codes D and E. Oil, gas, & geothermal
to Schedule K-1, the partnership will identify exclusion. properties—gross income and
the type of credit and any other information deductions. The amounts reported on1. Partnership did not claim the
you need to figure credits other than those these lines include only the gross incomeexclusion. If the partnership reports your
reported with codes A through O. Most (code D) from, and deductions (code E)distributive share of foreign trading gross
credits identified by code P will be reported allocable to, oil, gas, and geothermalreceipts (code O) and the extraterritorial
on Form 3800. properties that are included in box 1 ofincome exclusion (code P), the partnership

Schedule K-1. The partnership should havewas not entitled to claim the exclusionCredits that may be reported with code P attached a schedule that shows any incomebecause it did not meet the foreigninclude the following: from or deductions allocable to sucheconomic process requirements. You may• Nonconventional source fuel credit (Form properties that are included in boxes 2still qualify for your distributive share of this8907). through 13 and in box 20 of Schedule K-1.exclusion if the partnership’s foreign trading• Qualified electric vehicle credit (Form Use the amounts reported and the amountsgross receipts for the tax year were $5
8834). on the attached schedule to help you figuremillion or less. To qualify for this exclusion,• Qualified railroad track maintenance the net amount to enter on line 25 of Formyour foreign trading gross receipts from all
credit (Form 8900). 6251.sources for the tax year also must have
• Unused investment credit from been $5 million or less. If you qualify for the Code F. Other AMT items. Enter thecooperatives (Form 3468, line 6). exclusion, report the exclusion amount in information on the statement attached by• Renewable electricity, refined coal, and accordance with the instructions for Income the partnership on the applicable lines ofIndian coal production credit. The (Loss) on page 6 for box 1, 2, or 3, Form 6251, Form 4626, or Schedule I ofpartnership will provide a statement showing whichever applies. See Form 8873, Form 1041.separately the amount of credit from section Extraterritorial Income Exclusion, for more
A and section B of Form 8835. information.
• Indian employment credit (Form 8845). 2. Partnership claimed the exclusion. If

Box 18. Tax-Exemptthe partnership reports your distributive• Orphan drug credit (Form 8820).
share of foreign trading gross receipts but• Credit for contributions to selected Income and Nondeductiblenot the amount of the extraterritorial incomecommunity development corporations (Form
exclusion, the partnership met the foreign8847). Expenses
economic process requirements and• Credit for small employer pension plan Code A. Tax-exempt interest income.claimed the exclusion when figuring yourstartup costs (Form 8881).

You must report on your return, as an itemdistributive share of partnership income.• Credit for employer-provided childcare of information, your share of the tax-exemptYou also may need to know the amount offacilities and services (Form 8882). interest received or accrued by theyour distributive share of foreign trading• Biodiesel and renewable diesel fuels partnership during the year. Individualgross receipts from this partnership tocredit. If this credit includes the small partners must include this amount on Formdetermine if you met the $5 million or lessagri-biodiesel producer credit, the 1040, line 8b. Increase the adjusted basis ofexception discussed above for purposes ofpartnership will provide additional your interest in the partnership by thisqualifying for an extraterritorial incomeinformation on an attached statement. If no amount.exclusion from other sources.statement is attached, report this amount on
Code B. Other tax-exempt income.line 9 of Form 8864, Biodiesel and Note. Upon request, the partnership should Increase the adjusted basis of your interestRenewable Diesel Fuels Credit. If a furnish you a copy of the partnership’s Form in the partnership by the amount shown, butstatement is attached, see the instructions 8873 if there is a reduction for international do not include it in income on your taxfor Form 8864, line 9. boycott operations, illegal bribes, kickbacks, return.• Low sulfur diesel fuel production credit etc.

(Form 8896). Code C. Nondeductible expenses. TheCode Q. Other foreign transactions. On• General credits from an electing large nondeductible expenses paid or incurred byan attachment to Schedule K-1, thepartnership. Report these credits on Form the partnership are not deductible on yourpartnership will report any other information3800, line 1z. tax return. Decrease the adjusted basis ofon foreign transactions that you may need• Distilled spirits credit (Form 8906). your interest in the partnership by thisusing code Q.• Energy efficient home credit (Form 8908). amount.
• Energy efficient appliance credit (Form
8909). Box 17. Alternative• Alternative motor vehicle credit (Form Box 19. Distributions8910). Minimum Tax (AMT) Items• Alternative fuel vehicle refueling property Code A. Cash and marketable securities.Use the information reported in box 17 (ascredit (Form 8911). Code A shows the distributions thewell as your adjustments and tax preference• Clean renewable energy bond credit. partnership made to you of cash and certainitems from other sources) to prepare yourReport this amount on Form 8912, Clean marketable securities. The marketableForm 6251, Alternative Minimum Tax—Renewable Energy Bond Credit and Gulf securities are included at their fair marketIndividuals; Form 4626, Alternative MinimumBond Credit. value (FMV) on the date of distributionTax— Corporations; or Schedule I of Form (minus your share of the partnership’s gain• Gulf bond credit. Report this amount on 1041, U.S. Income Tax Return for Estates on the securities distributed to you). If theForm 8912. and Trusts. amount shown as code A exceeds the• Hurricane Katrina housing credit. Report

Note. A partner that is a corporation subject adjusted basis of your partnership interestthis amount on Form 5884-A.
to alternative minimum tax must notify the immediately before the distribution, the
partnership of its status. excess is treated as gain from the sale or

exchange of your partnership interest.Code A.  This amount is your share of theBox 16. Foreign Generally, this gain is treated as gain frompartnership’s post-1986 depreciation
the sale of a capital asset and should beadjustment. If you are an individual partner,Transactions reported on the Schedule D for your return.report this amount on line 17 of Form 6251.

Codes A through N. Use the information However, if you receive cash or property in
Code B.  This amount is your share of thereported as codes A through N, code Q, and exchange for any part of a partnership
partnership’s adjusted gain or loss. If youattached schedules to figure your foreign tax interest, the amount of the distribution
are an individual partner, report this amountcredit. For more information, see Form attributable to your share of the
on line 16 of Form 6251.1116, Foreign Tax Credit, and its partnership’s unrealized receivable or

instructions; Form 1118, Foreign Tax Code C. This amount is your share of the inventory items result in ordinary income
Credit—Corporations, and its instructions; partnership’s depletion adjustment. If you (see Regulations section 1.751-1(a) and
and Pub. 514, Foreign Tax Credit for are an individual partner, report this amount Sale or Exchange of Partnership Interest on
Individuals. on line 9 of Form 6251. page 1). For details, see Pub. 541.
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The partnership will separately identify by any cash received in the distribution), you Keep a separate record of recapture from
both of the following. may have to recognize gain on the each of these sources so that you will be
• The FMV of the marketable securities appreciated property. For property able to correctly compute any recapture of
when distributed (minus your share of the contributed after June 8, 1997, the 5-year low-income housing credit that may result
gain on the securities distributed to you). period is generally extended to 7 years. See from the disposition of all or part of your
• The partnership’s adjusted basis of those section 737 for details. partnership interest. For more information,
securities immediately before the see Form 8611, Recapture of Low-IncomeIf you receive cash or property in
distribution. Housing Credit.exchange for any part of a partnership

interest, the amount of the distributionDecrease the adjusted basis of your Code H. Recapture of investment credit.
attributable to your share of theinterest in the partnership (but not below Any information you need to figure your
partnership’s unrealized receivable orzero) by the amount of cash distributed to recapture tax on Form 4255, Recapture of
inventory items result in ordinary incomeyou and the partnership’s adjusted basis of Investment Credit. See the Form 3468 on
(see Regulations section 1.751-1(a) andthe distributed securities. Advances or which you took the original credit for other
Sale or Exchange of Partnership Interest ondrawings of money or property against your information you need to complete Form
page 1).distributive share are treated as current 4255.

distributions made on the last day of the
You may also need Form 4255 if youpartnership’s tax year.

disposed of more than one-third of yourBox 20. Other InformationYour basis in the distributed marketable interest in a partnership.
securities (other than in liquidation of your Code A. Investment income. Report this

Code I. Recapture of other credits. On aninterest) is the smaller of: amount on line 4a of Form 4952.
attachment to Schedule K-1, the partnership• The partnership’s adjusted basis in the Code B. Investment expenses. Report will report any information you need to figuresecurities immediately before the distribution this amount on line 5 of Form 4952. the recapture of the new markets credit;increased by any gain recognized on the

Code C. Fuel tax credit information. The qualified electric vehicle credit (see Pub.distribution of the securities or
partnership will report the number of gallons 535); Indian employment credit (see section• The adjusted basis of your partnership
of each fuel sold or used during the tax year 45A(d)); or any credit for employer-providedinterest reduced by any cash distributed in
for a nontaxable use qualifying for the credit childcare facilities and services.the same transaction and increased by any
for taxes paid on fuels, type of use, and thegain recognized on the distribution of the Code J. Look-back interest—completedapplicable credit per gallon. Use thissecurities. long-term contracts. The partnership willinformation to complete Form 4136, Credit

 If you received the securities in report any information you need to figure thefor Federal Tax Paid on Fuels.
liquidation of your partnership interest, your interest due or to be refunded under the

Code D. Qualified rehabilitationbasis in the marketable securities is equal to look-back method of section 460(b)(2) on
expenditures (other than rental realthe adjusted basis of your partnership certain long-term contracts. Use Form 8697,
estate). The partnership will report yourinterest reduced by any cash distributed in Interest Computation Under the Look-Back
share of the qualified rehabilitationthe same transaction and increased by any Method for Completed Long-Term
expenditures from property not related togain recognized on the distribution of the Contracts, to report any such interest.
rental real estate activities in box 20 usingsecurities. Code K. Look-back interest—incomecode D. Your share of qualified rehabilitation

If, within 5 years of a distribution to you forecast method. The partnership willexpenditures related to rental real estate
of marketable securities, you contributed report any information you need to figure theactivities is reported in box 15, code C. On
appreciated property (other than those interest due or to be refunded under thean attached statement, the partnership will
securities) to the partnership and the FMV of look-back method of section 167(g)(2) forindicate the line number on Form 3468,
those securities exceeded the adjusted certain property placed in service afterInvestment Credit, to report these
basis of your partnership interest September 13, 1995, and depreciated underexpenditures (line 1b for pre-1936 buildings
immediately before the distribution (reduced the income forecast method. Use Formor line 1c for certified historic structures). If
by any cash received in the distribution), you 8866, Interest Computation Under thethe pre-1936 building or certified historical
may have to recognize gain on the Look-Back Method for Property Depreciatedstructure is located in the gulf opportunity
appreciated property. For property Under the Income Forecast Method, tozone for Hurricane Katrina, the partnership
contributed after June 8, 1997, the 5-year report any such interest.will identify the amount of expenditures that
period is generally extended to 7 years. See qualify for the increased rehabilitation credit. Code L. Dispositions of property withsection 737 for details. See Form 3468 for details. If the partnership section 179 deductions. The partnership

is reporting expenditures from more thanCode B. Other property. Code B shows will report your distributive share of gain or
one activity, the attached statement willthe partnership’s adjusted basis of property loss on the sale, exchange, or other
separately identify the amount ofother than money immediately before the disposition of property for which a section
expenditures from each activity for lines 1bproperty was distributed to you. In addition, 179 expense deduction was passed through
and 1c.the partnership should report the adjusted to partners with code F. If the partnership

basis and FMV of each property distributed. Combine the expenditures (for Form passed through a section 179 expense
Decrease the adjusted basis of your interest 3468 reporting) from box 15, code C and deduction to its partners for the property,
in the partnership by the amount of your box 20, code D. The expenditures related to you must report the gain or loss and any
basis in the distributed property. Your basis rental real estate activities (box 15, code C) recapture of the section 179 expense
in the distributed property (other than in are reported on Schedule K-1 separately deduction for the property on your income
liquidation of your interest) is the smaller of: from other qualified rehabilitation tax return (see the Instructions for Form• The partnership’s adjusted basis expenditures (box 20, code D) because they 4797 for details). The partnership must
immediately before the distribution or are subject to different passive activity provide all the following information with• The adjusted basis of your partnership limitation rules. See the instructions for respect to a disposition of property for which
interest reduced by any cash distributed in Form 8582-CR, Passive Activity Credit a section 179 expense deduction was
the same transaction. Limitations, for details. passed through to partners.

 If you received the property in liquidation Code E. Basis of energy property.  If the 1. Description of the property.
of your interest, your basis in the distributed partnership provides an attached statement 2. Date the property was acquired and
property is equal to the adjusted basis of for code E, report the information shown on placed in service.
your partnership interest reduced by any the attached statement for Schedule E on 3. Date of the sale or other disposition of
cash distributed in the same transaction. lines 2a through 2g as applicable. the property.

If you contributed appreciated property to Codes F and G. Recapture of low-income 4. Your distributive share of the gross
the partnership within 5 years of a housing credit. A section 42(j)(5) sales price or amount realized.
distribution of other property to you, and the partnership will report recapture of a 5. Your distributive share of the cost or
FMV of the other property exceeded the low-income housing credit with code F. All other basis plus the expense of sale
adjusted basis of your partnership interest other partnerships will report recapture of a (reduced as explained in the Instructions for
immediately before the distribution (reduced low-income housing credit with code G. Form 4797, line 21).
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6. Your distributive share of the section 453A(c) with respect to certain Code V. Unrelated business taxable
depreciation allowed or allowable, installment sales. If you are an individual, income. The partnership will report any
determined as described in the Instructions report the interest on Form 1040, line 63. information you need to figure unrelated
for Form 4797, line 22, but excluding the Write “453A(c)” and the amount of the business taxable income under section
section 179 expense deduction. interest on the dotted line to the left of line 512(a)(1) (but excluding any modifications

7. Your distributive share of the section 63. See the instructions for Form 6252 for required by paragraphs (8) through (15) of
179 expense deduction (if any) passed more information. Also see section 453A(c) section 512(b)) for a partner that is a
through for the property and the for details on making the computation. tax-exempt organization.
partnership’s tax year(s) in which the Note. A partner is required to notify theCode Q. Section 1260(b) information.
amount was passed through. To compute partnership of its tax-exempt status.The partnership will report any information
the amount of depreciation allowed or you need to figure the interest due under Code W. Other information. Theallowable for Form 4797, line 22, add to the section 1260(b). If the partnership had gain partnership will report:amount from item 6 above the amount of from certain constructive ownership 1. Any information a publicly tradedyour distributive share of the section 179 transactions, your tax liability must be partnership needs to determine whether itexpense deduction, reduced by any unused increased by the interest charge on any meets the 90% qualifying income test ofcarryover of the deduction for this property. deferral of gain recognition under section section 7704(c)(2).This amount may be different than the 1260(b). Report the interest on Form 1040,
amount of section 179 expense you Note. A partner is required to notify theline 63. Write “1260(b)” and the amount of
deducted for the property if your interest in partnership of its status as a publicly tradedthe interest on the dotted line to the left of
the partnership has changed. partnership.line 63. See section 1260(b) for details,

8. If the disposition is due to a casualty 2. Any information or statements youincluding how to figure the interest.
or theft, a statement providing the need to comply with the registration andCode R. Interest allocable to productioninformation you need to complete Form disclosure requirements under sectionsexpenditures. The partnership will report4684, Casualties and Thefts. 6111 and 6662(d)(2)(B)(ii) and the listany information you need relating to interest9. If the sale was an installment sale keeping requirements of Regulations sectionexpense that you are required to capitalizemade during the partnership’s tax year, any 301.6112-1. See Form 8264 and Noticeunder section 263A for productioninformation you need to complete Form 2004-80, 2004-50 I.R.B. 963, and Noticeexpenditures. See Regulations sections6252, Installment Sale Income. The 2005-22, 2005-12 I.R.B. 756 for more1.263A-8 through 1.263A-15 for morepartnership also must separately report your information.information.share of all payments received for the 3. Any information you need to complete
property in the following tax years. See the Code S. CCF nonqualified withdrawals. a disclosure statement for reportable
Instructions for Form 6252 for details. The partnership will report your nonqualified transactions in which the partnership

withdrawals by the partnership from a participates. If the partnership participates inCode M. Recapture of section 179 capital construction fund (CCF). These a transaction that must be disclosed ondeduction. The partnership will report your withdrawals are taxed separately from your Form 8886, Reportable Transactiondistributive share of any recapture of section other gross income at the highest marginal Disclosure Statement, both you and the179 expense deduction if business use of ordinary income or capital gains tax rate. partnership may be required to file Formany property for which the section 179 Attach a statement to your federal income 8886 for the transaction. The determinationexpense deduction was passed through to tax return to show your computation of both of whether you are required to disclose apartners dropped to 50 percent or less. If the tax and interest for a nonqualified transaction of the partnership is based onbusiness use of the property dropped to 50 withdrawal. Include the tax and interest on the category(s) under which the transactionpercent or less, the partnership must Form 1040, line 63. To the left of line 63, qualifies for disclosure and is determined byprovide all the following information. write the amount of tax and interest the partnership. You may have to pay a
1. Your distributive share of the and“CCF” penalty if you are required to file Form 8886

depreciation allowed or allowable (not and fail to do so. See the instructions forCode T. Information needed to figureincluding the section 179 expense Form 8886 for details.depletion—oil and gas. This is your sharededuction). 4. Basis in qualifying advanced coalof gross income from the property, share of2. Your distributive share of the section project property. The partnership will provideproduction for the tax year, etc., needed to179 expense deduction (if any) passed an attached statement that shows yourfigure your depletion deduction for oil andthrough for the property and the distributive share of the partnership’s (a)gas wells. The partnership should alsopartnership’s tax year(s) in which the basis in certified and qualified investment inallocate to you a share of the adjusted basisamount was passed through. Reduce this integrated gasification combined cycleof each partnership oil or gas property. Seeamount by the portion, if any, of your property placed in service during the taxPub. 535 for how to figure your depletionunused (carryover) section 179 expense year, and (b) basis in qualified investment indeduction.deduction for this property. other advanced coal project property placed
Code U. Amortization of reforestation in service during the tax year. Report theseCode N. Interest expense for corporate costs. The partnership will provide a amounts on lines 3a and 3b of Form 3468,partners. The partnership will report each statement identifying your share of the respectively.corporate partner’s distributive share of the amortizable basis of reforestation 5. Basis in qualifying gasificationpartnership’s interest expense. This amount expenditures paid or incurred before property. Report this amount on Form 3468,is reported elsewhere on Schedule K-1 and October 23, 2004. The partnership will line 4.the total amount is reported here for separately report your share of the 6. Interest and additional tax oninformation only. Your distributive share of amortizable basis for reforestation compensation deferred under a sectioninterest income is reported in box 5 and your expenditures for 1999 through 2004. Your 409A nonqualified deferred compensationshare of the partnership’s liabilities is amortizable basis of reforestation plan that does not meet the requirements ofreported in Item M Part II. expenditures for each tax year from all section 409A. See section 409A(a)(1)(B) to
properties is limited to $10,000 ($5,000 ifCode O. Section 453(l)(3) information. figure the interest and additional tax on this
married filing separately), including yourThe partnership will report any information income. Report this interest and tax on line
distributive share of the partnership’syou need to figure the interest due under 63 of Form 1040. This income is included in
expenditures and any qualified reforestationsection 453(l)(3) with respect to the the amount in box 4, Guaranteed Payments.
expenditures you separately paid ordisposition of certain timeshares and 7. Inversion gain. The partnership will
incurred. To figure your allowableresidential lots on the installment method. If provide a statement showing the amounts of
amortization, see section 194 and Pub. 535.you are an individual, report the interest on each type of income or gain that is included

Form 1040, line 63. Write “453(l)(3)” and the Follow the Instructions for Form 8582 to in inversion gain. The partnership has
amount of the interest on the dotted line to report a deduction allocable to a passive included inversion gain in income elsewhere
the left of line 63. activity. If you materially participated in the on Schedule K-1. Inversion gain is also
Code P. Section 453A(c) information. reforestation activity, report the deduction on reported under code Q because your
The partnership will report any information line 28, column (h), of Schedule E (Form taxable income and alternative minimum
you need to figure the interest due under 1040). taxable income cannot be less than the
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inversion gain. Also, your inversion gain (a) as income from sources within the U.S. for The partnership should give you a
is not taken into account in figuring the the foreign tax credit. See section 7874 for description and the amount of your share for
amount of net operating loss (NOL) for the details. each of these items.
tax year or the amount of NOL that can be 8. Any other information you may need
carried over to each tax year, (b) may limit to file your return not shown elsewhere on
the amount of your credits, and (c) is treated Schedule K-1.
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