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Department of the Treasury
Internal Revenue Service2007

Instructions for Form 1065-B
U.S. Return of Income for Electing Large Partnerships

Contents PageSection references are to the Internal Photographs of MissingSchedules K and K-1. Partners’Revenue Code unless otherwise noted.
Shares of Income, Credits, ChildrenContents Page
Deductions, etc. . . . . . . . . . . . . . . . 24 The Internal Revenue Service is a proudWhat’s New . . . . . . . . . . . . . . . . . . . . . 1

Specific Instructions for partner with the National Center for MissingPhotographs of Missing Children . . . . . . . 1
Schedules K and K-1 . . . . . . . . . . . 24 and Exploited Children. Photographs ofUnresolved Tax Issues . . . . . . . . . . . . . 2

missing children selected by the Center mayAnalysis of Net Income (Loss) . . . . . . 31How To Get Forms and
appear in instructions on pages that wouldPublications . . . . . . . . . . . . . . . . . . . 2 Schedule L. Balance Sheets per
otherwise be blank. You can help bringBooks . . . . . . . . . . . . . . . . . . . . . . 31General Instructions . . . . . . . . . . . . . . . 2 these children home by looking at the

Purpose of Form . . . . . . . . . . . . . . . . 2 Schedule M-1. Reconciliation of photographs and calling 1-800-THE-LOST
Electing Large Partnership (ELP) Income (Loss) per Books With (1-800-843-5678) if you recognize a child.
Status . . . . . . . . . . . . . . . . . . . . . . . 2 Income (Loss) per Return . . . . . . . . 32

Definitions . . . . . . . . . . . . . . . . . . . . . 2 Schedule M-2. Analysis of Unresolved Tax Issues
Termination of the Partnership . . . . . . . 3 Partners’ Capital Accounts . . . . . . . 32 If the electing large partnership (ELP) has
Electronic Filing . . . . . . . . . . . . . . . . . 3 Privacy Act and Paperwork attempted to deal with an IRS problem
When To File . . . . . . . . . . . . . . . . . . 3 Reduction Act Notice . . . . . . . . . . . . 32 unsuccessfully, it should contact the
Where To File . . . . . . . . . . . . . . . . . . 3 Taxpayer Advocate. The TaxpayerCodes for Principal Business

Advocate independently represents theWho Must Sign . . . . . . . . . . . . . . . . . 3 Activity and Principal Product or
ELP’s interests and concerns within the IRSInterest and Penalties . . . . . . . . . . . . . 4 Service . . . . . . . . . . . . . . . . . . . . . . 33
by protecting its rights and resolvingAccounting Methods . . . . . . . . . . . . . . 4 Index . . . . . . . . . . . . . . . . . . . . . . . . . 36 problems that have not been fixed throughAccounting Periods . . . . . . . . . . . . . . 5
normal channels.Rounding Off to Whole Dollars . . . . . . 5

While the Taxpayer Advocates cannotRecordkeeping . . . . . . . . . . . . . . . . . 5 What’s New change the tax law or make a technical taxAdministrative Adjustment decision, they can clear up problems that1. Beginning with tax years ending on orRequests . . . . . . . . . . . . . . . . . . . . 5 resulted from previous contacts and ensureafter December 31, 2007, electing largeOther Forms, Returns, and that the partnership’s case is given a
partnerships must file Form 1065-BStatements That May Be complete and impartial review.
electronically using the Modernized e-fileRequired . . . . . . . . . . . . . . . . . . . . . 5 The ELP’s assigned personal advocatesystem. See the instructions on page 3 forAssembling the Return . . . . . . . . . . . . 8 will listen to its point of view and will workmore information.Overview . . . . . . . . . . . . . . . . . . . . . 8 with the partnership to address its concerns.

2. Many partnerships can now elect toSeparately Stated Items . . . . . . . . . . . 8 The ELP can expect the advocate to
figure qualified production activity income provide:Limitations . . . . . . . . . . . . . . . . . . . . 8
(QPAI) and Form W-2 wages at the • A “fresh look” at a new or ongoingElections Made by the
partnership level and allocate those problem,Partnership . . . . . . . . . . . . . . . . . . . 9
amounts to each partner. See item 18, • Timely acknowledgment,Effect of Section 743(b) Basis under the instructions for Schedule K, Line • The name and phone number of theAdjustment on Partnership 15, on page 28 for more information. individual assigned to its case,Items . . . . . . . . . . . . . . . . . . . . . . . 9

3. The extraterritorial income exclusion • Updates on progress,Elections Made by Each Partner . . . . 9 • Time frames for action,does not apply to transactions that begin in
Partner’s Dealings With • Speedy resolution, and2007. See Extraterritorial Income Exclusion
Partnership . . . . . . . . . . . . . . . . . . . 9 • Courteous service.on page 12 for more information.

Contributions to the Partnership . . . . . . 9 When contacting the Taxpayer Advocate,4. The foreign tax credit categories have
Dispositions of Contributed the ELP should provide the followingchanged. See the instructions for Schedule
Property . . . . . . . . . . . . . . . . . . . . . 9 information.K, Line 14d, and Line 14f, and Box 9 Codes

Recognition of Precontribution • The ELP’s name, address, and employer(Schedule K-1) for details.
Gain on Certain Partnership identification number.5. A transfer of partnership property to a
Distributions . . . . . . . . . . . . . . . . . . 9 • The name and telephone number of anpartner as part or all of a guaranteed

Unrealized Receivables and authorized contact person and the hours hepayment is a sale or exchange of property
or she can be reached.Inventory Items . . . . . . . . . . . . . . . . 9 and must be reported on Schedule D of • The type of tax return and year(s)Activities of Electing Large Form 1065-B.
involved.Partnerships (ELPs) . . . . . . . . . . . . 10 6. A partnership that is a policyholder • A detailed description of the problem.Special Reporting Requirements . . . 11 owning one or more employer-owned life • Previous attempts to solve the problemExtraterritorial Income Exclusion . . . 13 insurance contracts issued after August 17, and the office that had been contacted.Specific Instructions . . . . . . . . . . . . . . 13 2006, may be required to file new Form • A description of the hardship the ELP is

Part I. Taxable Income or Loss 8925, Report of Employer-Owned Life facing and verifying documentation (if
Insurance Contracts.From Passive Loss Limitation applicable).

Activities . . . . . . . . . . . . . . . . . . . . 13 7. The deduction for contributions of The ELP can contact a Taxpayer
Part II. Taxable Income or Loss certain food inventory has been extended Advocate in the following ways.

through December 31, 2007. See theFrom Other Activities . . . . . . . . . . . 18 • Call the Taxpayer Advocate’s toll-free
instructions for Part II, Line 9.Schedule A. Cost of Goods Sold . . . 19 number: 1-877-777-4778.

8. Changes have been made to the listSchedule B. Other Information . . . . . . 20 • Call, write, or fax the Taxpayer Advocate
of principal business activity codes, whichSchedule D. Capital Gains and office in its area (see Pub. 1546 for
begin on page 33.Losses . . . . . . . . . . . . . . . . . . . . . 21 addresses and phone numbers).
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• TTY/TDD help is available by calling partner would result in an income tax liability the regulations under section 7701, a
1-800-829-4059. for that partner different from that which corporation, trust, estate, or sole
• Visit the website at www.irs.gov/advocate. would result if the item was not taken into proprietorship.

account separately. Unlike a regular
Foreign Partnershippartnership, an ELP combines most items atHow To Get Forms and

the partnership level and passes through net A foreign partnership is a partnership that isPublications amounts to partners. These ELP rules not created or organized in the United
override the regular partnership tax rules to States or under the law of the United StatesInternet. You can access the IRS website
the extent they are inconsistent with the or of any state.24 hours a day, 7 days a week, at
regular partnership tax rules.www.irs.gov to: General Partner• Download forms, instructions, and Electing Large Partnership A general partner is a partner who ispublications;

personally liable for partnership debts.• Order IRS products online; (ELP) Status• Research your tax questions online;
A partnership chooses electing large General Partnership• Search publications online by topic or
partnership (ELP) status by filing Form A general partnership is composed only ofkeyword; and
1065-B instead of Form 1065. The election general partners.• Sign up to receive local and national tax
applies to the tax year for which it was madenews by email.
and all later tax years. This election cannot Limited Partner

You can also reach us using file transfer be revoked without IRS consent. A limited partner is a partner in a partnershipprotocol at ftp.irs.gov.
To make the election, the partnership formed under a state limited partnership law,

IRS Tax Products CD/DVD. You can order must have had 100 or more partners during whose personal liability for partnership debts
Pub. 1796, IRS Tax Products CD, and the preceding tax year. Thus, a partnership is limited to the amount of money or other
obtain the following. cannot make the election for its first tax property that the partner contributed or is• Current-year forms, instructions, and year. The number of partners is determined required to contribute to the partnership.
publications. by counting only persons directly holding Some members of other entities, such as• Prior-year forms, instructions, and partnership interests, including persons domestic or foreign business trusts or
publications. holding through nominees. Service partners limited liability companies that are classified• Bonus: Historical Tax Products DVD— are not counted as partners for this purpose. as partnerships, may be treated as limited
Ships with the final release. Service partners are those partners who partners for certain purposes. See, for• Tax Map: an electronic research tool and perform substantial services in connection example, Temporary Regulations section
finding aid. with the partnership’s activities or who have 1.469-5T(e)(3), which treats all members• Tax law frequently asked questions performed such services in the past. with limited liability as limited partners for
(FAQs). purposes of section 469(h)(2).Service partnerships are not eligible to• Tax topics from the IRS telephone

make the election if substantially all of theresponse system. Limited Partnershippartners are:• Fill-in, print, and save features for most A limited partnership is formed under a state• Individuals performing substantialtax forms. limited partnership law and composed of atservices in connection with the partnership’s• Internal Revenue Bulletins. least one general partner and one or moreactivities.• Toll-free and email technical support. limited partners.• Personal service corporations with the
The CD/DVD is released twice during the owner-employees performing the services.

year. The first release will ship the beginning Limited Liability Partnership• Retired partners who had performed the
of January, and the final release will ship the A limited liability partnership (LLP) is formedservices.
beginning of March. under a state limited liability partnership law.• Spouses of partners performing or who

Generally, a partner in an LLP is notBuy the CD/DVD from the National had performed the services.
personally liable for the debts of the LLP orTechnical Information Service (NTIS) at In addition, commodity partnerships are
any other partner, nor is a partner liable forwww.irs.gov/cdorders for $35 (no handling not eligible to make the election. Commodity
the acts or omissions of any other partner,fee), or call1-877-CDFORMS partnerships have as their principal activity
solely by reason of being a partner.(1-877-233-6767) toll free to buy the CD/ the buying and selling of commodities (other

DVD for $35 (plus a $5 handling fee). Price than inventory described in section Limited Liability Companyis subject to change. 1221(a)(1)) or options, futures, or forwards
A limited liability company (LLC) is an entityBy phone and in person. You can order relating to commodities.
formed under state law by filing articles offorms and publications by calling Once a partnership has made an election organization as an LLC. Unlike a1-800-TAX-FORM (1-800-829-3676). You by filing Form 1065-B, this treatment on the partnership, none of the members of an LLCcan also get most forms and publications at return will bind the partnership and all of its are personally liable for its debts. An LLCyour local IRS office. partners. The IRS, however, is not bound by may be classified for federal income tax

the treatment on the return. To the extent purposes as a partnership, a corporation, or
provided in future regulations, a partnership an entity disregarded as an entity separate
may cease to be treated as an electing largeGeneral Instructions from its owner by applying the rules in
partnership for a tax year in which the Regulations section 301.7701-3. See Form
number of its partners falls below 100. 8832, Entity Classification Election, for more

details.Purpose of Form DefinitionsForm 1065-B is an information return used Note. A domestic LLC with at least two
to report the income, gains, losses, members that does not file Form 8832 is

Partnershipdeductions, etc., from the operation of an classified as a partnership for federal
electing large partnership (as defined in income tax purposes.A partnership is the relationship between
section 775). An electing large partnership two or more persons who join to carry on a

Nonrecourse Loans(ELP) may be required to pay certain taxes, trade or business, with each person
such as recapture of the investment credit, contributing money, property, labor, or skill Nonrecourse loans are those liabilities of the
but generally it “passes through” any profits and each expecting to share in the profits partnership for which no partner bears the
or losses to its partners. Partners must and losses of the business whether or not a economic risk of loss.
include these ELP items on their income tax formal partnership agreement is made.
returns. The term “partnership” includes a limited Termination of the

A regular partnership is required to partnership, syndicate, group, pool, joint Partnershipseparately report to each partner the venture, or other unincorporated
partner’s distributive share of any item of organization, through or by which any An ELP terminates when all its operations
income, gain, loss, deduction, or credit that business, financial operation, or venture is are discontinued and no part of any
if separately taken into account by any carried on, that is not, within the meaning of business, financial operation, or venture is
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continued by any of its partners in a FedEx 2Day, FedEx International Priority, stamp, mechanical device, or computer
partnership. Unlike other partnerships, an and FedEx International First. software program.
ELP does not terminate on the sale or • United Parcel Service (UPS): UPS Next
exchange of 50% or more of the partnership Day Air, UPS Next Day Air Saver, UPS 2nd Paid Preparer Authorization
interests within a 12-month period. The Day Air, UPS 2nd Day Air A.M., UPS If the ELP wants to allow the paid preparer
ELP’s tax year ends on the date of Worldwide Express Plus, and UPS to discuss its 2007 Form 1065-B with the
termination which is the date the ELP winds Worldwide Express. IRS, check the “Yes” box in the signature
up its affairs. area of the return. The authorization appliesThe private delivery service can tell you

only to the individual whose signatureSpecial rules apply in the case of a how to get written proof of the mailing date.
appears in the “Paid Preparer’s Use Only”merger, consolidation, or division of a

Private delivery services cannot section of its return. It does not apply to thepartnership. See Regulations section
deliver items to P.O. boxes. You firm, if any, shown in the section.1.708-1 for details.
must use the U.S. Postal Service toCAUTION

!
If the “Yes” box is checked, the ELP ismail any item to an IRS P.O. box address.Electronic Filing authorizing the IRS to call the paid preparer

to answer any questions that may ariseBeginning with tax years ending on or after Extension
during the processing of its return. TheDecember 31, 2007, electing large If you need more time to file a partnership partnership is also authorizing the paidpartnerships are required to file return, file Form 7004 to request a 6-month preparer to:electronically. extension of time to file. File Form 7004 by • Give the IRS any information that isFor more details on electronic filing the regular due date of the partnership missing from its return,using the modernized e-file system, see: return. Form 7004 can be electronically filed. • Call the IRS for information about the• Publication 3112, IRS e-file Application
processing of its return, andand Participation; Period Covered • Respond to certain IRS notices that the• Publication 4163, Modernized e-File Form 1065-B is an information return for partnership has shared with the preparer(MeF) Information for Authorized IRS e-file calendar year 2007 and fiscal years about math errors and return preparation.Providers; beginning in 2007 and ending in 2008. If the The notices will not be sent to the preparer.• Form 8453-B, U.S. Electing Large return is for a fiscal year or a short tax year,

Partnership Declaration for an IRS e-file The partnership is not authorizing thefill in the tax year space at the top of the
Return; and paid preparer to receive any refund check,form.• Form 8879-B, IRS e-file Signature bind the partnership to anything or otherwise
Authorization for Form 1065-B. represent the partnership before the IRS. IfWhere To File the ELP wants to expand the paid preparer’sFor more information on filing If the partnership’s principal business, office, authorization, see Pub. 947, Practice Beforeelectronically, visit www.irs.gov/efile. or agency is located in the United States, the IRS and Power of Attorney.

then file the return at: Department of the
The authorization cannot be revoked.When To File Treasury, Internal Revenue Service Center,

However, the authorization will automaticallyOgden, UT 84201.Generally, a domestic partnership must file
end no later than the due date (excludingForm 1065-B by the 15th day of the 4th If the partnership’s principal business, extensions) for filing the 2008 return.month following the date its tax year ended office, or agency is located in a foreign

as shown at the top of Form 1065-B. For country or U.S. possession, then file the Interest and Penaltiespartnerships that keep their records and return at: Internal Revenue Service Center,
books of account outside the United States P.O. Box 409101, Ogden, UT 84409.
and Puerto Rico, an extension of time to file Interest
and pay is granted to the 15th day of the 6th Interest is charged on taxes not paid by theWho Must Signmonth following the close of the tax year. due date, even if an extension of time to file

Do not file Form 7004, Application for is granted. Interest is also charged from theGeneral Partner or LLC MemberAutomatic 6-Month Extension of Time To due date (including extensions) to the date
ManagerFile Certain Business, Income Tax, of payment on the failure to file penalty, the

Information, and Other Returns, if the accuracy-related penalty, the reportableForm 1065-B is not considered to be a
partnership is taking this 2-month extension transaction underpayment penalty, and thereturn unless it is signed. One general
of time to file and pay. Attach a statement to fraud penalty. The interest charged ispartner or LLC member manager must sign
the partnership’s tax return stating that the figured at a rate determined under sectionthe return. Where a return is made for a
partnership qualifies for the extension of 6621.partnership by a receiver, trustee or
time to file and pay. If the partnership is assignee, the fiduciary must sign the return,

Late Filing of Returnunable to file its return within the 2-month instead of the general partner or LLC
period, use Form 7004 to request an member manager. Returns and forms A penalty is assessed against the
additional 4-month extension. signed by a receiver or trustee in bankruptcy partnership if it is required to file a

on behalf of a partnership must be partnership return and it (a) fails to file theIf the due date falls on a Saturday,
accompanied by a copy of the order or return by the due date, including extensions,Sunday, or legal holiday, file by the next day
instructions of the court authorizing signing or (b) files a return that fails to show all thethat is not a Saturday, Sunday, or legal
of the return or form. information required, unless such failure isholiday.

due to reasonable cause. If the failure is due
Unlike regular partnerships, an Paid Preparer’s Information to reasonable cause, attach an explanation
electing large partnership is required to the partnership return.If a partner or an employee of the ELP
to furnish Schedules K-1 to itsCAUTION

!
completes Form 1065-B, the paid preparer’s If no tax is due, the penalty is $50 forpartners by the first March 15 following the space should remain blank. In addition, each month or part of a month (for aclose of the partnership’s tax year. anyone who prepares Form 1065-B but maximum of 5 months) the failure continues,
does not charge the partnership should not multiplied by the total number of personsPrivate Delivery Services complete this section. who were partners in the partnership duringThe partnership can use certain private

any part of the partnership’s tax year forGenerally, anyone who is paid to preparedelivery services designated by the IRS to
which the return is due.the partnership return must:meet the “timely mailing as timely filing/ • Sign the return, in the space provided forpaying” rule for Form 1065-B. These private If tax is due, the penalty is the amount

the preparer’s signature;delivery services include only the following. stated above plus 5% of the unpaid tax for• Fill in the other blanks in the Paid• DHL Express (DHL): DHL Same Day each month or part of a month the return is
Preparer’s Use Only area of the return; andService, DHL Next Day 10:30 am, DHL Next late, up to a maximum of 25% of the unpaid• Give the ELP a copy of the return inDay 12:00 pm, DHL Next Day 3:00 pm, and tax. If the return is more than 60 days late,
addition to the copy to be filed with the IRS.DHL 2nd Day Service. the minimum penalty is $100 or the balance

• Federal Express (FedEx): FedEx Priority Note. A paid preparer may sign original of the tax due on the return, whichever is
Overnight, FedEx Standard Overnight, returns or amended returns by rubber smaller.
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and eligible businesses of qualifying small The gain or loss taken into account isLate Payment of Tax
business taxpayers are excepted from using generally treated as ordinary gain or loss.

An ELP that does not pay the tax when due an accrual method and may account for For details, including exceptions, see
generally may have to pay a penalty of 1/2 of inventoriable items as materials and section 475, the related regulations, and
1% for each month or part of a month the supplies that are not incidental. For more Rev. Rul. 94-7, 1994-1 C.B. 151.
tax is not paid, up to a maximum of 25% of details, see Schedule A. Cost of Goods Traders in securities and commoditiesthe unpaid tax. The penalty will not be Sold, later. can elect to use the mark-to-marketimposed if the partnership can show that

accounting method. To make the election,Under the accrual method, an amount isfailure to pay on time was due to reasonable
the partnership must file a statementincludible in income when:cause.
describing the election, the first tax year the1. All the events have occurred that fix
election is to be effective, and, in the case ofFailure To Furnish Information the right to receive the income, which is the
an election for traders in securities orearliest of the date:Timely
commodities, the trade or business fora. Payment is earned through theFor each failure to furnish Schedule K-1 to a which the election is made. The statementrequired performance,partner when due and each failure to include must be filed by the due date (not includingb. Payment is due to the taxpayer, oron Schedule K-1 all the information required extensions) of the partnership return for thec. Payment is received by the taxpayerto be shown (or the inclusion of incorrect tax year immediately preceding the electionandinformation), a $50 penalty may be imposed year and attached to that return, or if2. The amount can be determined withwith respect to each Schedule K-1 for which applicable, to a request for an extension ofreasonable accuracy.a failure occurs. The maximum penalty is time to file that return. For more details, see

$100,000 for all such failures during a Rev. Proc. 99-17, 1999-1 I.R.B. 52, and See Regulations section 1.451-1(a) forcalendar year. If the requirement to report sections 475(e) and (f).details.correct information is intentionally
Change in accounting method.Generally, an accrual basis taxpayer candisregarded, each $50 penalty is increased
Generally, the ELP must get IRS consent todeduct accrued expenses in the tax year into $100 or, if greater, 10% of the aggregate
change its method of accounting used towhich:amount of items required to be reported,
report income (for income as a whole or for• All events that determine the liability haveand the $100,000 maximum does not apply.
any material item). To do so, it must fileoccurred,
Form 3115, Application for Change inTrust Fund Recovery Penalty • The amount of the liability can be figured
Accounting Method.with reasonable accuracy, andThis penalty may apply if certain excise,

Section 481(a) adjustment. The ELP• Economic performance takes place withincome, social security, and Medicare taxes
may have to make an adjustment to preventrespect to the expense.that must be collected or withheld are not
amounts of income or expenses from beingcollected or withheld, or these taxes are not For property and service liabilities, for
duplicated. This is called a section 481(a)paid. These taxes are generally reported on: example, economic performance occurs as
adjustment. The section 481(a) adjustment• Form 720, Quarterly Federal Excise Tax the property or service is provided. There
period is generally 1 year for a net negativeReturn; are special economic performance rules for
adjustment and 4 years for a net positive• Form 941, Employer’s QUARTERLY certain items, including recurring expenses.
adjustment. However, a partnership canFederal Tax Return; See section 461(h) and the related
elect to use a 1-year adjustment period for• Form 943, Employer’s Annual Federal regulations for the rules for determining
positive adjustments if the net sectionTax Return for Agricultural Employees; or when economic performance takes place.
481(a) adjustment for the accounting• Form 945, Annual Return of Withheld Nonaccrual-experience method. Accrual method change is less than $25,000. TheFederal Income Tax. method partnerships are not required to partnership must complete the appropriateThe trust fund recovery penalty may be accrue certain amounts to be received from lines of Form 3115 to make the election.imposed on all persons who are determined the performance of services that, on the

Include any net positive section 481(a)by the IRS to have been responsible for basis of their experience, will not be
adjustment on Form 1065-B, Part I, line 10.collecting, accounting for, and paying over collected, if:
If the net section 481(a) adjustment isthese taxes, and who acted willfully in not • The services are in the fields of health,
negative, report it on Form 1065-B, Part I,doing so. The penalty is equal to the unpaid law, engineering, architecture, accounting,
line 23.trust fund tax. See the instructions for Form actuarial science, performing arts, or

720; Pub. 15, (Circular E), Employer’s Tax consulting or Accounting PeriodsGuide; or Pub. 51, (Circular A), Agricultural • The partnership’s average annual gross
Employer’s Tax Guide, for more details, An ELP is generally required to have one ofreceipts for the 3 prior tax years does not
including the definition of a responsible the following tax years.exceed $5 million.
person. 1. The tax year of a majority of itsThis provision does not apply to any

partners (majority tax year).amount if interest is required to be paid onAccounting Methods 2. If there is no majority tax year, thenthe amount or if there is any penalty for
the tax year common to all of the ELP’sAn accounting method is a set of rules used failure to timely pay the amount. For
principal partners (partners with an interestto determine when and how income and information, see section 448(d)(5) and
of 5% or more in the partnership profits orexpenditures are reported. Figure ordinary Regulations section 1.448-2. For reporting
capital).income using the method of accounting requirements, see the instructions for line 1a

3. If there is neither a majority tax yearregularly used in keeping the ELP’s books on page 14.
nor a tax year common to all principaland records. In all cases, the method used Percentage of completion method.
partners, then the tax year that results in themust clearly reflect income. Generally, Long-term contracts (except for certain real
least aggregate deferral of income.permissible methods include: property construction contracts) must• Cash, Note. In determining the tax year of agenerally be accounted for using the• Accrual, or partnership under 1, 2, or 3 above, the taxpercentage of completion method described• Any other method authorized by the years of certain tax-exempt and foreignin section 460. See section 460 for general

Internal Revenue Code. partners are disregarded. See Regulationsrules on long-term contracts.
section 1.706-1(b) for more details.Generally, a partnership may not use the Mark-to-market accounting. Dealers in

cash method of accounting if (a) it has at 4. Some other tax year, if:securities must use the mark-to-market
least one corporate partner, average annual accounting method described in section a. The ELP can establish that there is a
gross receipts of more than $5 million, and it 475. Under this method, any security that is business purpose for the tax year;
is not a farming business or (b) it is a tax inventory to the dealer must be included in b. The ELP elects under section 444 to
shelter (as defined in section 448(d)(3)). inventory at its fair market value (FMV). Any have a tax year other than a required tax
See section 448 for details. security that is not inventory and that is held year by filing Form 8716, Election to Have a
Accrual method. If inventories are at the close of the tax year is treated as sold Tax Year Other Than a Required Tax Year.
required, an accrual method of accounting at its FMV on the last business day of the For a partnership to have this election in
must be used for sales and purchases of tax year, and any gain or loss must be taken effect, it must make the payments required
merchandise. However, qualifying taxpayers into account in determining gross income. by section 7519 and file Form 8752,
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Required Payment or Refund Under Section the partnership does round to whole dollars, Administrative Adjustment7519. it must round all amounts. To round, drop
amounts under 50 cents and increaseA section 444 election ends if a Requests
amounts from 50 to 99 cents to the nextpartnership changes its accounting period to

To correct an error on a Form 1065-Bits required tax year or some other permitted dollar (for example, $1.39 becomes $1 and
already filed, file Form 8082, Notice ofyear or it is penalized for willfully failing to $2.50 becomes $3).
Inconsistent Treatment or Administrativecomply with the requirements of section
Adjustment Request (AAR). Generally, an7519. If the termination results in a short tax If two or more amounts must be added to adjustment to a partnership item requestedyear, type or legibly print at the top of the figure the amount to enter on a line, include on Form 8082 will flow through to thefirst page of Form 1065-B for the short tax

cents when adding the amounts and round partners and be taken into account inyear, “SECTION 444 ELECTION
off only the total.TERMINATED”; or determining the amount of the same item for

c. The partnership elects to use a 52-53 the partnership tax year in which the IRS
week tax year that ends with reference to allows the adjustment. If the income,
either its required tax year or a tax year deductions, credits, or other informationRecordkeeping
elected under section 444 (see Pub. 538 for provided to any partner on Schedule K-1 are

The ELP must keep its records as long asmore information). incorrect under section 704 in the partner’s
they may be needed for the administration distributive share of any partnership itemChange of tax year. To change its tax of any provision of the Internal Revenue shown on Form 1065-B, file an amendedyear or to adopt or retain a tax year other Code. The partnership usually must keep Schedule K-1 (Form 1065-B) for that partnerthan its required tax year, the partnership records that support an item of income, with the Form 8082. Also give a copy of themust file Form 1128, Application To Adopt, deduction, or credit on the partnership return amended Schedule K-1 to that partner. SeeChange, or Retain a Tax Year, unless the for 3 years from the date the return is due or the Form 8082 instructions for details onpartnership is making an election under
is filed, whichever is later. It also must keep how to file the amended Form 1065-B.section 444.
records that verify its basis in property for asNote. The tax year of a common trust fund long as they are needed to figure the basis A change to the partnership’s federalmust be the calendar year. of the original or replacement property. return may affect its state return. This

includes changes made as a result of anRounding Off to Whole examination of the partnership return by theThe ELP should also keep copies of all
IRS. For more information, contact the stateDollars returns it has filed. They help in preparing
tax agency for the state in which thefuture returns and in making computationsThe partnership can round off cents to
partnership return is filed.when filing an amended return.whole dollars on its return and schedules. If

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

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

720—Quarterly Federal Excise Tax Return Report and pay environmental taxes, communications and air transportation taxes, fuel
taxes, manufacturers taxes, ship passenger tax, and certain other excise taxes. Also, see
Trust Fund Recovery Penalty on page 4.

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

941—Employer’s QUARTERLY Federal Tax Return Report quarterly income tax withheld on wages and employer and employee social security
and Medicare taxes. Also, see Trust Fund Recovery Penalty on page 4.

943—Employer’s Annual Federal Tax Return for Agricultural Report income tax withheld and employer and employee social security and Medicare taxes
Employees on farmworkers. Also, see Trust Fund Recovery Penalty on page 4.

945—Annual Return of Withheld Federal Income Tax Report income tax withheld from nonpayroll payments, including pensions, annuities,
individual retirement accounts (IRAs), gambling winnings, and backup withholding. Also, see
Trust Fund Recovery Penalty on page 4.

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

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

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

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

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

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

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

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

5471—Information Return of U.S. Persons With Respect To Report information with respect to certain foreign corporations. A domestic partnership may
Certain Foreign Corporations have to file Form 5471 if it:

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

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

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

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

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

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

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

receivables or inventory items.

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

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

completion-capitalized cost method or the percentage of completion method.

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

 Exception. Publicly traded partnerships that do not elect to pay tax based on effectively
connected taxable income do not file these forms. They must instead withhold tax on
distributions to foreign partners and report and send payments using Forms 1042 and
1042-S. See Regulations section 1.1446-4 and 7 for more information.

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

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

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

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

3. Had an acquisition, disposition, or change in proportional interest of a foreign
partnership that:
        a. Increased its direct interest to at least 10% or reduced its direct interest of at least
10% to less than 10% or
        b. Changed its direct interest by at least a 10% interest.

4. Contributed property to a foreign partnership in exchange for a partnership interest if:
        a. Immediately after the contribution, the partnership directly or indirectly owned at least
a 10% interest in the foreign partnership; or
        b. The FMV of the property the partnership contributed to the foreign partnership in
exchange for a partnership interest exceeds $100,000, when added to other contributions of
property made to the foreign partnership (by the partnership or a related person) during the
preceding 12-month period.

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

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

forecast method.

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

8886—Reportable Transaction Disclosure Statement Disclose information for each reportable transaction in which the partnership participated.
Form 8886 must be filed for each tax year the partnership participated in the reportable
transaction. The partnership may have to pay a penalty if it is required to file Form 8886 and
does not do so. The following are reportable transactions.
• Any listed transaction, which is a transaction that is the same as or substantially similar to
tax avoidance transactions identified by the IRS.
• Any transaction offered under conditions of confidentiality for which the partnership paid
an advisor a fee of at least $50,000 ($250,000 for partnerships if all partners are
corporations).
• Certain transactions for which the partnership has contractual protection against
disallowance of the tax benefits.
• Certain transactions resulting in a loss of at least $2 million in any single tax year or $4
million in any combination of tax years (if all partners are corporations, see Regulations
section 1.6011-4(b)(5)(i)(B)).
• Certain transactions resulting in a tax credit of more than $250,000, if the partnership held
the asset generating the credit for 45 days or less.
• Any transaction identified by the IRS in published guidance as a “transaction of interest” (a
transaction that the IRS believes has a potential for tax avoidance or evasion, but has not
yet been identified as a listed transaction).

See Regulations section 1.6011-4 and the instructions for line 15 of Schedule K for more
information.

8918—Material Advisor Disclosure Statement Material advisors to any reportable transaction must disclose certain information about the
reportable transaction by filing Form 8918 with the IRS. Form 8918 replaces Form 8264,
which was previously used by material advisors for disclosure.

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

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

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

Complete every applicable entry space printed forms. Also be sure to put theAssembling the Return partnership’s name and EIN on eachon Form 1065-B and Schedule K-1. Do not
supporting statement or attachment.When submitting Form 1065-B, organize the enter “See attached” instead of completing

pages of the return in the following order. the entry spaces. Penalties may be
• Pages 1-5, assessed if the partnership files an Overview
• Schedule F (Form 1040) (if required), incomplete return. If you need more space The taxable income of an ELP is computed
• Form 8825 (if required), on the forms or schedules, attach separate in the same manner as that of an individual,

sheets and place them at the end of the• Any other schedules in alphabetical order, except that the items described below are
and return using the same size and format as on separately stated and certain modifications
• Any other forms in numerical order. the printed forms. Show the totals on the are made. These modifications include not
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allowing the deduction for personal have materially or actively participated in timely filed return (including any extension)
exemptions, the net operating loss some or all of these passive loss limitation for the tax year during which the distribution
deduction, and certain itemized deductions. activities. Each general partner must or transfer occurs. The statement must
Other itemized deductions are modified. determine if any partnership items from include:

these activities are subject to the passive • The name and address of theThe netting of capital gains and losses activity limitations. To allow each general partnership,occurs at the partnership level. Such net partner to correctly apply the passive activity • A declaration that the partnershipcapital gain (loss) is treated as long-term limitations, the partnership must report elects under section 754 to apply thecapital gain (loss). Any excess of net income or loss and credits separately for provisions of section 734(b) and sectionshort-term capital gain over net long-term each trade or business activity, rental real 743(b), andcapital loss is consolidated with the estate activity, rental activity other than • The signature of a partner authorizedpartnership’s other taxable income and is rental real estate, and other activities (for to sign the partnership return.not separately reported. example, portfolio income). See the The partnership can get an automaticdiscussion on Passive Loss LimitationGeneral credits are separately reported 12-month extension to make the section 754Activities, later.to partners as a single item. They are taken election provided corrective action is taken
into account by partners as a current year within 12 months of the original deadline forThe character of any item separatelygeneral business credit. General credits are making the election. For details, seestated to the partners is based on itsthose credits that are not separately Regulations section 301.9100-2.character to the partnership. The items arereported. The refundable credit for federal

treated as incurred by the partnership, See section 754 and the relatedtax paid on fuels and the refund or credit for
similar to the character rule for other regulations for more information. If there is atax paid on undistributed capital gains of a
partnerships under section 702(b). distribution of property consisting of anregulated investment company (RIC) or a

interest in another partnership, see sectionreal estate investment trust (REIT) are taken
734(b).Limitationsby the partnership and thus are not

separately reported to partners. The Most limitations and other provisions
The partnership is required to attach apartnership also recaptures the investment affecting taxable income or credit are

statement for any section 743(b) basiscredit and low-income housing credit. applied at the partnership level except for:
adjustments.• Section 68—Overall itemized deduction

limitation,Separately Stated Items
• Sections 49 and 465—At-risk limitations, Effect of Section 743(b)Partners must take into account separately and(under section 772(a)) their distributive Basis Adjustment on• Section 469—Passive loss limitations.shares of the following items (whether or not

they are actually distributed). Miscellaneous itemized deductions. The Partnership Items
• Taxable income (loss) from passive loss limitation on miscellaneous itemized If the basis of partnership property has been
limitation activities. deductions is applied at the partnership adjusted for a transferee partner under• Taxable income (loss) from other level. However, instead of the 2% floor, 70% section 743(b), the partnership must adjust
activities (for example, portfolio income of the partnership’s total miscellaneous the transferee’s distributive share of the
(loss)). itemized deductions are disallowed. items of partnership income, deduction,• Net capital gain (loss) allocable to passive gain, or loss in accordance with RegulationsCharitable contributions. Anotherloss limitation activities. section 1.743-1(j)(3) and (4). Theselimitation that is applied at the partnership• Net capital gain (loss) allocable to other adjustments must be reported on Schedulelevel is the deduction for charitableactivities. K and the transferee partner’s Schedulecontributions. The deduction is limited to• 28% rate gain (loss) allocable to passive K-1. Report the adjustments on an attached10% of the partnership’s taxable incomeloss limitation activities. statement to Schedule K-1 using the codes(before the charitable contribution• 28% rate gain (loss) allocable to other for Other Income or Other Deductions.deduction).activities. Identify the partnership item being adjusted• Qualified dividends. and the amount of the adjustment. If theElections Made by the• Tax-exempt interest income. adjustments are to partnership items from• Extraterritorial income exclusion and more than one trade or business, report thePartnershipforeign trading gross receipts. adjustments separately for each activity.All elections, other than the exceptions listed• Net alternative minimum tax (AMT) Section 743(b) adjustments do not affect theunder Elections Made by Each Partner,adjustment separately computed for passive transferee’s capital account.affecting the computation of taxable incomeloss limitation activities.

or any credit are made by the partnership.• Net AMT adjustment separately computed
For example, it chooses the accountingfor other activities. Elections Made by Each
method and depreciation methods it will use.• General credits. PartnerThe partnership also makes elections under• Low-income housing credit.
the following sections.• Rehabilitation credit from rental real Elections under the following sections are

estate activities. 1. Section 179 (election to expense made by each partner separately on the
• Creditable foreign taxes and foreign certain property). partner’s tax return.
source items. 2. Section 1033 (involuntary 1. Section 108 (income from discharge• Other items of income, gain, loss, conversions). of indebtedness). If an electing large
deduction, or credit, to the extent the IRS 3. Section 754 (manner of electing partnership has income from the discharge
determines separate treatment is optional adjustment to basis of partnership of any indebtedness, this is reported
appropriate. Examples of such items include property). separately to each partner.
the domestic production activity deduction There are no changes to the optional 2. Section 901 (foreign tax credit).
and gains on sales of qualified small basis adjustment provisions as a result of
business stock (information required for a the ELP rules. Under section 754, a
section 1202 exclusion or section 1045 partnership can elect to adjust the basis of Partner’s Dealings Withrollover). partnership property when property is

distributed or when a partnership interest is PartnershipNote.  For electing large partnerships, the
transferred. Once an election is made underterm passive loss limitation activities If a partner engages in a transaction with his
section 754, it applies both to allincludes trade or business, rental real or her partnership, other than in his or her
distributions and to all transfers made duringestate, and other rental activities. capacity as a partner, the partner is treated
the tax year and in all subsequent tax yearsPartnership items from passive loss as not being a member of the partnership for
unless the election is revoked. Seelimitation activities allocated to limited that transaction. Special rules apply to sales
Regulations section 1.754-1(c).partners are treated as being from passive or exchanges of property between

activities and subject to the passive activity This election must be made in a partnerships and certain persons, as
limitations. However, general partners may statement that is filed with the partnership’s explained in Pub. 541, Partnerships.
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partner all the property that had been distributive share of items from each activityContributions to the contributed to the partnership by the is accounted for separately under the
distributee partner within 7 years of the passive activity rules of section 469. Thus,Partnership
distribution and that was held by the for example, passive loss limitation activityGenerally, no gain or (loss) is recognized to partnership just before the distribution. income or loss is not treated as passivethe partnership or any of the partners when income with respect to the generalAppropriate basis adjustments are to beproperty is contributed to the partnership in partnership interest of a partner whomade to the adjusted basis of the distributeeexchange for an interest in the partnership. materially participates in the partnership’spartner’s interest in the partnership and theThis rule does not apply to any gain realized trade or business activities. For generalpartnership’s basis in the contributedon a transfer of property to a partnership partners, the partnership does have toproperty to reflect the gain recognized bythat would be treated as an investment report items for each activity separately.the partner.company (within the meaning of section

For more details and exceptions, see351) if the partnership were incorporated. If, Trade or Business Activities
Pub. 541.as a result of a transfer of property to a A trade or business activity is an activitypartnership, there is a direct or indirect (other than a rental activity or an activitytransfer of money or other property to the Unrealized Receivables treated as incidental to an activity of holdingtransferring partner, the partner may have to property for investment) that:and Inventory Itemsrecognize gain on the exchange. • Involves the conduct of a trade or
Generally, if a partner sells or exchanges aThe basis to the ELP of property business (within the meaning of section
partnership interest and unrealizedcontributed by a partner is the adjusted 162),
receivables or inventory items are involved,basis in the hands of the partner at the time • Is conducted in anticipation of starting a
the transferor partner must notify theit was contributed, plus any gain recognized trade or business, or
partnership, in writing, within 30 days of the(under section 721(b)) by the partner at that • Involves research or experimental
exchange. The partnership must then filetime. See section 723 for more information. expenditures deductible under section 174
Form 8308, Report of a Sale or Exchange of (or that would be if you chose to deduct
Certain Partnership Interests. rather than capitalize them).Dispositions of

If a partnership distributes unrealized
Rental Activitiesreceivables or substantially appreciatedContributed Property

inventory items in exchange for all or part of Generally, except as noted below, if theGenerally, if the partnership disposes of
a partner’s interest in other partnership gross income from an activity consists ofproperty contributed to the partnership by a
property (including money), treat the amounts paid principally for the use of realpartner, income, gain, loss, and deductions
transaction as a sale or exchange between or personal tangible property held by thefrom that property must be allocated among
the partner and the partnership. Treat the partnership, the activity is a rental activity.the partners to take into account the
partnership gain or (loss) as ordinarydifference between the property’s basis and There are several exceptions to thisincome or (loss). The income or (loss) isits FMV at the time of the contribution. general rule. Under these exceptions, anspecially allocated only to partners otherHowever, if the adjusted basis of the activity involving the use of real or personalthan the distributee partner.contributed property exceeds its FMV at the tangible property is not a rental activity if any

time of the contribution, the built-in loss can If a partnership gives other property of the following apply.
only be taken into account by the (including money) for all or part of that • The average period of customer use
contributing partner. For all other partners, partner’s interest in the partnership’s (defined below) for such property is 7 days
the basis of the property in the hands of the unrealized receivables or substantially or less.
partnership is treated as equal to its FMV at appreciated inventory items, treat the • The average period of customer use for
the time of the contribution (see section transaction as a sale or exchange of the such property is 30 days or less and
704(c)(1)(C)). property. significant personal services (defined below)

See Rev. Rul. 84-102, 1984-2 C.B. 119, are provided by or on behalf of theFor property contributed to the ELP, the
for information on the tax consequences that partnership in making the property availablecontributing partner must recognize gain or
result when a new partner joins a for customer use.loss on a distribution of the property to
partnership that has liabilities and unrealized • Extraordinary personal services (definedanother partner within 7 years of its being
receivables. Also see Pub. 541 for more below) are provided by or on behalf of thecontributed. The gain or loss is equal to the
information on unrealized receivables and partnership.amount that the contributing partner should
inventory items. • The rental of such property is treated ashave recognized if the property had been

incidental to a nonrental activity of thesold for its FMV when distributed, because
partnership under Temporary Regulationsof the difference between the property’s Activities of Electing Large
section 1.469-1T(e)(3)(vi).basis and its FMV at the time of contribution. Partnerships (ELPs) • The partnership customarily makes theSee section 704(c) for details and other

The activities of an ELP are reported as property available during defined businessrules on dispositions of contributed property.
either: hours for nonexclusive use by variousSee section 724 for the character of any • Passive loss limitation activities, including customers.gain or (loss) recognized on the disposition
trade or business, real estate rental, and • The partnership provides property for useof unrealized receivables, inventory items,
other rental activities or in a nonrental activity of a partnership oror capital loss property contributed to the • Other activities, including portfolio or joint venture in its capacity as an owner ofpartnership by a partner.
investment activities. an interest in such partnership or joint

venture. Whether the partnership providesRecognition of Passive Loss Limitation property used in an activity of another
partnership or of a joint venture in theActivitiesPrecontribution Gain on
partnership’s capacity as an owner of anThe term passive loss limitation activityCertain Partnership interest in the partnership or joint venture ismeans any activity involving the conduct of
determined on the basis of all the facts anda trade or business (including any activityDistributions circumstances.treated as a trade or business under sectionA partner who contributes appreciated 469(c)(5) or (6)), or any rental activity. In addition, a guaranteed paymentproperty to the partnership must include in
described in section 707(c) is not incomeA limited partner’s share of an ELP’sincome any precontribution gain to the
from a rental activity under anytaxable income or loss from these activitiesextent the FMV of other property (other than
circumstances.is treated as income or loss from themoney) distributed to the partner by the

conduct of a single passive trade orpartnership exceeds the adjusted basis of Average period of customer use. Figure
business activity. Thus, an ELP does nothis or her partnership interest just before the the average period of customer use for a
have to report items from multiple activitiesdistribution. Precontribution gain is the net class of property by dividing the total
separately to limited partners.gain, if any, that would have been number of days in all rental periods by the

recognized under section 704(c)(1)(B) if the However, if a partner holds an interest in number of rentals during the tax year. If the
partnership had distributed to another an ELP other than as a limited partner, the activity involves renting more than one class
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of property, multiply the average period of • The rental property was mainly used in property held for investment, that is, portfolio
customer use of each class by the ratio of the trade or business activity during the tax income. Generally, portfolio income includes
the gross rental income from that class to year or during at least 2 of the 5 preceding all gross income, other than income derived
the activity’s total gross rental income. The tax years. in the ordinary course of a trade or
activity’s average period of customer use • The gross rental income from the property business, that is attributable to interest;
equals the sum of these class-by-class for the tax year is less than 2% of the dividends; royalties; income from a real
average periods weighted by gross income. smaller of the property’s unadjusted basis or estate investment trust, a regulated
See Regulations section 1.469-1(e)(3)(iii). its FMV. investment company, a real estate mortgage

investment conduit, a common trust fund, aThe sale or exchange of property that isSignificant personal services. Personal
controlled foreign corporation, a qualifiedboth rented and sold or exchanged duringservices include only services performed by
electing fund, or a cooperative; income fromthe tax year (where the gain or loss isindividuals. To determine if personal
the disposition of property that producesrecognized) is treated as incidental to theservices are significant personal services,
income of a type defined as portfolioactivity of dealing in property if, at the timeconsider all the relevant facts and
income; and income from the disposition ofof the sale or exchange, the property wascircumstances. Relevant facts and
property held for investment. Portfolioheld primarily for sale to customers in thecircumstances include:
income is reported separately and isordinary course of the partnership’s trade or• How often the services are provided,
reduced by portfolio deductions, allocablebusiness.• The type and amount of labor required to
investment interest expense, andperform the services, and See Temporary Regulations section nonbusiness deductions. See Self-Charged• The value of the services in relation to the 1.469-1T(e)(3) and Regulations section Interest earlier for an exception.amount charged for use of the property. 1.469-1(e)(3) for more information on the

definition of rental activities for purposes ofThe following services are not
the passive activity limitations. Special Reportingconsidered in determining whether personal

In reporting the partnership’s income orservices are significant. Requirementslosses and credits from rental activities, the• Services necessary to permit the lawful
partnership must separately report rentaluse of the rental property. General Partnersreal estate activities and rental activities• Services performed in connection with
other than rental real estate activities.improvements or repairs to the rental

Passive Activity Reportingproperty that extend the useful life of the Partners who actively participate in a
Requirementsproperty substantially beyond the average rental real estate activity may be able to

rental period. deduct part or all of their rental real estate To allow general partners to correctly apply• Services provided in connection with the losses (and the deduction equivalent of the passive activity loss and credit rules, any
use of any improved real property that are rental real estate credits) against income (or partnership that carries on more than one
similar to those commonly provided in tax) from nonpassive activities. The activity must do the following.
connection with long-term rentals of combined amount of rental real estate 1. Provide an attachment for eachhigh-grade commercial or residential losses and the deduction equivalent of activity conducted through the partnershipproperty. Examples include cleaning and rental real estate credits from all sources that identifies the type of activity conductedmaintenance of common areas, routine (including rental real estate activities not (trade or business, rental real estate, rentalrepairs, trash collection, elevator service, held through the partnership) that can be activity other than rental real estate, orand security at entrances. claimed is limited to $25,000. This $25,000 investment). See Grouping Activities

amount is generally reduced for high-incomeExtraordinary personal services. discussed later.
partners.Services provided in connection with making 2. On the attachment for each activity,

rental property available for customer use provide a schedule detailing the net incomeSelf-Charged Interest
are extraordinary personal services only if or (loss), credits, and all items required to beCertain self-charged interest income andthe services are performed by individuals separately stated under section 772(a) fromexpense may be treated as passive activityand the customers’ use of the rental each trade or business activity, from eachgross income and passive activityproperty is incidental to their receipt of the rental real estate activity, from each rentaldeductions if the loan proceeds are used inservices. activity other than a rental real estatea passive activity. Generally, self-charged

activity, and from investments.For example, a patient’s use of a hospital interest income and deductions result from
room generally is incidental to the care 3. Identify the net income or (loss) andloans between the partnership and its
received from the hospital’s medical staff. credits from each oil or gas well drilled orpartners. It also includes loans between the
Similarly, a student’s use of a dormitory operated under a working interest that anypartnership and another partnership if each
room in a boarding school is incidental to partner (other than a partner whose onlyowner in the borrowing entity has the same
the personal services provided by the interest in the partnership during the year isproportional ownership interest in the
school’s teaching staff. as a limited partner) holds through thelending entity. The partnership can elect not

partnership. Further, if any partner had anto apply these rules to self-charged interestRental activity incidental to a nonrental
interest as a general partner in theincome.activity. An activity is not a rental activity if
partnership during less than the entire year,The self-charged interest rules do notthe rental of the property is incidental to a
the partnership must identify both theapply to a partner’s interest in a partnershipnonrental activity, such as the activity of
disqualified deductions from each well thatif the partnership makes an election underholding property for investment, a trade or
the partner must treat as passive activityRegulations section 1.469-7(g) to avoid thebusiness activity, or the activity of dealing in
deductions, and the ratable portion of theapplication of these rules. To make theproperty.
gross income from each well that the partnerelection, the partnership must attach to its

Rental of property is incidental to an must treat as passive activity gross income.original or amended Form 1065-B, a
activity of holding property for investment if 4. Identify the net income or (loss) andstatement that includes the name, address,
both of the following apply. the partner’s share of partnership interestand EIN of the partnership and a declaration• The main purpose for holding the property expense from each activity of renting athat the election is being made under
is to realize a gain from the appreciation of dwelling unit that any partner uses forRegulations section 1.469-7(g). The election
the property. personal purposes during the year for morewill apply to the tax year in which it was• The gross rental income from such than the greater of 14 days or 10% of themade and all subsequent tax years. Once
property for the tax year is less than 2% of number of days that the residence is rentedmade, the election may only be revoked with
the smaller of the property’s unadjusted at fair rental value.the consent of the IRS. For more details on
basis or its FMV. the self-charged interest rules, see 5. Identify the net income or (loss) and

Regulations section 1.469-7. the partner’s share of partnership interestRental of property is incidental to a trade
expense from each activity of tradingor business activity if all of the following

Other Activities personal property conducted through theapply.
partnership. For this purpose, personal• The partnership owns an interest in the The term “other activities” means activities
property means property that is activelytrade or business at all times during the other than passive loss limitation activities.
traded such as stocks, bonds, and otheryear. This is income or expenses connected with
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securities. See Temporary Regulations disposition, and the gain represented more • Similarities and differences in types of
section 1.469-1T(e)(6). than 10% of the partner’s total gain from the trades or businesses,

disposition). • The extent of common control,6. For any gain or (loss) from the
• The extent of common ownership,14. Identify the following items fromdisposition of an interest in an activity or of
• Geographical location, andactivities that may be subject to thean interest in property used in an activity
• Reliance between or among the activities.recharacterization rules under Temporary(including dispositions before 1987 from

Regulations section 1.469-2T(f) andwhich gain is being recognized after 1986):
Example. The ELP has a significantRegulations section 1.469-2(f).a. Identify the activity in which the ownership interest in a bakery and a movie

a. Net income from an activity of rentingproperty was used at the time of disposition. theater in Baltimore and a bakery and a
substantially nondepreciable property.b. If the property was used in more than movie theater in Philadelphia. Depending on

b. The smaller of equity-financedone activity during the 12 months preceding the relevant facts and circumstances, there
interest income or net passive income fromthe disposition, identify the activities in may be more than one reasonable method
an equity-financed lending activity.which the property was used and the for grouping the ELP’s activities. For

c. Net rental activity income fromadjusted basis allocated to each activity. instance, the following groupings may or
property developed (by the partner or thec. For gains only, if the property was may not be permissible.
partnership), rented, and sold within 12substantially appreciated at the time of the • A single activity.
months after the rental of the propertydisposition and the applicable holding period • A movie theater activity and a bakery
commenced.specified in Regulations section activity.

d. Net rental activity income from the1.469-2(c)(2)(iii)(A) was not satisfied, • A Baltimore activity and a Philadelphia
rental of property by the partnership to aidentify the amount of the nonpassive gain activity.
trade or business activity in which theand indicate whether the gain is investment • Four separate activities.
partner had an interest (either directly orincome under the provisions of Regulations
indirectly). Once the ELP chooses a grouping undersection 1.469-2(c)(2)(iii)(F).

e. Net royalty income from intangible these rules, it must continue using that7. Specify the amount of gross portfolio
property if the partner acquired the partner’s grouping in later tax years unless a materialincome, the interest expense properly
interest in the partnership after the change in the facts and circumstancesallocable to portfolio income, and expenses
partnership created the intangible property makes it clearly inappropriate. The IRS mayother than interest expense that are clearly
or performed substantial services, or regroup the ELP’s activities if theand directly allocable to portfolio income.
incurred substantial costs in developing or partnership’s grouping fails to reflect one or8. Identify separately any of the
marketing the intangible property. more appropriate economic units and one offollowing types of payments to partners.

15. Identify separately the credits from the primary purposes of the grouping is toa. Payments to a partner for services
each activity conducted by or through the avoid the passive activity limitations.other than in the partner’s capacity as a
partnership.partner under section 707(a). Limitation on grouping certain activities.16. Identify the partner’s distributiveb. Guaranteed payments to a partner for The following activities may not be groupedshare of the partnership’s self-chargedservices under section 707(c). together.interest income or expense (seec. Guaranteed payments for use of 1. A rental activity with a trade orSelf-Charged Interest discussed previously).capital. business activity unless the activities beinga. Loans between a partner and thed. If section 736(a)(2) payments are grouped together make up an appropriatepartnership. Identify the lending ormade for unrealized receivables or for economic unit andborrowing partner’s share of thegoodwill, the amount of the payments and

a. The rental activity is insubstantialself-charged interest income or expense. Ifthe activities to which the payments are
relative to the trade or business activity orthe partner made the loan to the ELP, alsoattributable.
vice versa oridentify the activity in which the loane. If section 736(b) payments are made,

b. Each owner of the trade or businessproceeds were used. If the proceeds werethe amount of the payments and the
activity has the same proportionateused in more than one activity, allocate theactivities to which the payments are
ownership interest in the rental activity. If so,interest to each activity based on theattributable.
the portion of the rental activity involving theamount of the proceeds used in each9. Identify the ratable portion of any
rental of property to be used in the trade oractivity.section 481 adjustment (whether a net
business activity may be grouped with theb. Loans between the partnership andpositive or a net negative adjustment)
trade or business activity.another partnership or an S corporation.allocable to each partnership activity.

2. An activity involving the rental of realIf the partnership’s partners have the same10. Identify the amount of gross income
property with an activity involving the rentalproportional ownership interest in thefrom each oil or gas property of the
of personal property (except personalpartnership and the other partnership or Spartnership.
property provided in connection with the realcorporation, identify each partner’s share of11. Identify any gross income from property or vice versa).the interest income or expense from thesources that are specifically excluded from 3. Any activity with another activity in aloan. If the ELP was the borrower, alsopassive activity gross income, including the different type of business and in which theidentify the activity in which the loanfollowing. ELP holds an interest as a limited partner orproceeds were used. If the loan proceeds

a. Income from intangible property if the as a limited entrepreneur (as defined inwere used in more than one activity, allocate
partner is an individual and the partner’s section 464(e)(2)) if that other activitythe interest to each activity based on the
personal efforts significantly contributed to engages in holding, producing, oramount of the proceeds used in each
the creation of the property. distributing motion picture films oractivity.

b. Income from state, local, or foreign videotapes; farming; leasing section 1245
For more information on passive activities,income tax refunds. property; or exploring for or exploiting oil
see Pub. 925, Passive Activity and At-Riskc. Income from a covenant not to and gas resources or geothermal deposits.
Rules.compete (in the case of a partner who is an

individual and who contributed the covenant Activities conducted through otherGrouping Activitiesto the partnership). partnerships. Once a partnership
12. Identify any deductions that are not Generally, one or more trade or business determines its activities under these rules,

passive activity deductions. activities or rental activities may be treated the partnership as a partner can use these
13. If the partnership makes a full or as a single activity if the activities make up rules to group those activities with:

partial disposition of its interest in another an appropriate economic unit for the • Each other,
entity, identify the gain (loss) allocable to measurement of gain or loss under the • Activities conducted directly by the
each activity conducted through the entity, passive activity rules. Whether activities partnership, or
and the gain allocable to a passive activity make up an appropriate economic unit • Activities conducted through other
that would have been recharacterized as depends on all the relevant facts and partnerships.
nonpassive gain had the partnership circumstances. The factors given the
disposed of its interest in property used in greatest weight in determining whether A partner cannot treat as separate
the activity (because the property was activities make up an appropriate economic activities those activities grouped together
substantially appreciated at the time of the unit are: by a partnership.
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simplified rules do apply to a disqualified following separately-stated items to theTax-Exempt Partners
person’s share of items not related to oil and partners.

A tax-exempt partner is subject to tax on its gas activities. • Foreign trading gross receipts
distributive share of partnership income to (Code O1). Using Code O1, enter in box 9Other reporting requirements. Unlikethe extent that the partnership activity is an of Schedule K-1 the partner’s distributiveother partnerships, the election to deductunrelated business for the partner. share of foreign trading gross receipts fromintangible drilling and development costsTherefore, partnership items must be the partnership’s Form 8873, line 15.(IDCs) is made at the partnership level, andseparately reported to tax-exempt partners • Extraterritorial income exclusionthe partnership can pass-through a fullto allow them to compute income from an (Code O2). Using Code O2, enter in box 9deduction of IDCs to its partners who areunrelated business. of Schedule K-1 the partner’s distributivenot disqualified persons. Also, an ELP (and share of the extraterritorial income exclusionPublicly Traded Partnerships not the partners) makes the section 59(e) from the partnership’s Form 8873. Forelection to capitalize and amortize certain(PTPs) general partners only, identify the activity tospecific IDCs for its partners who are notFor ELPs, the requirement that the passive which the exclusion relates. If thedisqualified persons. However, partners wholoss rules be separately applied to each partnership is required to complete moreare disqualified persons are permitted toPTP continues to apply. than one Form 8873, combine themake their own separate section 59(e) exclusions from line 54 and report a singleelection.Partnerships Holding Residual exclusion amount in box 9.

A single AMT adjustment (under eitherInterests in Real Estate
Note. Upon request of a partner, the ELPcorporate or noncorporate rules) is madeMortgage Investment Conduits should furnish a copy of the partnership’sand reported to partners who are not(REMICs) Form 8873 if that partner has a reduction fordisqualified persons. This separately
international boycott operations, illegalFor purposes of the excise tax on reported item is affected by the limitation on
bribes, kickbacks, etc.partnerships holding residual interests in the repeal of the tax preference for excess

REMICs, all interests in an electing large IDCs. For purposes of computing this
partnership are treated as held by limitation, the partnership is treated as the
disqualified organizations. Therefore, an taxpayer. Thus, the limitation on repeal of Specific InstructionsELP holding a residual interest in a REMIC the IDC preference is applied at the
is subject to an annual tax equal to 35% of partnership level and is based on the
the excess inclusions. The amount that is cumulative reduction in the partnership’s

These instructions follow the line numberssubject to tax is excluded from partnership alternative minimum taxable income
on Form 1065-B. The accompanyingincome. To report and pay this tax, file Form resulting from repeal of that preference.
schedules are discussed separately.8831, Excise Taxes on Excess Inclusions of Finally, in making partnership-level Specific instructions for most of the lines areREMIC Residual Interests. computations, any item of income, gain, provided on the following pages. Lines that

loss, deduction, or credit attributable to aPartnerships Holding Oil and are not discussed in the instructions are
disqualified person is disregarded. For self-explanatory.Gas Properties example, in computing the partnership’s net

Fill in all applicable lines and schedules.Partnerships holding oil and gas properties income from oil and gas for purposes of
generally follow the same simplified determining the IDC preference to be Enter any items specially allocated to the
reporting rules as other ELPs. However, reported to partners as part of the AMT partners in the appropriate box of the
certain partners are treated as “disqualified adjustment, disqualified persons’ distributive applicable partner’s Schedule K-1. Enter the
persons”, and special rules apply. shares of the partnership’s net income from total amount on the appropriate line of

oil and gas are not taken into account.Computing depletion.  Depletion is Schedule K. Do not enter separately stated
generally computed at the partnership level. amounts on the numbered lines on Form
The 1,000-barrel-per-day-limitation on 1065-B, Parts I or II, or on Schedule A orExtraterritorial Income
depletion does not apply. Depletion is also Schedule D.

Exclusioncomputed without regard to the File only one Form 1065-B for each
65-percent-of-taxable-income limitation and partnership. Mark “Duplicate Copy” on anyNo exclusion is allowed forthe depletion basis adjustment. The copy you give to a partner.transactions after 2006. However,depletion deduction is computed with the

income from certain long-term salesassumptions that the partnership is the CAUTION
!

Name, Address, and Employer
and leases may still qualify for the exclusion.taxpayer and that it qualifies for the Identification NumberSee the instructions for Form 8873 forpercentage depletion deduction. This
details.deduction is reported to partners (other than Name. Enter the legal name of the ELP as

disqualified persons) as part of their share of it appears in the partnership agreement.If applicable, the partnership must reportthe taxable income (loss) from passive loss the extraterritorial income exclusion on its If the ELP has changed its name, checklimitation activities. return as follows. box G(2).
Disqualified persons.  Two categories of 1. If the partnership met the foreign Address. Enter the address of the principaltaxpayers are defined as disqualified economic process requirements explained place of business or the principal office ofpersons. in the Instructions for Form 8873, it can the ELP. Include the suite, room, or other• Certain retailers and refiners who do not report the exclusion as a non-separately unit number after the street address. If thequalify for the section 613A percentage stated item on whichever of the following Post Office does not deliver mail to thedepletion deduction. See sections lines apply to that activity. street address and the partnership has a613A(d)(2) and (4). • Form 1065-B, Part I, line 5; P.O. box, show the box number instead.• Any other person whose average daily • Form 1065-B, Part I, line 23; orproduction of domestic crude oil and natural If the ELP receives its mail in care of a• Form 8825, line 15.gas exceeds 500 barrels for its tax year in third party (such as an accountant or anIn addition, the ELP must report, as anwhich the partnership’s tax year ends. See attorney), enter on the street address lineitem of information using Code O1 in box 9section 776(b) for more details. “C/O” followed by the third party’s name andof Schedule K-1, the partner’s distributive

street address or P.O. box.A disqualified person must notify the share of foreign trading gross receipts from
partnership of its status as such. Form 8873, line 15. If the ELP’s address is outside the United
Reporting to disqualified persons. An 2. If the foreign trading gross receipts of States or its possessions or territories, enter
ELP reports information related to oil and the partnership for the tax year are $5 the information on the line for “City or town,
gas activities to a disqualified person in box million or less and the partnership did not state, and ZIP code” in the following order:
9 of Schedule K-1 (Form 1065-B) providing meet the foreign economic process city, province or state, and the name of the
the same information as required for other requirements, it cannot report the foreign country. Follow the foreign country’s
partnerships. This information may be extraterritorial income exclusion as a practice in placing the postal code in the
provided in an attached statement if non-separately stated item on its return. address. Do not abbreviate the country
additional space is required. However, the Instead, the partnership must report the name.
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If the ELP has had a change of address Activities on page 10. Do not report any • Gross profits.
(including a change to an “in care of” tax-exempt interest income or income from • Percentage of gross profits to gross sales.
address), check box G(3). If the partnership the discharge of any indebtedness on lines • Amount collected.
changes its mailing address after filing its 1a through 10. These amounts are • Gross profit on amount collected.
return, it can notify the IRS by filing Form accounted for separately by each partner Nonaccrual-experience method.
8822, Change of Address. and are reported in box 9 of Schedule K-1 Partnerships that qualify to use the

(Form 1065-B). Income from discharge ofEmployer identification number (EIN). nonaccrual-experience method (described
indebtedness is also reported on line 8 ofShow the correct EIN in item D on page 1 of on page 4) should attach a schedule
Schedule K, and tax-exempt interest incomeForm 1065-B. showing total gross receipts, the amount not
is reported on line 9 of Schedule K. accrued as a result of the application of

Items A and C Cancelled debt exclusion. If the ELP has section 448(d)(5), and the net amount
had debt discharged resulting from a title 11 accrued. Enter the net amount on line 1a.Enter the applicable activity name and the
bankruptcy proceeding or while insolvent,code number from the list beginning on

Line 2. Cost of Goods Soldsee Form 982, Reduction of Tax Attributespage 33.
Due to Discharge of Indebtedness (and See the instructions for Schedule A.For example, if, as its principal business Section 1082 Basis Adjustment), and Pub.activity, the ELP (a) purchases raw Line 4. Net Rental Real Estate908, Bankruptcy Tax Guide.materials, (b) subcontracts out for labor to Income (Loss)make a finished product from the raw Income Enter the net income or (loss) from rentalmaterials, and (c) retains title to the goods,

real estate activities of the partnership fromthe ELP is considered to be a manufacturer Line 1a. Gross Receipts or Sales Form 8825. Attach this form to Formand must enter “Manufacturer” in item A and
Enter the gross receipts or sales from all 1065-B. If the amount entered is from moreenter in item C one of the codes (311110
trade or business operations except those than one activity, attach a schedulethrough 339900) listed under
that must be reported on lines 6 through 10. identifying the amount from each activity.“Manufacturing” on page 33.
For example, do not include gross receipts

Line 5. Net Income (Loss) Fromfrom farming on this line. Instead, show theItem F. Total Assets
net profit (loss) from farming on line 7. Also, Other Rental ActivitiesEnter the ELP’s total assets at the end of do not include rental activity income or Enter the net income from rental activitiesthe tax year, as determined by the portfolio income. other than rental real estate activities. Seeaccounting method regularly used in

page 10 of these instructions and Pub. 925In general, advance payments arekeeping the ELP’s books and records. If
for the definition of rental activities. Includereported in the year of receipt. To reportthere were no assets at the end of the tax
on this line the gain or (loss) from line 17 ofincome from long-term contracts, seeyear, enter “0.”
Form 4797 that is attributable to the sale,section 460. For special rules for reporting
exchange, or involuntary conversion of ancertain advance payments for goods andItem J. Schedule M-3 (Form
asset used in a rental activity other than along-term contracts, see Regulations section1065)
rental real estate activity. If the amount1.451-5. For permissible methods for

A partnership must complete Schedule M-3 entered is from more than one activity,reporting advance payments for services
(Form 1065), Net Income (Loss) attach a schedule identifying the amountand most goods by an accrual method
Reconciliation for Certain Partnerships, from each activity.partnership, see Rev. Proc. 2004-34,
instead of Schedule M-1, if any of the 2004-22 I.R.B. 991.
following apply. Line 6. Ordinary Income (Loss)Installment sales. Generally, the1. The amount of total assets at the end From Other Partnerships, Estates,installment method cannot be used forof the tax year is $10 million or more. and Trustsdealer dispositions of property. A “dealer2. The amount of adjusted total assets disposition” is any disposition of: Enter the ordinary income or (loss) shownfor the year is $10 million or more. Adjusted • Personal property by a person who on Schedule K-1 (Form 1065, 1065-B, ortotal assets is defined in the instructions for regularly sells or otherwise disposes of 1041) or other ordinary income (loss) from aSchedule M-3. personal property of the same type on the foreign partnership, estate, or trust. Be sure3. The amount of total receipts for the installment plan or to show the partnership’s, estate’s, or trust’stax year is $35 million or more. • Real property held for sale to customers name, address, and EIN on a separate4. An entity that is a reportable entity in the ordinary course of the taxpayer’s statement attached to this return. If thepartner with respect to the partnership owns trade or business. amount entered is from more than oneor is deemed to own, directly or indirectly, source, identify the amount from eachException.  These restrictions on usingan interest of 50% or more in the source.the installment method do not apply topartnership’s capital, profit, or loss, on any

dispositions of property used or produced in Do not include rental activity income orday during the tax year of the partnership.
a farming business. See section 453(l) for (loss) from other partnerships, estates, orReportable entity partner is defined in the
details and exceptions. trusts on this line. Instead, report theseinstructions for Schedule M-3.

amounts on line 20a of Form 8825 or line 5For sales of timeshares and residential
A partnership filing Form 1065-B that is of Form 1065-B, Part I.lots reported under the installment method,

not required to file Schedule M-3 (Form the ELP’s income tax is increased by the Ordinary income or (loss) from another1065) may voluntarily file Schedule M-3 interest payable under section 453(l)(3). In PTP is not reported on this line. Instead,(Form 1065) instead of Schedule M-1. determining the amount of interest payable, report the amount separately on an
the partnership is treated as subject to tax atIf you are filing Schedule M-3 (Form attachment to line 15 of Schedule K and in
a 35% rate. To report this addition to the tax,1065), check box J at the top of page 1 of box 9 of Schedule K-1.
see the instructions for line 26.Form 1065-B to indicate that Schedule M-3

Treat shares of other items separately(Form 1065) is attached. See the Enter on line 1a the gross profit on reported on Schedule K-1 issued by theinstructions for Schedule M-3 (Form 1065) collections from installment sales for any of other entity as if the items were realized orfor more information. the following. incurred by this partnership.• Dealer dispositions of property before
If there is a loss from anotherMarch 1, 1986.

partnership, the amount of the loss that may• Dispositions of property used or producedPart I. Taxable Income or
be claimed is subject to the at-risk and basisin the trade or business of farming.Loss from Passive Loss limitations as appropriate.• Dispositions of timeshares and residential

lots reported under the installment method. If the tax year of your PTP does notLimitation Activities
Attach a schedule showing the following coincide with the tax year of the other

information for the current year and the 3 partnership, estate, or trust, include the
Report only amounts from passive loss preceding years. ordinary income or (loss) from the other
limitation activities in Part I. See the • Gross sales. entity in the tax year in which the other
discussion of Passive Loss Limitation • Cost of goods sold. entity’s tax year ends.
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performance of production or resaleLine 7. Net Farm Profit (Loss) Deductions
activities.Enter the partnership’s net farm profit (loss)

For inventory, some of the indirect costsReport only trade or business activityfrom Schedule F (Form 1040), Profit or Loss
that must be capitalized are the following.deductions on lines 12 through 24.From Farming. Attach Schedule F (Form
• Administration expenses.1040) to Form 1065-B. In figuring the CAUTION

!
• Taxes.partnership’s net farm profit (loss), include

Do not report the following expenses on • Depreciation.any section 179 expense deduction. Do not
lines 12 through 24. • Insurance.include on this line any farm profit or (loss)
• Rental activity expenses. Report these • Compensation paid to officers attributablefrom other partnerships. Report those
expenses on Form 8825 or on an attached to services.amounts on line 6.
schedule for line 5 of Form 1065-B, Part I. • Rework labor.For a special rule concerning the method • Deductions allocable to portfolio income. • Contributions to pension, stock bonus,of accounting for a farming partnership with Report these deductions on page 2, Part II. and certain profit-sharing, annuity, ora corporate partner and for other tax • Nondeductible expenses (for example, deferred compensation plans.information on farms, see Pub. 225, expenses connected with the production of Regulations section 1.263A-1(e)(3)Farmer’s Tax Guide. tax-exempt income). Report nondeductible specifies other indirect costs that relate to
expenses on an attachment to line 15 ofLine 9. Net Gain (Loss) From Form production or resale activities that must be
Schedule K and in box 9 of Schedules K-1.4797 capitalized and those that may be currently• Items the partnership must state deductible.Include only the ordinary gains or (losses)
separately that require separatefrom the sale, exchange, or involuntary Interest expense paid or incurred duringcomputations by the partners. An example isconversion of assets used in a trade or the production period of designated propertyforeign taxes paid. The distributive share ofbusiness activity. Ordinary gains or losses must be capitalized and is governed bythis expense is reported separately to eachfrom the sale, exchange, or involuntary special rules. For more details, seepartner on Schedule K-1, box 9.conversion of rental activity assets are not Regulations sections 1.263A-8 through

reported on line 9. Instead, report them on 1.263A-15.Limitations on Deductionsline 19 of Form 8825 or line 5 of Form For more details on the uniform
Section 263A uniform capitalization1065-B, Part I. capitalization rules, see Regulations
rules. The uniform capitalization rules ofAn ELP that is a partner in another sections 1.263A-1 through 1.263A-3.
section 263A require partnerships topartnership must include on Form 4797, Transactions between related taxpayers.capitalize or include in inventory costs,Sales of Business Property, its share of Generally, an accrual basis partnership cancertain costs incurred in connection with theordinary gains or (losses) from sales, deduct business expenses and interestfollowing.exchanges, or involuntary conversions owed to a related party (including any• The production of real property and(other than casualties or thefts) of the other partner) only in the tax year of thetangible personal property held in inventorypartnership’s trade or business assets. partnership that includes the day on whichor held for sale in the ordinary course of

the payment is includible in the income ofLine 10. Other Income (Loss) business. Tangible personal property
the related party. See section 267 forproduced by a partnership includes a film,Enter trade or business income or (loss) that details.sound recording, videotape, book, or similaris not included on lines 1a through 9.
Business start-up and organizationalproperty.Examples of such income include the
costs. Business start-up and• Real property or personal propertyfollowing.
organizational costs must be capitalized(tangible and intangible) acquired for resale.• Interest income derived in the ordinary
unless an election is made to deduct or• The production of real property andcourse of the partnership’s trade or
amortize them. The following rules applytangible personal property by a partnershipbusiness, such as interest charged on
separately to each category of costs.for use in its trade or business or in anreceivable balances. • The ELP can elect to deduct up to $5,000activity engaged in for profit.• Recoveries of bad debts deducted in prior
of such costs for the year the partnershipyears under the specific charge-off method. The costs required to be capitalized begins business operations.• Taxable income from insurance proceeds. under section 263A are not deductible until • The $5,000 deduction is reduced (but not• The amount included in income from line the property to which the costs relate is sold, below zero) by the amount the total costs4 of Form 6478, Credit for Alcohol Used as used, or otherwise disposed of by the ELP. exceed $50,000. If the total costs areFuel.
$55,000 or more, the deduction is reduced• The amount included in income from line Exceptions. Section 263A does not
to zero.8 of Form 8864, Biodiesel and Renewable apply to the following. • If the election is made, any costs that areDiesel Fuels Credit. • Inventoriable items accounted for in the
not deducted must be amortized ratably• All section 481 income adjustments same manner as material and supplies that
over a 180-month period.resulting from changes in accounting are not incidental. See Schedule A. Cost of

For costs paid or incurred before Octobermethods. Show the computation of the Goods Sold, for details.
23, 2004, the partnership can elect tosection 481 adjustments on an attached • Personal property acquired for resale if
amortize the costs over a period of 60schedule. the partnership’s average annual gross
months or more.• The amount of any deduction previously receipts for the 3 prior tax years were $10

taken under section 179A that is subject to million or less. The amortization period begins the
recapture. See Regulations section • Timber. month the partnership begins business
1.179A-1 for details, including how to figure • Most property produced under a operations. For more details on the election
the recapture. long-term contract. for business start-up and organizational
• The recapture amount for section 280F if • Certain property produced in a farming costs, see Pub. 535.
the business use of listed property drops to business. To make the election for business
50% or less. To figure the recapture • Geological and geophysical costs start-up expenses, attach the statement
amount, the partnership must complete Part amortized under section 167(h). required by Regulations section 1.195-1(b)
IV of Form 4797. • Research and experimental costs under to Form 1065-B. To make the election for• Part or all of the proceeds received from section 174. organizational costs, attach the statement
certain corporate-owned life insurance • Intangible drilling costs for oil, gas, and required by Regulations section 1.248-1(c).
contracts issued after August 17, 2006. See geothermal property. Report the deductible amount of these costs
section 101(j) for details. • Mining exploration and development and any amortization on line 23. For

costs.Do not include items requiring separate amortization that begins during the tax year,
computations that must be reported on complete and attach Form 4562.Indirect costs. ELPs subject to the uniform
Schedules K and K-1. See the instructions capitalization rules are required to capitalize Syndication costs. Costs for issuing and
for Schedules K and K-1 beginning on page not only direct costs but an allocable part of marketing interests in the partnership, such
24. most indirect costs (including taxes) that as commissions, professional fees, and

Do not report portfolio or rental activity benefit the assets produced or acquired for printing costs, must be capitalized. They
income (loss) on this line. resale, or are incurred by reason of the cannot be depreciated or amortized. See the
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instructions for line 13 for the treatment of Report the deductible amount of these value of the property are not deductible.
syndication fees paid to a partner. expenditures and any amortization They are chargeable to capital accounts and

deduction on line 23. For amortization that can be depreciated or amortized.Reducing certain expenses for which
begins during the tax year, complete andcredits are allowable. For each of the
attach Form 4562. See section 194 and Line 15. Bad Debtsfollowing credits, the partnership may need
Pub. 535 for more information.to reduce the otherwise allowable Enter the total debts that became worthless

deductions for expenses used to figure the in whole or in part during the year, but onlyLine 12. Salaries and Wages
credit. Do not reduce the amount of the to the extent such debts relate to a trade or

Enter the salaries and wages paid orallowable deduction for any portion of the business activity. Report deductible
incurred for the tax year, reduced by thecredit that was passed through to the ELP nonbusiness bad debts as a short-term
current year credits claimed on:from another pass-through entity. capital loss on Schedule D.• Form 5884, Work Opportunity Credit;

1. The work opportunity credit. • Form 8844, Empowerment Zone and Cash method ELPs cannot take a2. The welfare-to-work credit. Renewal Community Employment Credit; bad debt deduction unless the3. The credit for increasing research • Form 8845, Indian Employment Credit; amount was previously included inCAUTION
!

activities. • Form 8861, Welfare-to-Work Credit; and income.4. The disabled access credit. • Form 8923, Mine Rescue Team Training
5. The empowerment zone and renewal Credit. Line 16. Rentcommunity employment credit. Do not reduce the amount of the affordable

Enter rent paid on business property used in6. The Indian employment credit. deduction for any portion of the credit that
a trade or business activity. Do not deduct7. The credit for employer social security was passed through to the ELP from
rent for a dwelling unit occupied by anyand Medicare taxes paid on certain another pass-through entity. See the
partner for personal use.employee tips. instructions for these forms for more

8. The orphan drug credit. information. If the partnership rented or leased a9. Credit for small employer pension
Do not include salaries and wages vehicle, enter the total annual rent or leaseplan startup costs.

reported elsewhere on the return, such as expense paid or incurred in the trade or10. Credit for employer-provided
amounts included in cost of goods sold, business activities of the partnership. Alsochildcare facilities and services.
elective contributions to a section 401(k) complete Part V of Form 4562, Depreciation11. The low sulfur diesel fuel production
cash or deferred arrangement, or amounts and Amortization. If the partnership leased acredit.
contributed under a salary reduction vehicle for a term of 30 days or more, the12. Mine rescue team training credit.
simplified employee plan (SEP) agreement deduction for vehicle lease expense may
or a SIMPLE IRA plan. have to be reduced by an amount called theIf the ELP has any of these credits, be

inclusion amount. You may have ansure to figure each current year credit before Line 13. Guaranteed Payments to inclusion amount if:figuring the deductions for expenses on Partnerswhich the credit is based.
And theDeduct payments or credits to a partner forFilm and television production expenses. vehicle’sservices or for the use of capital if theThe partnership can elect to deduct certain FMV on thepayments or credits are determined withoutcosts of qualified film and television first day ofregard to partnership income and areproductions. See Temporary Regulations the leaseallocable to a trade or business activity.sections 1.181-1T through 6T for details. The lease term began: exceeded:Also, include amounts paid during the tax

Reforestation expenditures. The ELP can year for insurance that constitutes medical
elect to amortize over 84 months up to After 12/31/06 but before 1/1/08 . . . . $15,500care for a partner, a partner’s spouse, or a
$10,000 of qualified reforestation partner’s dependents. The transfer of After 12/31/04 but before 1/1/07 . . . . . . . $15,200expenditures paid or incurred before property as part or all of a guaranteed
October 23, 2004, from all qualified timber After 12/31/03 but before 1/1/05 . . . . . . . $17,500payment is a sale or exchange of property,
properties. and the partnership must complete After 12/31/02 but before 1/1/04 . . . . . . . $18,000

For qualified reforestation expenditures Schedule D. See Rev. Rul. 2007-40,
After 12/31/98 but before 1/1/03 . . . . . . . $15,500paid or incurred after October 22, 2004, the 2007-25 I.R.B. 1426 for more details.
If the lease term began before January 1, 1999, see Pub.partnership can elect to deduct up to For information on how to treat the ELP’s 463, Travel, Entertainment, Gift, and Car Expenses, to

$10,000 for each qualifying timber property. find out if the ELP has an inclusion amount. The inclusioncontribution to a partner’s Health Savings
If the partnership makes this election, it amount for lease terms beginning in 2008 will beAccount (HSA), see Notice 2005-8, 2005-4

published in the Internal Revenue Bulletin in early 2008.must amortize over 84 months any amount I.R.B. 368.
not deducted. See Notice 2006-47, 2006-20

Do not include any payments and creditsI.R.B. 892, for details on making this See Pub. 463 for instructions on figuring thethat should be capitalized. For example,election. Provide a description of the inclusion amount.although payments or credits to a partner forqualified timber property on an attached
services rendered in syndicating astatement to Form 1065-B. If the partnership Line 17. Taxes and Licensespartnership may be guaranteed payments,is electing to deduct amounts for more than Enter taxes and licenses paid or incurred inthey are not deductible as an expense.one qualified timber property, provide a the trade or business activities of theInstead they should be charged to a capitaldescription and the amount for each partnership if not reflected elsewhere on theaccount. They are capital expenditures.property on the statement. return. Federal import duties and federalHowever, they should be separately

Increased deduction for qualified excise and stamp taxes are deductible onlyreported on Schedule K, line 7, and
timber property located in the Gulf if paid or incurred in carrying on the trade orSchedules K-1, box 9.
Opportunity Zones (GO Zones). For business of the partnership.

Do not include distributive shares ofqualified timber property located in the GO
partnership profits. Do not deduct the following taxes on lineZones for Hurricanes Katrina, Rita, and

17.Report the guaranteed payments to theWilma, the $10,000 limitation for each
• Taxes not imposed on the partnership.appropriate partners on Schedules K-1, boxproperty is increased by the lesser of
• Federal income taxes or taxes reported9.$10,000 or the amount of qualified
elsewhere on the return.reforestation expenses paid or incurred by Line 14. Repairs and Maintenance • Section 901 foreign taxes. Report thesethe partnership during the tax year for

Enter the costs of incidental repairs and taxes separately on Schedule K, line 14g,qualified timber property located in the GO
maintenance that do not add to the value of and Schedules K-1, box 9.Zones. The increased deduction does not
the property or appreciably prolong its life,apply for expenditures paid or incurred after • Taxes allocable to a rental activity. Taxes
but only to the extent that such costs relateDecember 31, 2007. Also, the increased allocable to a rental real estate activity are
to a trade or business activity and are notdeduction does not apply to partnerships reported on Form 8825. Taxes allocable to a
claimed elsewhere on the return.that held more than 500 acres of qualified rental activity other than a rental real estate

timber property at any time during the tax The cost of new buildings, machinery, or activity are reported on Form 1065-B on an
year. See section 1400N(i) for details. permanent improvements that increase the attachment to Part I, line 5.
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• Taxes allocable to portfolio income. specific expenditures, as provided in the salaries and wages on Part I, line 12, or
These taxes are reported on Form 1065-B in regulations. Schedule A, line 3, and not on line 21.
Part II, line 8 or 11. Employers who maintain a pension,Interest paid by an ELP to a partner for• Taxes paid or incurred for the production profit-sharing, or other funded deferredthe use of capital should be entered on line
or collection of income, or for the compensation plan (other than a SEP or13 as guaranteed payments.
management, conservation, or maintenance SIMPLE IRA), whether or not the plan is

 Prepaid interest can only be deductedof property held to produce income. Also qualified under the Internal Revenue Code
over the period to which the prepaymentreport these taxes on Form 1065-B in Part and whether or not a deduction is claimed
applies.II, line 8 or 11. for the current year, generally must file the

See section 263A(a) for rules on Note. Additional limitations on interest applicable form listed below.
capitalization of allocable costs (including deductions apply when the ELP is a • Form 5500, Annual Return/Report of
taxes) for any property. policyholder or beneficiary with respect to a Employee Benefit Plan. File this form for a
• Taxes, including state or local sales life insurance, endowment, or annuity plan that is not a one-participant plan (see
taxes, that are paid or incurred in connection contract issued after June 8, 1997. For below).
with an acquisition or disposition of property details, see section 264. Attach a statement • Form 5500-EZ, Annual Return of
(these taxes must be treated as a part of the showing the computation of the deduction One-Participant (Owners and Their
cost of the acquired property or, in the case disallowed under section 264. Spouses) Retirement Plan. File this form for
of a disposition, as a reduction in the a plan that only covers one or more partners

Line 19. Depreciation and Sectionamount realized on the disposition). (or partners and their spouses).
• Taxes assessed against local benefits 179 Expense Deduction Penalties may be assessed for failure to
that increase the value of the property Enter only the depreciation (including file these forms on time.
assessed (such as for paving, etc.). section 179 expense deduction) claimed on Line 22. Employee Benefitassets used in a trade or business activity.See section 164(d) for apportionment of

ProgramsEnter on line 19b the depreciation (includingtaxes on real property between seller and
section 179 expense deduction) reported Enter the ELP’s contributions to employeepurchaser.
elsewhere on the return (for example, on benefit programs not claimed elsewhere on

Line 18. Interest Schedule A) that is attributable to assets the return (for example, insurance, health,
Include only interest incurred in the trade or used in trade or business activities. See the and welfare programs) that are not part of a
business activities of the ELP that is not Instructions for Form 4562 or Pub. 946, How pension, profit-sharing, etc., plan included
claimed elsewhere on the return. To Depreciate Property, to figure the on line 21.

amount of depreciation (including section Do not include amounts paid during theDo not deduct interest expense on the
179 expense deduction) to enter on this line. tax year for insurance that constitutesfollowing.

medical care for a partner, a partner’s• Debt required to be allocated to the Complete and attach Form 4562 only if
spouse, or a partner’s dependents. Instead,production of designated property. the ELP placed property in service during
include these amounts on line 13 asDesignated property includes real property, the tax year or claims depreciation on any
guaranteed payments and on Schedule K,personal property that has a class life of 20 car or other listed property. There is different
line 7, and Schedule K-1, box 9, of eachyears or more, and other tangible property treatment for property located in a Gulf
partner on whose behalf the amounts wererequiring more than 2 years (1 year in the Opportunity Zone. See the Instructions for
paid.case of property with a cost of more than $1 Form 4562 for details.

million) to produce or construct. Interest that Line 23. Other DeductionsLine 20. Depletionis allocable to designated property produced
Enter the total allowable trade or businessby a partnership for its own use or for sale An ELP computes the deduction for oil and
deductions that are not deductiblemust be capitalized. In addition, a gas depletion at the partnership level. The
elsewhere in Part I of Form 1065-B. Attach apartnership must also capitalize any interest deduction is computed under the
schedule listing by type and amount eachon debt that is allocable to an asset used to assumptions that the partnership is the
deduction included on this line. Examples ofproduce designated property. See section taxpayer and that it qualifies for the
other deductions include the following.263A(f) and Regulations sections 1.263A-8 percentage depletion deduction. In

through 1.263A-15. • Amortization. See the Instructions forcomputing the depletion deduction, the
• Debt used to purchase rental property or Form 4562 for more information. Complete1,000-barrel-per-day limitation and the
debt used in a rental activity. Interest and attach Form 4562 if the partnership is65-percent-of-taxable-income limitation do
allocable to a rental real estate activity is claiming amortization of costs that begannot apply.
reported on Form 8825 and is used in during the tax year.The amount of the depletion deduction isarriving at net income or (loss) from rental • Insurance premiums.generally reported to each partner as areal estate activities on line 4. Interest • Legal and professional fees.component of that partner’s distributiveallocable to a rental activity other than a • Supplies used and consumed in theshare of taxable income or loss fromrental real estate activity is used in arriving business.passive loss limitation activities. However,at net income or (loss) from a rental activity • Utilities.the ELP must report information related to(other than a rental real estate activity). This • Certain business start-up expendituresoil and gas activities to a partner who is anet amount is reported on line 5. and organizational expenditures that thedisqualified person in the same manner that• Debt used to buy property held for partnership has elected to amortize orit reports the information under the regularinvestment. Do not include interest expense deduct. See Limitations on Deductions forpartnership tax law. See Partnershipsthat is clearly and directly allocable to more details.Holding Oil and Gas Properties on page 12interest, dividend, royalty, or annuity income • Film and television production expenses.for more details.not derived in the ordinary course of a trade See Limitations on Deductions for details.

If the ELP claims a deduction for timberor business. Interest paid or incurred on • Reforestation expense deduction. See
depletion, complete and attach Form Tdebt used to purchase or carry investment Limitations on Deductions for details.
(Timber), Forest Activities Schedule.property is reported on line 7 of Part II. See • Deduction for certain energy efficient

the instructions for Form 4952, Investment commercial building property placed inLine 21. Retirement Plans, etc.Interest Expense Deduction, for more service after December 31, 2005. See
Enter the deductible contributions notinformation on investment property. section 179D.
claimed elsewhere on the return made by • Any negative net 481(a) adjustment.Temporary Regulations section 1.163-8T
the partnership for its common-lawgives rules for allocating interest expense Include on line 23 the deduction taken for
employees under a qualified pension,among activities so that the limitations on amortization. Complete and attach Form
profit-sharing, annuity, or SEP or SIMPLEpassive activity losses, investment interest, 4562 if the ELP is claiming amortization of
IRA plan, and under any other deferredand personal interest can be properly costs that begins during the tax year. The
compensation plan.figured. Generally, interest expense is election to deduct intangible drilling costs

allocated in the same manner that debt is If the ELP contributes to an individual under section 263(c) is made at the
allocated. Debt is allocated by tracing retirement arrangement (IRA) for partnership level. An ELP also has the
disbursements of the debt proceeds to employees, include the contribution in responsibility with respect to its partners
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who are not disqualified persons for making attachment to line 16 of Schedule K and in and the amount of recapture is determined
an election under section 59(e) to capitalize box 9 of Schedule K-1 using Code Q. by assuming that the credit was fully utilized
and amortize certain specified intangible to reduce tax. Credit recapture does not

Travel, meals, and entertainment.drilling costs. However, disqualified persons result from any transfer of an interest in an
Subject to limitations and restrictionsmake their own separate section 59(e) ELP. Report recapture of low-income
discussed below, a partnership can deductelections. See Partnerships Holding Oil and housing and investment credit as follows.
ordinary and necessary travel, meals, andGas Properties on page 12 for more 1. Apply the recapture to reduce anyentertainment expenses paid or incurred ininformation. See Pub. 535 for more current year credit of the same typeits trade or business. Also, special rulesinformation on amortization. (low-income housing or investment credit).apply to deductions for gifts, skybox rentals,

2. Report any remaining recapture onluxury water travel, convention expenses,Also, see Special Rules below for limits
line 26. The partnership is liable to pay anyand entertainment tickets. See section 274on certain other deductions.
unapplied recapture amount. Completeand Pub. 463 for more details.

Do not deduct the following on line 23. Form 4255 for recapture of investment credit
Travel.  The partnership cannot deduct• Items that must be reported separately on and Form 8611 for recapture of low-income

travel expenses of any individualSchedules K and K-1. housing credit and check the appropriate
accompanying a partner or partnership box on line 26.• Qualified expenditures to which an
employee, including a spouse or dependentelection under section 59(e) may apply.
of the partner or employee, unless:• Fines or penalties paid to a government Report recapture of any other credit as a• That individual is an employee of thefor violating any law. Report these expenses separately stated item.
partnership andon Schedule K, line 15.

Interest on deferred tax attributable to• His or her travel is for a bona fide• Expenses allocable to tax-exempt
business purpose and would otherwise be installment sales of certain timesharesincome. Report these expenses on
deductible by that individual. and residential lots.  For sales ofSchedule K, line 15.

timeshares and residential lots reported• Any amount that is allocable to a class of Meals and entertainment.  Generally, under the installment method, the ELP’sexempt income. See section 265(b) for the partnership can deduct only 50% of the income tax is increased by the interestexceptions. amount otherwise allowable for meals and payable under section 453(l)(3). In• Net operating losses. Only individuals and entertainment expenses paid or incurred in determining the amount of interest payable,corporations may claim a net operating loss its trade or business. In addition (subject to the partnership is treated as subject to tax atdeduction. exceptions under section 274(k)(2)): a 35% rate. Report this amount on line 26• Amounts paid or incurred to participate or • Meals must not be lavish or extravagant, with the notation “Section 453(l)(3) interest.”intervene in any political campaign on behalf • A bona fide business discussion must Attach a schedule showing the computation.of a candidate for public office, or to occur during, immediately before, or
influence the general public regarding immediately after the meal, and Interest on tax deferred under the
legislative matters, elections, or • A partner or employee of the partnership installment method for certain nondealer
referendums. must be present at the meal. real property installment obligations.  If
• Expenses paid or incurred to influence an obligation arising from the disposition of

See section 274(n)(3) for a special rulefederal or state legislation, or to influence real property to which section 453A applies
that applies to expenses for mealsthe actions or positions of certain federal is outstanding at the close of the year, the
consumed by individuals subject to theexecutive branch officials. However, certain partnership must include the interest due
hours of service limits of the Department ofin-house lobbying expenditures that do not under section 453A(c). In determining the
Transportation.exceed $2,000 are deductible. See section amount of interest payable, the partnership

162(e) for more details. is treated as subject to tax at a 35% rate.Membership dues. The ELP can
Report this amount on line 26 with thededuct amounts paid or incurred for

Special Rules notation “Section 453A(c) interest.” Attach amembership dues in civic or public service
schedule showing the computation.organizations, professional organizations,Commercial revitalization deduction. If

business leagues, trade associations,the ELP constructs, purchases, or Line 27chambers of commerce, boards of trade,substantially rehabilitates a qualified building
and real estate boards. However, no Enter the total amounts from line 2 of Formin a renewal community it may qualify for a
deduction is allowed if a principal purpose of 2439, Notice to Shareholder of Undistributeddeduction of either (a) 50% of qualified
the organization is to entertain, or provide Long-Term Capital Gains, and line 20 ofcapital expenditures in the year the building
entertainment facilities for, members or their Form 4136, Credit for Federal Tax Paid onis placed in service or (b) amortization of
guests. In addition, the partnership cannot Fuels. The credit for tax paid on100% of the qualified capital expenditures
deduct membership dues in any club undistributed capital gains of a RIC or aover a 120-month period beginning with the
organized for business, pleasure, recreation, REIT and the refundable credit for fuel usedmonth the building is placed in service. If the
or other social purpose. This includes for certain purposes are allowed to the ELP.partnership elects to amortize these
country clubs, golf and athletic clubs, airline They are not separately reported toexpenditures, complete and attach Form
and hotel clubs, and clubs operated to partners.4562. To qualify, the building must be
provide meals under conditions favorable tononresidential (as defined in section
business discussion. Line 29168(e)(2)) and placed in service by the

partnership. The partnership must be the Attach a check or money order payable toEntertainment facilities. The ELPoriginal user of the building unless it is the “United States Treasury.” Write “2007cannot deduct an expense paid or incurredsubstantially rehabilitated. The amount of Form 1065-B,” and the ELP’s name,for a facility (such as a yacht or huntingthe qualified expenditures cannot exceed address, phone number, and EIN on thelodge) used for an activity usuallythe lesser of $10 million or the amount payment.considered entertainment, amusement, orallocated to the building by the commercial recreation. You can e-file Form 1065-B and e-payrevitalization agency of the state in which
the balance due in a single step bythe building is located. Any remaining Generally, the ELP may be able to
authorizing an electronic funds withdrawalexpenditures are depreciated over the deduct otherwise nondeductible meals,
from your bank account when filing.regular depreciation recovery period. See travel, and entertainment expenses if the

Pub. 954, Tax Incentives for Distressed amounts are treated as compensation to the If you are enrolled in the ElectronicCommunities, and section 1400I for details. recipient and reported on Form W-2 for an Federal Tax Payment System (EFTPS), you
employee or on Form 1099-MISC for an can pay your balance due online or byRental real estate. Do not report this independent contractor. phone. EFTPS is a free service provided bydeduction on line 23 if the building is placed

the U.S. Department of Treasury. If you arein service as rental real estate. A Line 26. Tax not required to use EFTPS, you may stillcommercial revitalization deduction for
participate voluntarily. To get morerental real estate is not deducted by the Net recapture taxes. Recapture of the
information or to enroll in EFTPS, callpartnership but is passed through to the low-income housing credit and investment
1-800-555-4477, or visit www.eftps.gov.partners. Report this deduction on an credit is imposed at the partnership level,
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2. Eligible for benefits of a apply in addition to the filing requirements
comprehensive income tax treaty with the for Form 8283, Noncash CharitablePart II. Taxable Income or
United States that the Secretary determines Contributions, discussed below.

Loss From Other Activities is satisfactory for this purpose and that Contributions of property. If the
includes an exchange of information deduction claimed for noncash contributions
program. See Notice 2006-101, 2006-47. exceeds $500, complete Form 8283 andReport in Part II only income or (loss) and I.R.B. 930, for details. attach to Form 1065-B. See Pub. 526,deductions from activities not included in Charitable Contributions, and Form 8283 forPart I (for example, portfolio income and If the foreign corporation does not meet more information.deductions). See Other Activities on page either 1 or 2, then it can be treated as a

If the ELP made a qualified conservation11 for a definition of portfolio income. qualified foreign corporation for any dividend
contribution, under section 170(h), includepaid by the corporation if the stock

Line 1 the FMV of the underlying property beforeassociated with the dividend paid is readily
and after the donation, as well as the type oftradable on an established securities marketEnter only taxable interest (not from passive
legal interest contributed, and describe thein the United States.loss limitation activities) on line 1.
conservation purpose furthered by theInclude interest income from the clean However, qualified dividends do not donation.renewable energy bond credit and the gulf include dividends paid by a passive foreign

Conservation contributions ofbond credit if applicable. See the investment company (defined in section
agricultural or livestock productioninstructions for Form 8912, Credit for Clean 1297).
property. Generally, conservationRenewable Energy and Gulf Tax Credit Report the qualified dividend on line 3 of contributions of property used in (orBonds, to determine if the ELP must include Schedule K. See Pub. 550 and Notice available for) agricultural or livestockthe amount of the credit in interest income. 2004-71, 2004-45 I.R.B. 793, for more production made by an electing largedetails.Lines 2a Through 2c partnership that is a qualified farmer or
rancher (as defined in SectionEnter only taxable ordinary dividends on line Line 5
170(b)(1)(E)(v)) are not subject to the 10%2a. On line 2b enter all qualified dividends Report and identify other income or (loss) on taxable income limit. Instead, the deductionfrom line 2a. an attachment for line 5. for these contributions is allowed to theQualified dividends. Except as provided
extent it does not exceed the excess of theLine 7below, qualified dividends are dividends
partnership’s taxable income over thereceived after December 31, 2002, from Investment interest is interest paid or amount of allowable charitable contributions.domestic corporations and qualified foreign accrued on debt properly allocable to The carryover period for conservationcorporations. property held for investment. Property held contributions of agricultural or livestock

Exceptions. The following dividends for investment includes property that production property exceeding the taxable
are not qualified dividends. produces income (unless derived in the income limitation is 15 years. These• Dividends the ELP received on any share ordinary course of a trade or business) from provisions do not apply to contributions
of stock held for less than 61 days during interest, dividends, annuities, or royalties; made after 2007.
the 121-day period that began 60 days and gains from the disposition of property

Charitable contributions of foodbefore the ex-dividend date. When that produces those types of income or is
inventory. The deduction for the charitabledetermining the number of days the held for investment. Investment interest
contribution under section 170(e)(3) ofpartnership held the stock, it cannot count does not include interest expense allocable
qualified food inventory that was donated forcertain days during which the partnership’s to passive loss limitation activities.
the care of the ill, needy, and infants expiresrisk of loss was diminished. The ex-dividend To figure the deductible amount of for contributions made after December 31,date is the first date following the declaration investment interest, complete Form 4952. 2007. To qualify for the deduction, the foodof a dividend on which the purchaser of a Enter the amount from line 8 of Form 4952. must meet all the quality and labelingstock is not entitled to receive the next
standards imposed by federal, state, anddividend payment. When counting the Line 8
local laws and regulations. The amount ofnumber of days the ELP held the stock, Include state and local income taxes paid by the charitable contribution for donated foodinclude the day the ELP disposed of the the ELP that would be allowed as itemized inventory is the lesser of (a) the basis of thestock but not the day the ELP acquired it. deductions on any partners’ income tax donated food plus one-half of the• Dividends attributable to periods totaling returns if they were paid directly by the appreciation (gain if the donated food weremore than 366 days that the partnership partner for the same purpose. sold at fair market value on the date of thereceived on any share of preferred stock
gift) or (b) twice the amount of basis of theheld for less than 91 days during the Line 9 donated food.181-day period that began 90 days before Enter contributions or gifts actually paid

the ex-dividend date. When determining the Contributions of used vehicles.during the tax year to or for the use of
number of days the partnership held the Special rules apply to contributions of usedcharitable and governmental organizations
stock, do not count certain days during motor vehicles, boats, or airplanes with adescribed in section 170(c). The total
which the partnership’s risk of loss was claimed value of more than $500. Seeamount claimed may not be more than 10%
diminished. Preferred dividends attributable section 170(f)(12).of the ELP’s taxable income (total income
to periods totaling less than 367 days are Reduced deduction for contributionsminus deductions) figured without regard to
subject to the 61-day holding period rule of certain property. For a charitablethe deduction for charitable contributions.
above. contribution of property, the ELP mustThe deduction for certain contributions of• Dividends that relate to payments that the reduce the contribution by the sum of:ordinary income and capital gain property is
partnership is obligated to make with • The ordinary income and short-termreduced under section 170(e).
respect to short sales or positions in capital gain that would have resulted if theSubstantiation requirements. Generally,substantially similar or related property. property were sold at its FMV andno deduction is allowed for any contribution• Dividends paid by a regulated investment • For certain contributions, the long-termof $250 or more unless the partnershipcompany that are not treated as qualified capital gain that would have resulted if theobtains a written acknowledgment from thedividend income under section 854. property were sold at its FMV.charitable organization that shows the• Dividends paid by a real estate

amount of cash contributed, describes any The reduction for the long-term capitalinvestment trust that are not treated as
property contributed, and gives an estimate gain applies to:qualified dividend income under section
of the value of any goods or services • Contributions of tangible personal857(c).
provided in return for the contribution. The property for use by an exempt organization

See Pub. 550 for more details. acknowledgment must be obtained by the for a purpose or function unrelated to the
Qualified foreign corporation. A due date (including extensions) of the ELP’s basis for its exemption,

foreign corporation is a qualified foreign return or, if earlier, the date the partnership • Contributions of any property to or for the
corporation if it is: files its return. Do not attach the use of certain private foundations except for

1. Incorporated in a possession of the acknowledgment to the tax return, but keep stock for which market quotations are
United States or it with the partnership’s records. These rules readily available (section 170(e)(5)), and
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• Any patent or certain other intellectual year the finished goods or merchandise are Line 5. Other Costs
property contributed after June 3, 2004. See sold (but not before the year the partnership

Enter any other inventoriable costs paid orsection 170(e)(1)(B). However, the paid for the raw materials or merchandise if
incurred during the tax year not entered onpartnership can deduct certain qualified it is also using the cash method). For
lines 2 through 4. Attach a schedule.donee income from this property. See additional guidance on this method of

section 170(m). accounting for inventoriable items, see Pub. Line 7. Inventory at End of Year
538.Nondeductible contributions. Certain See Regulations sections 1.263A-1 through

contributions made to an organization Enter amounts paid for all raw materials 1.263A-3 for details on figuring the amount
conducting lobbying activities are not and merchandise during the tax year on line of additional section 263A costs to be
deductible. See section 170(f)(9) for more 2. The amount the partnership can deduct included in ending inventory.
details. for the tax year is figured on line 8. If the ELP accounts for inventoriable

items in the same manner as materials andELP’s that have not elected to treatLines 10a and 10b
supplies that are not incidental, enter on lineinventoriable items as materials andEnter on line 10a miscellaneous itemized
7 the portion of its raw materials andsupplies that are not incidental should seedeductions  as defined in section 67(b).
merchandise purchased for resale that isSection 263A uniform capitalization rules onThese deductions include expenses for the
included on line 6 and was not sold duringpage 15 before completing Schedule A.production or collection of income under
the year.section 212, such as investment advisory

Line 1. Inventory at Beginningfees, subscriptions to investment advisory Lines 9a Through 9e. Inventorypublications, and the cost of safe deposit of Year Valuation Methodsboxes. Multiply line 10a by 30% (.30) and If the ELP is changing its method of
enter the result on line 10b. The remaining Inventories can be valued at:accounting for the current tax year, it must
70% of the amount on line 10a is not • Cost,refigure last year’s closing inventory using
allowed as a deduction to the partnership or • Cost or market value (whichever is lower),its new method of accounting and enter the
its partners. orresult on line 1. If there is a difference • Any other method approved by the IRSbetween last year’s closing inventory andLine 11 that conforms to the requirements of thethe refigured amount, attach an explanation
Other allowable deductions include items applicable regulations cited below.and take it into account when figuring the
such as: partnership’s section 481(a) adjustment However, if the partnership is using the• Real estate taxes and personal property (explained on page 4). cash method of accounting, it is required to
taxes on investment property, use cost.• Casualty and theft losses on Line 2. Purchases ELPs that account for inventoriable itemsincome-producing property, and Reduce purchases by items withdrawn for in the same manner as materials and• Any penalty on the early withdrawal of personal use. The cost of items withdrawn supplies that are not incidental can currentlysavings. for personal use should be shown as deduct expenditures for direct labor and all

Attach a schedule for line 11 listing the property distributions on an attachment to indirect costs that would otherwise be
type and amount of each allowable line 15 of Schedule K and in box 9 of included in inventory costs. See Rev. Proc.
deduction for which there is no separate line Schedule K-1. 2001-10 and Rev. Proc. 2002-28 for more
in Part II of Form 1065-B. information.

Line 4. Additional Section 263A The average cost (rolling average)
Costs method of valuing inventories generallySchedule A. Cost of Goods does not conform to the requirements of theAn entry is required on this line only for

regulations. See Rev. Rul. 71-234, 1971-1partnerships that have elected a simplifiedSold
C.B. 148.method.

Partnerships that use erroneousFor ELPs that have elected the simplifiedGenerally, inventories are required at the valuation methods must change to a methodproduction method, additional section 263Abeginning and end of each tax year if the permitted for federal tax purposes. To makecosts are generally those costs, other thanproduction, purchase, or sale of this change, use Form 3115.interest, that were not capitalized under themerchandise is an income-producing factor. On line 9a, check the methods used forpartnership’s method of accountingSee Regulations section 1.471-1. valuing inventories. Under lower of cost orimmediately prior to the effective date of
However, if the partnership is a qualifying market, the term “market” (for normal goods)section 263A that are required to be

taxpayer or a qualifying small business means the current bid price prevailing on thecapitalized under section 263A. Interest
taxpayer, it can adopt or change its inventory valuation date for the particularmust be accounted for separately. For new
accounting method to account for merchandise in the volume usuallypartnerships, additional section 263A costs
inventoriable items in the same manner as purchased by the taxpayer. For aare the costs, other than interest, that must
materials and supplies that are not manufacturer, market applies to the basicbe capitalized under section 263A, but
incidental (unless its business is a tax elements of cost—raw materials, labor, andwhich the partnership would not have been
shelter (as defined in section 448(d)(3))). burden. If section 263A applies to therequired to capitalize if it had existed before

taxpayer, the basic elements of cost mustA qualifying taxpayer is a taxpayer that, the effective date of section 263A. For more
reflect the current bid price of all direct costswith respect to each prior tax year ending details, see Regulations section
and all indirect costs properly allocable toafter December 16, 1998, has average 1.263A-2(b).
goods on hand at the inventory date.annual gross receipts of $1 million or less For ELPs that have elected the simplifiedfor the 3-tax-year period ending with that Inventory can be valued below cost whenresale method, additional section 263Aprior tax year. See Rev. Proc. 2001-10, the merchandise is unsalable at normalcosts are generally those costs incurred with2001-2 I.R.B. 272 for details. prices or unusable in the normal wayrespect to the following categories.
because the goods are subnormal due toA qualifying small business taxpayer is a • Off-site storage or warehousing.
damage, imperfections, shopwear, etc.,taxpayer (a) that, with respect to each prior • Purchasing.
within the meaning of Regulations sectiontax year ending on or after December 31, • Handling, such as processing, assembly,
1.471-2(c). These goods can be valued at2000, has average annual gross receipts of repackaging, and transporting.
the current bona fide selling price, minus the$10 million or less for the 3-tax-year period • General and administrative costs (mixed
direct cost of disposition (but not less thanending with that prior tax year and (b) service costs).
scrap value) if such a price can bewhose principal business activity is not an

For details, see Regulations section established.ineligible activity. See Rev. Proc. 2002-28,
1.263A-3(d).2002-18 I.R.B. 815 for details. If this is the first year the Last-in First-out

Under this accounting method, inventory Enter the balance of section 263A costs (LIFO) inventory method was either adopted
costs for raw materials purchased for use in paid or incurred during the tax year not or extended to inventory goods not
producing finished goods and merchandise includible on lines 2, 3, and 5. Attach a previously valued under the LIFO method,
purchased for resale are deductible in the schedule listing these costs. attach Form 970, Application To Use LIFO
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Inventory Method, or a statement with the gains (losses) directly on line 3 or 4 ofQuestion 6
information required by Form 970. Also Schedule K, or on an attachment to line 15

Answer “Yes” if the ELP filed, or is requiredcheck the box on line 9c. of Schedule K and in box 3, 4, or 9 of
to file, a return under section 6111 to Schedule K-1, whichever applies. See HowIf the partnership has changed or provide information on any reportable Income Is Shared Among Partners on pageextended its inventory method to LIFO and transaction by a material advisor. Use Form 24.has had to write up its opening inventory to 8918 to provide the information. See the

cost in the year of election, report the effect Instructions for Form 8918. What are Capital Assets?
of this write-up as income (line 10, Part I,

Each item of property the partnership heldForm 1065-B) proportionately over a 3-year Question 7. Foreign Accounts
(whether or not connected with its trade orperiod that begins in the tax year of the Answer “Yes” if either 1 or 2 below applies business) is a capital asset except theLIFO election. to the ELP. Otherwise, check the “No” box. following.

For more information on inventory 1. At any time during the 2007 calendar • Stock in trade or other property included
valuation methods, see Pub. 538, year, the partnership had an interest in or in inventory or held mainly for sale to
Accounting Periods and Methods. signature or other authority over a bank customers.

account, securities account, or other • Accounts or notes receivable acquired in
financial account in a foreign country (see the ordinary course of the trade or business
Form TD F 90-22.1, Report of Foreign Bank for services rendered or from the sale ofSchedule B. Other
and Financial Accounts); and stock in trade or other property held mainlyInformation • The combined value of the accounts for sale to customers.
was more than $10,000 at any time during • Depreciable or real property used in the
the calendar year and trade or business, even if it is fullyQuestion 1 • The accounts were not with a U.S. depreciated.

Check box 1f for any other type of entity and military banking facility operated by a U.S. • Certain copyrights; literary, musical, or
state the type. financial institution. artistic compositions; letters or memoranda;

2. The ELP owns more than 50% of the or similar property. See section 1221(a)(3).
Question 3 stock in any corporation that would answer • U.S. Government publications, including

the question “Yes” based on item 1 above.The partnership must answer “Yes” if during the Congressional Record, that the
the tax year: partnership received from the Government,

If you checked the “Yes” box for the• It owned an interest in another other than by purchase at the normal sales
question:partnership (foreign or domestic) or price, or that the partnership got from
• Enter the name of the foreign country or• It was the “tax owner” of a foreign another taxpayer who had received it in a
countries. Attach a separate sheet if moredisregarded entity (FDE) under Regulations similar way, if the partnership’s basis is
space is needed.sections 301.7701-2 and 301.7701-3. The determined by reference to the previous
• File Form TD F 90-22.1 by June 30, 2008,tax owner of an FDE is the person that is owner.
with the Department of the Treasury at thetreated as owning the assets and liabilities • Certain commodities derivative financial
address shown on the form. Because Formof the FDE for purposes of U.S. income tax instruments held by a dealer. See section
TD F 90-22.1 is not a tax return, do not file itlaw. 1221(a)(6).
with Form 1065-B. You can order Form TD • Certain hedging transactions entered intoIf the partnership answered “Yes” to this F 90-22.1 by calling 1-800-TAX-FORM in the normal course of the trade orquestion, it must do the following. (1-800-829-3676) or you can download it business. See section 1221(a)(7).

1. Show each partnership’s name, EIN from the IRS website at www.irs.gov. • Supplies regularly used in the trade or
(if any), and the country under whose laws business.
the partnership was organized, on an Question 8
attached schedule if the partnership directly Overview of Large PartnershipThe ELP may be required to file Form 3520,
or indirectly owned at least a 10% interest in Annual Return To Report Transactions With Provisionsany other foreign or domestic partnership Foreign Trusts and Receipt of Certain For ELPs, capital gains and losses generally(other than any partnership for which a Form Foreign Gifts, if: are netted at the partnership level. A partner8865 is attached to the tax return). • It directly or indirectly transferred property in a large partnership takes into account2. Complete and attach Form 8858, or money to a foreign trust. For this purpose, separately his distributive share of theInformation Return of U.S. Persons With any U.S. person who created a foreign trust partnership’s net capital gain or net capitalRespect to Foreign Disregarded Entities, for is considered a transferor. loss. Such net capital gain (loss) is treatedeach FDE. For more information, see the • It is treated as the owner of any part of as long-term capital gain (loss). The 28%instructions for Form 8858. the assets of a foreign trust under the rate gain (loss) is treated in the samegrantor trust rules. manner.Note. Clearly indicate whether each entity • It received a distribution from a foreignin the attached schedule is a partnership or Any excess of net short-term capital gaintrust.a disregarded entity. over net long-term capital loss is not

For more information, see the separately stated. Instead, it is consolidated
Instructions for Form 3520.Question 4. Foreign Partners with the partnership’s other taxable income.
Note. An owner of a foreign trust mustAnswer “Yes” if the ELP had any foreign A partner’s distributive share is divided
ensure that the trust files an annualpartners (for purposes of section 1446) at between passive loss limitation activities
information return on Form 3520-A, Annualany time during the tax year. Otherwise, and other activities. Capital gain (loss) is
Information Return of Foreign Trust With aanswer “No.” allocated to passive loss limitation activities
U.S. Owner. to the extent that it is from sales andIf the ELP had gross income effectively

exchanges of property used in connectionconnected with a trade or business in the
with a trade or business or rental activity.United States and foreign partners, it may
Any excess is allocated to other activitiesSchedule D. Capital Gainsbe required to withhold tax under section
(that is, portfolio income).1446 on income allocable to foreign partners and Losses(without regard to distributions) and file Section 1231 gains are also netted at the

Forms 8804, 8805, and 8813. See partnership level. The net gain is generally
Regulations sections 1.1446-1 through 7 for treated as long-term capital gain. The netPurpose of Schedulemore information. loss is treated as an ordinary loss and is

Use the Schedule D of Form 1065-B to included in computing the partnership’s
report sales or exchanges of capital assets,Question 5 taxable income.
capital gain distributions, and nonbusinessAnswer “Yes” if interests in the partnership
bad debts. Items for Special Treatmentare traded on an established securities

market or are readily tradable on a Do not report on Schedule D capital • Use Form 4797, Sales of Business
secondary market (or its substantial gains (losses) specially allocated to any Property, to report (a) sales or exchanges of
equivalent). partners. Enter specially allocated capital property used in a trade or business, (b)
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sales or exchanges of depreciable or partnership can elect not to recognize gain when it (or a related person, in some cases)
amortizable property, (c) sales or other from the sale of certain stock to an ESOP or does one of the following.
dispositions of securities or commodities an eligible cooperative. • Enters into a short sale of the same or
held in connection with a trading business, if substantially identical property (that is, a• A nonbusiness bad debt must be treated
the partnership made a mark-to-market “short sale against the box”).as a short-term capital loss and can be
election (see page 4), (d) involuntary • Enters into an offsetting notional principaldeducted only in the year the debt becomes
conversions (other than from casualties or contract relating to the same or substantiallytotally worthless. For each bad debt, enter
thefts), and (e) the disposition of noncapital identical property.the name of the debtor and “Schedule
assets (other than inventory or property held • Enters into a futures or forward contract toAttached” in column (a) of line 1 and the
primarily for sale to customers in the deliver the same or substantially identicalamount of the bad debt as a loss in column
ordinary course of a trade or business). property.(f). Also attach a statement of facts to

• Acquires the same or substantially• Use Form 4684, Casualties and Thefts, to support each bad debt deduction.
identical property (if the appreciated positionreport involuntary conversions of property • Any loss from a wash sale of stock or
is a short sale, offsetting notional principaldue to a casualty or theft. securities (including contracts or options to
contract, or a futures or forward contract).• Gains and losses from section 1256 acquire or sell stock or securities) cannot be

contracts and straddles are reported on deducted unless the partnership is a dealer Exception. Generally, constructive sale
Form 6781, Gains and Losses From Section in stock or securities and the loss was treatment does not apply if:
1256 Contracts and Straddles. sustained in a transaction made in the • The partnership closed the transaction• An exchange of business or investment ordinary course of the partnership’s trade or before the end of the 30th day after the end
property for property of a like kind is business. A wash sale occurs if the of the year in which it was entered into,
reported on Form 8824, Like-Kind partnership acquires (by purchase or • The partnership held the appreciated
Exchanges. exchange), or has a contract or option to position to which the transaction relates• Transactions by a securities dealer. See acquire, substantially identical stock or throughout the 60-day period starting on the
section 1236. securities within 30 days before or after the date the transaction was closed, and• See Pub. 550, Investment Income and date of the sale or exchange. See section • At no time during that 60-day period was
Expenses, for information on bonds and 1091. the partnership’s risk of loss reduced by
other debt instruments. holding certain other positions.• Gain from installment sales. If the• For certain real estate subdivided for sale partnership sold property at a gain and it will For details and other exceptions to thesethat may be considered a capital asset, see receive a payment in a tax year after the rules, see Pub. 550.section 1237. year of sale, it generally must report the sale

Special rules for traders in securities.• Gain on the sale of depreciable property on the installment method unless it elects
Traders in securities are engaged in theto a more than 50%-owned entity, or to a not to. However, the installment method
business of buying and selling securities fortrust in which the partnership is a cannot be used to report sales of stock or
their own account. To be engaged inbeneficiary, is treated as ordinary gain. securities traded on an established
business as a trader in securities you must• For liquidating distributions from a securities market. Use Form 6252,
meet all the following conditions.corporation, see Pub. 550. Installment Sale Income, to report the sale • The ELP must seek to profit from daily• See section 1248 for gain on the sale or on the installment method. Also use Form
market movements in the prices ofexchange of stock in certain foreign 6252 to report any payment received during
securities and not from dividends, interest,corporations. the tax year from a sale made in an earlier
or capital appreciation.• For gain or loss on options to buy or sell, year that was reported on the installment • The ELP’s trading activity must beincluding closing transactions, see Pub. 550. method.
substantial.• Gain or loss from a short sale of property. If the ELP wants to elect out of the • The partnership must carry on the activitySee Pub. 550 for details. installment method, it must report the full with continuity and regularity.• For undistributed capital gains from a RIC amount of the gain on a timely filed returnor a REIT, the partnership will receive  The following facts and circumstances(including extensions). If the partnershipinformation on Form 2439. should be considered in determining if afiled Form 1065-B on time, the election can• See section 84 for the transfer of property partnership’s activity is a business.be made on an amended return filed no laterto a political organization if the FMV of the • Typical holding periods for securitiesthan six months after the due dateproperty exceeds the partnership’s adjusted bought and sold.(excluding extensions) of the original return.basis in such property. • The frequency and dollar amount of theWrite “See attached Form 8082 for AAR per• Any loss on the disposition of converted partnership’s trades during the year.IRC section 6251; Filed pursuant to sectionwetland or highly erodible cropland that is • The extent to which the partners pursue301.9100-2” in the top margin of thefirst used for farming after March 1, 1986, is the activity to produce income for aamended return, and file it at the samereported as a long-term capital loss on livelihood.address the original return was filed. SeeSchedule D, but any gain on such a • The amount of time devoted to theAdministrative Adjustment Requests ondisposition is reported as ordinary income activity.page 5 for details.on Form 4797. See section 1257 for details. • A sale or other disposition of an interest in Like an investor, a trader must report• See Rev. Rul. 84-111, 1984-2 C.B. 88, for

a partnership owning unrealized receivables each sale of securities (taking into accountthe transfer of partnership assets and
or inventory items may result in ordinary commissions and any other costs ofliabilities to a newly formed corporation in
gain or loss. See Pub. 541, Partnerships, for acquiring or disposing of the securities) onexchange for all of its stock.
more details. Schedule D or on an attached statement• See section 897 for the disposition of

containing all the same information for each• Certain constructive ownershipforeign investment in a U.S. real property
sale in a similar format. However, if a tradertransactions. Gain in excess of the gain thatinterest.
made the mark-to-market election, eachwould have been recognized if the• Any loss from a sale or exchange of
transaction is reported in Part II of Formpartnership had held a financial assetproperty between the partnership and
4797 instead of Schedule D. Regardless ofdirectly during the term of a derivativecertain related persons is not allowed,
whether a trader reports its gains and lossescontract must be treated as ordinaryexcept for distributions in complete
on Schedule D or Form 4797, the gain orincome. See section 1260 for details.liquidation of a corporation. See sections
loss from the disposition of securities is not267 and 707(b) for details. Constructive sale treatment for certain taken into account when figuring net• Any loss from securities that are capital appreciated positions. Generally, the ELP earnings from self-employment onassets that become worthless during the must recognize gain (but not loss) on the Schedules K and K-1. See section 1402(i)year is treated as a loss from the sale or date it enters into a constructive sale of any for an exception that applies to section 1256exchange of a capital asset on the last day appreciated position in stock, a partnership contracts.of the tax year. interest, or certain debt instruments as if the• Nonrecognition of gain on sale of stock to The limitation on investment interestposition were disposed of at FMV on that

an employee stock ownership plan (ESOP) expense that applies to investors does notdate.
or an eligible cooperative. See section 1042 apply to interest paid or incurred in a trading
and Temporary Regulations section The ELP is treated as making a business. A trader reports interest expense
1.1042-1T for rules under which the constructive sale of an appreciated position and other expenses (excluding commissions
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and other costs of acquiring or disposing of partnership can meet the test if it acquired • Gain on the sale of an interest in a
securities) from a trading business in Part I the stock from another person who met this partnership or S corporation, which is a DC
of Form 1065-B. test (such as by gift or inheritance) or Zone business, attributable to real property

through a conversion or exchange of or an intangible asset which is not anA trader also can hold securities for
qualified small business stock held by the integral part of the DC Zone business.investment. The rules for investors generally
partnership. • Gain from a related-party transaction. Seewill apply to those securities. Allocate • During substantially all the time the Sales and Exchanges Between Relatedinterest and other expenses between the
partnership held the stock: Persons in Pub. 544.partnership’s trading business and its

1. The corporation was a C corporation, See Pub. 954 and section 1400B forinvestment securities. Investment interest
2. At least 80% of the value of the more details on DC Zone assets and specialexpense is reported on line 7 of Part II,

corporation’s assets were used in the active rules.Form 1065-B.
conduct of one or more qualified businesses How to report. Report the entire gainRollover of gain from qualified stock. If
(defined below), and realized from the sale or exchange onthe partnership sold qualified small business

3. The issuing corporation was not a Schedule D, Part II, line 5, as the ELPstock (defined later) it held for more than 6
foreign corporation, domestic international otherwise would without regard to themonths, it can postpone gain if it purchased
sales corporation (DISC), former DISC, exclusion. To report the exclusion, enterother qualified small business stock during
interest charge domestic international sales “DC Zone Asset Exclusion” on a separatethe 60-day period that began on the date of
corporation (IC-DISC), former IC-DISC, entry on Schedule D, line 5, column (a) andthe sale. The partnership must recognize
corporation that has made (or that has a enter as a (loss) in column (f) the amount ofgain to the extent the sale proceeds exceed
subsidiary that has made) a section 936 the exclusion.the cost of the replacement stock. Reduce
election, regulated investment companythe basis of the replacement stock by any
(RIC), real estate investment trust (REIT), Specific Instructionspostponed gain.
real estate mortgage investment conduit

If the partnership chooses to postpone (REMIC), financial asset securitization Columns (b) and (c). Date Acquired
gain, report the entire gain realized on the investment trust (FASIT), or cooperative. and Date Soldsale on line 1 or 5. Directly below the line on

Note.  A specialized small business Use the trade dates for date acquired andwhich the partnership reported the gain,
investment company (SSBIC) is treated as date sold for stocks and bonds traded on anenter in column (a) “Section 1045 Rollover”
having met test 2 above. exchange or over-the-counter market. Theand enter as a (loss) in column (f) the

acquisition date for an asset the partnershipamount of the postponed gain. A qualified business is any business held on January 1, 2001, for which it madeAttach a statement to Form 1065-B that other than the following. an election to recognize any gain on a(a) identifies the replacement qualified small • One involving services performed in the deemed sale, is the date of the deemedbusiness stock, (b) shows the computation fields of health, law, engineering, sale.of the adjustment to the partnership’s basis architecture, accounting, actuarial science,
in the replacement stock for the amount of performing arts, consulting, athletics, Column (d). Sales Price
any postponed gain under section 1045, and financial services, or brokerage services. Enter either the gross sales price or the net
(c) shows the dates on which the • One whose principal asset is the sales price from the sale. On sales of stocks
replacement stock was acquired by the reputation or skill of one or more employees. and bonds, report the gross amount as
partnership. • Any banking, insurance, financing, reported to the partnership by the

leasing, investing, or similar business. partnership’s broker on Form 1099-B, The ELP also must separately state • Any farming business (including raising or Proceeds From Broker and Barter Exchangethe amount of the gain rolled over on harvesting of trees). Transactions, or similar statement.qualified stock under section 1045CAUTION
!

• Any business involving the production of However, if the broker advised theon an attachment to Form 1065-B, Schedule products for which percentage depletion can partnership that gross proceeds (gross salesK, line 15. Each partner must determine if be claimed. price) less commissions and optionhe or she qualifies for the rollover at the • Any business of operating a hotel, motel, premiums were reported to the IRS, enterpartner level or if he or she wants to opt out restaurant, or similar business. that net amount in column (d).of the section 1045 election. Also, the
Rollover of gain from empowerment zonepartnership must separately state on that Column (e). Cost or Other Basis
assets. If the partnership sold a qualifiedline (and not on Schedule D) any gain that In general, the cost or other basis is the costempowerment zone asset it held for morewould qualify for the section 1045 rollover at of the property plus purchase commissionsthan 1 year, it may be able to elect tothe partner level instead of the partnership and improvements and less depreciation,postpone part or all of the gain. For details,level (because a partner was entitled to amortization, and depletion. If thesee Pub. 954, Tax Incentives for Distressedpurchase replacement stock) and any gain partnership got the property in a tax-freeCommunities, and section 1397B.on qualified stock that could qualify for the exchange, involuntary conversion, or washpartial exclusion under section 1202. Exclusion of gain from DC Zone assets. sale of stock, it may not be able to use the

To be qualified small business stock, the If the ELP sold or exchanged a District of actual cash cost as the basis. If the
stock must meet all of the following tests. Columbia Enterprise Zone (DC Zone) asset partnership does not use cash cost, attach
• It must be stock in a C corporation (that that it held for more than 5 years, it may be an explanation of the basis.
is, not S corporation stock). able to exclude the qualified capital gain. If the ELP sold stock, adjust the basis by• It must have been originally issued after The sale or exchange of DC Zone capital subtracting all the stock-related nontaxableAugust 10, 1993. assets reported on Schedule D include the distributions received before the sale. This• As of the date the stock was issued, the following. includes nontaxable distributions from utilitycorporation was a qualified small business. • Stock in a domestic corporation that was company stock and mutual funds. AlsoA qualified small business is a domestic C a DC Zone Business. adjust the basis for any stock splits or stockcorporation with total gross assets of $50 • Interest in a partnership that was a DC dividends.million or less (a) at all times after August 9, Zone Business.

If the ELP elected to recognize gain on1993, and before the stock was issued, and Report the sale or exchange of property an asset held on January 1, 2001, its basis(b) immediately after the stock was issued. used in the partnership’s DC Zone business in the asset is its closing market price orGross assets include those of any on Form 4797. FMV, whichever applies, on the date of thepredecessor of the corporation. All
deemed sale, whether the deemed salecorporations that are members of the same Gains not qualified for exclusion. The
resulted in a gain or an unallowed loss.parent-subsidiary controlled group are following gains do not qualify for the

treated as one corporation. exclusion of gain from DC Zone assets. If a charitable contribution deduction is
• The partnership must have acquired the • Gain on the sale of an interest in a allowed because of a bargain sale of
stock at its original issue (either directly or partnership which is a DC Zone business property to a charitable organization, the
through an underwriter), either in exchange attributable to unrecaptured section 1250 adjusted basis for purposes of determining
for money or other property or as pay for gain. See the instructions for line 15 of gain from the sale is the amount which has
services (other than as an underwriter) to Schedule K for information on how to report the same ratio to the adjusted basis as the
the corporation. In certain cases, the unrecaptured section 1250 gain. amount realized has to the FMV.
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See section 852(f) for the treatment of property on a daily basis if there is anySubstitute Forms
certain load charges incurred in acquiring change in any partner’s interest during the

The partnership does not need IRS approvalstock in a mutual fund with a reinvestment year.
to use a substitute Schedule K-1 if it is anright. Special rules on the allocation of income,exact copy of the IRS schedule. The boxes

gain, loss, and deductions generally apply ifmust use the same numbers and titles andIf the gross sales price is reported in
a partner contributes property to themust be in the same order and format as oncolumn (d), increase the cost or other basis
partnership and the FMV of that property atthe comparable IRS Schedule K-1. Theby any expense of sale, such as broker’s
the time of contribution differs from thesubstitute schedule must include the OMBfees, commissions, or option premiums,
contributing partner’s adjusted tax basis.number. The partnership must provide eachbefore making an entry in column (e).
Under these rules, the partnership must usepartner with the Partner’s Instructions for

For more details, see Pub. 551, Basis of a reasonable method of making allocationsSchedule K-1 (Form 1065-B) or other
Assets. of income, gain, loss, and deductions fromprepared specific instructions for each item

the property so that the contributing partnerreported on the partner’s Schedule K-1.Column (f). Gain or (Loss) receives the tax burdens and benefits of anyThe partnership must request IRS built-in gain or loss (for example,Make a separate entry in this column for approval to use other substitute Schedules precontribution appreciation or diminution ofeach transaction reported on lines 1 and 5 K-1. To request approval, write to Internal value of the contributed property). Seeand any other lines that apply to the Revenue Service, Attention: Substitute Regulations section 1.704-3 for details onpartnership. For lines 1 and 5, subtract the Forms Program, SE:W:CAR:MP:T:T:SP, how to make these allocations, including aamount in column (e) from the amount in 1111 Constitution Avenue, NW, IR-6526, description of specific allocation methodscolumn (d). Enter negative amounts in Washington, DC 20224. that are generally reasonable.parentheses.
Each partner’s information must be on a See Dispositions of Contributed Propertyseparate sheet of paper. Therefore,Part IV-Net Capital Gain (Loss) on page 9 for special rules on the allocationseparate all continuously printed substitutesFrom Passive Loss Limitation of income, gain, loss, and deductions on thebefore you file them with the IRS.Activities disposition of property contributed to the
The partnership may be subject to a partnership by a partner.Line 15. Redetermine the amount on line penalty if it files Schedules K-1 that do not If the partnership agreement does not12 by taking into account only gains and conform to the specifications discussed in provide for the partner’s share of income,losses from passive loss limitation activities. Pub. 1167, General Rules and gain, loss, deduction, or credit, or if theSpecifications for Substitute Forms andCapital Gains and Losses From allocation under the agreement does notSchedules. have substantial economic effect, theOther Partnerships, Estates, and

partner’s share is determined according toTrusts How Income Is Shared Among
the partner’s interest in the partnership. SeeSee the Schedule K-1 or other information Partners Regulations section 1.704-1 for moresupplied to you by the other partnership, Generally, allocate shares of income, gain, information.estate, or trust. Enter the gains (losses) on loss, deduction, or credit among the

line 1 or 5, whichever applies. Do not partners according to the partnership
complete columns (a) through (e). Instead, agreement for sharing income or loss. Specific Instructions forwrite “From Schedule K-1 (Form 1065, However, partners can agree to allocate
1065-B, or 1041)” across these columns. specific items in a ratio different from the Schedules K and K-1

ratio for sharing income or loss.
In determining the amounts required to Generally, the ELP is required to prepareSchedules K and K-1. be separately taken into account by a and give a Schedule K-1 to each personpartner, those provisions of the largePartners’ Shares of who was a partner in the partnership at anypartnership rules governing computation of time during the year.taxable income are applied separately withIncome, Credits,

However, if a foreign partnership meetsrespect to that partner by taking into accountDeductions, etc. each of the following four requirements, it isthat partner’s distributive share of the
not required to file or provide Schedule K-1partnership’s items of income, gain, loss,
for foreign partners (unless the foreigndeduction, or credit. This rule permitsPurpose of Schedules partner is a pass-through entity throughpartnerships to make otherwise valid special

The partners are liable for tax on their which a U.S. person holds an interest in theallocations of partnership items to partners.
shares of the partnership income, whether foreign partnership). Report the specially allocated items in
or not distributed, and must include their • The partnership had no gross incomethe appropriate box of the applicable
shares on their tax returns. effectively connected with the conduct of apartner’s Schedule K-1 and the total on the

trade or business within the United Statesappropriate line of Schedule K, instead of onSchedule K (page 4 of Form 1065-B) is a during its tax year.Parts I or II of Form 1065-B or Schedules Asummary schedule of all the partners’ • All required Forms 1042 and 1042-S wereor D. For example, specially allocated netshares of the partnership’s income, credits, filed by the partnership or anothercapital gain from passive activities isdeductions, etc. withholding agent as required byentered in box 4a of Schedule K-1, and the
Regulations sections 1.1461-1(b) and (c).Schedule K-1 (Form 1065-B) shows each total is entered on line 4a of Schedule K, • The tax liability of each partner forpartner’s separate share. Attach a copy of along with any net capital gain from line 16
amounts reportable under Regulationseach Schedule K-1 to the Form 1065-B filed of Schedule D (Form 1065-B).
sections 1.1461-1(b) and (c) has been fullywith the IRS; keep a copy with a copy of the

If a partner’s interest changed during the satisfied by the withholding of tax at thepartnership return as a part of the
year, see section 706(d) before determining source.partnership’s records; and furnish a copy to
each partner’s distributive share of any item • The partnership is not a withholdingeach partner. If a partnership interest is held
of income, gain, loss, deduction, etc. Income foreign partnership as defined inby a nominee on behalf of another person,
(loss) is allocated to a partner only for the Regulations section 1.1441-5(c).the partnership may be required to furnish
part of the year in which that person is aSchedule K-1 to the nominee. See Generally, any person who holds anmember of the partnership. The partnershipTemporary Regulations sections interest in a partnership as a nominee forwill either allocate on a daily basis or divide1.6031(b)-1T and 1.6031(c)-1T for more another person must furnish to thethe partnership year into segments andinformation. partnership the name, address, etc., of theallocate income, loss, or special items in

other person.Give each partner a copy of either the each segment among the persons who were
Partner’s Instructions for Schedule K-1 partners during that segment. Partnerships On each Schedule K-1, enter the names,
(Form 1065-B) or specific instructions for that report their income on the cash basis addresses, and identifying numbers of the
each item reported on the partner’s must allocate interest expense, taxes, and partner and partnership and the partner’s
Schedule K-1 (Form 1065-B). any payment for services or for the use of distributive share of each item.
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For an individual partner, enter the holding mineral property does not qualify for interests held as a general partner (the
partner’s social security number (SSN) or this exception. Identify on an attachment to combined distributive shares and any
individual taxpayer identification number Schedule K-1 the amount of any losses that separate allocations for all general partner
(ITIN). For all other partners, enter the are not subject to the at-risk rules. interests).
partner’s EIN. However, if a partner is an If the ELP is engaged in an activity General partners in an ELP mustindividual retirement arrangement (IRA), subject to the limitations of section 465(c)(1) separately account for any items attributableenter the identifying number of the custodian (such as films or videotapes, leasing section to passive loss limitation activities to theof the IRA. Do not enter the SSN of the 1245 property, farming, or oil and gas extent necessary to comply with the passiveperson for whom the IRA is maintained. property), give each partner his or her share activity rules.

Foreign partners without a U.S. taxpayer of the total pre-1976 losses from that activity
Because general partners must complyidentifying number should be notified by the for which there existed a corresponding

with the passive activity rules, report thepartnership of the necessity of obtaining amount of nonrecourse liability at the end of
information on lines 1b(1), 1b(2), and 1b(3)one. Certain aliens who are not eligible to each year in which the losses occurred. See
of Schedule K separately for each activity ofobtain an SSN can apply for an ITIN on Form 6198, At-Risk Limitations, and related
the partnership using Codes A1, B1, and C1Form W-7, Application for IRS Individual instructions for more information.
in box 9 of Schedule K-1. The remainingTaxpayer Identification Number. Qualified nonrecourse financing secured amount on line 1d of Schedule K is reported

If a husband and wife each had an by real property used in an activity of in box 1 of Schedule K-1 for limited partners
interest in the partnership, prepare a holding real property that is subject to the (including interests held as a limited partner
separate Schedule K-1 for each of them. If a at-risk rules is treated as an amount at risk. by general partners).
husband and wife held an interest together, “Qualified nonrecourse financing” generally
prepare one Schedule K-1 if the two of them includes financing for which no one is Line 2. Taxable Income (Loss)
are considered to be one partner. personally liable for repayment that is From Other Activitiesborrowed for use in an activity of holdingUse the codes listed on page 31 for box

On Schedule K, line 2, enter the amountreal property and that is loaned or9 of Schedule K-1 to report various items. If
from Form 1065-B, Part II, line 13. Reportguaranteed by a federal, state, or localmore space is needed, include the
amounts for both general and limitedgovernment or that is borrowed from ainformation in an attachment to box 9.
partners in box 2 of Schedule K-1.“qualified” person. Qualified persons includeDue date. Unlike other partnerships, an

any person actively and regularly engagedELP must provide a Schedule K-1 to each Line 3. Qualified Dividendsin the business of lending money, such as apartner by the first March 15 following the
bank or savings and loan association. Enter the qualified dividends from otherclose of the partnership’s tax year. For
Qualified persons generally do not include activities from Form 1065-B, Part II, line 2b.calendar year 2007 partnerships, the due
related parties (unless the nonrecourse Report amounts for both general and limiteddate is March 15, 2008.
financing is commercially reasonable and on partners in box 3 of Schedule K-1.
substantially the same terms as loansPartner’s Share of Liabilities

Line 4a. Net Capital Gain (Loss)involving unrelated persons), the seller of(Schedule K-1)
the property, or a person who receives a fee From Passive Loss LimitationEnter each partner’s share of: for the partnership’s investment in the real• Nonrecourse liabilities, Activitiesproperty. See section 465 for more• Partnership-level qualified nonrecourse Enter the net capital gain or (loss) frominformation on qualified nonrecourse

financing, and passive loss limitation activities fromfinancing.• Other liabilities. Schedule D (Form 1065-B), line 16. ReportThe partner as well as the partnership“Nonrecourse liabilities” are those the amount allocated to interests held as amust meet the qualified nonrecourse rules.liabilities of the partnership for which no limited partner in box 4a of Schedule K-1.Therefore, the partnership must enter on anpartner bears the economic risk of loss. The Because general partners must complyattached statement any other informationextent to which a partner bears the with the passive activity rules, report the linethe partner needs to determine if theeconomic risk of loss is determined under 4a amount allocated to interests held as aqualified nonrecourse rules are also met atthe rules of Regulations section 1.752-2. Do general partner separately for each activitythe partner level.not include partnership-level qualified using Codes A2, B2, and C2, in box 9 ofNote.  The following line numbersnonrecourse financing (defined below) on Schedule K-1.correspond with Schedule K. However, eachthe line for nonrecourse liabilities.
line instruction also provides reportingIf the partner terminated his or her Line 4b. Net Capital Gain (Loss)information for Schedule K-1. Letter codesinterest in the partnership during the year, From Other Activitiesrequired for entries in box 9 of Schedule K-1enter the share that existed immediately
are on page 31. Enter the net capital gain (loss) from otherbefore the total disposition. In all other

activities from Schedule D (Form 1065-B),cases, enter it as of the end of the year. Line 1. Taxable Income (Loss) line 18. Report this amount to all partners inIf the ELP is engaged in two or more
box 4b of Schedule K-1.From Passive Loss Limitationdifferent types of at-risk activities, or a

Activitiescombination of at-risk activities and any Lines 5 and 6other activity, attach a statement showing Enter the amount from Form 1065-B, page
For an ELP, the alternative minimum taxthe partner’s share of nonrecourse liabilities, 1, line 25, on Schedule K, line 1a. Enter the
(AMT) adjustments and preferences arepartnership-level qualified nonrecourse income or (loss) without reference to (a) the
combined at the partnership level. Thefinancing, and other liabilities for each basis of the partners’ interests in the
partnership computes net AMT adjustmentsactivity. See Pub. 925, Passive Activity and partnership, (b) the partners’ at-risk
separately for passive loss limitationAt-Risk Rules, to determine if the limitations, or (c) the passive activity
activities and other activities.partnership is engaged in more than one limitations. These limitations, if applicable,

at-risk activity. are determined at the partner level. In determining a partner’s alternative
The at-risk rules of section 465 generally minimum taxable income, a partner’sAllocate the income (loss) from passive

apply to any activity carried on by the distributive share of any net AMTloss limitation activities (line 1a of Schedule
partnership as a trade or business or for the adjustment is taken into account instead ofK) to interests held as a general partner as
production of income. These rules generally making separate AMT adjustments forfollows.
limit the amount of loss and other different partnership items. The net AMT

Step 1. Allocate the amount reported ondeductions a partner can claim from any adjustment is determined by using the
line 1a to the following categories.partnership activity to the amount for which adjustments and preferences applicable to• Trade or business activities.that partner is considered at risk. However, individuals for partners other than• Rental real estate activities.for partners who acquired their partnership corporations, and by using the adjustments• Other rental activities.interests before 1987, the at-risk rules do and preferences applicable to corporations

not apply to losses from an activity of Step 2. Report on lines 1b(1), 1b(2), and for corporate partners. See Form 6251,
holding real property the partnership placed 1b(3) of Schedule K that portion of each Alternative Minimum Tax—Individuals, and
in service before 1987. The activity of amount from Step 1 that will be allocated to Form 4626, Alternative Minimum Tax—
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Corporations, to figure the partnership’s the rehabilitation credit from rental real trade or business activity, rental real estate
AMT adjustments and preferences. estate activities, and the foreign tax credit. activity, and rental activity other than rental

real estate. Provide this information toGeneral credits are separately reportedThe net passive AMT adjustment is
general partners in box 9 of Schedule K-1to partners as a single item. A partner’sreported on line 5 of Schedule K and in box
using Codes A4, B4, and C4 so they candistributive share of general credits is taken5 of Schedule K-1 for interests held as a
comply with section 469.into account as a current year generallimited partner. Because general partners

business credit. The tax liability limit for themust comply with the passive activity rules, Line 11. Low-Income Housinggeneral business credit is applied at thereport the amounts allocated to interests
partner level. Creditheld as a general partner separately for

each activity in box 9 using Codes A5, B7, Section 42 provides a credit that can beCombine the following credits and report
and C5. claimed by owners of low-income residentialthem under “general credits” on line 10.

rental buildings. To qualify for this credit, the• Credit for backup withholding onThe net other AMT adjustment is
partnership must file Form 8609,dividends, interest, and other types ofreported on line 6 of Schedule K and in box
Low-Income Housing Credit Allocation andincome.6 of Schedule K-1 for all partners.
Certification, separately with the IRS. Do not• Qualified electric vehicle credit (Form
attach Form 8609 to Form 1065-B.8834).Line 7. Guaranteed Payments to
Complete and attach Form 8609-A, Annual• Qualified railroad track maintenancePartners Statement for Low-Income Housing Credit,credit (Form 8900).

Guaranteed payments to partners include: and Form 8586, Low-Income Housing• Unused credits from cooperatives.• Payments for salaries, health insurance, Credit, to Form 1065-B.• Investment credit (other than rehabilitation
and interest deducted by the partnership credits from rental real estate activities) Report this credit on line 11.and reported on Form 1065-B, Part I, line (Form 3468).
13; on a schedule attached to line 5, Part I; Report amounts from line 11 in box 8 of• Work opportunity credit (Form 5884).
or on Form 8825; Schedule K-1 for interests held as a limited• Welfare-to-work credit (Form 8861).• Compensation deferred under a section partner. However, for interests held as a• Credit for alcohol used as fuel (Form
409A nonqualified deferred compensation general partner, credits allocable to passive6478).
plan that does not meet the requirements of loss limitation activities must be separately• Credit for increasing research activities
section 409A reported on line 15 of stated for each rental real estate activity.(Form 6765).
Schedule K; and Provide this information in box 9 of• Disabled access credit (Form 8826).• Payments the partnership must capitalize. Schedule K-1 using Code B5 so general• Renewable electricity, refined coal
See the instructions for Part 1, line 13. partners can comply with section 469.production, and Indian coal production credit

(Form 8835).Report guaranteed payments to the
Line 12. Rehabilitation Credit• Empowerment zone and renewalpartners receiving them in box 9 of

community employment credit (Form 8844).Schedule K-1 using Code F. From Rental Real Estate
• Indian employment credit (Form 8845). ActivitiesThe transfer of property to a partner • Credit for employer social security and

as part or all of a guaranteed Report the rehabilitation credit from rentalMedicare taxes paid on certain employee
payment is a sale or exchange of real estate activities on line 12. Complete

TIP
tips (Form 8846).

property and must be reported on Schedule the lines on Form 3468, Investment Credit,• Orphan drug credit (Form 8820).
D of the Form 1065-B. See Rev. Rul. that apply to the rehabilitation credit and• Biodiesel and renewable fuels credit
2007-40 for details. attach it to Form 1065-B. The ELP may(Form 8864).

qualify for an increased rehabilitation credit• New markets credit (Form 8874).Line 8. Income From Discharge under section 1400N(h) for expenditures• Credit for contributions to selected
paid or incurred during the period beginningof Indebtedness community development corporations (Form
on August 28, 2005, and ending on8847).Income from the discharge of indebtedness
December 31, 2008, for property located in• Credit for small employer pension planis separately reported to each partner. In
the Gulf Opportunity Zone for Hurricanestartup costs (Form 8881).addition, the section 108 rules governing the
Katrina. See the instructions for Form 3468• Credit for employer-provided childcareincome are the same as for other
and Pub. 4492 for details.facilities and services (Form 8882).partnerships. Elections under section 108

• Low sulfur diesel fuel production creditare made by each partner separately. For limited partners, report the
(Form 8896). rehabilitation credit from rental real estateEnter the income from discharge of • General credits from other ELPs. activities reported on line 12 in box 9 ofindebtedness on line 8 of Schedule K and in • Distilled spirits credit (Form 8906). Schedule K-1 using Code I. However, forbox 9 of Schedule K-1 for each partner • Nonconventional source fuel credit (Form general partners, credits allocable tousing Code G. 8907). passive loss limitation activities must be

Note. Include the amount of income the • Energy efficient home credit (Form 8908). separately stated for each rental real estate
partnership must recognize for a transfer of • Energy efficient appliance credit (Form activity. For general partners, report the
a partnership interest, after October 21, 8909). rehabilitation credit reported on line 12 in
2004, in satisfaction of a partnership debt • Alternative motor vehicle credit (Form box 9 of Schedule K-1 using Code B6 so
when the debt relieved exceeds the FMV of 8910). general partners can comply with section
the partnership interest. See section • Alternative fuel vehicle refueling property 469.
108(e)(8) for more information. credit (Form 8911).

Note.  Any rehabilitation credits from an• Clean renewable energy bond credit
activity other than a rental real estate activityLine 9. Tax-Exempt Interest (Form 8912).
are included in general credits reported on• Gulf tax credit bond credit (Form 8912).Income line 10 of Schedule K.• Mine rescue team training credit (FormEnter tax-exempt interest income, including 8923).any exempt-interest dividends received from Line 13. Net Earnings FromException.  The refundable credit fora mutual fund or other regulated investment Self-Employmentfederal tax paid on fuels and the refund orcompany. Individuals must report this

credit for tax paid on undistributed capitalamount on line 8b of Form 1040. The General partners. General partners’ net
gains of a RIC or a REIT are claimed by theadjusted basis of the partner’s interest is earnings (loss) from self-employment do not
partnership. Therefore, they are notincreased by the amount shown on this line include the following.
separately reported to partners.under section 705(a)(1)(B). Report this • Dividends on any shares of stock and

amount to partners in box 9 of Schedule K-1 General credits are reported as a single interest on any bonds, debentures, notes,
using Code H. figure on line 10 of Schedule K and are etc., unless the dividend or interest income

reported in box 7 of Schedule K-1 for limited is received in the course of a trade or
Line 10. General Credits partners. However, for general partners, business, such as a dealer in stocks or
The term “general credits” means any credit, credits allocable to passive loss limitation securities or interest on notes or accounts
other than the low-income housing credit, activities must be separately stated for each receivable.
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• Rentals from real estate, except rentals of • Dividends from a domestic internationalLine 14a. Name of Foreign Country
real estate held for sale to customers in the sales corporation (DISC) or a former DISC.or U.S. Possession
course of a trade or business as a real • Taxable income that is foreign tradeEnter the name of the foreign country orestate dealer or payments for rooms or income.U.S. possession from which the partnershipspace when significant services are • Distributions from a foreign saleshad income or to which the partnership paidprovided. corporation (FSC) or a former FSC.or accrued taxes. If the ELP received• Royalty income, except royalty income See Line 14d(3) for exceptions.income from, or paid or accrued taxes to,received in the course of a trade or more than one foreign country or U.S. Passive income does not includebusiness. possession, enter “See attached” and attach export financing interest.

See the instructions for Schedule SE a schedule for each country for lines 14a CAUTION
!

(Form 1040), Self-Employment Tax, for through 14h.
Using Code K4(a), enter this informationmore information. Using Code K1, enter this information in

in box 9 of Schedule K-1 or on an attachedLimited partners. Generally, a limited box 9 of Schedule K-1 or on an attached
schedule.partner’s share of partnership income (loss) schedule.
Line 14d(2). General category foreignis not included in net earnings (loss) from

Line 14b. Gross Income From All source income. Include all foreign incomeself-employment. Limited partners treat as
Sources sourced at the partnership level that is notself-employment earnings only guaranteed

passive category income. See Line 14d(3)payments for services they actually Enter the partnership’s gross income from
for exceptions.rendered to, or on behalf of, the partnership all sources (both U.S. and foreign source).

to the extent that those payments are Using Code K4(b), enter this informationUsing Code K2, enter this information in
payment for those services. in box 9 of Schedule K-1 or on an attachedbox 9 of Schedule K-1 or on an attached

schedule.Schedule K. Enter on line 13a the amount schedule.
from line 5 of the worksheet below. On line Line 14d(3). Other category foreign sourceLine 14c. Gross Income Sourced at13b enter the amount of gross nonfarm income. Attach a schedule listing section

Partner Levelincome from self-employment. 901(j) income and income re-sourced by
Enter the total gross income of the treaty.Note.  For purposes of self-employment
partnership that is required to be sourced attax, no income from an electing large Using Code K4(c), enter this information
the partner level. This includes income frompartnership is treated as fishing or farming in box 9 of Schedule K-1 or on an attached
the sale of most personal property otherincome. schedule.
than inventory, depreciable property, and

Schedules K-1. Do not complete box 9 for certain intangible property. See Pub. 514 Line 14e. Deductions Allocated
any partner that is an estate, trust, and section 865 for details. Attach a and Apportioned at Partner Level
corporation, exempt organization, or schedule showing the following information. Enter on line 14e(1) the partnership’s totalindividual retirement arrangement (IRA). • The amount of this gross income (without interest expense (including interest

regard to its source) in each categoryUsing Code J1, enter in box 9 of equivalents under Temporary Regulations
identified in the instructions for line 14d,Schedule K-1 each individual general section 1.861-9T(b)). Do not include interest
including each of the listed categories.partner’s share of the amount shown on line directly allocable under Temporary• Specifically identify gains on the sale of5 of the worksheet below and each Regulations section 1.861-10T to income
personal property other than inventory,individual limited partner’s share of the from a specific property. This type of interest
depreciable property, and certain intangibleamount shown on line 4c of the worksheet. is allocated and apportioned at the
property on which a foreign tax of 10% orUsing Code J2, enter the partner’s share of partnership level and is included on lines
more was paid or accrued. Also list lossesgross nonfarm income in box 9. 14f(1) through (3).
on the sale of such property if the foreign

Using Code K5, enter the total interestWorksheet Instructions country would have imposed a 10% or
expense in box 9 of Schedule K-1 or on anhigher tax had the sale resulted in a gain.Line 1b. Include on line 1b any part of the attached schedule.See Determining the Source of Incomenet income (loss) from rental real estate

From the Sales or Exchanges of Certain On line 14e(2), enter the total of all otheractivities from Schedule K, line 1b(2) that is
Personal Property in Pub. 514 and section deductions or losses that are required to befrom:
865. allocated at the partner level. For example,

1. Rentals of real estate held for sale to • Specify the net foreign source capital gain include on line 14e(2) research and
customers in the course of a trade or or loss within each separate limitation experimental expenditures (see Regulations
business as a real estate dealer or category shown below in the instructions for section 1.861-17(f)). Using Code K6, enter

2. Rentals for which services were line 14d(3). Also, in the case of this information in box 9 of Schedule K-1 or
rendered to the occupants (other than noncorporate partners, separately identify on an attached schedule.
services usually or customarily rendered for the net foreign source gain or loss within
the rental of space for occupancy only). The Line 14f. Deductions Allocated andeach separate limitation category that is
supplying of maid service is such a service; Apportioned at Partnership Level28% rate gain (loss) and unrecaptured
but the furnishing of heat and light, the section 1250 gain. to Foreign Source Income
cleaning of public entrances, exits, stairways

Separately report partnership deductionsUsing Code K3, enter this information inand lobbies, trash collection, etc., are not
that are allocated and apportioned at thebox 9 of Schedule K-1 or on an attachedconsidered services rendered to the
partnership level to (1) passive categoryschedule.occupants.
foreign source income, (2) general category

Line 14d. Foreign Gross Income foreign source income, and (3) the otherLine 4a. Include any guaranteed payments Sourced at Partnership Level category of foreign source income. See theto partners reported on Schedule K, line 7,
instructions for line 14d, earlier, for aSeparately report gross income fromand derived from a trade or business as
description of categories (1)—(3). Also, seesources outside the United States bydefined in section 1402(c). Also, include
Pub. 514 for more information.category of income as follows. Forother ordinary income and expense items

partnership and corporate partners only,reported on Schedules K and K-1 that are Note. Creditable foreign expenditures
attach a schedule identifying the totalused to figure self-employment earnings generally must be allocated in accordance
amount of foreign gross income in eachunder section 1402. with each partner’s interest in the
category of income attributable to foreign partnership. See Treasury Decision 9292,
branches. See Pub. 514 for information onLine 14. Foreign Tax Credit 2006-47 I.R.B. 914 for details.
the categories of income.Information For partnership and corporate partners
Line 14d(1). Passive category foreignLines 14a through 14h must be completed if only, attach a schedule identifying the total
source income.the partnership has foreign income, amount of deductions apportioned to each

deductions, or losses or has paid or accrued This category includes the following category of income shown in the instructions
foreign taxes. See Pub. 514, Foreign Tax income. for line 14d that are attributable to foreign
Credit for Individuals, for more information. • Passive income. branches.
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Using Code K7(a) for passive category • Taxes withheld at source on rents and 3. Nondeductible expenses. Enter
foreign source income, Code K7(b) for royalties, and nondeductible expenses paid or incurred by
general category foreign source income, • Other foreign taxes paid or accrued. the partnership. Do not include capital
and Code K7(c) for the other category of expenditures or items the deduction for
foreign source income, enter this information which is deferred to a later tax year. TheLine 14h. Reduction in Taxes
in box 9 of Schedule K-1 or on an attached adjusted basis of the partner’s interest isAvailable for Creditschedule. decreased by the amount shown on this line

Attach a schedule showing the total under section 705(a)(2)(B). Enter thisLine 14g. Total Foreign Taxes reductions in taxes available for credit. amount as Code M2 in box 9 of Schedule
Enter in U.S. dollars the total foreign taxes K-1.Separately show the reductions for the
(described in section 901 or section 903) 4. Unrelated business taxable income.following.
that were paid or accrued by the partnership Any information a partner that is a• Taxes on foreign mineral income (section
(according to its method of accounting for tax-exempt organization may need to figure901(e)).
such taxes). Translate these amounts into that partner’s share of unrelated business• Taxes on foreign oil and gas extraction
U.S. dollars by using the applicable taxable income under section 512(a)(1) (butincome (section 907(a)).
exchange rate (see Pub. 514). excluding any modifications required by• Taxes attributable to boycott operations

paragraphs (8) through (15) of sectionLine 14g. Foreign taxes paid. If the (section 908).
512(b)). Partners are required to notify thepartnership uses the cash method of • Failure to timely file (or furnish all of the
partnership of their tax-exempt status. Seeaccounting, enter foreign taxes paid during information required on) Forms 5471 and
the Instructions for Form 990-T, Exemptthe year on line 14g and check the “Paid” 8865.
Organization Business Income Tax Return,box. Report each partner’s distributive share • Any other items (specify).
for more information. Enter this amount asin box 9 of Schedule K-1 using code K8(a).

Using Code K9 for reduction in taxes Code M3 in box 9 of Schedule K-1.Line 14g. Foreign taxes accrued. If the available for credit, enter this information in 5. Amounts paid during the tax year forpartnership uses the accrual method of box 9 of Schedule K-1 or on an attached health insurance coverage for a partneraccounting, enter foreign taxes accrued on schedule. (including that partner’s spouse andline 14g and check the “Accrued” box.
dependents). Enter this amount as Code M4Report each partner’s distributive share in Line 15 in box 9 of Schedule K-1.box 9 of Schedule K-1 using code K8(b).

Attach a schedule listing other items and 6. Distributions of money (cash andA partnership reporting foreign taxes amounts required to be reported separately marketable securities). Enter the totalusing the cash method can make an to partners. Enter each partner’s share in distributions to each partner of cash andirrevocable election to report the taxes using box 9 or on an attached schedule to marketable securities that are treated asthe accrual method for the year of the Schedule K-1. Examples of items to report money under section 731(c)(1). Generally,election and all future years. Make this include the following. marketable securities are valued at FMV onelection by reporting all foreign taxes using 1. Any information a partnership must the date of distribution. However, the valuethe accrual method on line 14g (see separately report to its disqualified partners of marketable securities does not includeRegulations section 1.905-1). regarding its oil and gas activities. See the distributee partner’s share of the gain on
Attach a schedule reporting the following Partnerships Holding Oil and Gas Properties the securities distributed to that partner. See

information. for more information. Enter this information section 731(c)(3)(B) for details. If this
1. The total amount of foreign taxes as Code L in box 9 of Schedule K-1 or on an amount includes marketable securities

(including foreign taxes on income sourced attached schedule. treated as money, state separately on an
at the partner level) relating to each 2. Other tax-exempt income. On the attachment (a) the partnership’s adjusted
category of income (see instructions for line schedule for line 15, enter all income of the basis of those securities immediately before
14d). partnership exempt from tax other than the distribution and (b) the FMV of those

2. The dates on which the taxes were tax-exempt interest income (for example, life securities on the date of distribution
paid or accrued, the exchange rates used, insurance proceeds). The adjusted basis of (excluding the distributee partner’s share of
and the amounts in both foreign currency the partner’s interest is increased by the the gain on the securities distributed to that
and U.S. dollars, for: amount shown on this line under section partner). Enter this information as Code M5

• Taxes withheld at source on interest, 705(a)(1)(B). Enter this amount as Code M1 in box 9 of Schedule K-1 or on an attached
• Taxes withheld at source on dividends, in box 9 of Schedule K-1. schedule.

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

1a Income (loss) from Schedule K, line 1b(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1a

b Certain rental real estate activity income (loss) from Schedule K, line 1b(2) (see instructions) . . . . . 1b

c Other rental activity income (loss) from Schedule K, line 1b(3) . . . . . . . . . . . . . . . . . . . . . . . . . 1c

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

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

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

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

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

c Subtract line 3b from line 3a. If line 3a is a loss, reduce the loss on line 3a by the amount on line 3b. Include each individual
general partner’s share in box 9 of Schedule K-1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3c

4a Guaranteed payments to partners (Schedule K, line 7) derived from a trade or business as defined in
section 1402(c) (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4a

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

c Subtract line 4b from line 4a. Include each individual general partner’s share and each individual limited partner’s share in box 9
of Schedule K-1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4c

5 Net earnings (loss) from self-employment. Combine lines 3c and 4c. Enter here and on Schedule K, line 13a . . . . . . . . . . . . 5
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7. Distributions of property other than M9 on an attachment to Schedule K-1 for that shows the amount of each type of
money. Enter the total distributions of each sale or exchange (a) the name of the income or gain included in the inversion
property other than money. In computing the corporation that issued the QSB stock, (b) gain. The partnership must report each
amount of the distribution, use the adjusted the partner’s share of the partnership’s partner’s distributive share of the inversion
basis of the property to the partnership adjusted basis and sales price of the QSB gain in box 9 of Schedule K-1 using Code P.
immediately before the distribution. On an stock, (c) the dates the QSB stock was Attach a statement to Schedule K-1 that
attachment also include the adjusted basis bought and sold, and (d) the partner’s shows the partner’s distributive share of the
and FMV of each property distributed. Enter distributive share of gain from the sale of the amount of each type of income or gain
this information as Code M6 in box 9 of QSB stock. For more information, see included in the inversion gain.
Schedule K-1 or on an attached schedule. Regulations section 31.1045-1. 16. Commercial revitalization deduction

from rental real estate activities. Enter this8. Gain from the sale or exchange of Distribution of replacement QSB stock to amount as Code Q in box 9 of Schedulequalified small business (QSB) stock (as a partner that reduces another partner’s K-1. If the deduction is for a nonrentaldefined in the instructions for Schedule D) interest in replacement QSB stock. A building, it is deducted by the partnership onthat is eligible for the partial section 1202
partner must recognize gain upon a line 23 of Form 1065-B. See the instructionsexclusion. The section 1202 exclusion
distribution of replacement QSB stock to for line 23 on page 17.applies only to QSB stock issued after
another partner that reduces the partner’sAugust 10, 1993, and held by the 17. For corporate partner’s only, enter theshare of the replacement QSB stock held bypartnership for more than 5 years. following information in box 9 for purposesa partnership. The amount of gain that theCorporate partners are not eligible for the of the interest deduction limitations underpartner must recognize is based on thesection 1202 exclusion. Additional section 163(j). Using Code R1, enter theamount of gain that the partner wouldlimitations apply at the partner level. Report corporate partner’s distributive share ofrecognize upon a sale of the distributedeach partner’s share of section 1202 gain interest income reported in Parts I and II ofreplacement QSB stock for its fair marketusing Code M7 in box 9 of Schedule K-1. the return. Using Code R2, enter thevalue on the date of the distribution, not toEach partner will determine if he or she corporate partner’s distributive share ofexceed the amount that the partnerqualifies for the section 1202 exclusion. interest expense reported in Parts I and II ofpreviously deferred under section 1045 withReport with Code M7 on an attachment to the return.respect to the distributed replacement QSBSchedule K-1 for each sale or exchange (a) 18. Domestic production activitiesstock. If the partnership distributed athe name of the corporation that issued the deduction (codes S1, S2, and S3).partner’s share of replacement QSB stock toQSB stock, (b) the partner’s share of the  The partnership does not compute theanother partner, the partnership should givepartnership’s adjusted basis and sales price domestic production activities deduction, butthe partner whose share of the replacementof the QSB stock, and (c) the dates the QSB must provide its partners with theQSB stock is reduced (a) the name of thestock was bought and sold. information they need to compute thecorporation that issued the replacement9. Gain eligible for section 1045 rollover deduction on Form 8903, DomesticQSB stock. (b) the date the replacement(replacement stock purchased by the Production Activities Deduction. If theQSB stock was distributed to anotherpartnership). Include only gain from the sale partnership meets certain requirementspartner or partners, and (c) the partner’sor exchange of qualified small business (explained below), it can choose to calculateshare of the partnership’s adjusted basis(QSB) stock (as defined in the instructions qualified production activities income (QPAI)and fair market value of the replacementfor Schedule D) that was deferred by the and Form W-2 wages (W-2 wages) at theQSB stock on such date.partnership under section 1045 and reported partnership level and report these amounts11. Unrecaptured section 1250 gain.  Useon Schedule D. See the instructions for on Schedule K-1 for its qualified partnersthe worksheet on page 30 to figure theSchedule D for more details. The using codes S2 and S3. See QPAI andunrecaptured section 1250 gain.partnership makes the election for a section Form W-2 wages computed at partnership12. 28% rate gain (loss). Use the1045 rollover on a timely filed (including level, below, for details.worksheet below to figure the 28% rate gainextensions) return for the year in which the If the partnership does not compute(loss) (that is, collectibles gain or loss). Asale occurred. Corporate partners are not QPAI and W-2 wages at the partnershipcollectibles gain or loss is any long-termeligible for the section 1045 rollover. level or it has partners that are required togain or deductible long-term loss from theAdditional limitations apply at the partner compute QPAI and W-2 wages at thesale or exchange of a collectible that is alevel. Report each partner’s share of the partner level, it must report on Schedulecapital asset. Collectibles include works ofgain eligible for section 1045 rollover using K-1, using code S1, the partner’s distributiveart, rugs, antiques, metals (such as gold,Code M8 in box 9 of Schedule K-1. Each share of the information listed under QPAIsilver, and platinum bullion), gems, stamps,partner will determine if he or she qualifies and Form W-2 wages computed at partnercoins, alcoholic beverages, and certainfor the rollover. Report with Code M8 on an level, below.other tangible property. Also include on theattachment to Schedule K-1 for each sale or

QPAI and Form W-2 wages computedworksheet any gain (but not loss) from theexchange (a) the name of the corporation
at partner level (code S1). If thesale or exchange of an interest in athat issued the QSB stock, (b) the partner’s
partnership does not calculate QPAI andpartnership or trust held more than 1 yearshare of the partnership’s adjusted basis
W-2 wages at the partnership level, attach aand attributable to unrealized appreciation ofand sales price of the QSB stock, (c) the
statement to Schedule K-1 providing eachcollectibles. For details, see Regulationsdates the stock was bought and sold, (d) the
partner’s distributive share of the followingsection 1.1(h)-1. Also attach the statementpartner’s distributive share of gain from the
information for code S1 of box 9.required under Regulations sectionsale of the QSB stock, and (e) the partner’s

1.1(h)-1(e). • Domestic production gross receiptsdistributive share of the gain that was
(DPGR).13. Any information needed by a partnerdeferred by the partnership under section

• Gross receipts from all sources.to figure the interest due under section1045.
• Cost of goods sold allocable to DPGR.1260(b). If any portion of a constructive10. Gain eligible for section 1045 rollover

ownership transaction was open in any prior • Cost of goods sold from all sources.(replacement stock not purchased by the
year, each partner’s tax liability must be • Total deductions, expenses, andpartnership). Include only gain from the sale
increased by the partner’s pro rata share of losses directly allocable to DPGR.or exchange of qualified small business
interest due on any deferral of gain • Total deductions, expenses, and(QSB) stock (as defined in the instructions
recognition. See section 1260(b) for details, losses directly allocable to a non-DPGRfor Schedule D) the partnership held for
including how to figure the interest. class of income.more than 6 months but that was not

14. Extraterritorial income exclusion. See • Other deductions, expenses, anddeferred by the partnership under section
the instructions on page 13 for the losses not directly allocable to DPGR or1045. See the instructions for Schedule D
information and codes that are required to another class of income.for more details. A partner (other than a
be reported in box 9 of Schedule K-1. • W-2 wages property allocable tocorporation) may be eligible to defer his or

DPGR.15. Any income or gain reported on linesher distributive share of this gain under
1 through 4 of Schedule K that qualifies assection 1045 if he or she purchases other • Any other information a partner needs
inversion gain, if the partnership is anQSB stock during the 60-day period that to use the section 861 method to allocate
expatriated entity or is a partner in anbegan on the date the QSB stock was sold and apportion cost of goods sold and
expatriated entity. For details, see sectionby the partnership. Additional limitations deductions between DPGR and other
7874. Attach a statement to Form 1065-Bapply at the partner level. Report with Code receipts.
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See Form 8903 and its instructions for more pass-through partnership is a partnership W-2 wages (see the Instructions for Form
details. If the partnership chooses to that satisfies each of the following 8903 for details).
compute QPAI and Form W-2 wages at the requirements for the current tax year.

Note. If a partnership satisfies thepartnership level, see the instructions below. i. It has average annual gross receipts
requirements for more than one type ofQPAI and Form W-2 wages computed for the 3 tax years preceding the current tax
eligible partnership, it may choose any oneat partnership level (codes S2 and S3). year of $100 million or less, or has total
of the allocation methods for which itEligible partnerships can choose to compute assets at the end of the current tax year of
qualified to figure QPAI and W-2 wages.QPAI and W-2 wages at the partnership $10 million or less.
See Rev. Proc. 2007-34 for morelevel and report each qualified partner’s ii. It has total cost of goods sold and information on the eligibility requirementsdistributive share of QPAI (using code S2) deductions that, together, are $100 million and rules for computing QPAI and W-2and W-2 wages (using code S3) on or less.Schedule K-1. See the special rules for wages at the partnership level.

iii. It has DPGR.non-qualifying partners of an eligible section 19. Compensation to partners deferred
iv. On every day during the current tax861 partnership below. under a section 409A nonqualified deferred

year, all of its partners are individuals, Generally, the partnership must allocate compensation plan that does not meet the
estates, or trusts (or treated as described) inQPAI to its partners in the same proportion requirements of section 409A. Include in this
section 1361(c)(2).as gross income and allocate W-2 wages in amount any earnings on these deferrals.

v. On every day during the current taxthe same proportion as wage expense. For Enter this amount in box 9 of Schedule K-1
information on computing QPAI and W-2 year, no partner owns, alone or combined using Code T. This amount must also be
wages at the partnership level, see Rev. with the ownership interests of all related included on line 7 of Schedule K,
Proc. 2007-34, 2007-23 I.R.B. 1345, persons, more than 10% of the profits or Guaranteed Payments to Partners. If the
available at www.irs.gov/pub/irs-irbs/ capital interests in the partnership. section 409A deferred compensation was
irb07-23.pdf, and the Instructions for Form An eligible widely-held pass-through part of a transaction in which the partner8903. See the eligibility requirements and partnership must use the simplified was not acting as a member of thereporting rules for each type of eligible deduction method of cost allocation to figure partnership (under section 707(a)), reportpartnership below. Qualifying in-kind QPAI and W-2 wages (see the Instructions the income and section 409A deferredpartnerships and expanded affiliated group for Form 8903 for details). compensation information on Formpartnerships (defined in Temporary

c. Eligible small pass-through 1099-MISC.Regulations section 1.199-3T(i)(7) and (8))
partnership. An eligible small pass-through 20. Other information (Code U). Useare not eligible to compute QPAI and W-2
partnership is a partnership that satisfies Code U to report the following items.wages at the partnership level.
each of the following requirements for the • Recapture of credits. Report thea. Eligible section 861 partnership. An
current tax year. recapture of any credit (other than theeligible section 861 partnership is a

i. The partnership satisfies one of thepartnership that satisfies each of the low-income housing credit or investment
following: (a) It has average annual grossfollowing requirements for its current tax credit) as a separately stated item. See the
receipts for the 3 tax years preceding theyear. instructions for line 26 on page 18 for
current tax year of $5 million or less, (b) it is reporting the recapture of the low-incomei. It has at least 100 partners on any
engaged in the trade or business of farming housing credit and investment credit.day during the partnership’s tax year.
and is not required to use the accrual • Any information a partner that is a PTPii. At least 70% of the partnership is
method of accounting, or (c) it is eligible to may need to determine if it meets the 90%owned, at all times during its tax year, by
use the cash method of accounting under qualifying income test of section 7704(c)(2).qualifying partners. A qualifying partner is a
Rev. Proc. 2002-28 (that is, it has average Partners are required to notify thepartner that, on each day during the
annual gross receipts of $10 million or lesspartnership’s tax year that the partner owns partnership of their status as a PTP.
and is not excluded from using the cashan interest in the partnership: (a) is not a • If the partnership participates in a
method under section 448), which is ongeneral partner or a managing member of a transaction that must be disclosed on Form
page 815 of Internal Revenue Bulletinpartnership organized as a limited liability 8886, both the partnership and its partners
2002-18 at www.irs.gov/pub/irs-irbs/company, (b) does not materially participate may be required to file Form 8886. The
irb02-18.pdf.in the activities of the partnership, (c) does partnership must determine if any of its

not own, alone or combined with the ii. It has total costs of goods sold and partners are required to disclose the
interests of all related persons, 5% or more deductions that, together, are $5 million or transaction and provide those partners withof the profits or capital interests in the less. information they will need to file Form 8886.partnership, or (d) is not an ineligible iii. It has DPGR. This determination is based on thepartnership (qualifying in-kind partnerships

iv. It does not have a partner that is an category(s) under which a transactionand expanded affiliated group partnerships
ineligible partnership (qualifying in-kind qualified for disclosure. See the instructionsdefined in Temporary Regulations section
partnerships and expanded affiliated group for Form 8886 for details.1.199-3T(i)(7) and (8)).
partnerships defined in Temporary • Any other information a partner mayiii. It has DPGR. Regulations section 1.199-3T(i)(7) and (8)). need to file his or her return that is not

An eligible section 861 partnership must shown elsewhere on Schedule K-1. EnterAn eligible small pass-through
use the section 861 method of cost this information on an attachment topartnership must use the small businessallocation to figure QPAI and W-2 wages Schedule K-1.simplified overall method to figure QPAI and(see the Instructions for Form 8903 for
details). The partnership cannot allocate
QPAI and W-2 wages computed at the 28% Rate Gain Worksheet—Line 16 Keep for Your Records
partnership level to non-qualifying partners
(qualifying partners are defined as part of 1. Enter the total of all collectibles gain or (loss) from items reported on lines
the definition of an eligible section 861 5 through 8, column (f) of Schedule D (Form 1065-B). . . . . . . . . . . . . 1.
partnership above). Instead, it must attach a

2. If Schedule D, line 4, is a (loss), enter here. Otherwise, enter -0-. . . . . . 2.statement to the Schedule K-1 for
non-qualifying partners that provides the 3. Combine lines 1 and 2. If zero or less, enter -0-. . . . . . . . . . . . . . . . . 3.
partner’s distributive share of the items

4. Redetermine the amount on line 3 by taking into account 28% rate gainlisted under QPAI and Form W-2 wages
and losses from passive loss limitation activities. Report the amountcomputed at partner level (code S1) above.
allocated to interests held as a limited partner in box 9 of Schedule K-1The partnership items allocated to
using Code D. Report amounts allocated to general partners using Codesnon-qualifying partners must be excluded for
A3, B3, and C3, in box 9 of Schedule K-1. . . . . . . . . . . . . . . . . . . . . 4.purposes of computing QPAI and W-2

wages at the partnership level. 5. Subtract line 4 from line 3. Report the amount to all partners in box 9 of
Schedule K-1 using Code E. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.b. Eligible widely-held pass-through

partnership. An eligible widely-held
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recapture). However, if the partnership • Code B2—General partner’s net capitalInstructions for the chose not to treat all of the gain from gain (loss) from rental real estate activities
payments received after May 6, 1997, and (for the entire year).Unrecaptured Section 1250
before August 24, 1999, as unrecaptured • Code B3—General partner’s 28% rateGain Worksheet section 1250 gain, use only the amount the gain (loss) from rental real estate activities.
partnership chose to treat as unrecaptured • Code B4—General partner’s generalLines 1 through 3. If the partnership had section 1250 gain for those payments to credits from rental real estate activities.more than one property described on line 1, reduce the total unrecaptured section 1250 • Code B5—General partner’s low-incomecomplete lines 1 through 3 for each property gain remaining to be reported for the sale. housing credit from rental real estateon a separate worksheet. Enter the total of

activities.the line 3 amounts for all properties on line 3
• Code B6—General partner’sand go to line 4. Box 9 Codes (Schedule
rehabilitation credit from rental real estate

Line 4. The total unrecaptured section activities.K-1)1250 gain for an installment sale of property • Code B7—General partner’s alternativeThe following codes should be used toheld more than 1 year is figured for the year minimum tax adjustment from rental realdescribe the information located in box 9.of sale in a manner similar to that used to estate activities.figure line 3 of the worksheet. However, the • Code A1—General partner’s taxable • Code C1—General partner’s taxableunrecaptured section 1250 gain must be income (loss) from trade or business income (loss) from other rental activities.allocated to the installment payments activities. • Code C2—General partner’s net capitalreceived from the sale. To do so, the • Code A2—General partner’s net capital gain (loss) from other rental activities.partnership generally must treat the gain gain (loss) from trade or business activities. • Code C3—General partner’s 28% rateallocable to each installment payment as • Code A3—General partner’s 28% rate gain (loss) from other rental activities.unrecaptured section 1250 gain until all gain (loss) from trade or business activities. • Code C4—General partner’s generalsuch gain has been used in full. Figure the • Code A4—General partner’s general credits from other rental activities.unrecaptured section 1250 gain for
credits from trade or business activities. • Code C5—General partner’s alternativeinstallment payments received during the
• Code A5—General partner’s alternative minimum tax adjustment from other rentaltax year as the smaller of (a) the amount
minimum tax adjustment from trade or activities.from line 26 or line 37 of Form 6252
business activities. • Code D—Limited partner’s 28% rate gain(whichever applies) or (b) the total

(loss) from passive activities.• Code B1—General partner’s taxableunrecaptured section 1250 gain for the sale
income (loss) from rental real estatereduced by all gain reported in prior years • Code E—Limited partner’s 28% rate gain
activities.(excluding section 1250 ordinary income (loss) from other activities.

Unrecaptured Section 1250 Gain Worksheet—Line 15

If any of the following apply, the partnership does not have to complete all of the worksheet. Instead, follow the
instructions below.

TIP

• Go to line 4 if the partnership’s only unrecaptured section 1250 gain is from an installment sale of trade or business property
held more than 1 year that the partnership is reporting on Form 6252.

• Go to line 5 if the partnership’s only unrecaptured section 1250 gain is from a Schedule K-1 reporting such gain from another
partnership.

• Go to line 10 if the partnership’s only unrecaptured section 1250 gain is from the sale or exchange of an interest in another
partnership.

• Go to line 11 if the partnership’s only unrecaptured section 1250 gain is from a Schedule K-1, Form 1099-DIV, or Form 2439
reporting such gain from an estate, trust, real estate investment trust, or regulated investment company (including a mutual
fund).

1. If the partnership had a section 1250 property in Part III of Form 4797 for which there was an entry
in Part I of Form 4797 (but not on Form 6252), enter the smaller of line 22 or line 24 of Form 4797
for that property. If the partnership had more than one such property, see instructions . . . . . . . . . 1.

2. Enter the amount from Form 4797, line 26g, for the property for which the partnership made an
entry on line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Enter the total unrecaptured section 1250 gain included on line 26 or 37 of Form(s) 6252 from

installment sales of trade or business property held more than 1 year (see instructions) . . . . . . . . 4.
5. Enter the total of any amounts reported to the partnership on Schedules K-1 from another

partnership as “unrecaptured section 1250 gain” . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.
6. Add lines 3 through 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 6 or the gain, if any, from Form 4797, line 7 . . . . . . . 7.
8. Enter the amount, if any, from Form 4797, line 8 . . . . . . . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Enter the gain from the sale or exchange of an interest in another partnership attributable to
unrecaptured section 1250 gain. See Regulations section 1.1(h)-1 and attach the statement
required under Regulations section 1.1(h)-1(e) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Enter the total of any amounts reported to the partnership on Schedule K-1, Form 1099-DIV, or
Form 2439 as “Unrecaptured section 1250 gain” from an estate, trust, real estate investment trust,
or mutual fund (or other regulated investment company) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.

12. Add lines 9 through 11. This is the partnership’s “unrecaptured section 1250 gain.” Report each
partner’s distributive share with Code N in box 9 of Schedule K-1 . . . . . . . . . . . . . . . . . . . . . . . . 12.
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• Code F—Guaranteed payments. IRS to reconstruct a balance sheet similar to
that contained on Form 1065-B without• Code G—Income from discharge of Analysis of Net Income
contacting the partnership duringindebtedness. (Loss) processing.• Code H—Tax-exempt interest income.

All amounts on the balance sheet should• Code I—Limited partner’s rehabilitation
be reported in U.S. dollars. If thecredit from rental real estate activities. For each type of partner shown, enter the partnership’s books and records are kept in• Code J1—Net earnings (loss) from portion of the amount shown on line 1 that a foreign currency, the balance sheet shouldself-employment. was allocated to that type of partner. Report be translated in accordance with U.S.• Code J2—Gross nonfarm income. all amounts for limited liability company generally accepted accounting principles• Code K1—Name of foreign country or members on the line for limited partners. (GAAP).U.S. possession. The sum of the amounts shown on line 2
Exception.  If the partnership or anymust equal the amount shown on line 1. In• Code K2—Gross income from all
qualified business unit of the partnershipaddition, the amount on line 1 must equalsources.
uses the United States dollar approximatethe amount on line 9, Schedule M-1. If the• Code K3—Gross income sourced at separate transactions method, Schedule Lpartnership files Schedule M-3, the amountpartner level. should reflect the tax balance sheeton line 1 must equal the amount in column• Code K4(a)—Passive category foreign prepared and translated into U.S. dollars(d) of line 26, Part II of Schedule M-3.source income. according to Regulations section 1.985-3(d),

In classifying partners who are• Code K4(b)—General category foreign and not a U.S. GAAP balance sheet.
individuals as “active” or “passive,” thesource income.
partnership should apply the rules below. In• Code K4(c)—Other category foreign Partnerships Required To File
applying these rules, a partnership shouldsource income. Schedule M-3classify each partner to the best of its• Code K5—Interest expense allocated For partnerships required to file Scheduleknowledge and belief. It is assumed that inand apportioned at the partner level. M-3, the amounts reported on Schedule Lmost cases the level of a particular partner’s• Code K6—Other expenses allocated and must be the same as the amounts fromparticipation in an activity will be apparent.apportioned at the partner level. financial statements used to complete1. If the partnership’s principal activity is• Code K7(a)—Deductions allocated and Schedule M-3. If the partnership preparesa trade or business, classify a generalapportioned at partnership level to passive non-tax-basis financial statements,partner as “active” if the partner materiallycategory foreign source income. Schedule M-3 and Schedule L must reportparticipated in all partnership trade or• Code K7(b)—Deductions allocated and non-tax-basis financial statement amounts.business activities; otherwise, classify aapportioned at partnership level to general If the partnership does not preparegeneral partner as “passive.”category foreign source income. non-tax-basis financial statements,2. If the partnership’s principal activity

Schedule L must be based on the• Code K7(c)—Deductions allocated and consists of a working interest in an oil or gas
partnership’s books and records and mayapportioned at partnership level to the other well, classify a general partner as “active.”
show tax-basis balance sheet amounts if thecategory of foreign source income. 3. If the partnership’s principal activity is
partnership books and records reflect only• Code K8(a)—Total foreign taxes paid. a rental real estate activity, classify a
tax-basis amounts.• Code K8(b)—Total foreign taxes accrued. general partner as “active” if the partner

actively participated in all of the• Code K9—Reduction in taxes available Line 5. Tax-Exempt Securities
partnership’s rental real estate activities;for credit.

Include on this line:otherwise, classify a general partner as• Code L—Oil and gas activities.
1. State and local government“passive.”• Code M1—Other tax-exempt income.

obligations, the interest on which is4. Classify as “passive” all partners in a• Code M2—Nondeductible expenses. excludable from gross income under sectionpartnership whose principal activity is a• Code M3—Unrelated business taxable 103(a) andrental activity other than a rental real estateincome. 2. Stock in a mutual fund or otheractivity.• Code M4—Health insurance. regulated investment company that5. If the partnership’s principal activity is
• Code M5—Distributions of money (cash distributed exempt-interest dividends duringa portfolio activity, classify all partners as
and marketable securities). the tax year of the partnership.“active.”
• Code M6—Distributions of property other 6. Classify as “passive” all limited
than money. partners and LLC members in a partnership Line 14. Total Assets

whose principal activity is a trade or• Code M7—Gain eligible for section 1202 Generally, total assets at the beginning ofbusiness or rental activity.exclusion. the year (Schedule L, line 14, column (b)),7. If the partnership cannot make a• Code M8—Gain eligible for section 1045 must equal total assets at the close of thereasonable determination whether arollover–stock replaced. prior tax year (Schedule L, line 14, columnpartner’s participation in a trade or business• Code M9—Gain eligible for section 1045 (d)). If total assets at the beginning of theactivity is material or whether a partner’srollover–stock not replaced. year do not equal total assets at the close ofparticipation in a rental real estate activity is• Code N—Unrecaptured section 1250 the prior year, attach a statement explainingactive, classify the partner as “passive.”gain. the difference.
• Code O1—Foreign trading gross For purposes of measuring total assets
receipts. at the end of the year, the partnership’s
• Code O2—Extraterritorial income assets may not be netted against or reducedSchedule L. Balance
exclusion. by partnership liabilities. In addition, assetSheets per Books amounts may not be reported as a negative• Code P—Inversion gain.

number. If the partnership has an interest in• Code Q—Commercial revitalization
another partnership and uses a tax-basisdeduction. The balance sheets should agree with the method for Schedule L, it must show as an• Code R1—Corporate partner’s interest partnership’s books and records. Attach a asset the adjusted basis of its interest in theincome. statement explaining any differences. other partnership and separately show as a• Code R2—Corporate partner’s interest

Partnerships reporting to the Interstate liability its share of the other partnership’sexpense.
Commerce Commission (ICC) or to any liabilities (which are included in the• Code S1—Domestic production activities national, state, municipal, or other public computation of its adjusted basis). See theinformation. officer can send copies of their balance Partner’s Instructions for Schedule K-1• Code S2—Qualified production activities sheets prescribed by the ICC or national, (Form 1065-B) for details on how to figure

income. state, or municipal authorities, as of the the adjusted basis of a partnership interest.
• Code S3—Employer’s W-2 wages. beginning and end of the tax year, instead of If Schedule L is non-tax-basis, investment in
• Code T—Section 409A nonqualified completing Schedule L. However, a partnership may be shown as appropriate
deferred compensation. statements filed under this procedure must under the non-tax-basis accounting method
• Code U—Other income. contain sufficient information to enable the of the partnership including, if required by
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the non-tax-basis accounting method of the Line 3. Guaranteed Payments
partnership, the equity method of accounting Schedule M-2. Analysis ofInclude on this line guaranteed paymentsfor investments, but must be shown as a

shown on Schedule K, line 7. Partners’ Capital Accountsnon-negative amount.
Line 4b. Travel andExample. Partnership A prepares a

tax-basis Schedule L and is a general Entertainment Show what caused the changes during the
partner in Partnership B, a general tax year in the partners’ capital accounts asInclude on this line the following.
partnership. Partnership A’s adjusted basis reflected on the partnership’s books and• Meal and entertainment expenses not
in Partnership B at the end of the tax year is records.deductible under section 274(n).
$16 million. Partnership A’s share of • Expenses for the use of an entertainment The partnership may use tax-basis
Partnership B’s liabilities is $20 million, facility. amount or apply the rules in Regulations
which is included in the $16 million adjusted • The part of business gifts over $25. section 1.704-1(b)(2)(iv) to determine the
basis amount. On its Schedule L, • Expenses of an individual allocable to partners’ capital accounts in Schedule M-2.
Partnership A must report $16 million on line conventions on cruise ships over $2,000. If the beginning and ending capital accounts
8 as the amount of its investment asset in • Employee achievement awards over reported under these rules differ from the
Partnership B and report on line 20 its $20 $400. amounts reported on Schedule L, attach a
million share of Partnership B’s liabilities. • The part of the cost of entertainment statement reconciling any differences.
These amounts cannot be netted on tickets that exceeds face value (also subject
Schedule L. Line 2. Capital Contributedto 50% limit).

• The part of the cost of skyboxes that During YearLine 18. All Nonrecourse Loans exceeds the face value of nonluxury box Include on line 2a the amount of moneyseat tickets.Nonrecourse loans are those liabilities of the contributed and on line 2b the amount of• The part of the cost of luxury water travelpartnership for which no partner bears the property contributed by each partner to theexpenses not deductible under sectioneconomic risk of loss. If the partnership’s partnership as reflected on the partnership’s274(m).nonrecourse liabilities include its share of books and records.• Expenses for travel as a form ofthe liabilities of another partnership, the
education.partnership’s share of those liabilities must Line 3. Net Income (Loss) per
• Nondeductible club dues.be reflected on line 18. Books• Other travel and entertainment expenses

Enter on line 3 the net income (loss) shownnot allowed as a deduction.Line 20. Other Liabilities on the partnership books from Schedule
A partnership that is a partner in a tiered M-1, line 1 (or Schedule M-3, Part I, line 11).
partnership must include as a liability on line

Line 6. Distributions20 the partner’s share of the tiered
partnership’s liabilities to the extent they are Line 6a. Cash. Enter on line 6a the
recourse liabilities to the partner. amount of money distributed to each partner

by the partnership.
Line 6b. Property. Enter on line 6b the
amount of property distributed to eachSchedule M-1.
partner by the partnership as reflected onReconciliation of Income the partnership’s books and records. Include
withdrawals from inventory for the personal(Loss) per Books With
use of a partner. 

Income (Loss) per Return
Note. Schedule M-3 may be required
instead of Schedule M-1. See Item J.
Schedule M-3 earlier. See the Instructions
for Schedule M-3 for more information.

Line 2
Report on this line income included on
Schedule K, lines 1c, 1d, 2, 3, 4a, 4b, and 8
not recorded on the partnership’s books this
year. Describe each such item of income.
Attach a statement if necessary.

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

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

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

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

or the form

Form 1065-B 52 hr., 24 min. 23 hr., 51 min. 35 hr., 2 min. 2 hr., 40 min.
Schedule D (Form 1065-B) 14 hr., 6 min. 2 hr., 40 min. 3 hr., 1 min.
Schedule K-1 (Form 1065-B) 9 hr., 34 min. 7 hr., 43 min. 11 hr., 57 min. 1 hr., 4 min.
Schedule L (Form 1065-B) 15 hr., 46 min. 12 min. 27 min.
Schedule M-1 (Form 1065-B) 3 hr., 21 min. 12 min. 15 min.
Schedule M-2 (Form 1065-B) 3 hr., 6 min. 6 min. 9 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making these forms simpler, we would be happy to hear from you. You can write to the
Internal Revenue Service, Tax Products Coordinating Committee, SE:W:CAR:MP:T:T:SP, 1111 Constitution Ave. NW, IR-6256, Washington, DC 20224. Do not send the tax form to
this address. Instead, see Where To File on page 3.
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Using the list of activities and codes below, produce the finished product, but retains title to theCodes for Principal Business determine from which activity the business derives product, the business is considered a manufacturer
the largest percentage of its “total receipts.” Total and must use one of the manufacturing codesActivity and Principal Product
receipts is defined as the sum of gross receipts or (311110 – 339900).or Service sales (Part I, line 1a); all other income from Part I, Once the Principal Business Activity islines 5, 6, 7, 9, and 10; Part II, lines 1, 2a, 3, and 5; determined, enter the six-digit code from the listThis list of Principal Business Activities and their income or net gain from Schedule D, lines 4 and 9; below on page 1, item C. Also enter a briefassociated codes is designed to classify an and income or net gain reported on Form 8825, lines description of the business activity in item A and theenterprise by the type of activity in which it is 2, 19, and 20a. If the business purchases raw principal product or service of the business in item B.engaged to facilitate the administration of the materials and supplies them to a subcontractor to

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

Code Code Code Code

 Heavy and Civil Engineering Wood Product Manufacturing 332810 Coating, Engraving, HeatAgriculture, Forestry, Fishing
Construction Treating, & Allied Activities321110 Sawmills & Woodand Hunting
237100 Utility System Construction Preservation 332900 Other Fabricated MetalCrop Production Product Mfg237210 Land Subdivision 321210 Veneer, Plywood, &111100 Oilseed & Grain Farming Engineered Wood Product Machinery Manufacturing237310 Highway, Street, & Bridge111210 Vegetable & Melon Farming MfgConstruction 333100 Agriculture, Construction, &(including potatoes & yams) 321900 Other Wood Product Mfg Mining Machinery Mfg237990 Other Heavy & Civil111300 Fruit & Tree Nut Farming Engineering Construction Paper Manufacturing 333200 Industrial Machinery Mfg

111400 Greenhouse, Nursery, & Specialty Trade Contractors 322100 Pulp, Paper, & Paperboard 333310 Commercial & ServiceFloriculture Production Mills Industry Machinery Mfg238100 Foundation, Structure, &111900 Other Crop Farming Building Exterior Contractors 322200 Converted Paper Product Mfg 333410 Ventilation, Heating,(including tobacco, cotton, (including framing carpentry, Air-Conditioning, &Printing and Related Supportsugarcane, hay, peanut, masonry, glass, roofing, & Commercial RefrigerationActivitiessugar beet & all other crop siding) Equipment Mfg323100 Printing & Related Supportfarming)
238210 Electrical Contractors 333510 Metalworking Machinery MfgActivitiesAnimal Production
238220 Plumbing, Heating, & 333610 Engine, Turbine & PowerPetroleum and Coal Products112111 Beef Cattle Ranching & Air-Conditioning Contractors Transmission Equipment MfgManufacturingFarming
238290 Other Building Equipment 333900 Other General Purpose324110 Petroleum Refineries112112 Cattle Feedlots Contractors Machinery Mfg(including integrated)112120 Dairy Cattle & Milk 238300 Building Finishing Computer and Electronic Product324120 Asphalt Paving, Roofing, &Production Contractors (including ManufacturingSaturated Materials Mfg112210 Hog & Pig Farming drywall, insulation, painting, 334110 Computer & Peripheral324190 Other Petroleum & Coal112300 Poultry & Egg Production wallcovering, flooring, tile, & Equipment MfgProducts Mfgfinish carpentry)112400 Sheep & Goat Farming 334200 Communications EquipmentChemical Manufacturing238900 Other Specialty Trade112510 Aquaculture (including Mfg325100 Basic Chemical MfgContractors (including siteshellfish & finfish farms & 334310 Audio & Video Equipment325200 Resin, Synthetic Rubber, &preparation)hatcheries) MfgArtificial & Synthetic Fibers &112900 Other Animal Production 334410 Semiconductor & OtherFilaments MfgManufacturingForestry and Logging Electronic Component Mfg325300 Pesticide, Fertilizer, & OtherFood Manufacturing113110 Timber Tract Operations 334500 Navigational, Measuring,Agricultural Chemical Mfg
311110 Animal Food Mfg Electromedical, & Control113210 Forest Nurseries & Gathering 325410 Pharmaceutical & Medicine Instruments Mfgof Forest Products 311200 Grain & Oilseed Milling Mfg

334610  Manufacturing &113310 Logging 311300 Sugar & Confectionery 325500 Paint, Coating, & Adhesive Reproducing Magnetic &Product MfgFishing, Hunting and Trapping Mfg Optical Media311400 Fruit & Vegetable Preserving114110 Fishing 325600 Soap, Cleaning Compound, &
Electrical Equipment, Appliance, and& Specialty Food Mfg Toilet Preparation Mfg114210 Hunting & Trapping Component Manufacturing311500 Dairy Product Mfg 325900 Other Chemical Product &Support Activities for Agriculture 335100 Electric Lighting Equipment311610 Animal Slaughtering and Preparation Mfgand Forestry MfgProcessing Plastics and Rubber Products115110 Support Activities for Crop 335200 Household Appliance Mfg311710 Seafood Product Preparation ManufacturingProduction (including cotton
335310 Electrical Equipment Mfg& Packagingginning, soil preparation, 326100 Plastics Product Mfg
335900 Other Electrical Equipment &311800 Bakeries & Tortilla Mfgplanting, & cultivating) 326200 Rubber Product Mfg Component Mfg311900 Other Food Mfg (including115210 Support Activities for Animal Nonmetallic Mineral Product Transportation Equipmentcoffee, tea, flavorings &Production Manufacturing Manufacturingseasonings)115310 Support Activities For 327100 Clay Product & Refractory 336100 Motor Vehicle MfgBeverage and Tobacco ProductForestry Mfg

Manufacturing 336210 Motor Vehicle Body & Trailer327210 Glass & Glass Product Mfg Mfg312110 Soft Drink & Ice MfgMining 327300 Cement & Concrete Product 336300 Motor Vehicle Parts Mfg312120 Breweries211110 Oil & Gas Extraction Mfg
336410 Aerospace Product & Parts312130 Wineries212110 Coal Mining 327400 Lime & Gypsum Product Mfg Mfg312140 Distilleries212200 Metal Ore Mining 327900 Other Nonmetallic Mineral 336510 Railroad Rolling Stock Mfg312200 Tobacco Manufacturing212310 Stone Mining & Quarrying Product Mfg
336610 Ship & Boat BuildingTextile Mills and Textile Product212320 Sand, Gravel, Clay, & Primary Metal Manufacturing
336990 Other TransportationMillsCeramic & Refractory 331110 Iron & Steel Mills & Ferroalloy Equipment MfgMinerals Mining & Quarrying 313000 Textile Mills Mfg
Furniture and Related Product212390 Other Nonmetallic Mineral 314000 Textile Product Mills 331200 Steel Product Mfg from ManufacturingMining & Quarrying Purchased SteelApparel Manufacturing
337000 Furniture & Related Product213110 Support Activities for Mining 331310 Alumina & Aluminum315100 Apparel Knitting Mills ManufacturingProduction & Processing315210 Cut & Sew Apparel Miscellaneous ManufacturingUtilities 331400 Nonferrous Metal (exceptContractors
339110 Medical Equipment &221100 Electric Power Generation, Aluminum) Production &315220 Men’s & Boys’ Cut & Sew Supplies MfgTransmission & Distribution ProcessingApparel Mfg
339900 Other Miscellaneous221210 Natural Gas Distribution 331500 Foundries315230 Women’s & Girls’ Cut & Sew Manufacturing221300 Water, Sewage & Other Apparel Mfg Fabricated Metal Product

Systems Manufacturing315290 Other Cut & Sew Apparel Mfg
221500 Combination Gas & Electric 332110 Forging & Stamping315990 Apparel Accessories & Other

Apparel Mfg 332210 Cutlery & Handtool Mfg Wholesale TradeConstruction 332300 Architectural & StructuralLeather and Allied Product
Merchant Wholesalers, DurableMetals MfgManufacturingConstruction of Buildings Goods332400 Boiler, Tank, & Shipping316110 Leather & Hide Tanning &236110 Residential Building 423100 Motor Vehicle & MotorContainer MfgFinishingConstruction Vehicle Parts & Supplies332510 Hardware Mfg316210 Footwear Mfg (including236200 Nonresidential Building 423200 Furniture & Homerubber & plastics)Construction 332610 Spring & Wire Product Mfg Furnishings316990 Other Leather & Allied 332700 Machine Shops; Turned 423300 Lumber & Other ConstructionProduct Mfg Product; & Screw, Nut, & Bolt MaterialsMfg
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Codes for Principal Business Activity and Principal Product or Service (continued)

Code Code Code Code

423400 Professional & Commercial 445120 Convenience Stores Truck Transportation Finance and Insurance
Equipment & Supplies 445210 Meat Markets 484110 General Freight Trucking, Depository Credit Intermediation

423500 Metal & Mineral (except Local445220 Fish & Seafood Markets 522110 Commercial BankingPetroleum) 484120 General Freight Trucking,445230 Fruit & Vegetable Markets 522120 Savings Institutions423600 Electrical & Electronic Goods Long-distance445291 Baked Goods Stores 522130 Credit Unions423700 Hardware, & Plumbing & 484200 Specialized Freight Trucking445292 Confectionery & Nut Stores 522190 Other Depository CreditHeating Equipment & Transit and Ground Passenger445299 All Other Specialty Food IntermediationSupplies TransportationStores Nondepository Credit Intermediation423800 Machinery, Equipment, & 485110 Urban Transit Systems445310 Beer, Wine, & Liquor Stores 522210 Credit Card IssuingSupplies 485210 Interurban & Rural BusHealth and Personal Care Stores 522220 Sales Financing423910 Sporting & Recreational Transportation446110 Pharmacies & Drug StoresGoods & Supplies 522291 Consumer Lending485310 Taxi Service446120 Cosmetics, Beauty Supplies,423920 Toy & Hobby Goods & 522292 Real Estate Credit (including485320 Limousine Service& Perfume StoresSupplies mortgage bankers &485410 School & Employee Bus446130 Optical Goods Stores originators)423930 Recyclable Materials Transportation446190 Other Health & Personal 522293 International Trade Financing423940 Jewelry, Watch, Precious 485510 Charter Bus IndustryCare StoresStone, & Precious Metals 522294 Secondary Market Financing485990 Other Transit & GroundGasoline Stations423990 Other Miscellaneous Durable 522298 All Other NondepositoryPassenger Transportation
Goods 447100 Gasoline Stations (including Credit IntermediationPipeline Transportationconvenience stores with gas)Merchant Wholesalers, Nondurable Activities Related to Credit486000 Pipeline TransportationGoods Clothing and Clothing Accessories Intermediation

Scenic & Sightseeing TransportationStores424100 Paper & Paper Products 522300 Activities Related to Credit
487000 Scenic & Sightseeing448110 Men’s Clothing Stores Intermediation (including loan424210 Drugs & Druggists’ Sundries

Transportation brokers, check clearing, &448120 Women’s Clothing Stores424300 Apparel, Piece Goods, &
Support Activities for Transportation money transmitting)Notions 448130 Children’s & Infants’ Clothing
488100 Support Activities for Air Securities, Commodity Contracts,Stores424400 Grocery & Related Products

Transportation and Other Financial Investments and448140 Family Clothing Stores424500 Farm Product Raw Materials Related Activities488210 Support Activities for Rail448150 Clothing Accessories Stores424600 Chemical & Allied Products Transportation 523110 Investment Banking &448190 Other Clothing Stores424700 Petroleum & Petroleum Securities Dealing488300 Support Activities for WaterProducts 448210 Shoe Stores Transportation 523120 Securities Brokerage
424800 Beer, Wine, & Distilled 448310 Jewelry Stores 488410 Motor Vehicle Towing 523130 Commodity ContractsAlcoholic Beverages 448320 Luggage & Leather Goods Dealing488490 Other Support Activities for424910 Farm Supplies Stores Road Transportation 523140 Commodity Contracts
424920 Book, Periodical, & Sporting Goods, Hobby, Book, and Brokerage488510 Freight TransportationNewspapers Music Stores Arrangement 523210 Securities & Commodity
424930 Flower, Nursery Stock, & 451110 Sporting Goods Stores Exchanges488990 Other Support Activities forFlorists’ Supplies 451120 Hobby, Toy, & Game Stores Transportation 523900 Other Financial Investment
424940 Tobacco & Tobacco Products 451130 Sewing, Needlework, & Piece Activities (including portfolioCouriers and Messengers
424950 Paint, Varnish, & Supplies Goods Stores management & investment492110 Couriers
424990 Other Miscellaneous advice)451140 Musical Instrument & 492210 Local Messengers & LocalNondurable Goods Supplies Stores Insurance Carriers and RelatedDelivery
Wholesale Electronic Markets and Activities451211 Book Stores Warehousing and StorageAgents and Brokers 524140 Direct Life, Health, & Medical451212 News Dealers & Newsstands

493100 Warehousing & Storage425110 Business to Business Insurance & Reinsurance451220 Prerecorded Tape, Compact (except lessors ofElectronic Markets CarriersDisc, & Record Stores miniwarehouses &
425120 Wholesale Trade Agents & 524150 Direct Insurance &General Merchandise Stores self-storage units)

Brokers Reinsurance (except Life,452110 Department Stores Health & Medical) Carriers
452900 Other General Merchandise Information 524210 Insurance Agencies &Retail Trade Stores Publishing Industries (except Brokerages Motor Vehicle and Parts Dealers Miscellaneous Store Retailers Internet) 524290 Other Insurance Related441110 New Car Dealers 453110 Florists 511110 Newspaper Publishers Activities (including441120 Used Car Dealers 453210 Office Supplies & Stationery 511120 Periodical Publishers third-party administration of

441210 Recreational Vehicle Dealers Stores insurance and pension funds)511130 Book Publishers
441221 Motorcycle Dealers 453220 Gift, Novelty, & Souvenir Funds, Trusts, and Other Financial511140 Directory & Mailing List

Stores441222 Boat Dealers VehiclesPublishers
453310 Used Merchandise Stores441229 All Other Motor Vehicle 525100 Insurance & Employee511190 Other Publishers

Dealers 453910 Pet & Pet Supplies Stores Benefit Funds511210 Software Publishers
441300 Automotive Parts, 453920 Art Dealers 525910 Open-End Investment FundsMotion Picture and SoundAccessories, & Tire Stores (Form 1120-RIC)453930 Manufactured (Mobile) Home Recording Industries
Furniture and Home Furnishings Dealers 525920 Trusts, Estates, & Agency512100 Motion Picture & Video
Stores Accounts453990 All Other Miscellaneous Store Industries (except video
442110 Furniture Stores Retailers (including tobacco, 525990 Other Financial Vehiclesrental)

candle, & trophy shops) (including mortgage REITs442210 Floor Covering Stores 512200 Sound Recording Industries
closed-end investment funds)Nonstore Retailers442291 Window Treatment Stores Broadcasting (except Internet)

“Offices of Bank Holding Companies”454110 Electronic Shopping &442299 All Other Home Furnishings 515100 Radio & Television and “Offices of Other HoldingMail-Order HousesStores Broadcasting Companies” are located under454210 Vending Machine OperatorsElectronics and Appliance Stores 515210 Cable & Other Subscription Management of Companies (Holding
454311 Heating Oil Dealers443111 Household Appliance Stores Programming Companies) below.
454312 Liquefied Petroleum Gas443112 Radio, Television, & Other Telecommunications

(Bottled Gas) DealersElectronics Stores 517000 Telecommunications Real Estate and Rental and454319 Other Fuel Dealers443120 Computer & Software Stores (including paging, cellular, Leasingsatellite, cable & other454390 Other Direct Selling443130 Camera & Photographic
Real Estateprogram distribution,Establishments (includingSupplies Stores
531110 Lessors of Residentialresellers, & otherdoor-to-door retailing, frozenBuilding Material and Garden

Buildings & Dwellingstelecommunications, &food plan providers, partyEquipment and Supplies Dealers
(including equity REITs)internet service providers)plan merchandisers, &444110 Home Centers coffee-break service 531114 Cooperative HousingData Processing Services444120 Paint & Wallpaper Stores providers) (including equity REITs)518210 Data Processing, Hosting, &444130 Hardware Stores 531120 Lessors of NonresidentialRelated Services

444190 Other Building Material Transportation and Buildings (exceptOther Information ServicesDealers Miniwarehouses) (includingWarehousing 519100 Other Information Services444200 Lawn & Garden Equipment & equity REITs)Air, Rail, and Water Transportation (including news syndicates,Supplies Stores 531130 Lessors of Miniwarehouses &libraries, internet publishing &481000 Air TransportationFood and Beverage Stores Self-Storage Units (includingbroadcasting)482110 Rail Transportation equity REITs)445110 Supermarkets and Other
483000 Water TransportationGrocery (except

Convenience) Stores
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Codes for Principal Business Activity and Principal Product or Service (continued)

Code Code Code Code

531190 Lessors of Other Real Estate 541920 Photographic Services 621391 Offices of Podiatrists 721120 Casino Hotels
Property (including equity 541930 Translation & Interpretation 621399 Offices of All Other 721191 Bed & Breakfast Inns
REITs) Services Miscellaneous Health 721199 All Other Traveler

531210 Offices of Real Estate Agents Practitioners541940 Veterinary Services Accommodation
& Brokers Outpatient Care Centers541990 All Other Professional, 721210 RV (Recreational Vehicle)

531310 Real Estate Property Scientific, & Technical Parks & Recreational Camps621410 Family Planning Centers
Managers Services 721310 Rooming & Boarding Houses621420 Outpatient Mental Health &

531320 Offices of Real Estate Substance Abuse Centers Food Services and Drinking Places
Appraisers Management of Companies 621491 HMO Medical Centers 722110 Full-Service Restaurants

531390 Other Activities Related to (Holding Companies) 621492 Kidney Dialysis Centers 722210 Limited-Service EatingReal Estate 551111 Offices of Bank Holding 621493 Freestanding Ambulatory Places
Rental and Leasing Services Companies Surgical & Emergency 722300 Special Food Services
532100 Automotive Equipment Rental Centers551112 Offices of Other Holding (including food service

& Leasing Companies 621498 All Other Outpatient Care contractors & caterers)
532210 Consumer Electronics & Centers 722410 Drinking Places (Alcoholic

Appliances Rental Beverages)Administrative and Support Medical and Diagnostic Laboratories
532220 Formal Wear & Costume 621510 Medical & Diagnosticand Waste Management andRental Laboratories Other ServicesRemediation Services532230 Video Tape & Disc Rental Home Health Care Services Repair and MaintenanceAdministrative and Support Services532290 Other Consumer Goods 621610 Home Health Care Services 811110 Automotive Mechanical &561110 Office AdministrativeRental Electrical Repair &Services Other Ambulatory Health Care532310 General Rental Centers MaintenanceServices561210 Facilities Support Services532400 Commercial & Industrial 811120 Automotive Body, Paint,621900 Other Ambulatory Health561300 Employment ServicesMachinery & Equipment Interior, & Glass RepairCare Services (including561410 Document PreparationRental & Leasing ambulance services & blood 811190 Other Automotive Repair &ServicesLessors of Nonfinancial Intangible & organ banks) Maintenance (including oil561420 Telephone Call CentersAssets (except copyrighted works) change & lubrication shops &Hospitals561430 Business Service Centers533110 Lessors of Nonfinancial car washes)622000 Hospitals(including private mail centersIntangible Assets (except 811210 Electronic & PrecisionNursing and Residential Care& copy shops)copyrighted works) Equipment Repair &Facilities561440 Collection Agencies Maintenance

623000 Nursing & Residential Care561450 Credit BureausProfessional, Scientific, and 811310 Commercial & IndustrialFacilities561490 Other Business Support Machinery & EquipmentTechnical Services
Social AssistanceServices (including (except Automotive &Legal Services
624100 Individual & Family Servicesrepossession services, court Electronic) Repair &541110 Offices of Lawyers reporting, & stenotype Maintenance624200 Community Food & Housing,

541190 Other Legal Services services) & Emergency & Other Relief 811410 Home & Garden Equipment &
Accounting, Tax Preparation, Services561500 Travel Arrangement & Appliance Repair &
Bookkeeping, and Payroll Services Reservation Services Maintenance624310 Vocational Rehabilitation
541211 Offices of Certified Public Services561600 Investigation & Security 811420 Reupholstery & Furniture

Accountants Services Repair624410 Child Day Care Services
541213 Tax Preparation Services 561710 Exterminating & Pest Control 811430 Footwear & Leather Goods
541214 Payroll Services Services RepairArts, Entertainment, and
541219 Other Accounting Services 561720 Janitorial Services 811490 Other Personal & HouseholdRecreation

Goods Repair & MaintenanceArchitectural, Engineering, and 561730 Landscaping Services Performing Arts, Spectator Sports,
Related Services Personal and Laundry Services561740 Carpet & Upholstery Cleaning and Related Industries
541310 Architectural Services Services 812111 Barber Shops711100 Performing Arts Companies
541320 Landscape Architecture 561790 Other Services to Buildings & 812112 Beauty Salon’s711210 Spectator Sports (including

Services Dwellings 812113 Nail Salonssports clubs & racetracks)
541330 Engineering Services 561900 Other Support Services 812190 Other Personal Care711300 Promoters of Performing Arts,

(including packaging &541340 Drafting Services Services (including diet &Sports, & Similar Events
labeling services, & weight reducing centers)541350 Building Inspection Services 711410 Agents & Managers forconvention & trade show 812210 Funeral Homes & FuneralArtists, Athletes, Entertainers,541360 Geophysical Surveying & organizers) Services& Other Public FiguresMapping Services

Waste Management and 812220 Cemeteries & Crematories711510 Independent Artists, Writers,541370 Surveying & Mapping (except Remediation Services & PerformersGeophysical) Services 812310 Coin-Operated Laundries &562000 Waste Management & Drycleaners541380 Testing Laboratories Museums, Historical Sites, andRemediation Services Similar Institutions 812320 Drycleaning & LaundrySpecialized Design Services
Services (except712100 Museums, Historical Sites, &541400 Specialized Design Services Educational Services Coin-Operated)Similar Institutions(including interior, industrial, 611000 Educational Services 812330 Linen & Uniform Supplygraphic, & fashion design) Amusement, Gambling, and(including schools, colleges, Recreation Industries 812910 Pet Care (except Veterinary)Computer Systems Design and & universities) Services713100 Amusement Parks & ArcadesRelated Services

812920 Photofinishing713200 Gambling Industries541511 Custom Computer Health Care and SocialProgramming Services 812930 Parking Lots & Garages713900 Other Amusement &Assistance Recreation Industries541512 Computer Systems Design 812990 All Other Personal Services
Offices of Physicians and Dentists (including golf courses, skiingServices Religious, Grantmaking, Civic,
621111 Offices of Physicians (except facilities, marinas, fitness541513 Computer Facilities Professional, and Similar

mental health specialists) centers, & bowling centers)Management Services Organizations
621112 Offices of Physicians, Mental541519 Other Computer Related 813000 Religious, Grantmaking,

Health Specialists Accommodation and FoodServices Civic, Professional, & Similiar
621210 Offices of Dentists Organizations (includingServicesOther Professional, Scientific, and

condominium andOffices of Other Health PractitionersTechnical Services Accommodation
homeowners associations)621310 Offices of Chiropractors541600 Management, Scientific, & 721110 Hotels (except Casino Hotels)

Technical Consulting 621320 Offices of Optometrists & Motels
Services 621330 Offices of Mental Health

541700 Scientific Research & Practitioners (except
Development Services Physicians)

541800 Advertising & Related 621340 Offices of Physical,
Services Occupational & Speech

Therapists, & Audiologists541910 Marketing Research & Public
Opinion Polling
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Accounts . . . . . . . . . . . . . . . . . 32Deductions . . . . . . . . . . . . . . . 19
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Self-charged interest . . . . . . . . 10

Foreign Partners . . . . . . . . . . . . 20 Nonrecourse Loans . . . . . . 2, 32C Separately Stated Items . . . . . . 8
Foreign Partnership . . . . . . . . . . 2
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Forms and Publications, How to Ordinary dividends . . . . . . . . . . 18Losses . . . . . . . . . . . . . . . . . . . 20
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