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Department of the Treasury
Internal Revenue Service2004

Partner’s Instructions for
Schedule K-1 (Form 1065)
Partner’s Share of Income, Deductions, Credits, etc.
(For Partner’s Use Only)
Section references are to the Internal Revenue Code unless otherwise noted.

you must file Form 8082, Notice of If a partner is required to notify theWhat’s New Inconsistent Treatment or Administrative partnership of a section 751(a) exchange
Adjustment Request (AAR), with your but fails to do so, a $50 penalty may be• The instructions have been revised in original or amended return to identify and imposed for each such failure. However, noaccordance with the redesign of Schedule explain any inconsistency (or to note that a penalty will be imposed if the partner canK-1, which uses codes to identify many of partnership return has not been filed). show that the failure was due to reasonablethe items reported on the schedule. See the

cause and not willful neglect.specific instructions for Part III on page 5 for If you are required to file Form 8082 but
more information on the codes and how fail to do so, you may be subject to the
attached statements are identified on accuracy-related penalty. This penalty is in Nominee ReportingSchedule K-1. addition to any tax that results from making

Any person who holds, directly or indirectly,• There is a new worksheet on page 2 of your amount or treatment of the item
an interest in a partnership as a nominee forthese instructions that you can use to keep consistent with that shown on the
another person must furnish a writtentrack of your adjusted basis in your partnership’s return. Any deficiency that
statement to the partnership by the last daypartnership interest. results from making the amounts consistent
of the month following the end of themay be assessed immediately.
partnership’s tax year. This statement mustGeneral Instructions include the name, address, and identifying

Errors number of the nominee and such other
person, description of the partnershipIf you believe the partnership has made anPurpose of Schedule K-1

error on your Schedule K-1, notify the interest held as nominee for that person,
The partnership uses Schedule K-1 to report partnership and ask for a corrected and other information required byyour share of the partnership’s income, Schedule K-1. Do not change any items on Temporary Regulations sectiondeductions, credits, etc. Keep it for your your copy of Schedule K-1. Be sure that the 1.6031(c)-1T. A nominee that fails to furnishrecords. Do not file it with your tax return. partnership sends a copy of the corrected this statement must furnish to the person forThe partnership has filed a copy with the Schedule K-1 to the IRS. If you are a partner whom the nominee holds the partnershipIRS. in a partnership that does not meet the small interest a copy of Schedule K-1 and related

partnership exception and you report any information within 30 days of receiving itAlthough the partnership generally is not
partnership item on your return in a manner from the partnership.subject to income tax, you are liable for tax
different from the way the partnershipon your share of the partnership income,
reported it, you must file Form 8082. A nominee who fails to furnish when duewhether or not distributed. Include your

all the information required by Temporaryshare on your tax return if a return is
Regulations section 1.6031(c)-1T, or whorequired. Use these instructions to help you Sale or Exchange ofreport the items shown on Schedule K-1 on furnishes incorrect information, is subject to

your tax return. a $50 penalty for each statement for which aPartnership Interest
failure occurs. The maximum penalty isGenerally, a partner who sells or exchangesThe amount of loss and deduction that $100,000 for all such failures during aa partnership interest in a section 751(a)you may claim on your tax return may be calendar year. If the nominee intentionallyexchange must notify the partnership, inless than the amount reported on Schedule disregards the requirement to report correctwriting, within 30 days of the exchange (or, ifK-1. It is the partner’s responsibility to information, each $50 penalty increases toearlier, by January 15 of the calendar yearconsider and apply any applicable $100 or, if greater, 10% of the aggregatefollowing the calendar year in which thelimitations. See Limitations on Losses, amount of items required to be reported,exchange occurred). A “section 751(a)Deductions, and Credits beginning on page and the $100,000 maximum does not apply.exchange” is any sale or exchange of a2 for more information. partnership interest in which any money or

other property received by the partner in
Inconsistent Treatment of International Boycottsexchange for that partner’s interest is

attributable to unrealized receivables (as Every partnership that had operations in, orItems defined in section 751(c)) or inventory items related to, a boycotting country, company, orGenerally, you must report partnership items (as defined in section 751(d)). a national of a country must file Form 5713,shown on your Schedule K-1 (and any International Boycott Report.attached schedules) the same way that the The written notice to the partnership
partnership treated the items on its return. must include the names and addresses of If the partnership cooperated with anThis rule does not apply if your partnership both parties to the exchange, the identifying international boycott, it must give you a copyis within the “small partnership exception” numbers of the transferor and (if known) of of its Form 5713. You must file your ownand does not elect to have the tax treatment the transferee, and the exchange date. Form 5713 to report the partnership’sof partnership items determined at the

activities and any other boycott operationsAn exception to this rule is made forpartnership level.
that you may have. You may lose certain taxsales or exchanges of publicly traded
benefits if the partnership participated in, orIf the treatment on your original or partnership interests for which a broker is
cooperated with, an international boycott.amended return is inconsistent with the required to file Form 1099-B, Proceeds
See Form 5713 and its instructions for morepartnership’s treatment, or if the partnership From Broker and Barter Exchange
information.was required to but has not filed a return, Transactions.

Cat. No. 11396N
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rules, the at-risk limitations, and the passive on the partnership’s books and records andDefinitions activity limitations. Each of these limitations cannot be used to figure your basis.
is discussed separately below. You can figure the adjusted basis of yourGeneral Partner partnership interest by adding items thatOther limitations may apply to specificA general partner is a partner who is increase your basis and then subtractingdeductions (for example, the section 179personally liable for partnership debts. items that decrease your basis.expense deduction). Generally, specific
limitations apply before the basis, at-risk, Use the worksheet below to figure theLimited Partner
and passive loss limitations. basis of your interest in the partnership.A limited partner is a partner in a partnership

For more details on the basis rules, seeformed under a state limited partnership law, Basis Rules Pub. 541.whose personal liability for partnership debts
Generally, you may not claim your share ofis limited to the amount of money or other
a partnership loss (including a capital loss) At-Risk Limitationsproperty that the partner contributed or is
to the extent that it is greater than therequired to contribute to the partnership. Generally, if you have (a) a loss or other
adjusted basis of your partnership interest atSome members of other entities, such as deduction from any activity carried on as a
the end of the partnership’s tax year. Anydomestic or foreign business trusts or trade or business or for the production of
losses and deductions not allowed this yearlimited liability companies that are classified income by the partnership and (b) amounts
because of the basis limit can be carriedas partnerships, may be treated as limited in the activity for which you are not at risk,
forward indefinitely and deducted in a laterpartners for certain purposes. See, for you will have to complete Form 6198,
year subject to the basis limit for that year.example, Temporary Regulations section At-Risk Limitations, to figure your allowable

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

the partnership does provide an analysis of you can claim to the amount you couldNonrecourse Loans the changes to your capital account in item actually lose in the activity. These losses
Nonrecourse loans are those liabilities of the N of Schedule K-1, that information is based and deductions include a loss on the
partnership for which no partner bears the
economic risk of loss.

Worksheet for Adjusting the Basis of a Partner’s Interest in the Partnership
(Keep for your records.)Elections

Generally, the partnership decides how to
1. Your adjusted basis at the end of the prior year. Do not enter less thanfigure taxable income from its operations.

zero. Enter -0- if this is your first tax year . . . . . . . . . . . . . . . . . . . 1.However, certain elections are made by you
separately on your income tax return and Increases:
not by the partnership. These elections are

2. Money and your adjusted basis in property contributed to themade under the following code sections:
partnership less the associated liabilities (but not less than zero) . . . . 2.• Section 59(e) (deduction of certain

qualified expenditures ratably over the 3. Your increased share of or assumption of partnership liabilities
period of time specified in that section). For (Subtract your share of liabilities shown in Item D of your 2003
more information, see the instructions for Schedule K-1 from your share of liabilities shown in Item M of your
code K in box 13 on page 8. 2004 Schedule K-1 and add the amount of any partnership liabilities
• Section 108(b)(5) (income from the you assumed during the tax year) . . . . . . . . . . . . . . . . . . . . . . . . 3.
discharge of indebtedness).

4. Your share of the partnership’s income or gain (including tax-exempt• Section 263A(d) (preproductive
income) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.expenses). See the instructions for code O

in box 13. 5. Any gain recognized this year on contributions of property. Do not 5.
• Section 617 (deduction and recapture of include gain from transfer of liabilities . . . . . . . . . . . . . . . . . . . . .
certain mining exploration expenditures).

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

If the partnership attaches a statement to
Decreases:Schedule K-1 indicating that it has changed

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

Caution: A distribution may be taxable if the amount exceeds yourelection. To make the election, you must file
adjusted basis of your partnership interest immediately before theForm 8082 with your income tax return for
distribution.each of the 4 tax years. File Form 8082 for

this purpose in accordance with Rev. Proc. 8. Your share of the partnership’s nondeductible expenses that are not
2003-79 instead of the Form 8082 capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
instructions.

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

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

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

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

1 through 6 and subtract lines 7 through 10 from the total. If zero or
less, enter -0-.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.Limitations on Losses,
Caution: The deduction for your share of the partnership’s losses andDeductions, and Credits deductions is limited to your adjusted basis in your partnership interest.
If you entered zero on line 11 and the amount computed for line 11 wasThere are three separate potential
less than zero, a portion of your share of the partnership losses andlimitations on the amount of partnership
deductions may not be deductible. (See Basis Rules above for morelosses that you may deduct on your return.
information.)These limitations and the order in which you

must apply them are as follows: the basis
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disposition of assets and the section 179 which the corporation materially 1. You participated in the activity for
expense deduction. However, if you participated. more than 500 hours during the tax year.
acquired your partnership interest before 2. Your participation in the activity forFor purposes of this rule, each interest in
1987, the at-risk rules do not apply to losses the tax year constituted substantially all therental real estate is a separate activity,
from an activity of holding real property participation in the activity of all individualsunless you elect to treat all interests in rental
placed in service before 1987 by the (including individuals who are not owners ofreal estate as one activity. For details on
partnership. The activity of holding mineral interests in the activity).making this election, see the Instructions for
property does not qualify for this exception. 3. You participated in the activity forSchedule E (Form 1040).
The partnership should identify on an more than 100 hours during the tax year,If you are married filing jointly, either youattachment to Schedule K-1 the amount of and your participation in the activity for theor your spouse must separately meet bothany losses that are not subject to the at-risk tax year was not less than the participationof the above conditions, without taking intolimitations. in the activity of any other individualaccount services performed by the other

(including individuals who were not ownersGenerally, you are not at risk for amounts spouse.
of interests in the activity) for the tax year.such as the following: A real property trade or business is any 4. The activity was a significant• Nonrecourse loans used to finance the real property development, redevelopment, participation activity for the tax year, andactivity, to acquire property used in the construction, reconstruction, acquisition, you participated in all significantactivity, or to acquire your interest in the conversion, rental, operation, management, participation activities (including activitiesactivity, that are not secured by your own leasing, or brokerage trade or business. outside the partnership) during the year forproperty (other than the property used in the Services you performed as an employee are more than 500 hours. A significantactivity). See the instructions for item F on not treated as performed in a real property participation activity is any trade or businesspage 5 for the exception for qualified trade or business unless you owned more activity in which you participated for morenonrecourse financing secured by real than 5% of the stock (or more than 5% of than 100 hours during the year and in whichproperty. the capital or profits interest) in the you did not materially participate under any• Cash, property, or borrowed amounts employer. of the material participation tests (other thanused in the activity (or contributed to the 3. Working interests in oil or gas wells if this test 4).activity, or used to acquire your interest in you were a general partner.the activity) that are protected against loss 5. You materially participated in the4. The rental of a dwelling unit anyby a guarantee, stop-loss agreement, or activity for any 5 tax years (whether or notpartner used for personal purposes duringother similar arrangement (excluding consecutive) during the 10 tax years thatthe year for more than the greater of 14casualty insurance and insurance against immediately precede the tax year.days or 10% of the number of days that thetort liability). 6. The activity was a personal serviceresidence was rented at fair rental value.• Amounts borrowed for use in the activity activity and you materially participated in the5. Activities of trading personal propertyfrom a person who has an interest in the activity for any 3 tax years (whether or notfor the account of owners of interests in theactivity, other than as a creditor, or who is consecutive) preceding the tax year. Aactivities.related, under section 465(b)(3), to a person personal service activity involves the

(other than you) having such an interest. performance of personal services in theIf you are an individual, an estate, or a
fields of health, law, engineering,You should get a separate statement of trust, and you have a passive activity loss or
architecture, accounting, actuarial science,income, expenses, etc., for each activity credit, use Form 8582, Passive Activity Loss
performing arts, consulting, or any otherfrom the partnership. Limitations, to figure your allowable passive
trade or business in which capital is not alosses and Form 8582-CR, Passive Activity
material income-producing factor.Passive Activity Limitations Credit Limitations, to figure your allowable

7. Based on all the facts andpassive credits. For a corporation, use FormSection 469 provides rules that limit the
circumstances, you participated in the8810, Corporate Passive Activity Loss anddeduction of certain losses and credits.
activity on a regular, continuous, andCredit Limitations. See the instructions forThese rules apply to partners who:
substantial basis during the tax year.these forms for more information.• Are individuals, estates, trusts, closely

held corporations, or personal service If the partnership had more than one Limited partners. If you are a limitedcorporations and activity, it will attach a statement to your partner, you do not materially participate in• Have a passive activity loss or credit for Schedule K-1 that identifies each activity an activity unless you meet one of the teststhe tax year. (trade or business activity, rental real estate in paragraphs 1, 5, or 6 above.Generally, passive activities include: activity, rental activity other than rental real
estate, etc.) and specifies the income (loss), Work counted toward material1. Trade or business activities in which
deductions, and credits from each activity. participation. Generally, any work that youyou did not materially participate and

or your spouse does in connection with an2. Activities that meet the definition of Material participation. You must
activity held through a partnership (whererental activities under Temporary determine if you materially participated (a) in
you own your partnership interest at the timeRegulations section 1.469-1T(e)(3) and each trade or business activity held through
the work is done) is counted toward materialRegulations section 1.469-1(e)(3). the partnership and (b) if you were a real
participation. However, work in connectionestate professional (defined above), in each

Passive activities do not include: with the activity is not counted towardrental real estate activity held through the
material participation if either of the following1. Trade or business activities in which partnership. All determinations of material
applies.you materially participated. participation are made based on your

2. Rental real estate activities in which 1. The work is not the type of work thatparticipation during the partnership’s tax
you materially participated if you were a owners of the activity would usually do andyear.
“real estate professional” for the tax year. one of the principal purposes of the work

Material participation standards forYou were a real estate professional only if that you or your spouse does is to avoid the
partners who are individuals are listedyou met both of the following conditions: passive loss or credit limitations.
below. Special rules apply to certain retired 2. You do the work in your capacity asa. More than half of the personal or disabled farmers and to the surviving an investor and you are not directly involvedservices you performed in trades or spouses of farmers. See the Instructions for in the day-to-day operations of the activity.businesses were performed in real property Form 8582 for details. Examples of work done as an investor thattrades or businesses in which you materially

Corporations should refer to the would not count toward materialparticipated and
Instructions for Form 8810 for the material participation include:b. You performed more than 750 hours
participation standards that apply to them.of services in real property trades or a. Studying and reviewing financial

businesses in which you materially statements or reports on operations of theIndividuals (other than limited
participated. activity.partners). If you are an individual (either a

b. Preparing or compiling summaries orNote. For a closely held C corporation general partner or a limited partner who
analyses of the finances or operations of the(defined in section 465(a)(1)(B)), the above owned a general partnership interest at all
activity for your own use.conditions are treated as met if more than times during the tax year), you materially

50% of the corporation’s gross receipts were participated in an activity only if one or more c. Monitoring the finances or operations
from real property trades or businesses in of the following apply: of the activity in a nonmanagerial capacity.

-3-Partner’s Instructions for Schedule K-1 (Form 1065)
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Effect of determination. Income (loss), in modified adjusted gross income for limited by the passive loss rules. A fully
deductions, and credits from an activity are taxable transaction is one in which youpurposes of figuring on Form 8582 the
nonpassive if you determine that: recognize all your realized gain or loss.“special allowance” for active participation in
• You materially participated in a trade or Report the income and losses on the formsa non-PTP rental real estate activity. In
business activity of the partnership or and schedules you normally use.addition, the nonpassive income is included
• You were a real estate professional in investment income when figuring your Note. For rules on the disposition of an(defined on page 3) in a rental real estate investment interest expense deduction on entire interest reported using the installmentactivity of the partnership. Form 4952. method, see the Instructions for Form 8582.

If you determine that you did not Example. If you have Schedule E income Special allowance for a rental real estatematerially participate in a trade or business of $8,000, and a Form 4797 prior year activity. If you actively participated in aactivity of the partnership or if you have unallowed loss of $3,500 from the passive rental real estate activity, you may be ableincome (loss), deductions, or credits from a activities of a particular PTP, you have a to deduct up to $25,000 of the loss from therental activity of the partnership (other than $4,500 overall gain ($8,000 − $3,500). On activity from nonpassive income. Thisa rental real estate activity in which you Schedule E, line 28, report the $4,500 net “special allowance” is an exception to thematerially participated as a real estate gain as nonpassive income in column (j). In general rule disallowing losses in excess ofprofessional), the amounts from that activity column (g), report the remaining Schedule E income from passive activities. The specialare passive. Report passive income gain of $3,500 ($8,000 − $4,500). On the allowance is not available if you were(losses), deductions, and credits as follows: appropriate line of Form 4797, report the married, file a separate return for the year,1. If you have an overall gain (the prior year unallowed loss of $3,500. Be sure and did not live apart from your spouse at allexcess of income over deductions and to write “From PTP” to the left of each entry times during the year.losses, including any prior year unallowed space.
loss) from a passive activity, report the Only individuals and qualifying estates3. If you have an overall loss (but did not
income, deductions, and losses from the can actively participate in a rental real estatedispose of your entire interest in the PTP to
activity as indicated in these instructions. activity. Estates (other than qualifyingan unrelated person in a fully taxable

2. If you have an overall loss (the estates), trusts, and corporations cannottransaction during the year), the losses are
excess of deductions and losses, including actively participate. Limited partners cannotallowed to the extent of the income, and the
any prior year unallowed loss, over income) actively participate unless future regulationsexcess loss is carried forward to use in a
or credits from a passive activity, report the provide an exception.future year when you have income to offset
income, deductions, losses, and credits from it. Report as a passive loss on the schedule You are not considered to activelyall passive activities using the Instructions or form you normally use the portion of the participate in a rental real estate activity if atfor Form 8582 or Form 8582-CR (or Form loss equal to the income. Report the income any time during the tax year your interest8810), to see if your deductions, losses, and as passive income on the form or schedule (including your spouse’s interest) in thecredits are limited under the passive activity you normally use. activity was less than 10% (by value) of allrules.

interests in the activity.Example. You have a Schedule E loss of
Publicly traded partnerships. The passive $12,000 (current year losses plus prior year Active participation is a less stringent
activity limitations are applied separately for unallowed losses) and a Form 4797 gain of requirement than material participation. You
items (other than the low-income housing $7,200. Report the $7,200 gain on the may be treated as actively participating if
credit and the rehabilitation credit) from appropriate line of Form 4797. On Schedule you participated, for example, in making
each publicly traded partnership (PTP). E, line 28, report $7,200 of the losses as a management decisions or arranging for
Thus, a net passive loss from a PTP may passive loss in column (f). Carry forward to others to provide services (such as repairs)
not be deducted from other passive income. 2005 the unallowed loss of $4,800 ($12,000 in a significant and bona fide sense.
Instead, a passive loss from a PTP is − $7,200). Management decisions that can count as
suspended and carried forward to be If you have unallowed losses from more active participation include approving new
applied against passive income from the than one activity of the PTP or from the tenants, deciding rental terms, approving
same PTP in later years. If the partner’s same activity of the PTP that must be capital or repair expenditures, and other
entire interest in the PTP is completely reported on different forms, you must similar decisions.
disposed of, any unused losses are allowed allocate the unallowed losses on a pro rata An estate is a qualifying estate if thein full in the year of disposition. basis to figure the amount allowed from decedent would have satisfied the activeIf you have an overall gain from a PTP, each activity or on each form. participation requirement for the activity forthe net gain is nonpassive income. In Tax tip. To allocate and keep a record of the tax year the decedent died. A qualifyingaddition, the nonpassive income is included the unallowed losses, use Worksheets 5, 6, estate is treated as actively participating forin investment income to figure your and 7 of Form 8582. List each activity of the tax years ending less than 2 years after theinvestment interest expense deduction. PTP in Worksheet 5. Enter the overall loss date of the decedent’s death.

Do not report passive income, gains, or from each activity in column (a). Complete
Modified adjusted gross incomelosses from a PTP on Form 8582. Instead, column (b) of Worksheet 5 according to its

limitation. The maximum special allowanceuse the following rules to figure and report instructions. Multiply the total unallowed loss
that single individuals and marriedon the proper form or schedule your income, from the PTP by each ratio in column (b)
individuals filing a joint return can qualify forgains, and losses from passive activities that and enter the result in column (c) of
is $25,000. The maximum is $12,500 foryou held through each PTP you owned Worksheet 5. Then, complete Worksheet 6 if
married individuals who file separate returnsduring the tax year. all the loss from the same activity is to be
and who lived apart all times during thereported on one form or schedule. Use1. Combine any current year income, year. The maximum special allowance forWorksheet 7 instead of Worksheet 6 if yougains and losses, and any prior year which an estate can qualify is $25,000have more than one loss to be reported onunallowed losses to see if you have an reduced by the special allowance for whichdifferent forms or schedules for the sameoverall gain or loss from the PTP. Include the surviving spouse qualifies.activity. Enter the net loss plus any prioronly the same types of income and losses

year unallowed losses in column (a) ofyou would include in your net income or loss If your modified adjusted gross income
Worksheet 6 (or Worksheet 7 if applicable).from a non-PTP passive activity. See Pub. (defined below) is $100,000 or less ($50,000
The losses in column (c) of Worksheet 6925, Passive Activity and At-Risk Rules, for or less if married filing separately), your loss
(column (e) of Worksheet 7) are the allowedmore details. is deductible up to the amount of the
losses to report on the forms or schedules.2. If you have an overall gain, the net maximum special allowance referred to in
Report both these losses and any incomegain portion (total gain minus total losses) is the preceding paragraph. If your modified
from the PTP on the forms and schedulesnonpassive income. On the form or adjusted gross income is more than
you normally use.schedule you normally use, report the net $100,000 (more than $50,000 if married

4. If you have an overall loss and yougain portion as nonpassive income and the filing separately), the special allowance is
disposed of your entire interest in the PTP toremaining income and the total losses as limited to 50% of the difference between
an unrelated person in a fully taxablepassive income and loss. To the left of the $150,000 ($75,000 if married filing
transaction during the year, your lossesentry space, write “From PTP.” It is separately) and your modified adjusted
(including prior year unallowed losses)important to identify the nonpassive income gross income. When modified adjusted
allocable to the activity for the year are notbecause the nonpassive portion is included gross income is $150,000 or more ($75,000
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or more if married filing separately), there is real property and that is loaned or
no special allowance. guaranteed by a federal, state, or localSpecific Instructions government or borrowed from a “qualified”

Modified adjusted gross income is your person.
adjusted gross income figured without taking Part I. Information About Qualified persons include any personsinto account:

actively and regularly engaged in thethe Partnership• Any passive activity loss. business of lending money, such as a bank
• Any rental real estate loss allowed under or savings and loan association. QualifiedItem Dsection 469(c)(7) to real estate professionals persons generally do not include related

If the box in item D is checked, you are a(as defined on page 3). parties (unless the nonrecourse financing is
partner in a publicly traded partnership and commercially reasonable and on• Any taxable social security or equivalent
must follow the rules discussed on page 4 substantially the same terms as loansrailroad retirement benefits.
under Publicly traded partnerships. involving unrelated persons), the seller of• Any deductible contributions to an IRA or

the property, or a person who receives a feecertain other qualified retirement plans Item E for the partnership’s investment in the realunder section 219.
If the partnership is a registration-required property.• The student loan interest deduction. tax shelter, it should have completed item E. See Pub. 925 for more information on• The tuition and fees deduction. Use the information on Schedule K-1 (name qualified nonrecourse financing.of the partnership, partnership identifying• The deduction for one-half of

Both the partnership and you must meetnumber, and tax shelter registration number)self-employment taxes.
the qualified nonrecourse rules on this debtto complete your Form 8271, Investor• The exclusion from income of interest before you can include the amount shownReporting of Tax Shelter Registrationfrom Series EE or I U.S. Savings Bonds next to “Qualified nonrecourse financing” inNumber.used to pay higher education expenses. your at-risk computation.• The exclusion of amounts received under Item F See Limitations on Losses, Deductions,an employer’s adoption assistance program.
and Credits beginning on page 2 for moreIf you claim or report any income, loss,
information on the at-risk limitations.Commercial revitalization deduction. deduction, or credit from a

The special $25,000 allowance for the registration-required tax shelter, you must
commercial revitalization deduction from attach Form 8271 to your tax return. If the
rental real estate activities is not subject to partnership has invested in a Part III. Partner’s Share of
the active participation rules or modified registration-required tax shelter, it will check
adjusted gross income limits discussed item F and it must give you a copy of its Current Year Income,
above. See code P for box 13 on page 8. Form 8271 with Schedule K-1. Use this Deductions, Credits, andinformation to complete your Form 8271.
Special rules for certain other activities. Other ItemsIf you have net income (loss), deductions, or

The amounts shown in boxes 1 through 20credits from any activity to which special Part II. Information About reflect your share of income, loss,rules apply, the partnership will identify the
deductions, credits, etc., from partnershipactivity and all amounts relating to it on the Partner business or rental activities withoutSchedule K-1 or on an attachment.
reference to limitations on losses orItem MIf you have net income subject to adjustments that may be required of you

recharacterization under Temporary Item M should show your share of the because of:
Regulations section 1.469-2T(f) and partnership’s nonrecourse liabilities, 1. The adjusted basis of yourRegulations section 1.469-2(f), report such partnership-level qualified nonrecourse partnership interest,amounts according to the Instructions for financing, and other recourse liabilities as of 2. The amount for which you are at risk,Form 8582 (or Form 8810). the end of the partnership’s tax year. If you or

terminated your interest in the partnership 3. The passive activity limitations.If you have net income (loss), during the tax year, item M should show thedeductions, or credits from any of the share that existed immediately before the For information on these provisions, seefollowing activities, treat such amounts as total disposition. A partner’s “recourse Limitations on Losses, Deductions, andnonpassive and report them as instructed in liability” is any partnership liability for which Credits beginning on page 2.these instructions: a partner is personally liable. If you are an individual and the passive1. Working interests in oil and gas wells
Use the total of the three amounts for activity rules do not apply to the amountsif you are a general partner.

computing the adjusted basis of your shown on your Schedule K-1, take the2. The rental of a dwelling unit any partnership interest. amounts shown and enter them on the linespartner used for personal purposes during on your tax return as indicated in theGenerally, you may use only thethe year for more than the greater of 14 summarized reporting information shown onamounts shown next to “Qualifieddays or 10% of the number of days that the the back of the Schedule K-1. If the passivenonrecourse financing” and “Recourse” toresidence was rented at fair rental value. activity rules do apply, report the amountscompute your amount at risk. Do not include3. Trading personal property for the shown as indicated in these instructions.any amounts that are not at risk if suchaccount of owners of interests in the activity. amounts are included in either of these If you are not an individual, report the
categories. amounts in each box as instructed on your

Self-charged interest. The partnership will tax return.If your partnership is engaged in two orreport any “self-charged” interest income or
more different types of activities subject to The line numbers in the summarizedexpense that resulted from loans between
the at-risk provisions, or a combination of reporting information on page 2 of Scheduleyou and the partnership (or between the
at-risk activities and any other activity, the K-1 are references to forms in use forpartnership and another partnership or S
partnership should give you a statement calendar year 2004. If you file your taxcorporation if both entities have the same
showing your share of nonrecourse return on a calendar year basis, but yourowners with the same proportional
liabilities, partnership-level qualified partnership files a return for a fiscal year,ownership interest in each entity). If there
nonrecourse financing, and other recourse enter the amounts on your tax return for thewas more than one activity, the partnership
liabilities for each activity. year in which the partnership’s fiscal yearwill provide a statement allocating the

ends. For example, if the partnership’s taxinterest income or expense with respect to Qualified nonrecourse financing secured
year ends in February 2005, report theeach activity. The self-charged interest rules by real property used in an activity of
amounts on your 2005 tax return.do not apply to your partnership interest if holding real property that is subject to the

the partnership made an election under at-risk rules is treated as an amount at risk. If you have losses, deductions, or credits
Regulations section 1.469-7(g) to avoid the Qualified nonrecourse financing generally from a prior year that were not deductible or
application of these rules. See the includes financing for which no one is usable because of certain limitations, such
Instructions for Form 8582 for more personally liable for repayment that is as the basis rules or the at-risk limitations,
information. borrowed for use in an activity of holding take them into account in determining your
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net income, loss, or credits for this year. following the rules for Publicly tradedBox 2. Net Rental Real Estate
partnerships on page 4.However, except for passive activity losses Income (Loss) 2. If income is reported on box 3, reportand credits, do not combine the prior-year

Generally, the income (loss) reported in box the income on Schedule E (Form 1040), lineamounts with any amounts shown on this
2 is a passive activity amount for all 28, column (g). However, if the box in item DSchedule K-1 to get a net figure to report on
partners. However, the income (loss) in box is checked, report the income following theany supporting schedules, statements, or
2 is not from a passive activity if you were a rules for Publicly traded partnerships onforms attached to your return. Instead,
real estate professional (defined on page 3) page 4.report the amounts on the attached
and you materially participated in theschedule, statement, or form on a
activity. If the partnership had more thanyear-by-year basis. Box 4. Guaranteed Paymentsone real estate rental activity, it will attach a

Generally, amounts on this line are notstatement that will identify the amount ofIf you have amounts other than passive income, and you should report themincome or loss from each activity.those shown on Schedule K-1 to on Schedule E (Form 1040), line 28, columnreport on Schedule E (Form 1040),CAUTION
!

If you are filing a 2004 Form 1040, use (j) (for example, guaranteed payments forenter each item separately on line 28 of the following instructions to determine where personal services).Schedule E. to enter a box 2 amount:
1. If you have a loss from a passiveCodes. In box 11 and boxes 13 through 20, Portfolio Income

activity in box 2 and you meet all of thethe partnership will identify each item by Portfolio income or loss (shown in boxes 5
following conditions, enter the loss onentering a code in the column to the left of through 9b and in box 11, code A) is not
Schedule E (Form 1040), line 28, column (f).the dollar amount entry space. These codes subject to the passive activity limitations.

are identified on the back of Schedule K-1 a. You actively participated in the Portfolio income includes income not
and in these instructions. partnership rental real estate activities. See derived in the ordinary course of a trade or

Special allowance for a rental real estate business from interest, ordinary dividends,Attached Statements. The partnership will activity on page 4. annuities, or royalties and gain or loss onenter an asterisk (*) after the code, if any, in b. Rental real estate activities with the sale of property that produces suchthe column to the left of the dollar amount active participation were your only passive income or is held for investment.entry space for each item for which it has activities.
attached a statement providing additional c. You have no prior year unallowed Box 5. Interest Income
information. For those informational items losses from these activities. Report interest income on line 8a of Formthat cannot be reported as a single dollar d. Your total loss from the rental real 1040.amount, the partnership will enter an estate activities was not more than $25,000
asterisk in the left column and write “STMT” (not more than $12,500 if married filing Box 6a. Ordinary Dividendsin the dollar amount entry space to indicate separately and you lived apart from your Report ordinary dividends on line 9a of Formthe information is provided on an attached spouse all year). 1040.statement. e. If you are a married person filing

separately, you lived apart from your spouse Box 6b. Qualified Dividends
all year. Report any qualified dividends on line 9b of

f. You have no current or prior year Form 1040.Income (Loss) unallowed credits from a passive activity.
Note: Qualified dividends are excludedg. Your modified adjusted gross income
from investment income, but you may electBox 1. Ordinary Business was not more than $100,000 (not more than
to include part or all of these amounts in$50,000 if married filing separately and youIncome (Loss) investment income. See the instructions forlived apart from your spouse all year).The amount reported for box 1 is your share line 4g of Form 4952, Investment Interesth. Your interest in the rental real estateof the ordinary income (loss) from the trade Expense Deduction, for importantactivity was not held as a limited partner.or business activities of the partnership. information on making this election.2. If you have a loss from a passiveGenerally, where you report this amount on activity in box 2 and you do not meet all the Box 7. RoyaltiesForm 1040 depends on whether the amount conditions in 1 above, report the lossis from an activity that is a passive activity to Report royalties on Schedule E, Part I, linefollowing the Instructions for Form 8582 toyou. If you are an individual partner filing 4.figure how much of the loss you can reportyour 2004 Form 1040, find your situation on Schedule E (Form 1040), line 28, columnbelow and report your box 1 income (loss) Box 8. Net Short-Term Capital(f). However, if the box in item D is checked,as instructed, after applying the basis and Gain (Loss)report the loss following the rules forat-risk limitations on losses. If the Publicly traded partnerships on page 4. Report the net short-term capital gain (loss)partnership had more than one trade or 3. If you were a real estate professional on Schedule D, line 5, column (f).business activity, it will attach a statement and you materially participated in thethat will identify the amount of income or Box 9a. Net Long-Term Capitalactivity, report box 2 income (loss) onloss from each activity. Schedule E (Form 1040), line 28, column (h) Gain (Loss)1. Report box 1 income (loss) from or (j). Report the net long-term capital gain (loss)partnership trade or business activities in 4. If you have income from a passive on Schedule D, line 12, column (f).which you materially participated on activity in box 2, enter the income on

Schedule E (Form 1040), line 28, column (h) Schedule E, line 28, column (g). However, if Box 9b. Collectibles (28%) Gainor (j). the box in item D is checked, report the (Loss)2. Report box 1 income (loss) from income following the rules for Publicly
partnership trade or business activities in Your share of any collectibles gain or loss.traded partnerships on page 4.
which you did not materially participate, as Include this amount on line 4 of the 28%
follows: Rate Gain Worksheet  in the instructions forBox 3. Other Net Rental Income Schedule D (Form 1040), line 18.a. If income is reported in box 1, report (Loss)the income on Schedule E, line 28, column Box 9c. Unrecaptured SectionThe amount in box 3 is a passive activity(g). However, if the box in item D is

amount for all partners. If the partnership 1250 Gainchecked, report the income following the
had more than one rental activity, it willrules for Publicly traded partnerships on  There are three types of unrecaptured
attach a statement that will identify thepage 4. section 1250 gain. Report your share of this
amount of income or loss from each activity.b. If a loss is reported in box 1, follow unrecaptured gain on the Unrecaptured
Report the income or loss as follows.the Instructions for Form 8582 to figure how Section 1250 Gain Worksheet in the

much of the loss can be reported on 1. If box 3 is a loss, follow the instructions for Schedule D (Form 1040) as
Schedule E, line 28, column (f). However, if instructions for Form 8582 to figure how follows.
the box in item D is checked, report the loss much of the loss can be reported on • Report unrecaptured section 1250 gain
following the rules for Publicly traded Schedule E, line 28, column (f). However, if from the sale or exchange of the
partnerships on page 4. the box in item D is checked, report the loss partnership’s business assets on line 5.
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• Report unrecaptured section 1250 gain 4684, Casualties and Thefts, line 34, by the amount of intangible drilling costs,
from the sale or exchange of an interest in a columns (b)(i), (b)(ii), and (c). development costs, or mine exploration
partnership on line 10. costs for the property that you capitalizedIf there was a gain (loss) from a casualty• Report unrecaptured section 1250 gain (that is, costs that you did not elect toor theft to property not used in a trade or
from an estate, trust, regulated investment deduct under section 59(e)). Report a loss inbusiness or for income-producing purposes,
company (RIC), or real estate investment Part I of Form 4797. Report a gain in Part IIIthe partnership will provide you with the
trust (REIT) on line 11. of Form 4797 in accordance with theinformation you need to complete Form

instructions for line 28. See RegulationsIf the partnership reports only 4684.
section 1.1254-5 for more information.unrecaptured section 1250 gain from the Code C. Section 1256 contracts & • Any income, gain, or loss to thesale or exchange of its business assets, it straddles. The partnership will report any partnership under section 751(b). Reportwill enter a dollar amount in box 9c. If it net gain or loss from section 1256 contracts. this amount on Form 4797, line 10.reports the other two types of unrecaptured Report this amount on line 1 of Form 6781, • Specially allocated ordinary gain (loss).gain, it will provide an attached statement Gains and Losses From Section 1256 Report this amount on Form 4797, line 10.that shows the amount for each type of Contracts and Straddles. • Gain from the sale or exchange ofunrecaptured section 1250 gain. Code D. Mining exploration costs qualified small business stock (as defined in

recapture. The partnership will give you aBox 10. Net Section 1231 Gain the Instructions for Schedule D) that is
schedule that shows the information needed eligible for the partial section 1202(Loss) to recapture certain mining exploration costs exclusion. The partnership should also giveIf this amount is from a rental activity, the (section 617). See Pub. 535 for more you the name of the corporation that issuedsection 1231 gain (loss) is generally a information. the stock, your share of the partnership’spassive activity amount. Likewise, if the Code E. Cancellation of debt. Generally, adjusted basis and sales price of the stock,amount is from a trade or business activity this amount is included in your gross income and the dates the stock was bought andand you did not materially participate in the (Form 1040, line 21). Under section sold. Corporate partners are not eligible foractivity, the section 1231 gain (loss) is a 108(b)(5), you may elect to apply any the section 1202 exclusion. The followingpassive activity amount. portion of this cancellation of debt to the additional limitations apply at the partner

However, an amount from a rental real reduction of the basis of depreciable level:
estate activity is not from a passive activity if property. See Form 982 for more details. 1. You must have held an interest in theyou were a real estate professional (defined Code F. Other income (loss). Amounts partnership when the partnership acquiredon page 3) and you materially participated in with code F are other items of income, gain, the qualified small business stock and at allthe activity. or loss not included in boxes 1 through 10 or times thereafter until the partnership

If the amount is either (a) a loss that is reported in box 11 using codes A through E. disposed of the qualified small business
not from a passive activity or (b) a gain, The partnership should give you a stock.
report it on line 2, column (g), of Form 4797, description and the amount of your share for 2. Your distributive share of the eligible
Sales of Business Property. Do not each of these items. section 1202 gain cannot exceed the
complete columns (b) through (f) on line 2. amount that would have been allocated toReport loss items that are passiveInstead, write “From Schedule K-1 (Form you based on your interest in theactivity amounts to you following the1065)” across these columns. partnership at the time the stock wasInstructions for Form 8582. However, if the

If the amount is a loss from a passive acquired.box in item D is checked, report the loss
activity, see Passive loss limitations in the See the Instructions for Schedule Dfollowing the rules for Publicly traded
Instructions for Form 4797. You will need to (Form 1040) for details on how to report thepartnerships on page 4.
report the loss following the Instructions for gain and the amount of the allowableCode F items may include the following:Form 8582 to figure how much of the loss is exclusion.• Partnership gains from the disposition ofallowed on Form 4797. However, if the box • Gain eligible for section 1045 rolloverfarm recapture property (see the instructionsin item D is checked, report the loss (replacement stock purchased by thefor line 27 of Form 4797) and other items tofollowing the rules for Publicly traded partnership). The partnership should alsowhich section 1252 applies.partnerships on page 4. If the partnership give you the name of the corporation that• Income from recoveries of tax benefithad net section 1231 gain (loss) from more issued the stock, your share of theitems. A tax benefit item is an amount youthan one activity, it will attach a statement partnership’s adjusted basis and sales pricededucted in a prior tax year that reducedthat will identify the amount of section 1231 of the stock, and the dates the stock wasyour income tax. Report this amount on linegain (loss) from each activity. bought and sold. Corporate partners are not21 of Form 1040 to the extent it reduced

eligible for the section 1045 rollover. Toyour tax.Box 11. Other Income (Loss) qualify for the section 1045 rollover:• Gambling gains and losses.
Code A. Other portfolio income (loss). 1. You must have held an interest in the1. If the partnership was not engaged inThe partnership will report portfolio income partnership during the entire period in whichthe trade or business of gambling, (a) reportother than interest, ordinary dividend, the partnership held the qualified smallgambling winnings on Form 1040, line 21royalty, and capital gain (loss) income. It will business stock (more than 6 months prior toand (b) deduct gambling losses to the extentattach a statement to tell you what kind of the sale) andof winnings on Schedule A (Form 1040), lineportfolio income is reported. 2. Your distributive share of the gain27.

eligible for the section 1045 rollover cannotIf the partnership has a residual interest 2. If the partnership was engaged in the
exceed the amount that would have beenin a real estate mortgage investment conduit trade or business of gambling, (a) report
allocated to you based on your interest in(REMIC), it will report on the statement your gambling winnings on line 28 of Schedule E
the partnership at the time the stock wasshare of REMIC taxable income (net loss) and (b) deduct gambling losses (to the
acquired.that you report on Schedule E (Form 1040), extent of winnings) on line 28 of Schedule E,

See the Instructions for Schedule Dline 38, column (d). The statement will also column (h).
(Form 1040) for details on how to report thereport your share of any “excess inclusion” • Gain (loss) from the disposition of an
gain and the amount of the allowablethat you report on Schedule E, line 38, interest in oil, gas, geothermal, or other
postponed gain.column (c), and your share of section 212 mineral properties. The partnership will give
• Gain eligible for section 1045 rolloverexpenses that you report on Schedule E, you an attached statement that provides a
(replacement stock not purchased by theline 38, column (e). If you itemize your description of the property, your share of the
partnership). The partnership should alsodeductions on Schedule A (Form 1040), you amount realized from the disposition, your
give you the name of the corporation thatmay also deduct these section 212 share of the partnership’s adjusted basis in
issued the stock, your share of theexpenses as a miscellaneous deduction the property (for other than oil or gas
partnership’s adjusted basis and sales pricesubject to the 2% limit on Schedule A, line properties), and your share of the total
of the stock, and the dates the stock was22. intangible drilling costs, development costs,
bought and sold. Corporate partners are notCode B. Involuntary conversions. This is and mining exploration costs (section 59(e)
eligible for the section 1045 rollover. Toyour net gain (loss) from involuntary expenditures) passed through for the
qualify for the section 1045 rollover:conversions due to casualty or theft. The property. You must determine the amount of

partnership will give you a schedule that gain or loss from the disposition by 1. You must have held an interest in the
shows the amounts to be entered on Form increasing your share of the adjusted basis partnership during the entire period in which
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the partnership held the qualified small copy of Form 8283, Noncash Charitable for the year. Do not enter them on Form
business stock (more than 6 months prior to Contributions, to attach to your tax return. 8582.
the sale), Do not deduct the amount shown on this Code K. Section 59(e)(2) expenditures.

2. Your distributive share of the gain form. It is the partnership’s contribution. On an attached statement, the partnership
eligible for the section 1045 rollover cannot Instead, deduct the amount identified by will show the type and the amount of
exceed the amount that would have been code C, box 13, subject to the 50% AGI qualified expenditures to which an election
allocated to you based on your interest in limitation, on line 16 of Schedule A (Form under section 59(e) may apply. The
the partnership at the time the stock was 1040). statement will also identify the property for
acquired, and which the expenditures were paid orIf the partnership provides you with

3. You must purchase other qualified incurred. If there is more than one type ofinformation that the contribution was
small business stock (as defined in the expenditure, the amount of each type willproperty other than cash and does not give
Instructions for Schedule D (Form 1040)) also be listed.you a Form 8283, see the Instructions for
during the 60-day period that began on the Form 8283 for filing requirements. Do not Generally, section 59(e) allows eachdate the stock was sold by the partnership. file Form 8283 unless the total claimed partner to elect to deduct certain expensesSee the Instructions for Schedule D deduction for all contributed items of ratably over the number of years in the(Form 1040) for details on how to report the property exceeds $500. applicable period rather than deduct the fullgain and the amount of the allowable

amount in the current year. Under theCode D. Noncash contributions (30%).postponed gain.
election, you may deduct circulationReport this amount, subject to the 30% AGI• Net short-term capital gain (loss) and net
expenditures ratably over a 3-year period.limitation, on line 16 of Schedule A (Formlong-term capital gain (loss) from Schedule
Research and experimental expenditures1040).D (Form 1065) that is not portfolio income.
and mining exploration and developmentAn example is gain or loss from the Code E. Capital gain property to a 50% costs qualify for a writeoff period of 10disposition of nondepreciable personal organization (30%). Report this amount, years. Intangible drilling and developmentproperty used in a trade or business activity subject to the 30% AGI limitation, on line 16 costs may be deducted over a 60-monthof the partnership. Report total net of Schedule A (Form 1040). See Special period, beginning with the month in whichshort-term gain (loss) on Schedule D (Form 30% Limit for Capital Gain Property in Pub. such costs were paid or incurred.1040), line 5, column (f). Report the total net 526.

If you make this election, these items arelong-term gain (loss) on Schedule D (Form Code F. Capital gain property (20%). not treated as adjustments or tax preference1040), line 12, column (f). Report this amount, subject to the 20% AGI items for purposes of the alternativelimitation, on line 16 of Schedule A (Form minimum tax. Make the election on Form1040). 4562.Deductions Code G. Deductions—portfolio Because each partner decides whether(2% floor). Amounts entered with this code to make the election under section 59(e),Box 12. Section 179 Deduction are deductions that are clearly and directly the partnership cannot provide you with theallocable to portfolio income (other thanUse this amount, along with the total cost of amount of the adjustment or tax preferenceinvestment interest expense and sectionsection 179 property placed in service item related to the expenses. You must212 expenses from a REMIC). Generally,during the year from other sources, to decide both how to claim the expenses onyou should enter these amounts oncomplete Part I of Form 4562, Depreciation your return and compute the resultingSchedule A (Form 1040), line 22. See theand Amortization. Use Part I of Form 4562 adjustment or tax preference item.Instructions for Schedule A, lines 22 and 27,to figure your allowable section 179 expense
Code L. Amounts paid for medicalfor more information.deduction from all sources. Report the
insurance. Any amounts paid during theamount on line 12 of Form 4562 allocable to These deductions are not taken into tax year for insurance that constitutesa passive activity from the partnership using account in figuring your passive activity loss medical care for you, your spouse, and yourthe Instructions for Form 8582. If the amount for the year. Do not enter them on Form dependents. On line 31 of Form 1040, youis not a passive activity deduction, report it 8582. may be allowed to deduct such amounts,on Schedule E (Form 1040), line 28, column

Code H. Deductions—portfolio (other). even if you do not itemize deductions. If you(i). However, if the box in item D is checked,
Generally, you should enter these amounts do itemize deductions, enter on line 1 ofreport this amount following the rules for
on Schedule A (Form 1040), line 27. See Schedule A (Form 1040) any amounts notPublicly traded partnerships on page 4.
the Instructions for Schedule A, lines 22 and deducted on line 31 of Form 1040.
27, for more information. These deductionsBox 13. Other Deductions Code M. Educational assistance benefits.
are not taken into account in figuring your Deduct your educational assistance benefitsContributions. Codes A through F. The passive activity loss for the year. Do not on a separate line of Schedule E, line 28, uppartnership will give you a schedule that enter them on Form 8582. to the $5,250 limitation. If your benefitsshows the amount of contributions subject to
Code I. Investment interest expense. exceed $5,250, you may be able to use thethe 50%, 30%, and 20% adjusted gross
Enter this amount on Form 4952, line 1. If excess amount on Form 8863 to figure theincome limitations. For more details, see
the partnership has investment income or education credits.Pub. 526, Charitable Contributions, and the
other investment expense, it will report your Code N. Dependent care benefits. TheInstructions for Schedule A (Form 1040). If
share of these items in box 20 using codes partnership will report the dependent careyour contributions are subject to more than
A and B. Include investment income and benefits you received. You must use Formone of the AGI limitations, see the Filled-in
expenses from other sources to figure how 2441, line 12, to figure the amount, if any, ofWorksheet for Limit on Deductions in Pub.
much of your total investment interest is the benefits you may exclude from your526.
deductible. You will also need this income.Charitable contribution deductions are information to figure your investment interest

Code O. Preproductive period expenses.not taken into account in figuring your expense deduction.
You may be eligible to elect to deduct thesepassive activity loss for the year. Do not

If the partnership paid or accrued interest expenses currently or capitalize them underenter them on Form 8582.
on debts properly allocable to investment section 263A. See Pub. 225, Farmer’s TaxCode A. Cash contributions (50%). Enter property, the amount of interest you are Guide, and Regulations section 1.263A-4.this amount subject to the 50% AGI allowed to deduct may be limited. Code P. Commercial revitalizationlimitation on line 15 of Schedule A (Form

For more information and the special deductions from rental real estate1040).
provisions that apply to investment interest activities. Follow the instructions for FormCode B. Cash contributions (30%). expense, see Form 4952 and Pub. 550. 8582 to figure how much of the deductionReport this amount, subject to the 30% AGI

can be reported on Schedule E, line 28,Code J. Deductions—royalty income.limitation, on line 15 of Schedule A (Form
column (f).Enter deductions allocable to royalties on1040).

Schedule E (Form 1040), line 18. For this Code Q. Penalty on early withdrawal ofCode C. Noncash contributions (50%). If
type of expense, write “From Schedule K-1 savings. Report this amount on Form 1040,property other than cash is contributed and
(Form 1065).” line 33.if the claimed deduction for one item or

group of similar items of property exceeds These deductions are not taken into Code R. Pensions and IRAs. Payments
$5,000, the partnership must give you a account in figuring your passive activity loss made on your behalf to an IRA, qualified
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plan, simplified employee pension (SEP), or investment is not taken on Schedule E employer pension plan startup costs, credit
a SIMPLE IRA plan. See Form 1040 (Form 1040). Instead, you subtract the for employer-provided childcare facilities,
instructions for line 25 to figure your IRA deduction from the amount that would biodiesel fuels credit, low sulfur diesel fuel
deduction. Enter payments made to a normally be entered as taxable income on production credit, and credit for contributions
qualified plan, SEP, or SIMPLE IRA plan on line 42 (Form 1040). In the margin to the left to selected community development
Form 1040, line 32. If the payments to a of line 42, write ‘‘CCF’’ and the amount of corporations), you must complete Form
qualified plan were to a defined benefit plan, the deduction. 3800, General Business Credit, in addition
the partnership should give you a statement to the credit forms identified below. If youThe partnership will give you a
showing the amount of the benefit accrued have more than one credit, see thedescription and the amount of your share for
for the current tax year. Instructions for Form 3800.each of these items.

Codes A and B. Low-income housingCode S. Reforestation expense
credit. The partnership will report yourdeduction. The partnership will provide a
share of the low-income housing creditBox 14. Self-Employmentstatement that describes the qualified timber
using code A if section 42(j)(5) applies. Ifproperty for these reforestation expenses. Earnings (Loss) section 42(j)(5) does not apply, your shareThe expense deduction is limited to $10,000
of the credit will be reported using code B.If you and your spouse are both partners,($5,000 if married filing separately) for each
Any allowable low-income housing crediteach of you must complete and file yourqualified timber property, including your
(reported as code A or code B) is entered onown Schedule SE (Form 1040),distributive share of the partnership’s
line 5 of Form 8586, Low-Income HousingSelf-Employment Tax, to report yourexpense and any reforestation expenses
Credit.partnership net earnings (loss) fromyou separately paid or incurred after

self-employment. Keep a separate record of the amount ofOctober 22, 2004, for the property. Follow
low-income housing credit from each ofthe instructions for Form 8582 to report a Code A. Net earnings (loss) from
these sources so that you can correctlydeduction allocable to a passive activity. If self-employment. If you are a general
compute any recapture of low-incomeyou materially participated in the partner, reduce this amount before entering
housing credit that may result from thereforestation activity, report the deduction on it on Schedule SE (Form 1040) by any
disposition of all or part of your partnershipline 28, column (h), of Schedule E (Form section 179 expense deduction claimed,
interest. For more information, see the1040). unreimbursed partnership expenses
instructions for Form 8611, Recapture ofclaimed, and depletion claimed on oil andCode T. Other deductions. Amounts with Low-Income Housing Credit.gas properties. Do not reduce net earningsthis code may include: from self-employment by any separately If part or all of the low-income housing• Itemized deductions (Form 1040 filers stated deduction for health insurance credit reported using code A or B isenter on Schedule A (Form 1040)). expenses. attributable to additions to qualified basis• Soil and water conservation expenditures.
property placed in service before 1990, theIf the amount on this line is a loss, enterSee section 175 for limitations on the
partnership will provide an attachedonly the deductible amount on Schedule SEamount you are allowed to deduct.
statement that will separately identify these(Form 1040). See Limitations on Losses,• Expenditures for the removal of
amounts. Amounts placed in service beforeDeductions, and Credits beginning onarchitectural and transportation barriers to
1990 are subject to different passive activitypage 2.the elderly and disabled that the partnership
limitation rules. See Passive ActivityIf your partnership is an options dealer orelected to treat as a current expense. The
Limitations and Form 8582-CR for morea commodities dealer, see section 1402(i).deductions are limited by section 190(c) to
information.$15,000 per year from all sources. If your partnership is an investment club,
Codes C and D. Qualified rehabilitation• Interest expense allocated to see Rev. Rul. 75-525, 1975-2 C.B. 350.
expenditures. The partnership will reportdebt-financed distributions. The manner in Code B. Gross farming or fishing your share of the qualified rehabilitationwhich you report such interest expense income. If you are an individual partner, expenditures related to rental real estatedepends on your use of the distributed debt enter the amount from this line, as an item activities using code C. Your share ofproceeds. If the proceeds were used in a of information, on Schedule E (Form 1040), qualified rehabilitation expenditures fromtrade or business activity, report the interest line 42. Also use this amount to figure net property not related to rental real estateon line 28 of Schedule E (Form 1040). In earnings from self-employment under the activities will be reported using code D. Oncolumn (a) enter the name of the farm optional method on Schedule SE an attached statement, the partnership willpartnership and “interest expense.” If you (Form 1040), Section B, Part II. indicate the line number on Form 3468,materially participated in the trade or

Code C. Gross non-farm income. If you Investment Credit, to report thesebusiness activity, enter the amount of
are an individual partner, use this amount to expenditures (line 1b for pre-1936 buildingsinterest expense in column (h). If you did not
figure net earnings from self-employment or line 1c for certified historic structures). Ifmaterially participate in the activity, follow
under the nonfarm optional method on the partnership is reporting expendituresthe instructions for Form 8582 to determine
Schedule SE (Form 1040), Section B, Part from more than one activity, the attachedthe amount of interest expense you can
II. statement will separately identify the amountreport in column (f). See page 3 for a

of expenditures from each activity for linesdefinition of material participation. If the
1b and 1c.proceeds were used in an investment Box 15. Credits & Creditactivity, enter the interest on Form 4952. If Combine the code C and code D

the proceeds are used for personal expenditures on lines 1b and 1c of FormRecapturepurposes, the interest is generally not 3468. The expenditures related to rental realIf you have credits that are passive activitydeductible. estate activities (code C) are reported oncredits to you, you must complete Form• Interest paid or accrued on debt properly Schedule K-1 separately from other qualified8582-CR (or Form 8810 for corporations) inallocable to your share of a working interest rehabilitation expenditures (code D)addition to the credit forms identified below.in any oil or gas property (if your liability is because they are subject to differentSee Passive Activity Limitations on page 3not limited). If you did not materially passive activity limitation rules. See theand the Instructions for Form 8582-CR (orparticipate in the oil or gas activity, this instructions for Form 8582-CR, PassiveForm 8810) for more information.interest is investment interest reportable as Activity Credit Limitations, for details.
described on page 8; otherwise, it is trade or Also, if you are entitled to claim more Code E. Basis of energy property. Reportbusiness interest. If you did not materially than one listed general business credit this amount on Form 3468, line 2.participate in the oil or gas activity, this (investment credit, work opportunity credit,

Code F. Qualified timber property. Reportinterest is investment interest expense and welfare-to-work credit, credit for alcohol
this amount on Form 3468, line 3.should be reported on Form 4952. If you used as fuel, research credit, low-income

materially participated in the activity, report housing credit, enhanced oil recovery credit, Code G. Other rental real estate credit.
the interest on line 28 of Schedule E (Form disabled access credit, renewable electricity The partnership will identify the type of
1040). On a separate line, enter “interest and refined coal production credit, Indian credit and any other information you need to
expense” and the name of the partnership in employment credit, credit for employer compute credits from rental real estate
column (a) and the amount in column (h). social security and Medicare taxes paid on activities (other than the low-income housing
• Contributions to a capital construction certain employee tips, orphan drug credit, credit and qualified rehabilitation
fund (CCF). The deduction for a CCF new markets credit, credit for small expenditures). These credits may be limited
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by the passive activity limitations. If the You may also need Form 4255 if you still qualify for your distributive share of this
credits are from more than one activity, the disposed of more than one-third of your exclusion if the partnership’s foreign trading
partnership will identify the amount of credits interest in a partnership. gross receipts for the tax year were $5
from each activity on an attached statement. million or less. To qualify for this exclusion,Code U. Other credits. On an attachment
See Passive Activity Limitations on page 3 your foreign trading gross receipts from allto Schedule K-1, the partnership will identify
and Form 8582-CR for details. sources for the tax year also must havethe type of credit and any other information

been $5 million or less. If you qualify for theyou need to compute credits other thanCode H. Other rental credits. The
exclusion, report the exclusion amount inthose reported with codes A through T.partnership will identify the type of credit and
accordance with the instructions for Incomeany other information you need to compute Credits that may be reported with code U (Loss) on page 6 for box 1, 2, or 3,these rental credits. These credits may be (depending on the type of activity they relate whichever applies. See Form 8873,limited by the passive activity limitations. If to) include the following: Extraterritorial Income Exclusion, for morethe credits are from more than one activity, • Nonconventional source fuel credit. information.the partnership will identify the amount of Attach a schedule to your return showing 2. Partnership claimed the exclusion. Ifcredits from each activity on an attached how you calculated the amount of credit you the partnership reports your distributivestatement. See Passive Activity Limitations are allowed to take on your tax return. See share of foreign trading gross receipts buton page 3 and Form 8582-CR for details. section 29 for rules on how to figure the not the amount of the extraterritorial income

credit to report on line 54, box c, of FormCode I. Undistributed capital gains credit. exclusion, the partnership met the foreign
1040.Code I represents taxes paid on economic process requirements and• Qualified electric vehicle credit (Formundistributed capital gains by a regulated claimed the exclusion when figuring your
8834).investment company or real estate distributive share of partnership income.• Unused investment credit frominvestment trust. Form 1040 filers enter your You also may need to know the amount of
cooperatives (Form 3468, line 4).share of these taxes on line 69 of Form your distributive share of foreign trading• Credit for alcohol used as fuel (Form1040, check box “a” for Form 2439, and add gross receipts from this partnership to
6478).the words “Form 1065.” determine if you met the $5 million or less• Credit for increasing research activities exception discussed above for purposes ofCode J. Work opportunity credit. Report
(Form 6765). qualifying for an extraterritorial incomethis amount on line 3 of Form 5884, Work • Enhanced oil recovery credit (Form 8830). exclusion from other sources.Opportunity Credit. • Renewable electricity and refined coal

Code K. Welfare-to-work credit. Report production credit. The partnership will Note. Upon request, the partnership should
this amount on line 3 of Form 8861, provide a statement showing separately the furnish you a copy of the partnership’s Form
Welfare-to-Work Credit. amount of credit from section A and section 8873 if there is a reduction for international

B of Form 8835.Code L. Disabled access credit. Report boycott operations, illegal bribes, kickbacks,
• Indian employment credit (Form 8845).this amount on line 7 of Form 8826, etc.
• Orphan drug credit (Form 8820).Disabled Access Credit. Code Q. Other foreign transactions. On• Credit for contributions to selectedCode M. Empowerment zone and renewal an attachment to Schedule K-1, thecommunity development corporations (Formcommunity employment credit. Report partnership will report any other information8847).this amount on line 3 of Form 8844, on foreign transactions that you may need• Credit for small employer pension planEmpowerment Zone and Renewal using code Q.startup costs (Form 8881).Community Employment Credit. • Credit for employer-provided childcare

Code N. New York Liberty Zone business facilities and services (Form 8882).
employee credit. Report this amount on Box 17. Alternative• Biodiesel fuels credit (Form 8864).
line 3 of Form 8884, New York Liberty Zone • Low sulfur diesel fuel production credit Minimum Tax (AMT) ItemsBusiness Employee Credit. (Form 8896).

Use the information reported in box 17 (as• General credits from an electing largeCode O. New markets credit. Report this
well as your adjustments and tax preferencepartnership. Report these credits on Formamount on line 2 of Form 8874, New
items from other sources) to prepare your3800, line 1t.Markets Credit.
Form 6251, Alternative Minimum Tax—Code V. Recapture of other credits. OnCode P. Credit for employer social Individuals; Form 4626, Alternative Minimuman attachment to Schedule K-1, thesecurity and Medicare taxes. Report this Tax— Corporations; or Schedule I of Formpartnership will report any information youamount on line 5 of Form 8846, Credit for 1041, U.S. Income Tax Return for Estatesneed to figure the recapture of the newEmployer Social Security and Medicare and Trusts.markets credit; qualified electric vehicleTaxes Paid on Certain Employee Tips.
Note. A partner that is a corporation subjectcredit (see Pub. 535); Indian employmentCode Q. Backup withholding. Credit for to alternative minimum tax must notify thecredit (see section 45A(d)); or any credit forbackup withholding on dividends, interest partnership of its status.employer-provided childcare facilities andincome, and other types of income. Include services. Code A.  This amount is your share of thethe amount the partnership reports to you in
partnership’s post-1986 depreciationthe total that you enter on Form 1040, line
adjustment. If you are an individual partner,63.
report this amount on line 17 of Form 6251.Box 16. ForeignCodes R and S. Recapture of low-income
Code B.  This amount is your share of thehousing credit. A section 42(j)(5) Transactions partnership’s adjusted gain or loss. If youpartnership will report recapture of a
are an individual partner, report this amountCodes A through N. Use the informationlow-income housing credit with code R. All
on line 16 of Form 6251.reported as codes A through N and attachedother partnerships will report recapture of a

schedules to figure your foreign tax credit.low-income housing credit with code S. Code C. This amount is your share of the
For more information, see Form 1116,Keep a separate record of recapture from partnership’s depletion adjustment. If you
Foreign Tax Credit, and its instructions;each of these sources so that you will be are an individual partner, report this amount
Form 1118, Foreign Tax Credit—able to correctly compute any recapture of on line 9 of Form 6251.
Corporations, and its instructions; and Pub.low-income housing credit that may result Codes D and E. Oil, gas, & geothermal514, Foreign Tax Credit for Individuals.from the disposition of all or part of your properties—gross income and

partnership interest. For more information, Codes O and P. Extraterritorial income deductions. The amounts reported on
see Form 8611, Recapture of Low-Income exclusion. these lines include only the gross income
Housing Credit. 1. Partnership did not claim the (code D) from, and deductions (code E)
Code T. Recapture of investment credit. exclusion. If the partnership reports your allocable to, oil, gas, and geothermal
Any information you need to figure your distributive share of foreign trading gross properties that are included in box 1 of
recapture tax on Form 4255, Recapture of receipts (code O) and the extraterritorial Schedule K-1. The partnership should have
Investment Credit. See the Form 3468 on income exclusion (code P), the partnership attached a schedule that shows any income
which you took the original credit for other was not entitled to claim the exclusion from or deductions allocable to such
information you need to complete Form because it did not meet the foreign properties that are included in boxes 2
4255. economic process requirements. You may through 13 and in box 20 of Schedule K-1.
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Use the amounts reported and the amounts distributions made on the last day of the
on the attached schedule to help you figure partnership’s tax year. Box 20. Other Informationthe net amount to enter on line 25 of Form

Your basis in the distributed marketable6251. Code A. Investment income. Report thissecurities (other than in liquidation of your
Code F. Other AMT items. Enter the amount on line 4a of Form 4952.interest) is the smaller of:
information on the statement attached by • The partnership’s adjusted basis in the Code B. Investment expenses. Report
the partnership on the applicable lines of securities immediately before the distribution this amount on line 5 of Form 4952.
Form 6251, Form 4626, or Schedule I of increased by any gain recognized on the Code C. Fuel tax credit information. TheForm 1041. distribution of the securities or partnership will report the number of gallons• The adjusted basis of your partnership of each fuel sold or used during the tax year

interest reduced by any cash distributed in for a nontaxable use qualifying for the creditBox 18. Tax-Exempt the same transaction and increased by any for taxes paid on fuels, type of use, and the
gain recognized on the distribution of the applicable credit per gallon. Use thisIncome and Nondeductible securities. information to complete Form 4136, CreditExpenses for Federal Tax Paid on Fuels. If you received the securities in
liquidation of your partnership interest, your Code D. Look-back interest—completedCode A. Tax-exempt interest income.
basis in the marketable securities is equal to long-term contracts. The partnership willYou must report on your return, as an item
the adjusted basis of your partnership report any information you need to figure theof information, your share of the tax-exempt
interest reduced by any cash distributed in interest due or to be refunded under theinterest received or accrued by the
the same transaction and increased by any look-back method of section 460(b)(2) onpartnership during the year. Individual
gain recognized on the distribution of the certain long-term contracts. Use Form 8697,partners must include this amount on Form
securities. Interest Computation Under the Look-Back1040, line 8b. Increase the adjusted basis of

Method for Completed Long-Termyour interest in the partnership by this If, within 5 years of a distribution to you Contracts, to report any such interest.amount. of marketable securities, you contributed
Code B. Other tax-exempt income. Code E. Look-back interest—incomeappreciated property (other than those
Increase the adjusted basis of your interest forecast method. The partnership willsecurities) to the partnership and the FMV of
in the partnership by the amount shown, but report any information you need to figure thethose securities exceeded the adjusted
do not include it in income on your tax interest due or to be refunded under thebasis of your partnership interest
return. look-back method of section 167(g)(2) forimmediately before the distribution (reduced

certain property placed in service afterby any cash received in the distribution), youCode C. Nondeductible expenses. The
September 13, 1995, and depreciated undermay have to recognize gain on thenondeductible expenses paid or incurred by
the income forecast method. Use Formappreciated property. For propertythe partnership are not deductible on your
8866, Interest Computation Under thecontributed after June 8, 1997, the 5-yeartax return. Decrease the adjusted basis of
Look-Back Method for Property Depreciatedperiod is generally extended to 7 years. Seeyour interest in the partnership by this
Under the Income Forecast Method, tosection 737 for details.amount.
report any such interest.

Code B. Other property. Code B shows Code F. Dispositions of property withthe partnership’s adjusted basis of property section 179 deductions. The partnershipBox 19. Distributions other than money immediately before the will report your distributive share of gain orproperty was distributed to you. In addition,Code A. Cash and marketable securities. loss on the sale, exchange, or otherthe partnership should report the adjustedCode A shows the distributions the disposition of property for which a sectionbasis and FMV of each property distributed.partnership made to you of cash and certain 179 expense deduction was passed throughDecrease the adjusted basis of your interestmarketable securities. The marketable to partners with code F. If the partnershipin the partnership by the amount of yoursecurities are included at their fair market passed through a section 179 expensebasis in the distributed property. Your basisvalue (FMV) on the date of distribution deduction to its partners for the property,in the distributed property (other than in(minus your share of the partnership’s gain you must report the gain or loss and anyliquidation of your interest) is the smaller of:on the securities distributed to you). If the recapture of the section 179 expense• The partnership’s adjusted basisamount shown as code A exceeds the deduction for the property on your incomeimmediately before the distribution oradjusted basis of your partnership interest tax return (see the Instructions for Form• The adjusted basis of your partnershipimmediately before the distribution, the 4797 for details). The partnership mustinterest reduced by any cash distributed inexcess is treated as gain from the sale or provide all the following information withthe same transaction.exchange of your partnership interest. respect to a disposition of property for which
Generally, this gain is treated as gain from a section 179 expense deduction was If you received the property in liquidation
the sale of a capital asset and should be passed through to partners.of your interest, your basis in the distributed
reported on the Schedule D for your return. property is equal to the adjusted basis of 1. Description of the property.However, if you receive cash or property in your partnership interest reduced by any 2. Date the property was acquired andexchange for any part of a partnership cash distributed in the same transaction. placed in service.interest, the amount of the distribution 3. Date of the sale or other disposition ofIf you contributed appreciated property toattributable to your share of the the property.the partnership within 5 years of apartnership’s unrealized receivable or 4. Your distributive share of the grossdistribution of other property to you, and theinventory items result in ordinary income sales price or amount realized.FMV of the other property exceeded the(see Regulations section 1.751-1(a) and 5. Your distributive share of the cost oradjusted basis of your partnership interestSale or Exchange of Partnership Interest on other basis plus the expense of saleimmediately before the distribution (reducedpage 1). For details, see Pub. 541. (reduced as explained in the Instructions forby any cash received in the distribution), youThe partnership will separately identify Form 4797, line 21).may have to recognize gain on theboth of the following. 6. Your distributive share of theappreciated property. For property• The FMV of the marketable securities depreciation allowed or allowable,contributed after June 8, 1997, the 5-yearwhen distributed (minus your share of the determined as described in the Instructionsperiod is generally extended to 7 years. Seegain on the securities distributed to you). for Form 4797, line 22, but excluding thesection 737 for details.• The partnership’s adjusted basis of those section 179 expense deduction.
securities immediately before the If you receive cash or property in 7. Your distributive share of the section
distribution. exchange for any part of a partnership 179 expense deduction (if any) passed

Decrease the adjusted basis of your interest, the amount of the distribution through for the property and the
interest in the partnership (but not below attributable to your share of the partnership’s tax year(s) in which the
zero) by the amount of cash distributed to partnership’s unrealized receivable or amount was passed through. To compute
you and the partnership’s adjusted basis of inventory items result in ordinary income the amount of depreciation allowed or
the distributed securities. Advances or (see Regulations section 1.751-1(a) and allowable for Form 4797, line 22, add to the
drawings of money or property against your Sale or Exchange of Partnership Interest on amount from item 6 above the amount of
distributive share are treated as current page 1). your distributive share of the section 179
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expense deduction, reduced by any unused instructions for Form 6252 for more line 28, column (h), of Schedule E (Form
carryover of the deduction for this property. information. Also see section 453A(c) for 1040).
This amount may be different than the details on making the computation. Code P. Unrelated business taxable
amount of section 179 expense you Code K. Section 1260(b) information. The income. The partnership will report any
deducted for the property if your interest in partnership will report any information you information you need to figure unrelated
the partnership has changed. need to figure the interest due under section business taxable income under section

8. If the disposition is due to a casualty 1260(b). If the partnership had gain from 512(a)(1) (but excluding any modifications
or theft, a statement providing the certain constructive ownership transactions, required by paragraphs (8) through (15) of
information you need to complete Form your tax liability must be increased by the section 512(b)) for a partner that is a
4684, Casualties and Thefts. interest charge on any deferral of gain tax-exempt organization.

9. If the sale was an installment sale recognition under section 1260(b). Report Note. A partner is required to notify the
made during the partnership’s tax year, any the interest on Form 1040, line 62. Write partnership of its tax-exempt status.
information you need to complete Form “1260(b)” and the amount of the interest on Code Q. Other information. The6252, Installment Sale Income. The the dotted line to the left of line 62. See partnership will report:partnership also must separately report your section 1260(b) for details, including how to

1. Any information a publicly tradedshare of all payments received for the figure the interest.
partnership needs to determine whether itproperty in the following tax years. See the Code L. Interest allocable to production meets the 90% qualifying income test ofinstructions for Form 6252 for details. expenditures. The partnership will report section 7704(c)(2).any information you need relating to interestCode G. Recapture of section 179 Note. A partner is required to notify theexpense that you are required to capitalizededuction. The partnership will report your partnership of its status as a publicly tradedunder section 263A for productiondistributive share of any recapture of section partnership.expenditures. See Regulations sections179 expense deduction if business use of 2. Any information or statements you1.263A-8 through 1.263A-15 for moreany property for which the section 179 need to comply with the registration andinformation.expense deduction was passed through to disclosure requirements under sectionsCode M. CCF nonqualified withdrawals.partners dropped to 50 percent or less. If 6111 and 6662(d)(2)(B)(ii) and the listThe partnership will report your nonqualifiedbusiness use of the property dropped to 50 keeping requirements of Regulations sectionwithdrawals by the partnership from apercent or less, the partnership must 301.6112-1. See Form 8264 and Noticecapital construction fund (CCF). Theseprovide all the following information. 2004-80, 2004-50 I.R.B. 963 for morewithdrawals are taxed separately from your1. Your distributive share of the information.other gross income at the highest marginaldepreciation allowed or allowable (not 3. Any information you need to completeordinary income or capital gains tax rate.including the section 179 expense a disclosure statement for reportableAttach a statement to your federal incomededuction). transactions in which the partnershiptax return to show your computation of both2. Your distributive share of the section participates. If the partnership participates inthe tax and interest for a nonqualified179 expense deduction (if any) passed a transaction that must be disclosed onwithdrawal. Include the tax and interest onthrough for the property and the Form 8886, Reportable TransactionForm 1040, line 62. To the left of line 62,partnership’s tax year(s) in which the Disclosure Statement, both you and thewrite the amount of tax and interest andamount was passed through. Reduce this partnership may be required to file Form‘‘CCF.’’amount by the portion, if any, of your 8886 for the transaction. The determinationCode N. Information needed to figureunused (carryover) section 179 expense of whether you are required to disclose adepletion—oil and gas. This is your sharededuction for this property. transaction of the partnership is based onof gross income from the property, share of the category(s) under which the transactionCode H. Special basis adjustment. If you production for the tax year, etc., needed to qualifies for disclosure and is determined byacquired an interest in an oil and gas figure your depletion deduction for oil and the partnership. See the instructions forpartnership, you are required to attach a gas wells. The partnership should also Form 8886 for details.statement to your return for the year of the allocate to you a share of the adjusted basis 4. Inversion gain. The partnership willtransfer that shows your computation of any of each partnership oil or gas property. See provide a statement showing the amounts ofsection 743(b) basis adjustment and your Pub. 535 for how to figure your depletion each type of income or gain that is includedallocation of the basis adjustment to specific deduction. in inversion gain. The partnership hasproperties. The partnership will provide the Code O. Amortization of reforestation included inversion gain in income elsewhereinformation you need to prepare this costs. The partnership will provide a on Schedule K-1. Inversion gain is alsostatement. See Regulations sections statement identifying your share of the reported under code Q because your1.743(b)-1(k)(1)(ii) and (iii) for more amortizable basis of reforestation taxable income and alternative minimuminformation. expenditures paid or incurred before taxable income cannot be less than the

Code I. Section 453(l)(3) information. The October 23, 2004. The partnership will inversion gain. Also, your inversion gain (a)
partnership will report any information you separately report your share of the is not taken into account in figuring the
need to figure the interest due under section amortizable basis for reforestation amount of net operating loss (NOL) for the
453(l)(3) with respect to the disposition of expenditures for the current tax year and the tax year or the amount of NOL that can be
certain timeshares and residential lots on 7 preceding tax years. Your amortizable carried over to each tax year, (b) may limit
the installment method. If you are an basis of reforestation expenditures for each the amount of your credits, and (c) is treated
individual, report the interest on Form 1040, tax year from all properties is limited to as income from sources within the U.S. for
line 62. Write “453(l)(3)” and the amount of $10,000 ($5,000 if married filing separately), the foreign tax credit. See section 7874 for
the interest on the dotted line to the left of including your distributive share of the details.
line 62. partnership’s expenditures and any qualified 5. Any other information you may need

reforestation expenditures you separatelyCode J. Section 453A(c) information. The to file your return not shown elsewhere on
paid or incurred. To figure your allowablepartnership will report any information you Schedule K-1.
amortization, see section 194 and Pub. 535.need to figure the interest due under section The partnership should give you a453A(c) with respect to certain installment Follow the instructions for Form 8582 to description and the amount of your share forsales. If you are an individual, report the report a deduction allocable to a passive each of these items.interest on Form 1040, line 62. Write activity. If you materially participated in the

“453A(c)” and the amount of the interest on reforestation activity, report the deduction on
the dotted line to the left of line 62. See the
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