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Department of the Treasury
Internal Revenue Service2004

Instructions for Form 8865
Return of U.S. Persons With Respect to Certain Foreign Partnerships
Section references are to the Internal Revenue Code unless otherwise noted.
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Partnership Files Form 1065 dispositions, and changes in foreignOther Information . . . . . . . . . . . . . 24
or Form 1065-B . . . . . . . . . . . . . . 3 partnership interests).Schedule L—Balance Sheets

When To File . . . . . . . . . . . . . . . . . 3 per Books . . . . . . . . . . . . . . . . . . 26 Who Must FileDefinitions . . . . . . . . . . . . . . . . . . . 3 Schedule M—Balance Sheets
A U.S. person qualifying under one orPenalties . . . . . . . . . . . . . . . . . . . . 4 for Interest Allocation . . . . . . . . . . 26
more of the Categories of Filers (seeCorrections to Form 8865 . . . . . . . . 4 Schedule M-1—Reconciliation of below) must complete and file Form 8865.Specific Instructions . . . . . . . . . . . . 4 Income (Loss) per Books With These instructions and the FilerTax Year . . . . . . . . . . . . . . . . . . . . 4 Income (Loss) per Return . . . . . . . 26 Categories–Required Information chartIdentifying Numbers and Schedule M-2—Analysis of on page 2 explain the information,Addresses . . . . . . . . . . . . . . . . . . 5 Partners’ Capital Accounts . . . . . . . 26 statements, and schedules required forSchedule A—Constructive Schedule N—Transactions each category of filer. If you qualify underOwnership of Partnership Between Controlled Foreign more than one category for a particular

Interest . . . . . . . . . . . . . . . . . . . . . 6 Partnership and Partners or foreign partnership, you must submit all
Schedule A-1—Certain Partners Other Related Entities . . . . . . . . . . 27 the items required for each category

of Foreign Partnership . . . . . . . . . . . 6 under which you qualify.Schedule O—Transfer of
Schedule A-2—Affiliation Property to a Foreign Example. If you qualify as a CategorySchedule . . . . . . . . . . . . . . . . . . . . 6 Partnership . . . . . . . . . . . . . . . . . . 27 2 and a Category 3 filer, you must submitSchedule B—Income Part I—Transfers Reportable all the schedules required of Category 2

Statement—Trade or Under Section 6038B . . . . . . . . . 27 filers (page 1 of Form 8865, Schedules A,
Business Income . . . . . . . . . . . . . . 6 A-2, N, and K-1) plus any additionalPart II—Dispositions
Income . . . . . . . . . . . . . . . . . . . . . . 6 schedules that Category 3 filers areReportable Under Section
Deductions . . . . . . . . . . . . . . . . . . . 8 required to submit (Schedules A-1 and6038B . . . . . . . . . . . . . . . . . . . . 27
Limitations on Deductions . . . . . . . . 8 O).Part III—Gain Recognition
Extraterritorial Income Under Section 904(f)(3) or Complete a separate Form 8865 andExclusion . . . . . . . . . . . . . . . . . 11 (f)(5)(F) . . . . . . . . . . . . . . . . . . . 28 the applicable schedules for each foreign
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Part III—Change in Category 1 filer. A Category 1 filer is aConstructive Sale Treatment
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Filer Categories –  Required Information Category 1 Category 2 Category 3 Category 4

Identifying information — (page 1 of Form 8865) � � � �

Schedule A — Constructive Ownership of Partnership Interest � � � �

Schedule A-1 — Certain Partners of Foreign Partnership � �

Schedule A-2 — Affiliation Schedule � � � �

Schedule B — Income Statement — Trade or Business Income �

Schedule D — Capital Gains and Losses �

Schedule K — Partners’ Distributive Share Items �

Schedule L — Balance Sheets per Books �

Schedule M — Balance Sheets for Interest Allocation �

Schedule M-1 — Reconciliation of Income (Loss) per Books With Income (Loss) per Return �

Schedule M-2 — Analysis of Partners’ Capital Accounts �

Schedule N — Transactions Between Controlled Foreign Partnership and Partners or Other � �

Related Entities

Schedule K-1 — Partner’s Share of Income, Deductions, Credits, etc. (direct partners only) � �

Schedule O — Transfer of Property to a Foreign Partnership �

Schedule P — Acquisitions, Dispositions, and Changes of Interests in a Foreign Partnership �

person will be considered a Category 2 Acquisitions.  A U.S. person that direct interest in the foreign partnership
filer. See the definition of a 10% interest acquires a foreign partnership interest on December 31, 1999, then comparisons
on page 4. has a reportable event if: should be made to the person’s direct

• The person did not own a 10% or interest on December 31, 1999. Once the
Category 3 filer.  A Category 3 filer is a greater direct interest in the partnership person has a reportable event after
U.S. person who contributed property and as a result of the acquisition the December 31, 1999, future comparisons
during that person’s tax year to a foreign person owns a 10% or greater direct should be made by reference to the last
partnership in exchange for an interest in interest in the partnership (for example, reportable event.
the partnership (a section 721 transfer), if from 9% to 10%). For purposes of this
that person either: Exceptions to Filingrule, an acquisition includes an increase

1. Owned directly or constructively at in a person’s direct proportional interest Multiple Category 1 filers. If during the
least a 10% interest in the foreign (see definition of change in proportional tax year of the partnership more than one
partnership immediately after the interest on page 4); or U.S. person qualifies as a Category 1
contribution, or • Compared to the person’s direct filer, only one of these Category 1

2. The value of the property interest when the person last had a partners is required to file Form 8865. A
contributed (when added to the value of reportable event, after the acquisition the U.S. person with a controlling interest in
any other property contributed to the person’s direct interest has increased by the losses or deductions of the
partnership by such person, or any at least a 10% interest (for example, from partnership is not permitted to be the filer
related person, during the 12-month 11% to 21%). of Form 8865 if another U.S. person has
period ending on the date of transfer) a controlling interest in capital or profits;Dispositions.  A U.S. person thatexceeds $100,000. only the latter may file the return. Thedisposes of a foreign partnership interest

U.S. person that files the Form 8865 musthas a reportable event if:
If a domestic partnership contributes complete Item E on page 1.• The person owned a 10% or greater

property to a foreign partnership, the direct interest in the partnership before The single Form 8865 to be filed mustdomestic partnership’s partners are the disposition and as a result of the contain all of the information that wouldconsidered to have transferred a disposition the person owns less than a be required if each Category 1 filer filed aproportionate share of the contributed 10% direct interest (for example, from separate Form 8865. Specifically, aproperty to the foreign partnership. 10% to 8%). For purposes of this rule, a separate Schedule N and Schedule K-1However, if the domestic partnership files disposition includes a decrease in a must be attached to the Form 8865 forForm 8865 and properly reports all the person’s direct proportional interest; or each Category 1 filer. Also, Items B, C,required information with respect to the • Compared to the person’s direct and D on page 1 and Schedule A on pagecontribution, its partners will not be interest when the person last had a 2 of Form 8865 must be completed forrequired to report the transfer. reportable event, after the disposition the each Category 1 filer not filing the form.
person’s direct interest has decreased by Attach a separate statement listing thisCategory 3 also includes a U.S.
at least a 10% interest (for example, from information to the single Form 8865.person that previously transferred
21% to 11%).appreciated property to the partnership A Category 1 filer not filing Form 8865

and was required to report that transfer Changes in proportional interests. must attach a statement entitled
under section 6038B, if the foreign A U.S. person has a reportable event if “Controlled Foreign Partnership
partnership disposed of such property compared to the person’s direct Reporting” to that person’s income tax
while the U.S. person remained a direct proportional interest the last time the return.
or indirect partner in the partnership. person had a reportable event, the The statement must include the

person’s direct proportional interest hasCategory 4 filer.  A Category 4 filer is a following information:
increased or decreased by at least theU.S. person that had a reportable event • A statement that the person qualified
equivalent of a 10% interest in theunder section 6046A during that person’s as a Category 1 filer, but is not submitting
partnership.tax year. There are three categories of Form 8865 under the multiple Category 1

reportable events under section 6046A: Special rule for a partnership filers exception.
acquisitions, dispositions, and changes in interest owned on December 31, 1999. • The name, address, and identifying
proportional interests. If the U.S. person owned at least a 10% number (if any) of the foreign partnership
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of which the person qualified as a if each group member filed its own Form Example. Partner A is a Category 1
Category 1 filer. 8865. filer with respect to FPS, a foreign
• A statement that the filing requirement partnership during the 2004 tax year. FPSException for certain trusts. Trusts
has been or will be satisfied. completes and files a Form 1065 for itsrelating to state and local government• The name and address of the person 2004 tax year. Instead of completingemployee retirement plans are not
filing Form 8865 for this partnership. Schedules B, D, K, L, M-1, M-2, and K-1required to file Form 8865.• The Internal Revenue Service Center of Form 8865, Partner A may attach to its

Exception for certain Category 4 filers.where the Form 8865 must be filed. Form 8865 page 1 of Form 1065 and
If you qualify as a Category 3 and 4 filer Form 1065 Schedules D, K, L, M-1, M-2,

A U.S. person who qualifies for because you contributed property to a and K-1 (including the Schedules K-1 for
this exception to the Category 1 foreign partnership in exchange for a 10% Partner A and all other U.S. persons
filing requirement would still have or greater interest in that partnership, youCAUTION

!
owning 10% or greater direct interests in

to file a separate Form 8865 if that person are not required to report this transaction FPS). Partner A must complete the
is also subject to the filing requirements of under both Category 3 and 4 filing following items and schedules on Form
Category 3 or 4. This separate Form 8865 requirements. If you properly report the 8865:
would include all the information required contribution of property under the • The first page,
for a Category 3 or 4 filer in addition to Category 3 rules, you are not required to • Schedule A,
the Controlled Foreign Partnership report it as a Category 4 filer. However, • Schedule A-1,
Reporting statement. the acquisition will count as a reportable • Schedule A-2,

event to determine if a later change inConstructive owners. See the definition • Schedule M, and
your partnership interest qualifies as aof constructive ownership on page 4. A • Schedule N.
reportable event under Category 4.Category 1 or 2 filer that does not own a

Example. Partner A is a Category 2direct interest in the partnership and that Example. Partner A does not own an
filer with respect to FPS, a foreignis required to file this form solely because interest in FPS, a foreign partnership.
partnership. If FPS completes and files aof constructive ownership from a U.S. Partner A transfers property to FPS in
Form 1065 for its 2004 tax year, Partnerperson(s) is not required to file Form 8865 exchange for a 15% direct interest.
A may file with Form 8865 the Scheduleif: Partner A qualifies as a Category 3 filer
K-1 (Form 1065) that it receives from thebecause he transferred property to a1. Form 8865 is filed by the U.S. partnership instead of Schedule K-1foreign partnership and owned at least aperson(s) through which the indirect (Form 8865). Partner A must complete10% interest in FPS immediately after thepartner constructively owns an interest in the following items and schedules oncontribution. Partner A is also a Categorythe foreign partnership, Form 8865:4 filer because he did not own a 10% or2. The U.S. person through which the • The first page,greater direct interest in FPS and as aindirect partner constructively owns an • Schedule A,result of the acquisition now owns a 10%interest in the foreign partnership is also a • Schedule A-2, andor greater direct interest in FPS. If Partnerconstructive owner and meets all the • Schedule N.A properly reports the contribution onrequirements of this constructive

Form 8865 as a Category 3 filer, Partnerownership filing exception, or When To FileA is not required to report his acquisition3. Form 8865 is filed for the foreign
Attach Form 8865 to your income taxof the 15% interest in FPS as a Categorypartnership by another Category 1 filer
return (or, if applicable, partnership or4 filer.under the multiple Category 1 filers
exempt organization return) and file bothexception. Relief for Category 1 and 2 by the due date (including extensions) for
that return. If you do not have to file anFilers When the ForeignTo qualify for the constructive
income tax return, you must file FormPartnership Files Form 1065 orownership filing exception, the indirect
8865 separately with the IRS at the timepartner must file with its income tax return Form 1065-B
and place you would be required to file ana statement entitled “Controlled Foreign If a foreign partnership files Form 1065, income tax return (or, if applicable, aPartnership Reporting.” U.S. Return of Partnership Income, or partnership or exempt organizationThis statement must contain the Form 1065-B, U.S. Return of Income for return). See below for penalties that mayfollowing information: Electing Large Partnerships, for its tax apply if you do not file Form 8865 on time.

year, Category 1 and 2 filers may use a1. A statement that the indirect
copy of the completed Form 1065 orpartner was required to file Form 8865, Definitions
1065-B schedules in place of thebut is not doing so under the constructive

Partnership. A partnership is theequivalent schedules of Form 8865.owners exception;
relationship between two or more persons2. The names and addresses of the If you file Form 8865 with an who join to carry on a trade or business,U.S. persons whose interests the indirect electronically filed income tax return, see with each person contributing money,partner constructively owns; and the electronic filing publications identified property, labor, or skill and each3. The name and address of the in the instructions for your income tax expecting to share in the profits andforeign partnership for which the indirect return for more information. losses of the business whether or not apartner would have had to have filed The following Form 1065/1065-B formal partnership agreement is made.Form 8865, but for this exception. schedules are equivalent to the following

The term “partnership” includes aForm 8865 schedules:Members of an affiliated group of limited partnership, syndicate, group,
corporations filing a consolidated Forms 1065/ Form 8865 pool, joint venture, or other
return. If one or more members of an 1065-B unincorporated organization, through or
affiliated group of corporations filing a by which any business, financial
consolidated return qualify as Category 1 operation, or venture is carried on, that isPage 1 (Parts I Schedule Bor 2 filers for a particular foreign not, within the meaning of the regulationsand II of Formpartnership, the common parent under section 7701, a corporation, trust,1065-B)corporation may file one Form 8865 on estate, or sole proprietorship.Schedule D Schedule Dbehalf of all of the members of the group

Schedule K Schedule Krequired to report. Except for group A joint undertaking merely to share
Schedule L Schedule Lmembers who also qualify under the expenses is not a partnership. Mere
Schedule M-1 Schedule M-1constructive owners exception, the Form co-ownership of property that is
Schedule M-2 Schedule M-28865 must contain all the information that maintained and leased or rented is not a
Schedule K-1 Schedule K-1would have been required to be submitted partnership. However, if the co-owners
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provide services to the tenants, a specified amount of profits, then the failure continues after the 90-day period
partnership exists. partner’s proportional interest changes has expired. The additional penalty shall

when the set date or specified amount of not exceed $50,000.Foreign partnership. A foreign
profits is reached).partnership is a partnership that is not Treaty-based return positions. File

created or organized in the United States Form 8833, Treaty-Based Return PositionPenaltiesor under the law of the United States or of Disclosure Under Section 6114 or
any state. Failure to timely submit all information 7701(b), to report a return position that a

required of Category 1 and 2 filers.50% interest. A 50% interest in a treaty of the United States (such as an
• A $10,000 penalty is imposed for eachpartnership is an interest equal to: income tax treaty, an estate and gift tax
tax year of each foreign partnership for• 50% of the capital, treaty, or a friendship, commerce, and
failure to furnish the required information• 50% of the profits, or navigation treaty):
within the time prescribed. If the• 50% of the deductions or losses. • Overrides or modifies any provision of
information is not filed within 90 days afterFor purposes of determining a 50% the Internal Revenue Code and
the IRS has mailed a notice of the failureinterest, the constructive ownership rules • Causes (or potentially causes) a
to the U.S. person, an additional $10,000described below apply. reduction of any tax incurred at any time.
penalty (per foreign partnership) is10% interest. A 10% interest in a Failure to make such a report maycharged for each 30-day period, orpartnership is an interest equal to: result in a $1,000 penalty ($10,000 in thefraction thereof, during which the failure• 10% of the capital, case of a C corporation). See sectioncontinues after the 90-day period has• 10% of the profits, or 6712.expired. The additional penalty is limited• 10% of the deductions or losses.
to a maximum of $50,000 for each failure.For purposes of determining a 10% Corrections to Form 8865• Any person who fails to furnish all ofinterest, the constructive ownership rules

If you file a Form 8865 you laterthe information required within the timedescribed below apply.
determine is incomplete or incorrect, file aprescribed, will be subject to a reduction

Constructive ownership. For purposes corrected Form 8865 with an amendedof 10% of the foreign taxes available for
of determining an interest in a tax return following the instructions for thecredit under sections 901, 902, and 960.
partnership, the constructive ownership return with which you originally filed FormIf the failure continues 90 days or more
rules of section 267(c) (excluding section 8865. Write “corrected” at the top of theafter the date the IRS mails notice of the
267(c)(3)) apply, taking into account that form and attach a statement identifyingfailure, an additional 5% reduction is
such rules refer to corporations and not to and explaining the changes.made for each 3-month period, or fraction
partnerships. Generally, an interest thereof, during which the failure continues
owned directly or indirectly by or for a after the 90-day period has expired. See
corporation, partnership, estate, or trust section 6038(c)(2) for limits on the
shall be considered as being owned Specific Instructionsamount of this penalty.
proportionately by its owners, partners or Important: All information must be in• Criminal penalties under sections 7203,
beneficiaries. English. All amounts must be stated in7206, and 7207 may apply for failure to

Also, an individual is considered to U.S. dollars.file or for filing false or fraudulent
own an interest owned directly or information.

If the information required in a givenindirectly by or for his or her family. The
Additionally, any person that files section exceeds the space providedfamily of an individual includes only that

under the constructive owners exception within that section, attach separate sheetsindividual’s spouse, brothers, sisters,
may be subject to these penalties if all the to provide the remaining information,ancestors, and lineal descendants. An
requirements of the exception are not using the same size and format as theinterest will be attributed from a
met. Any person required to file Form printed forms.nonresident alien individual under the
8865 who does not file under the multiplefamily attribution rules only if the person Fill in all applicable lines and
Category 1 filers exception, may beto whom the interest is attributed owns a schedules.
subject to the above penalties if the otherdirect or indirect interest in the foreign

All categories of filers must completeperson does not file a correctly completedpartnership under section 267(c)(1) or (5).
all items on page 1, with three exceptions.form and schedules. See Exceptions to

U.S. person. A U.S. person is a citizen Complete Item E only if, in addition toFiling on page 2.
or resident of the United States, a filing the form on your own behalf, you are

Failure to file information required ofdomestic partnership, a domestic reporting information about other
Category 3 filers. Any person that failscorporation, and any estate or trust that is Category 1 filers under the multiple
to properly report a contribution to anot foreign. Category 1 filing exception, or you are
foreign partnership that is required to beControl of a corporation. Control of a reporting information about members of
reported under section 6038B and thecorporation is ownership of stock your affiliated group of corporations under
regulations under that section is subjectpossessing more than 50% of the total the consolidated return exception. Only
to a penalty equal to 10% of the faircombined voting power, or more than Category 1 and 2 filers are required to
market value (FMV) of the property at the50% of the total value of shares of all complete Item G6. See Exceptions to
time of the contribution. This penalty isclasses of stock of the corporation. For Filing on page 2. Answer Items G8 and
subject to a $100,000 limit, unless therules concerning indirect ownership and G9 only if you are a Category 1 filer.
failure is due to intentional disregard. Inattribution, see Regulations section
addition, the transferor must recognize1.6038-2(c). Tax Year
gain on the contribution as if the

Change in a proportional interest. A Enter in the space below the title of Formcontributed property had been sold for its
partner’s proportional interest in a foreign 8865 the tax year of the foreignFMV.
partnership can change as a result of partnership that ended with or within the
changes in other partners’ interests, for Failure to file information required of tax year of the person filing this form.
example, when another partner withdraws Category 4 filers. Any person who fails Category 1 or 2 filers must report
from the partnership. A partner’s to properly report all the information information for the tax year of the foreign
proportional interest can also change, for requested by section 6046A is subject to partnership that ends with or within their
example, by operation of the partnership a $10,000 penalty. If the failure continues tax years. A Category 3 or 4 filer must
agreement (for example, if the partnership for more than 90 days after the IRS mails report on Schedules O or P, respectively,
agreement provides that a partner’s notice of the failure, an additional $10,000 transactions that occurred during that
interest in profits will change on a set date penalty will apply for each 30-day period filer’s tax year (rather than during the
or when the partnership has earned a (or fraction thereof) during which the partnership’s tax year).
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the partnership listed at the top of page 1Identifying Numbers and Item G2
of Form 8865. See ConstructiveAddresses If the foreign partnership was required toownership on page 4. file Form 1065 or Form 1065-B for theEnter the identifying number of the person

partnership’s tax year listed at the top offiling this return. Use an employer Item F1
page 1 (Form 8865), check the applicableidentification number (EIN) to identify  For the foreign partnership’s address,

partnerships, corporations, and estates or box and enter the IRS Service Centerenter the city, province or state, and the
trusts. For individuals, use a social where the form was or will be filed. Also,foreign country in that order. Follow the
security number (SSN) or individual check the applicable box(es) if the foreignforeign country’s practice in placing the
taxpayer identification number (ITIN). partnership was required to file Formpostal code in the address. Do not

8804, Annual Return for PartnershipInclude the suite, room, or other unit abbreviate the country name. If the
Withholding Tax (Section 1446), or Formnumber after the street address. If the partnership receives its mail in care of a
1042, Annual Withholding Tax Return forPost Office does not deliver mail to the third party (such as an accountant or
U.S. Source Income of Foreign Personsstreet address and the U.S. person has a attorney), enter “C/O” followed by the
(for the calendar year ending with orP.O. box, show the box number instead. third-party’s name and street address or
within the foreign partnership’s tax year).P.O. box.Foreign address. Enter the information

in the following order: city, province or Item F6—Principal Business Item G6state, and country. Follow the country’s
Activity Code Note. Only Category 1 and 2 filers arepractice for entering the postal code, if

required to complete Item G6.any. Do not abbreviate the country name. If the foreign partnership filed Form
Enter the number of Forms 8858,1065 or 1065-B. Enter the business codeItem A—Category of Filer

Information Return of U.S. Persons Withshown in Item C of the Form 1065 or
Check the box for each category that Respect To Foreign Disregarded Entities,1065-B filed by the partnership.
describes the person filing the form. If attached to Form 8865. A disregardedIf the foreign partnership did not filemore than one category applies, check all entity is an entity that is disregarded asForm 1065 or 1065-B. Enter theboxes that apply. See Categories of Filers an entity separate from its owner underapplicable business code from the listbeginning on page 1. Regulations section 301.7701-3. Thebeginning on page 29. If the information

partnership is the tax owner of the foreignItem C necessary to apply the total receipts test
disregarded entity if it owns the assetsis not available, pick a principal businessEnter the filer’s share of nonrecourse
and liabilities of the foreign disregardedactivity code using the information youliabilities, partnership-level qualified
entity for purposes of U.S. income taxhave about the partnership.nonrecourse financing, and other
law.liabilities. Nonrecourse liabilities are those Item F8a—Functional Currencyliabilities of the partnership for which no If the foreign partnership is the tax

Enter the foreign partnership’s functionalpartner bears the economic risk of loss. owner of a foreign disregarded entity and
currency. See sections 985 through 989The extent to which a partner bears the you are a Category 1 or 2 filer of Form
and the regulations thereunder. If theeconomic risk is determined under the 8865, complete and attach Form 8858 topartnership had more than one qualifiedrules of Regulations section 1.752-2. Form 8865. For more information, see thebusiness unit (QBU), attach a statement ‘‘Qualified nonrecourse financing’’ instructions for Form 8858.identifying each QBU, its country ofgenerally includes financing:
operation, and its functional currency.• For which no one is personally liable for Item G8—Separate Units
See Regulations section 1.989(a)-1(b) forrepayment, Note. Only Category 1 filers are requiredthe definition of a QBU.•  That is borrowed for use in an activity to answer Item G8.
Hyperinflationary exception. Aof holding real property, and

Indicate whether the partnershippartnership that has a hyperinflationary• That is borrowed from a qualified
owned any interest in a separate unit. Incurrency as its functional currency isperson (defined in section 49(a)(1)(D)(iv))
general, a separate unit is:subject to special rules set forth inor is lent or guaranteed by a federal,

1. A foreign branch that is ownedRegulations section 1.985-3. Under thesestate, or local government.
either directly by a domestic corporationrules, a partnership must use the U.S. See section 465(b)(6) for more
or indirectly by a domestic corporationdollar as its functional currency.information on qualified nonrecourse
through ownership of a partnership orfinancing. Item F8b—Exchange Rate trust interest,

Item D—Identification of When translating functional currency to 2. An interest in a partnership, or
U.S. dollars, you must use the methodCommon Parent 3. An interest in a trust.
specified in sections 985 through 989 andIf the person filing the form is a member See Regulations section 1.1503-2(c)(3)the regulations thereunder. But,of a consolidated group, but not the and (4) for more information on separateregardless of the specific methodparent, list the name, address, and EIN of units. Attach a statement identifying eachrequired, all exchange rates must bethe filer’s common parent. separate unit and its country of operation.reported using a “divide-by convention”

Item E rounded to at least 4 places. That is, the
Item G9exchange rate must be reported in termsInformation about certain partners.  If
Note. Only Category 1 filers are requiredof the amount by which the functionalyou are reporting information about other
to answer Item G9.currency amount must be divided in orderpersons under the multiple Category 1

to reflect an equivalent amount of U.S.  Answer “Yes” to Item G9 if thefilers exception, or are reporting
dollars. As such, the exchange rate must partnership meets both of theinformation about members of your
be reported as the units of foreign requirements shown on the form. Totalaffiliated group of corporations under the
currency that equal one U.S. dollar, receipts is defined as the sum of grossconsolidated return exception (see
rounded to at least 4 places. Do not receipts or sales (Schedule B, line 1a); allExceptions to Filing on page 2), identify
report the exchange rate as the number other income reported on Schedule Beach such person in Item E. List their
of U.S. dollars that equal one unit of (lines 4 through 7); income reported onnames, addresses, and identifying
foreign currency. Schedule K, lines 3a, 5, 6a, and 7;numbers. Also, indicate whether each

income or net gain reported on Scheduleperson is a Category 1 filer or Category 2 Note. You must round the result to more
K, lines 8, 9a, 10 and 11; and income orfiler, and whether such person than 4 places if failure to do so would
net gain reported on Form 8825, lines 2,constructively owned an interest in the materially distort the exchange rate or the
19, and 20a.foreign partnership during the tax year of equivalent amount of U.S. dollars.
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partnership after the transfer are not Discharge of Indebtedness, and Pub.Signature
required to complete Schedule A-1. 908, Bankruptcy Tax Guide.

Filer. Do not sign Form 8865 if you are
Line 1a—Gross Receipts or Salesfiling it as an attachment to your income

tax return. Sign the return only if you are Enter the gross receipts or sales from allSchedule A-2—Affiliationfiling Form 8865 separately because you trade or business operations (except
are not required to file a U.S. income tax those that must be reported on lines 4Schedule
return. See When To File on page 3 for through 7). For example, do not includeAll filers must complete Schedule A-2.more information. gross receipts from farming on this line.List on Schedule A-2 all partnerships

Instead, show the net profit (loss) fromPaid preparer. Do not sign Form 8865 or (foreign or domestic) in which the foreign
farming on line 5. Also, do not includecomplete the paid preparer section at the partnership owned a direct interest, or a
rental activity income or portfolio incomebottom of the form if Form 8865 is filed as 10% indirect interest (under the rules of
on line 1a; report them on Schedule K.an attachment to an income tax return. section 267(c)(1) and (5)) during the

Sign Form 8865 and complete the paid partnership tax year listed at the top of In general, advance payments are
preparer section only if Form 8865 is filed page 1, Form 8865. Only Category 1 filers reported in the year of receipt. To report
separately. must complete the ordinary income or income from long-term contracts, see

loss column. In that column, report the section 460. For special rules for
foreign partnership’s share of ordinary reporting certain advance payments for
income (even if not received) or loss from goods and long-term contracts, seeSchedule A—Constructive
partnerships in which the foreign Regulations section 1.451-5. ForOwnership of Partnership partnership owns a direct interest. The permissible methods for reporting
total amount of ordinary income or loss advance payments for services and mostInterest
from each partnership must also be goods by an accrual method partnership,

All filers must complete Schedule A. included on line 4 of Schedule B. see Rev. Proc. 2004-34, 2004-22 I.R.B.
Check box a if the person filing the return 991.
owns a direct interest in the foreign

Installment sales. Generally, thepartnership. Check box b if the person
installment method cannot be used forSchedule B—Incomefiling the return constructively owns an
dealer dispositions of property. A “dealerinterest in the foreign partnership. See Statement—Trade or disposition” is any disposition of personalConstructive ownership on page 4.
property by a person who regularly sellsBusiness IncomeCategory 1 and 2 filers must list the or otherwise disposes of personalImportant: You do not need to completepersons (U.S. and foreign) whose property of the same type on theSchedule B if you have attached a copyinterests in the foreign partnership they installment plan or any disposition of realof page 1 from Form 1065, or Parts I andconstructively owned during the property held for sale to customers in theII of Form 1065-B.partnership tax year. ordinary course of the taxpayer’s trade or

All Category 1 filers must complete business. The disposition of propertyCategory 3 and 4 filers must list the
Schedule B. used or produced in a farming business ispersons (U.S. and foreign) whose

not included as a dealer disposition. Seeinterests in the foreign partnership they Income
section 453(l) for details and exceptions.constructively owned during the filer’s tax

year that the reportable transfer or Enter on line 1a the gross profit onReport only trade or business
“reportable event” occurred. collections from installment sales for anyactivity income on lines 1a through

of the following:8. Do not report rental activityCAUTION
!

• Dealer dispositions of property beforeincome or portfolio income on these lines.
March 1, 1986.Schedule A-1—Certain Rental activity income and portfolio
• Dispositions of property used orincome are reported on Schedules K andPartners of Foreign produced in the trade or business ofK-1. Rental real estate activities are also
farming.reported on Form 8825, Rental RealPartnership
• Certain dispositions of timeshares andEstate Income and Expenses of aAll Category 1 and certain Category 3
residential lots reported under thePartnership or an S Corporation.filers must complete Schedule A-1. Any
installment method.Tax-exempt income. Do not include anyperson already listed on Schedule A is

Attach a statement showing thetax-exempt income on lines 1a through 8.not required to be listed again on
following information for the current andA partner in a partnership that receivesSchedule A-1.
the 3 preceding tax years:any tax-exempt income other thanCategory 1 filers. Category 1 filers must • Gross sales.interest, or holds any property or engageslist all U.S. persons who owned at least a • Cost of goods sold.in any activity that produces tax-exempt10% direct interest in the foreign • Gross profits.income reports the amount of this incomepartnership during the partnership’s tax • Percentage of gross profits to grosson line 18b of Schedules K and in box 18year listed at the top of page 1 of Form sales.of Schedule K-1 using code B.8865. • Amount collected.Report tax-exempt interest income,Category 3 filers. Category 3 filers must • Gross profit on amount collected.including exempt-interest dividendslist:

received by the partnership as a Line 2—Cost of Goods Sold• each U.S. person that owned a 10% or
shareholder in a mutual fund or othergreater direct interest in the foreign Generally, inventories are required at the
regulated investment company, on linepartnership during the Category 3 filer’s beginning and end of each tax year if the
18a of Schedules K and in box 18 oftax year, and production, purchase, or sale of
Schedule K-1 using code A.• any other person related to the merchandise is an income-producing

Category 3 filer that was a direct partner See Deductions on page 8 for factor. See Regulations section 1.471-1.
in the foreign partnership during that tax information on how to report expenses However, if the partnership is a
year. related to tax-exempt income. qualifying taxpayer or a qualifying small
See Regulations section 1.6038B-2(i)(4) Cancelled debt exclusion. If the business taxpayer, it may account for
for the definition of a related person. partnership has had debt discharged inventoriable items in the same manner

Exception. Category 3 filers who only resulting from a title 11 bankruptcy as materials and supplies that are not
transferred cash and did not own a 10% proceeding or while insolvent, see Form incidental (unless its business is a tax
or greater interest in the transferee 982, Reduction of Tax Attributes Due to shelter (as defined in section 448(d)(3))).
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Cost of Goods Sold Worksheet Line 6—Net Gain (Loss) From
Form 4797

Form 8865
(keep for your records) Include only ordinary gains or

losses from the sale, exchange, or1. Inventory at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
involuntary conversion of assets2. Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. CAUTION

!
used in a trade or business activity.3. Other costs of labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
Ordinary gains or losses from the sale,4. Other costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
exchange, or involuntary conversion of5. Total 5.
rental activity assets are reported6. Inventory at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
separately on line 19 of Form 8825 or line7. Cost of goods sold. Subtract line 6 from line 5. Enter the result here
3 of Schedule K and in box 3, Scheduleand on Schedule B, line 2, page 2 . . . . . . . . . . . . . . . . . . . . . . . . . 7.
K-1, generally as a part of the net income
(loss) from the rental activity.

A qualifying taxpayer is a taxpayer partnerships, estates, or trusts on this A partnership that is a partner in
that, for each prior tax year ending after line. Instead, report these amounts on the another partnership must include on Form
December 16, 1998, has average annual applicable lines of Schedules K and K-1, 4797, Sales of Business Property, its
gross receipts of $1 million or less for the or on line 20a of Form 8825 if the amount share of ordinary gains (losses) from
3-tax-year period ending with that prior is from a rental real estate activity. sales, exchanges, or involuntary
tax year. See Rev. Proc. 2001-10, 2001-2 conversions (other than casualties or
I.R.B. 272 for details. Ordinary income or loss from another thefts) of the other partnership’s trade or

partnership that is a publicly tradedA qualifying small business taxpayer is business assets.
partnership is not reported on this line.a taxpayer (a) that, for each prior tax year

Partnerships should not use FormInstead, report the amount separately onending on or after December 31, 2000,
4797 to report the sale or otherline 11 of Schedules K and in box 11,has average annual gross receipts of $10
disposition of property if a section 179Schedule K-1 using code F.million or less for the 3-tax-year period
expense deduction was previouslyending with that prior tax year and (b)
passed through to any of its partners forTreat shares of other items separatelywhose principal business activity is not an
that property. Instead, report it in box 20reported on Schedule K-1 issued by theineligible activity. See Rev. Proc.
of Schedule K-1 using code F. See theother entity as if the items were realized2002-28, 2002-18 I.R.B. 815 for details.
instructions for Schedule K, line 20c, foror incurred by this partnership.Under this accounting method, details.inventory costs for raw materials If there is a loss from anotherpurchased for use in producing finished Line 7—Other Income (Loss)partnership, the amount of the loss thatgoods or merchandise purchased for

may be claimed is subject to the at-risk Enter on line 7 trade or business incomeresale are deductible in the year the
and basis limitations as appropriate. (loss) that is not included on lines 1afinished goods or merchandise are sold

through 6. List the type and amount of(but not before the year the partnership If the tax year of your partnership does income on an attached statement.paid for the raw materials or not coincide with the tax year of the other Examples of such income include:merchandise, if it is also using the cash partnership, estate, or trust, include the 1. Interest income derived in themethod). For additional guidance on this ordinary income (loss) from the other ordinary course of the partnership’s trademethod of accounting for inventoriable entity in the tax year in which the other or business, such as interest charged onitems, see Pub. 538.
entity’s tax year ends. receivable balances.Cost of Goods Sold Worksheet

2. Recoveries of bad debts deductedInstructions. All filers not using the cash Line 5—Net Farm Profit (Loss) in prior years under the specificmethod of accounting should see Section
charge-off method.Enter the partnership’s net farm profit263A uniform capitalization rules on page

3. Taxable income from insurance(loss) from Schedule F (Form 1040),8 before completing the worksheet.
proceeds.Profit or Loss From Farming. AttachLine 2—Purchases. Reduce 4. The credit figured on Form 6478,Schedule F to Form 8865. Do not includepurchases by any items withdrawn for Credit for Alcohol Used as Fuel.on this line any farm profit (loss) frompersonal use. The cost of these items is 5. The amount of credit figured onother partnerships. Report those amountsshown on line 19b of Schedule K and in Form 8864, Biodiesel Fuels Credit.on line 4. In figuring the net farm profit orbox 19 Schedule K-1(code B) as 6. All section 481 income adjustmentsloss, do not include any section 179distributions to partners. resulting from changes in accountingexpense deduction; this amount must beLine 4—Other Costs. Enter on line 4 methods. Show the computation of theseparately stated.any costs paid or incurred during the tax section 481 adjustments on an attached

year not entered on lines 2 and 3. statement.Also report the partnership’s fishing
7. The amount of any deductionincome on this line.Line 4—Ordinary Income (Loss) previously taken under section 179A thatFrom Other Partnerships, Estates, For information concerning the method is subject to recapture. See Chapter 12 in

and Trusts Pub. 535, Business Expenses, for details,of accounting for a farming partnership
Enter the ordinary income (loss) shown including how to figure the recapture.with a corporate partner and for other tax
on Schedule K-1 (Form 1065) or 8. The recapture amount for sectioninformation on farms, see Pub. 225,
Schedule K-1 of Form 1041, or other 280F if the business use of listed propertyFarmer’s Tax Guide.
ordinary income (loss) from a foreign drops to 50% or less. To figure the

Note. Farm partnerships that are notpartnership, estate, or trust. Show the recapture amount, complete Part IV of
partnership’s, estate’s, or trust’s name, required to use an accrual method should Form 4797.
address, and EIN on a separate not capitalize the expenses of raising any
statement attached to this return. If the plant with a preproductive period of more Do not include items requiring
amount entered is from more than one than 2 years. Instead, state them separate computations that must be
source, identify the amount from each separately on an attachment to Schedule reported on Schedules K and K-1. See
source. K, line 13e, and in Schedule K-1, box 13, the instructions for Schedules K and K-1

using code O. See Regulations sectionDo not include portfolio income or later in these instructions for more
1.263A-4 for more information.rental activity income (loss) from other information.
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Do not report portfolio or rental activity • Most property produced under a the following rules apply separately to
income (loss) on this line. long-term contract. each category of costs.

• Certain property produced in a farming • The partnership can elect to deduct up
Deductions business. See the note at the end of the to $5,000 of such costs for the year the

instructions for line 5. partnership begins business operations.
Report only trade or business • The $5,000 deduction is reduced (butReport the following costs separatelyactivity deductions on lines 9 not below zero) by the amount the totalfor purposes of determinations underthrough 21.CAUTION

!
costs exceed $50,000. If the total costssection 59(e):
are $55,000 or more, the deduction is• Research and experimental costsDo not report the following expenses reduced to zero.under section 174.on lines 9 through 21: • If the election is made, any costs that• Intangible drilling costs for oil, gas, and• Rental activity expenses. Report these are not deductible must be amortizedgeothermal property.expenses on Form 8825 or line 3b of ratably over a 180-month period• Mining exploration and developmentSchedule K. beginning with the month the partnershipcosts.• Deductions allocable to portfolio begins business operations.income. Report these deductions on line Tangible personal property.

13b of Schedule K and in box 13, produced by a partnership includes a film, For more details on the election for
Schedule K-1 using code G, H, or J. sound recording, videotape, book, or business start-up costs, see section 195.
• Nondeductible expenses (for example, similar property. To make the election, attach the
expenses connected with the production statement required by RegulationsIndirect costs. Partnerships subjectof tax-exempt income). Report section 1.195-1(b). For more details onto the Unicap rules are required tonondeductible expenses on line 18c of the election for organizational costs, seecapitalize not only direct costs but anSchedule K and in box 18, Schedule K-1 section 248. Report the deductibleallocable part of most indirect costsusing code C. amount of these costs and any(including taxes) that benefit the assets• Qualified expenditures to which an amortization on line 20. For amortizationproduced or acquired for resale, or thatelection under section 59(e) may apply. that begins during the tax year, completeare incurred by reason of theThe instructions for line 13d of Schedule and attach Form 4562.performance of production or resaleK explain how to report these amounts. activities. Syndication costs. Costs for issuing• Items that require separate

and marketing interests in theFor inventory, some of the indirectcomputations by the partners. Examples
partnership, such as commissions,costs that must be capitalized are:include expenses incurred for the
professional fees, and printing costs,• Administration expenses.production of income not in a trade or
must be capitalized. They cannot be• Taxes.business, charitable contributions, foreign
depreciated or amortized. See the• Depreciation.taxes paid, intangible drilling and
instructions for line 10 for the treatment of• Insurance.development costs, soil and water
syndication fees paid to a partner.• Compensation paid to officersconservation expenditures, amortizable

attributable to services.basis of reforestation expenditures, and Reducing certain expenses for which• Rework labor.exploration expenditures. The distributive credits are allowable. For each of the• Contributions to pension, stock bonus,shares of these expenses are reported following credits, reduce the otherwiseand certain profit-sharing, annuity, orseparately on Schedule K-1. allowable deductions for expenses useddeferred compensation plans.
to figure the credit, by the amount of theLimitations on Deductions Regulations section 1.263A-1(e)(3)
current year credit.specifies other indirect costs that relate toSection 263A uniform capitalization 1. The work opportunity credit.production or resale activities that mustrules. The uniform capitalization rules 2. The welfare-to-work credit.be capitalized and those that may be(Unicap) of section 263A require 3. The credit for increasing researchcurrently deductible.partnerships to capitalize, or include in activities.Interest expense paid or incurredinventory, certain costs incurred in

4. The enhanced oil recovery credit.during the production period ofconnection with:
5. The disabled access credit.designated property must be capitalized• The production of real and tangible
6. The empowerment zone andand is governed by special rules. Forpersonal property held in inventory or

renewal community employment credit.more details, see Regulations sectionsheld for sale in the ordinary course of
7. The Indian employment credit.1.263A-8 through 1.263A-15.business.
8. The credit for employer social• Real property or personal property For more details on the uniform security and Medicare taxes paid on(tangible and intangible) acquired for capitalization rules, see Regulations certain employee tips.resale. sections 1.263A-1 through 1.263A-3.• The production of real property and 9. The orphan drug credit.

Transactions between relatedtangible personal property by a 10. Credit for small employer pension
taxpayers. Generally, an accrual basispartnership for use in its trade or business plan startup costs.
partnership may deduct businessor in an activity engaged in for profit. 11. Credit for employer-provided
expenses and interest owed to a related childcare facilities and services.The costs required to be capitalized party (including any partner) only in the 12. The New York Liberty Zoneunder section 263A are not deductible tax year of the partnership that includes business employee credit.until the property to which the costs relate the day on which the payment is 13. The low sulfur diesel fuelis sold, used, or otherwise disposed of by includible in the income of the related production credit.the partnership. party. See section 267 for details.

Exceptions. Section 263A does not Business start-up and organizational Figure each current year credit before
apply to: costs. Business start-up and figuring the deduction for expenses on• Inventoriable items accounted for in the organizational costs must be capitalized which the credit is based.
same manner as materials and supplies unless the partnership elected to deduct

Film and television productionthat are not incidental. or amortize them. For costs paid or
expenses. The partnership can elect to• Personal property acquired for resale if incurred before October 23, 2004, the
deduct certain costs of qualified film andthe partnership’s average annual gross costs must be capitalized unless the
television productions that begin afterreceipts for the 3 prior tax years were $10 partnership elected to amortize them over
October 22, 2004. For details, see sectionmillion or less. a period of 60 months or more. For costs
181.• Timber. paid or incurred after October 22, 2004,
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Cash method partnerships cannot • Taxes allocable to portfolio income.Line 9—Salaries and Wages
take a bad debt deduction unless These taxes are reported on line 13b ofEnter the salaries and wages paid or
the amount was previously Schedule K and in box 13, Schedule K-1CAUTION

!
incurred for the tax year, reduced by the

included in income. using code G.current year credits claimed on: Form • Taxes paid or incurred for the5884, Work Opportunity Credit, Form Line 13—Rent production or collection of income, or for8861, Welfare-to-Work Credit, Form
the management, conservation, orEnter rent paid on business property used8844, Empowerment Zone and Renewal
maintenance of property held to producein a trade or business activity. Do notCommunity Employment Credit, Form
income. Report these taxes separately ondeduct rent for a dwelling unit used by8845, Indian Employment Credit, and
line 13e of Schedule K and in box 13,any partner for personal use.Form 8884, New York Liberty Zone
Schedule K-1 using code T.Business Employee Credit. See the If the partnership rented or leased a

See section 263A(a) for rules oninstructions for these forms for more vehicle, enter the total annual rent or
capitalization of allocable costs (includinginformation. lease expense paid or incurred in the
taxes) for any property.trade or business activities of theDo not include salaries and wages • Taxes, including state or local salespartnership. Also complete Part V of Formreported elsewhere on the return, such as
taxes, that are paid or incurred in4562, Depreciation and Amortization. Ifamounts included in cost of goods sold,
connection with an acquisition orthe partnership leased a vehicle for aelective contributions to a section 401(k)
disposition of property (these taxes mustterm of 30 days or more, the deduction forcash or deferred arrangement, or
be treated as a part of the cost of thevehicle lease expense may have to beamounts contributed under a salary
acquired property or, in the case of areduced by an amount called thereduction SEP (Simplified Employee
disposition, as a reduction in the amountinclusion amount. You may have anPension) agreement or a SIMPLE IRA
realized on the disposition).inclusion amount if:plan. • Taxes assessed against local benefits
that increase the value of the propertyAnd theLine 10—Guaranteed Payments to

vehicle’s fair assessed (such as for paving, etc.).Partners
market value See section 164(d) for apportionmentDeduct payments or credits to a partner on the first of taxes on real property between sellerfor services or for the use of capital if the day of the

and purchaser.payments or credits are determined lease
without regard to partnership income and The lease term began: exceeded: Line 15—Interest
are allocable to a trade or business

Include only interest incurred in the tradeAfter 12/31/03 but before 1/1/05 . . . . . . . $17,500activity. Also include on line 10 amounts
or business activities of the partnershippaid during the tax year for insurance that After 12/31/02 but before 1/1/04 . . . . . . . $18,000 that is not claimed elsewhere on theconstitutes medical care for a partner, a
return.After 12/31/98 but before 1/1/03 . . . . . . . $15,500partner’s spouse, or a partner’s

Do not deduct interest expense ondependents. After 12/31/96 but before 1/1/99 . . . . . . . $15,800
debt required to be allocated to theDo not include any payments and After 12/31/94 but before 1/1/97 . . . . . . . $15,500 production of designated property.credits that should be capitalized. For Designated property includes realIf the lease term began before January 1, 1995,example, although payments or credits to property, personal property that has asee Pub. 463, Travel, Entertainment, Gift, and Cara partner for services rendered in Expenses, to find out if the partnership has an class life of 20 years or more, and otherorganizing or syndicating a partnership inclusion amount. The inclusion amount for lease tangible property requiring more than 2may be guaranteed payments, they are terms beginning in 2005 will be published in the years (1 year in the case of property withnot deductible on line 10. They are capital Internal Revenue Bulletin in early 2005. a cost of more than $1 million) to produceexpenditures. Report them separately on or construct. Interest that is allocable toSchedule K, line 4 and on Schedule K-1, See Pub. 463 for how to figure inclusion designated property produced by abox 4. amounts for all years noted above. partnership for its own use or for sale

Do not include distributive shares of must be capitalized.Note. For 2004, the fair market value for
partnership profits on line 10. trucks and vans is $18,000 and for In addition, a partnership must also

electric cars, it is $53,000. capitalize any interest on debt that isReport the guaranteed payments to
allocable to an asset used to producethe appropriate partners on Schedule K-1, Line 14—Taxes and Licenses designated property. A partner may bebox 4.

Enter taxes and licenses paid or incurred required to capitalize interest that was
Line 11—Repairs and Maintenance in the trade or business activities of the incurred by the partner for the

partnership if not reflected in cost ofEnter the costs of incidental repairs and partnership’s production expenditures.
goods sold. Federal import duties andmaintenance that do not add to the value Similarly, a partner may have to capitalize
Federal excise and stamp taxes areof the property or appreciably prolong its interest that was incurred by the
deductible only if paid or incurred inlife, but only to the extent that such costs partnership for the partner’s own
carrying on the trade or business of therelate to a trade or business activity and production expenditures. The information
partnership.are not claimed elsewhere on the return. required by the partner to properly

capitalize interest for this purpose mustDo not deduct the following taxes onThe cost of new buildings, machinery,
be provided by the partnership in anline 14.or permanent improvements that increase
attachment for box 20 of Schedule K-1,• Taxes not imposed on the partnership.the value of the property are not
using code L. See section 263A(f) and• Federal income taxes or taxes reporteddeductible. They are capitalized, then
Regulations sections 1.263A-8 throughelsewhere on the return.depreciated or amortized, and reported
1.263A-15.• Section 901 foreign taxes. Report theseon line 16 or line 20.

taxes separately on Schedule K, line 16l Do not include interest expense on
Line 12—Bad Debts and Schedule K-1, box 16, codes L and debt used to purchase rental property or
Enter the total debts that became M. debt used in a rental activity. Interest
worthless in whole or in part during the • Taxes allocable to a rental activity. allocable to a rental real estate activity is
year, but only to the extent such debts Taxes allocable to a rental real estate reported on Form 8825 and is used in
relate to a trade or business activity. activity are reported on Form 8825. Taxes arriving at net income (loss) from rental
Report deductible nonbusiness bad debts allocable to a rental activity other than a real estate activities on line 2 of Schedule
as a short-term capital loss on Schedule rental real estate activity are reported on K and in box 2 of Schedule K-1. Interest
D (Form 8865). line 3b of Schedule K. allocable to a rental activity other than a

-9-



Page 10 of 32 Instructions for Form 8865 16:10 - 17-FEB-2005

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

rental real estate activity is included on Do not include any section 179 • Legal and professional fees.
line 3b of Schedule K and is used in expense on this line. Instead, report it in • Supplies used and consumed in the
arriving at net income (loss) from a rental box 12 of Schedule K-1. business.
activity (other than a rental real estate • Utilities.Line 17—Depletionactivity). This net amount is reported on • Certain business start-up expenditures

If the partnership claims a deduction forline 3c of Schedule K and in box 3 of and organizational expenditures that the
timber depletion, complete and attachSchedule K-1. partnership has elected to amortize or
Form T, Forest Activities Schedule. deduct. See Limitations on DeductionsDo not include interest expense on beginning on page 8 for more details.Do not deduct depletion for oil anddebt used to buy property held for

Also, see Special Rules below forgas properties. The partner figuresinvestment. Do not include interest
limits on certain other deductions.depletion on oil and gasexpense that is clearly and directly CAUTION

!
properties. See the instructions forallocable to interest, dividend, royalty, or Do not deduct on line 20.
Schedule K, line 20c, “Information neededannuity income not derived in the ordinary • Items that must be reported separately
to figure depletion-oil and gas (code N),”course of a trade or business. Interest on Schedules K and K-1.
for information on oil and gas depletionpaid or incurred on debt used to purchase • Qualified expenditures to which an
that must be supplied to the partners byor carry investment property is reported election under section 59(e) may apply.
the partnership.on line 13c of Schedule K and in box 13 See the instructions for Schedule K, line

of Schedule K-1 using code I. See the 13d, on page 18 for details on treatmentLine 18—Retirement Plans, etc.instructions for line 13c of Schedule K of these items.
Do not deduct payments for partners toand Form 4952, Investment Interest • Reforestation expenditures. If the
retirement or deferred compensationExpense Deduction, for more information partnership made an election to deduct a
plans including IRAs, qualified plans, andon investment property. portion of its reforestation expenditures,
simplified employee pension (SEP) and report on Schedule K and K-1 theDo not include interest on debt SIMPLE IRA plans on this line. These reforestation expense deduction forproceeds allocated to distributions made amounts are reported on Schedule K-1, expenditures paid or incurred afterto partners during the tax year. Instead, box 13, using code R, and are deducted October 22, 2004, and the amortizablereport such interest on line 13e of by the partners on their own returns. basis of expenditures paid or incurredSchedule K and in box 13 of Schedule

before October 23, 2004. See theEnter the deductible contributions, notK-1 using code T. To determine the
instructions for Reforestation expenseclaimed elsewhere on the return, madeamount to allocate to distributions to
deduction (code S) on page 19 andfor its common-law employees under apartners, see Notice 89-35, 1989-1 C.B.
Amortization of reforestation costs (codequalified pension, profit-sharing, annuity,675.
O) on page 25. Deduct on line 20 only theor SEP or SIMPLE IRA plan, and under

Temporary Regulations section amortization of reforestation expendituresany other deferred compensation plan.
1.163-8T gives rules for allocating interest paid or incurred after October 22, 2004.If the partnership contributes to anexpense among activities so that the Amortize only the portion of suchindividual retirement arrangement (IRA)limitations on passive activity losses, expenditures in excess of thefor employees, include the contribution ininvestment interest, and personal interest separately-stated reforestation expensesalaries and wages on Schedule B, line 9,can be properly figured. Generally, deduction.or Schedule B, line 2, and not on line 18.interest expense is allocated in the same • Fines or penalties paid to a government
manner that debt is allocated. Debt is Line 19—Employee Benefit for violating any law. Report these
allocated by tracing disbursements of the expenses on Schedule K, line 18c.Programs
debt proceeds to specific expenditures, • Expenses allocable to tax-exemptEnter the partnership’s contributions toas provided in the regulations. income. Report these expenses onemployee benefit programs not claimed

Schedule K, line 18c.Interest paid by a partnership to a elsewhere on the return (for example, • Net operating losses. Only individualspartner for the use of capital should be insurance, health, and welfare programs)
and corporations may claim a netentered on line 10 as guaranteed that are not part of a pension,
operating loss deduction.payments. profit-sharing, etc., plan included on line • Amounts paid or incurred to participate18. Prepaid interest is deducted over the or intervene in any political campaign on

Do not include amounts paid duringperiod to which the prepayment applies. behalf of a candidate for public office, or
the tax year for insurance that constitutes to influence the general public regardingNote. Additional limitations on interest medical care for a partner, a partner’s legislative matters, elections, ordeductions apply when the partnership is spouse, or a partner’s dependents. referendums. Report these expenses ona policyholder or beneficiary with respect Instead, include these amounts on line 10 Schedule K, line 18c.to a life insurance, endowment, or annuity as guaranteed payments. Also, report • Expenses paid or incurred to influencecontract issued after June 8, 1997. For these amounts on Schedule K, lines 4 Federal or state legislation, or to influencedetails, see section 264. Attach a and 13e, and on Schedule K-1, box 4 and the actions or positions of certain Federalstatement showing the computation of the box 13, code L for a partner on whose executive branch officials. However,deduction disallowed under section 264. behalf the amounts were paid. certain in-house lobbying expenditures

Line 16—Depreciation that do not exceed $2,000 are deductible.Line 20—Other Deductions
See section 162(e) for more details.On line 16a, enter only the depreciation Enter the total allowable trade or businessclaimed on assets used in a trade or Special Rulesdeductions that are not deductiblebusiness activity. Enter on line 16b the elsewhere on Schedule B of Form 8865. Commercial revitalization deduction. Ifdepreciation reported elsewhere on the Attach a statement listing, by type and the partnership constructs, purchases, orreturn that is attributable to assets used in amount, each deduction included on this substantially rehabilitates a qualifiedtrade or business activities. See the line. Examples of other deductions building in a renewal community it mayInstructions for Form 4562 or Pub. 946, include. qualify for a deduction of either:How To Depreciate Property, to figure the • Amortization (except as noted below)— • 50% of qualified capital expenditures inamount of depreciation to enter on this see the Instructions for Form 4562 for the year the building is placed in service,line. more information. Complete and attach or

Complete and attach Form 4562 only if Form 4562 if the partnership is claiming • Amortization of 100% of the qualified
the partnership placed property in service amortization of costs that began during capital expenditures over a 120-month
during the tax year or claims depreciation the tax year. period beginning with the month the
on any car or other listed property. • Insurance premiums. building is placed in service.
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If the partnership elected to amortize boards of trade, and real estate boards. from Form 8873 in box 16 using code P
these expenditures, complete and attach However, no deduction is allowed if a and identify on an attached statement the
Form 4562. To qualify, the building must principal purpose of the organization is to activity to which the exclusion relates. If
be nonresidential (as defined in section entertain, or provide entertainment more than one Form 8873 is required (for
168(e)(2)) and placed in service by the facilities for, members or their guests. In example, separate forms for transactions
partnership. The partnership must be the addition, the partnership may not deduct eligible for the 80% and 100%
original user of the building unless it is membership dues in any club organized exclusions), combine the exclusions from
substantially rehabilitated. The amount of for business, pleasure, recreation, or lines 52a and 52b and report a single
the qualified expenditures cannot exceed other social purpose. This includes exclusion amount in box 16.
the lesser of $10 million, or the amount country clubs, golf and athletic clubs,
allocated to the building by the airline and hotel clubs, and clubs
commercial revitalization agency of the operated to provide meals under Schedule D—Capital
state in which the building is located. Any conditions favorable to business

Gains and Lossesremaining expenditures are depreciated discussion.
over the regular depreciation recovery Important: You do not need to completeEntertainment facilities. The
period. See Pub. 954, Tax Incentives for Schedule D if you have attached to Formpartnership cannot deduct an expense
Distressed Communities, and section 8865 a copy of the Schedule D from Formpaid or incurred for a facility (such as a
1400I for details. 1065 or Form 1065-B.yacht or hunting lodge) used for an

activity usually considered entertainment,Rental real estate. Do not report this All Category 1 filers must complete
amusement, or recreation.deduction on line 20 if the building is Schedule D to report sales or exchanges

placed in service as rental real estate. of capital assets, capital gainGenerally, the partnership may be able
Instead, report the commercial distributions, and nonbusiness bad debts.to deduct otherwise nondeductible meals,
revitalization deduction for rental real travel, and entertainment expenses if the Purpose of Scheduleestate in box 13 of Schedule K-1 using amounts are treated as compensation to

Use Schedule D (Form 8865) to reportcode P. the recipient and reported on Form W-2
sales or exchanges of capital assets,for an employee or on Form 1099-MISCTravel, meals, and entertainment.
capital gain distributions, andfor an independent contractor.Subject to limitations and restrictions
nonbusiness bad debts. Do not report ondiscussed below, a partnership can Extraterritorial Income Exclusion Schedule D capital gains (losses)deduct ordinary and necessary travel, Generally, extraterritorial income can be specially allocated to any partner.meals, and entertainment expenses paid excluded to the extent of qualifyingor incurred in its trade or business. Also, Enter capital gains (losses) speciallyforeign trade income. However, thespecial rules apply to deductions for gifts, allocated to the partnership as a partnerextraterritorial income exclusion isskybox rentals, luxury water travel, in other partnerships and from estatesreduced by 20% for transactions afterconvention expenses, and entertainment and trusts on Schedule D, line 4 or 9,2004, unless made under a bindingtickets. See section 274 and Pub. 463 for whichever applies. Enter capital gainscontract with an unrelated person in effectmore details. (losses) of the partnership that areon September 17, 2003, and at all times specially allocated to partners directly onTravel.  The partnership cannot thereafter. For details and to figure the line 8, 9a, or 11 of Schedule K.deduct travel expenses of any individual amount of the exclusion, see Form 8873,
Note. For more information, see Pub.accompanying a partner or partnership Extraterritorial Income Exclusion, and its
544, Sales and Other Dispositions ofemployee, including a spouse or separate instructions. Report the
Assets.dependent of the partner or employee, extraterritorial income exclusion as

unless: follows. Other Forms You May Have To• That individual is an employee of the 1. If the partnership met the foreign Filepartnership, and economic process requirements• His or her travel is for a bona fide Use Form 4797 to report.explained in the Instructions for Form
business purpose that would otherwise be • Sales or exchanges of property used in8873, report the exclusion as a
deductible by that individual. a trade or business.nonseparately stated item on whichever • Sales or exchanges of depreciable orMeals and entertainment. of the following lines apply to that activity.

amortizable property.Generally, the partnership can deduct • Form 8865, Schedule B, line 20; • Sales or other dispositions of securitiesonly 50% of the amount otherwise • Form 8825, line 15; or
or commodities held in connection with aallowable for meals and entertainment • Form 8865, Schedule K, line 3b.
trading business, if the partnership madeexpenses paid or incurred in its trade or In addition, report as an item of
a mark-to-market election.business. In addition (subject to information on Schedule K-1, box 16, • Involuntary conversions (other thanexceptions under section 274(k)(2)): using code O, the partner’s distributive
from casualties or thefts).• Meals must not be lavish or share of foreign trading gross receipts • The disposition of noncapital assetsextravagant, from Form 8873, line 15.
(other than inventory or property held• A bona fide business discussion must 2. If the foreign trading gross receipts
primarily for sale to customers in theoccur during, immediately before, or of the partnership for the tax year are $5
ordinary course of a trade or business).immediately after the meal, and million or less and the partnership did not

• A partner or employee of the meet the foreign economic process Use Form 4684, Casualties and
partnership must be present at the meal. requirements, do not report the Thefts, to report involuntary conversions

extraterritorial income exclusion as a of property due to casualty or theft.See section 274(n)(3) for a special rule
nonseparately stated item on its return. Use Form 6781, Gains and Lossesthat applies to expenses for meals

From Section 1256 Contracts andconsumed by individuals subject to the  Instead, report the following
Straddles, to report gains and losses fromhours of service limits of the Department separately stated items to the partners on
section 1256 contracts and straddles. Ifof Transportation. Schedule K-1, box 16.
there are limited partners, see sectionMembership dues. The partnership • Foreign trading gross receipts (code
1256(e)(4) for the limitation on lossesmay deduct amounts paid or incurred for O). Report the partner’s distributive share
from hedging transactions.membership dues in civic or public of foreign trading gross receipts from line

service organizations, professional 15 of Form 8873 in box 16 using code O. Use Form 8824, Like-Kind Exchanges,
organizations (such as bar and medical • Extraterritorial income exclusion (code if the partnership made one or more
associations), business leagues, trade P). Report the partner’s distributive share like-kind exchanges. A “like-kind
associations, chambers of commerce, of the extraterritorial income exclusion exchange” occurs when business or
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investment property is exchanged for income on Form 4797. See section 1257 contract must be treated as ordinary
property of a like kind. for details. income. See section 1260 for details.

• Gain from the sale of collectibles.• Transfer of partnership assets and
What Are Capital Assets? Report any collectibles gain or loss (28%liabilities to a newly formed corporation in

rate gain or loss) included on lines 6Each item of property the partnership held exchange for all of its stock. See Rev.
through 10 on line 9b of Schedule K (and(whether or not connected with its trade Rul. 84-111, 1984-2 C.B. 88.
the partner’s share in box 9b of Scheduleor business) is a capital asset except: • Disposition of foreign investment in a
K-1). A collectibles gain or loss is any• Stock in trade or other property U.S. real property interest. See section
long-term gain or deductible long-termincluded in inventory or held mainly for 897.
loss from the sale or exchange of asale to customers. • Any loss from a sale or exchange of
collectible that is a capital asset.• Accounts or notes receivable acquired property between the partnership and

in the ordinary course of the trade or Collectibles include works of art, rugs,certain related persons is not allowed,
business for services rendered, or from antiques, metals (such as gold, silver, andexcept for distributions in a complete
the sale of stock in trade or other property platinum bullion), gems, stamps, coins,liquidation of a corporation. See section
held mainly for sale to customers. alcoholic beverages, and certain other267 and 707(b) for details.• Depreciable or real property used in the tangible property.• Any loss from securities that are capital
trade or business, even if it is fully Also include gain (but not loss) fromassets that become worthless during the
depreciated. the sale or exchange of an interest in ayear is treated as a loss from the sale or• Certain copyrights; literary, musical, or partnership or trust held for more than 1exchange of a capital asset on the last
artistic compositions; letters or year and attributable to unrealizedday of the tax year.
memoranda; or similar property. See appreciation of collectibles. For details,• Nonrecognition of gain on sale of stocksection 1221(a)(3). see Regulations section 1.1(h)-1. Alsoto an employee stock ownership plan• U.S. Government publications, attach the statement required under(ESOP) or an eligible cooperative. Seeincluding the Congressional Record, that Regulations section 1.1(h)-1(e).section 1042 and Temporary Regulationsthe partnership received from the • Exclusion of Gain from the sale orsection 1.1042-1T for rules under whichGovernment, other than by purchase at exchange of District of Columbiathe partnership may elect not to recognizethe normal sales price, or that the Enterprise Zone (DC Zone) assets. If thegain from the sale of certain stock to anpartnership got from another taxpayer partnership sold or exchanged a DC ZoneESOP or an eligible cooperative.who had received it in a similar way, if the asset that it held for more than 5 years, it• A nonbusiness bad debt must bepartnership’s basis is determined by may be able to exclude the qualifiedtreated as a short-term capital loss andreference to the previous owner’s basis. capital gain. However, certain types ofcan be deducted only in the year the debt• Certain commodities derivative gain are not excludible, such asbecomes totally worthless. For each badfinancial instruments held by a dealer. unrecaptured section 1250 gain. DC Zonedebt, enter the name of the debtor andSee section 1221(a)(6). capital assets include stock in a“statement attached” in column (a) of line• Certain hedging transactions entered corporation that was a DC Zone business1 and the amount of the bad debt as ainto in the normal course of the trade or and an interest in a partnership that was aloss in column (f). Also, attach abusiness. See section 1221(a)(7). DC Zone business. Report the sale orstatement of facts to support each bad• Supplies regularly used in the trade or exchange of property used in thedebt deduction.business. partnership’s trade or business that• Any loss from a wash sale of stock or

qualify as DC Zone assets on Form 4797.securities (including contracts or optionsItems for Special Treatment
See the Instructions for Schedule Dto acquire or sell stock or securities)• Transactions by a securities dealer. (Form 1065) for details.cannot be deducted unless theSee section 1236.

partnership is a dealer in stock or Special Rules for Traders in• Bonds and other debt instruments. See
securities and the loss was sustained in aPub. 550, Investment Income and Securities
transaction made in the ordinary courseExpenses. Traders in securities are engaged in theof the partnership’s trade or business. A• Certain real estate subdivided for sale business of buying and selling securitieswash sale occurs if the partnershipthat may be considered a capital asset. for their own account. To be engaged inacquires (by purchase or exchange), orSee section 1237. business as a trader in securities:has a contract or option to acquire,• Gain on the sale of depreciable • The partnership must seek to profitsubstantially identical stock or securitiesproperty to a more than 50%-owned from daily market movements in thewithin 30 days before or after the date ofentity, or to a trust in which the prices of securities and not fromthe sale or exchange. See section 1091partnership is a beneficiary, is treated as dividends, interest, or capitalfor more information.ordinary gain. See Pub. 544. appreciation.• If the partnership sold property at a• Liquidating distributions from a • The partnership’s trading activity mustgain and it will receive a payment in a taxcorporation. See Pub. 550 for details. be substantial.year after the year of sale, it generally• Gain on the sale or exchange of stock • The partnership must carry on themust report the sale on the installmentin certain foreign corporations. See activity with continuity and regularity.method unless it includes the full amountsection 1248.

 The following facts and circumstancesof the gain in its income in the year of• Gain or loss on options to buy or sell,
should be considered in determining if asale. However, the installment methodincluding closing transactions. See Pub.
partnership’s activity is a business:may not be used to report sales of stock550 for details. • Typical holding periods for securitiesor securities traded on an established• Gain or loss from a short sale of
bought and sold.securities market. Use Form 6252,property. See Pub. 550 for details. • The frequency and dollar amount of theInstallment Sale Income, to report the• Transfer of property to a political
partnership’s trades during the year.sale on the installment method. Also useorganization if the fair market value of the • The extent to which the partnersForm 6252 to report any paymentproperty exceeds the partnership’s
pursue the activity to produce income forreceived during the tax year from a saleadjusted basis in such property. See
a livelihood.made in an earlier year that was reportedsection 84. • The amount of time devoted to theon the installment method.• Any loss on the disposition of
activity.converted wetland or highly erodible • Certain constructive ownership

cropland that is first used for farming after transactions. Gain in excess of the gain Like an investor, a trader must report
March 1, 1986, is reported as a long-term that would have been recognized if the each sale of securities (taking into
capital loss on Schedule D. Gain on such partnership had held a financial asset account commissions and any other costs
a disposition is reported as ordinary directly during the term of a derivative of acquiring or disposing of the securities)
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on Schedule D or on an attached For details and other exceptions to athletics, financial services, or brokerage
statement containing all the same these rules, see Pub. 550. services.
information for each sale in a similar • One whose principal asset is the

Gain From Qualified Stockformat. However, if a trader used the reputation or skill of one or more
mark-to-market accounting method (see employees.

Separately state on Form 8865,section 475 and its regulations for • Any banking, insurance, financing,
Schedule K, line 11 (and not ondetails), each transaction is reported in leasing, investing, or similar business.
Schedule D) any gain that wouldCAUTION

!
Part II of Form 4797 instead of Schedule • Any farming business (including the

qualify for the section 1045 rollover at theD. Regardless of whether a trader reports raising or harvesting of trees).
partner level instead of the partnershipits gains and losses on Schedule D or • Any business involving the production
level (because a partner was entitled toForm 4797, the gain or loss from the of products for which percentage
purchase replacement stock) and anydisposition of securities is not taken into depletion can be claimed.
gain on qualified stock that could qualifyaccount when figuring net earnings from • Any business of operating a hotel,
for the partial exclusion under sectionself-employment on Schedules K or K-1. motel, restaurant, or similar business.
1202.See section 1402(i) for an exception that

applies to section 1256 contracts. To be qualified small business stock, Specific Instructions
the stock must meet all of the followingThe limitation on investment interest  (Schedule D)
tests:expense that applies to investors does
• It must be stock in a C corporation (thatnot apply to interest paid or incurred in a Columns (b) and (c)—Date
is, not S corporation stock).trading business. A trader reports interest Acquired and Date Sold• It must have been originally issuedexpense and other expenses (excluding Use the trade dates for date acquired andafter August 10, 1993.commissions and other costs of acquiring date sold for stocks and bonds traded on• As of the date the stock was issued,or disposing of securities) from a trading an exchange, or over-the-counter market.the corporation was a qualified smallbusiness on Schedule B of Form 8865. The acquisition date for an asset thebusiness. A qualified small business is aA trader also may hold securities for partnership held on January 1, 2001, fordomestic C corporation with total grossinvestment. The rules for investors which it made an election to recognizeassets of $50 million or less a) at all timesgenerally will apply to those securities. any gain on a deemed sale, is the date ofafter August 9, 1993, and before the stockAllocate interest and other expenses the deemed sale and reacquisition.was issued, and b) immediately after thebetween the partnership’s trading
stock was issued. Gross assets include Column (d)—Sales Pricebusiness and its investment securities.
those of any predecessor of the Enter in this column either the gross salesInvestment interest expense is reported
corporation. All corporations that are price or the net sales price from the sale.on line 13c of Schedule K and in box 13
members of the same parent-subsidiary On sales of stocks and bonds, report theof Schedule K-1 using code I.
controlled group are treated as one gross amount as reported to the
corporation.Constructive Sale Treatment for partnership by the partnership’s broker on• The partnership must have acquiredCertain Appreciated Positions Form 1099-B, Proceeds From Broker and
the stock at its original issue (either Barter Exchange Transactions, or similarGenerally, a partnership recognizes gain
directly or through an underwriter), either statement. However, if the broker advised(but not loss) on the date it enters into a
in exchange for money or other property the partnership that gross proceedsconstructive sale of any appreciated
or as pay for services (other than as an (gross sales price) less commissions andposition in stock, a partnership interest, or
underwriter) to the corporation. In certain option premiums were reported to thecertain debt instruments as if the position
cases, the partnership may meet the test IRS, enter that net amount in column (d).were disposed of at fair market value on
if it acquired the stock from anotherthat date. Column (e)—Cost or Other Basisperson who met this test (such as by gift

A partnership is treated as making a or at death) or through a conversion or In general, the cost or other basis is the
constructive sale of an appreciated exchange of qualified business stock by cost of the property plus purchase
position when it (or a related person, in the holder. commissions and improvements and
some cases) does one of the following: • During substantially all of the time the minus depreciation, amortization, and• Enters into a short sale of the same or partnership held the stock: depletion. If the partnership got the
substantially identical property (that is, a property in a tax-free exchange,1. The corporation was a C“short sale against the box”). involuntary conversion, or wash sale ofcorporation,• Enters into an offsetting notional stock, it may not be able to use the actual2. At least 80% of the value of theprincipal contract relating to the same or cash cost as the basis. If the partnershipcorporation’s assets was used in thesubstantially identical property. does not use cash cost, attach anactive conduct of one or more qualified• Enters into a futures or forward contract explanation of the basis.businesses (defined below), andto deliver the same or substantially 3. The corporation was not a foreign If the partnership sold stock, adjust theidentical property. corporation, domestic international sales basis by subtracting all the stock-related• Acquires the same or substantially corporation (DISC), former DISC, nontaxable distributions received beforeidentical property (if the appreciated corporation that has made (or that has a the sale. This includes nontaxableposition is a short sale, offsetting notional subsidiary that has made) a section 936 distributions from utility company stockprincipal contract or a futures or forward election, regulated investment company and mutual funds. Also adjust the basiscontract). (RIC), real estate investment trust (REIT), for any stock splits or stock dividends.Exception. Generally, constructive real estate mortgage investment conduit If the partnership elected to recognizesale treatment does not apply if: (REMIC), financial asset securitization gain on an asset held on January 1, 2001,• The partnership closed the transaction investment trust (FASIT), or cooperative. the basis in the asset is its closing marketbefore the end of the 30th day after the

Note. A specialized small business price or fair market value, whicheverend of the year in which it was entered
investment company (SSBIC) is treated applies, on the date of the deemed saleinto,
as having met test 2 above. and reacquisition, whether the deemed• The partnership held the appreciated

sale resulted in a gain or an unallowedposition to which the transaction relates A qualified business is any business
loss.throughout the 60-day period starting on other than the following.

the date the transaction was closed, and • One involving services performed in the If a charitable contribution deduction is
• At no time during the 60-day period fields of health, law, engineering, passed through to a partner because of a
was the partnership’s risk of loss reduced architecture, accounting, actuarial bargain sale of property to a charitable
by holding certain other positions. science, performing arts, consulting, organization, the adjusted basis for
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determining gain from the sale is an Category 1 or 2 filer that does not own a Attached statements. Enter an asterisk
amount that has the same ratio to the direct interest is not required to complete (*) after the code, if any, in the column to
adjusted basis as the amount realized Schedule K-1. the left of the dollar amount entry space
has to the fair market value. for each item for which you have attached Category 1 filers must also complete

a statement providing additionalSee section 852(f) for the treatment of Schedule K-1 for each U.S. person that
information. For those informational itemscertain load charges incurred in acquiring directly owns a 10% or greater direct
that cannot be reported as a single dollarstock in a mutual fund with a reinvestment interest in the partnership.
amount, enter the code and asterisk inright. Provide the partner’s beginning and the left column and write “STMT” in theIf the gross sales price is reported in year-end percentage interest in dollar amount entry space to indicate thecolumn (d), increase the cost or other partnership profits, capital, deductions, or information is provided on an attachedbasis by any expense of sale, such as losses. These percentages should include statement.broker’s fees, commissions, or option any interest constructively owned by the

More than one attached statement canpremiums, before making an entry in filer.
be placed on the same sheet of papercolumn (e). Complete boxes 1 through 20 for any and should be identified in alphanumericFor more details, see Pub. 551, Basis direct interest that the partner owns in the order by box number followed by theof Assets. partnership. letter code (if any). For example: “Box 20,

Example. Partner A owns a 45%Column (f)—Gain or (Loss) Code N—Information Needed to Figure
direct interest in foreign partnership Depletion—Oil and Gas” (followed by theMake a separate entry in this column for
(FPS). Partner A also owns 100% of the information the partner needs).each transaction reported on lines 1 and
stock of a domestic corporation (DC),6 and any other line(s) that applies to the Too few entry spaces on Schedulewhich owns a 10% direct interest in FPS.partnership. For lines 1 and 6, subtract K-1? If there are more coded items thanTherefore, Partner A is considered to ownthe amount in column (e) from the amount the number of spaces in box 11 or boxesa 55% interest in FPS and is thus ain column (d). Enter negative amounts in 13 through 20, do not enter a code orCategory 1 filer. When Partner Aparentheses. dollar amount in the last entry space ofcompletes Schedule K-1 for itself, Partner

the box. In the last entry space, enter anLines 4 and 9—Capital Gains and A must report the distributive share of
asterisk in the left column and enteritems allocated to Partner A’s directLosses From Other Partnerships,
“STMT” in the entry space to the right.interest of 45% but not any itemsEstates, and Trusts Report the additional items on anallocated to DC’s 10% interest. WhenSee the Schedule K-1 or other attached statement and provide the boxPartner A completes Schedule K-1 for DCinformation supplied to you by the other number, the code, description, and dollar(which Partner A must do because DCpartnership, estate, or trust. amount or information for each additionalowns a direct 10% interest), Partner A
item. For example: “Box 15, Code J—Line 10—Capital Gain must report on DC’s Schedule K-1 only
Work Opportunity Credit—$1,000.”Distributions items allocated to DC’s direct 10%

interest.On line 10, column (f), report the total Special Allocations
amount of (a) capital gain distributions Although the partnership is not subject An item is specially allocated if it is
and (b) the partnership’s share of to income tax, the partners are liable for allocated to a partner in a ratio different
undistributed capital gains from a RIC or tax on their shares of the partnership from the ratio for sharing income or loss
REIT. Report the partnership’s share of income, whether or not distributed, and generally.
taxes paid on undistributed capital gains must include their share of such items on

Report specially allocated ordinaryby a RIC or REIT on a statement attached their tax returns.
gain (loss) on Schedule K, line 11. Reportto Form 8865 for Schedule K, line 15f Allocations of income, gains, losses, other specially allocated items on the(and the partner’s share in box 15 of deductions, or credits among the partners applicable boxes of the partner’sSchedule K-1 using code I). Report any generally should be made according to Schedule K-1, with the total amount on28% rate gain or (loss) on line 9b of the partnership agreement. See section the applicable line of Schedule K.Schedule K and in box 9b of Schedule 704 and the regulations thereunder.

Example. A partnership has aK-1.
long-term capital gain that is specifically
allocated to a partner and a net long-termSpecific Instructions
capital gain reported on line 11 ofGeneral Instructions for
Schedule D that must be reported on line(Schedules K and K-1,Schedules K and K-1— 9a of Schedule K. Because speciallyExcept as Noted) allocated gains or losses are not reportedPartners’ Distributive

Note. Generally, Schedules K and K-1 on on Schedule D, the partnership mustShare Items Form 8865 and Form 1065 are the same. report both the net long-term capital gain
If more guidance is needed to completeImportant: You do not need to complete from Schedule D and the specially
Schedules K and K-1 of Form 8865, referSchedules K or K-1 if you have attached allocated gain on line 9a of Schedule K.
to the Form 1065 instructions.to Form 8865 a copy of the Schedules K Box 9a of the Schedule K-1 for the

or K-1 from Form 1065 or Form 1065-B. partner must include both the speciallyGeneral Reporting Information allocated gain and the partner’sSchedule K On each Schedule K-1, enter the distributive share of the net long-term
information about the partnership and theSchedule K is a summary schedule of all capital gain from Schedule D.
partner in Parts I and II of the scheduleof the partners’ shares of the partnership

Income (Loss)(Items A through F). In Part III, enter theincome, credits, deductions, etc. Only
partner’s pro rata share of each item ofCategory 1 filers must complete Schedule

Line 1— Ordinary Businessincome, deduction, and credit and anyK.
Income (Loss)other information the partner needs to

Schedule K-1 prepare the partner’s tax return. Enter the amount from Schedule B, line
Schedule K-1 is used to report a specific Codes. In box 11 and boxes 13 through 22. Enter the income (loss) without
partner’s share of the partnership income, 20, identify each item by entering a code reference to:
deductions, credits, etc. in the column to the left of the dollar • the basis of the partners’ interests in

All Category 1 and 2 filers must amount entry space. These codes are the partnership,
complete Schedule K-1 for any direct identified on the back of Schedule K-1 • the partners’ at-risk limitations, or
interest they hold in the partnership. A and in these instructions. •  the passive activity limitations.
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These limitations, if applicable, are Schedule K-1. Enter the partner’s respect to short sales or positions in
determined at the partner level. guaranteed payments in box 4 of substantially similar or related property.

Schedule K-1. • Dividends paid by a regulated
Line 1 should not include rental activity investment company that are not treated

income (loss) or portfolio income (loss). Portfolio Income as qualified dividend income under
Do not reduce portfolio income by section 854.Schedule K-1. Enter the partner’s
deductions allocable to it. Interest • Dividends paid by a real estatedistributive share of ordinary business
expense allocable to portfolio income is investment trust that are not treated asincome (loss) in box 1 of Schedule K-1. If
generally investment interest expense qualified dividend income under sectionthe partnership has more than one trade
and is reported on line 13c of Schedule K. 857(c).or business activity, identify on an
Report the partner’s distributive share ofattachment to Schedule K-1 the amount Qualified foreign corporation. Ainterest expense allocable to portfoliofrom each separate activity. foreign corporation is a qualified foreignincome in box 13 of Schedule K-1 using corporation if it is:Line 2— Net Rental Real Estate code l.

1. Incorporated in a possession of theIncome (Loss)
Line 5— Interest Income United States orEnter the net income (loss) from rental 2. Eligible for benefits of aEnter only taxable interest on this line.real estate activities of the partnership comprehensive income tax treaty with theTaxable interest is interest from allfrom Form 8825. Attach this form to Form United States that the Secretarysources except interest exempt from tax8865. determines is satisfactory for this purposeand interest on tax-free covenant bonds.

Schedule K-1. Enter the partner’s and that includes an exchange of
Schedule K-1. Enter the partner’sdistributive share of net rental real estate information program. See Notice 2003-69,
distributive share of interest income inincome (loss) in box 2 of Schedule K-1. If 2003-42 I.R.B. 851 for details.
box 5 of Schedule K-1.the partnership has more than one rental

real estate activity, identify on an If the foreign corporation does notLines 6a— Ordinary Dividends
attachment to Schedule K-1 the amount meet either 1 or 2, then it may be treated

Enter only taxable ordinary dividends onattributable to each activity. as a qualified foreign corporation for any
line 6a, including any qualified dividends dividend paid by the corporation if the
reported on line 6b.Line 3— Other Net Rental Income stock associated with the dividend paid is

(Loss) readily tradable on an establishedSchedule K-1. Enter the partner’s
securities market in the United States.distributive share of ordinary dividends inOn Schedule K, line 3a, enter gross

box 6a of Schedule K-1.income from rental activities other than However, qualified dividends do not
those reported on Form 8825. See Pub. include dividends paid by foreign entitiesLine 6b— Qualified dividends925, Passive Activity and At-Risk Rules, that, in either the taxable year of theEnter on line 6b all qualified dividends.for a definition of rental activities. Include distribution or the preceding taxable year,Except as provided below, qualifiedon line 3a the gain (loss) from line 17 of were:dividends are dividends received fromForm 4797 that is attributable to the sale, • A foreign investment company (defineddomestic corporations and qualifiedexchange, or involuntary conversion of an in section 1246(b)),foreign corporations.asset used in a rental activity other than a • A passive foreign investment company
rental real estate activity. Exceptions.  The following dividends (defined in section 1297), or

are not qualified dividends. • A foreign personal holding companyOn line 3b of Schedule K, enter the • Dividends the partnership received on (defined in section 552).deductible expenses of the activity. Attach
any share of stock held for less than 61a statement identifying these expenses.  See Notice 2004-71, 2004-45 I.R.B.days during the 121-day period that

793 for more details.Enter the net income (loss) on line 3c began 60 days before the ex-dividend
of Schedule K. date. When determining the number of Schedule K-1. Enter the partner’s

days the partnership held the stock, itSchedule K-1. Enter the partner’s distributive share of qualified dividends in
cannot count certain days during whichdistributive share of net income (loss) box 6b of Schedule K-1.
the partnership’s risk of loss wasfrom rental activities other than rental real
diminished. See Pub. 550 for more Line 7— Royaltiesestate activities in box 3 of Schedule K-1.
details. The ex-dividend date is the firstIf the partnership has more than one Enter the royalties received by the
date following the declaration of arental activity reported in box 3, identify partnership.
dividend on which the purchaser of aon an attachment to Schedule K-1 the Schedule K-1. Enter the partner’sstock is not entitled to receive the nextamount from each activity. distributive share of royalties in box 7 ofdividend payment. When counting the

Schedule K-1.number of days the partnership held theLines 4— Guaranteed Payments to
stock, include the day the partnershipPartners Lines 8— Net Short-Term Capitaldisposed of the stock but not the day theGuaranteed payments to partners Gain (Loss)partnership acquired it.include: Enter on line 8 the net short-term capital• Dividends attributable to periods• Payments for salaries, health gain (loss) from line 5 of Schedule D.totaling more than 366 days that theinsurance, and interest deducted by the partnership received on any share of Schedule K-1. Enter the partner’spartnership and reported on Schedule B, preferred stock held for less than 91 days distributive share of net short-term capitalline 10; Form 8825; or on Schedule K, during the 181-day period that began 90 gain (loss) in box 8 of Schedule K-1.line 3b; and days before the ex-dividend date. When• Payments the partnership must determining the number of days the Lines 9a— Net Long-Term Capitalcapitalize. See the Instructions for partnership held the stock, do not count Gain (Loss)Schedule B, line 10, on page 9. certain days during which the Enter on line 9a the net long-term capitalGenerally, amounts reported on line 4 partnership’s risk of loss was diminished. gain (loss) that is portfolio income (loss)are not considered to be related to a See Pub. 550 for more details. Preferred from line 11 of Schedule D. See Specialpassive activity. For example, guaranteed dividends attributable to periods totaling Allocations above.payments for personal services paid to a less than 367 days are subject to the

partner would not be passive activity 61-day holding period rule above. Schedule K-1. Enter the partner’s
income. Likewise, interest paid to any • Dividends that relate to payments that distributive share of net long-term capital
partner is not passive activity income. the partnership is obligated to make with gain (loss) in box 9a of Schedule K-1.
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If any gain or loss from line 5 or 11 6252 (whichever applies) or (b) the total attachment to Schedule K-1 the amount
of Schedule D is from the unrecaptured section 1250 gain for the of section 1231 gain (loss) from each
disposition of nondepreciable sale reduced by all gain reported in prior separate activity.CAUTION

!
personal property used in a trade or years (excluding section 1250 ordinary Line 11— Other Income (Loss)business, it may not be treated as income recapture).

Use line 11 to report other items ofportfolio income. Report such gain or loss However, if the partnership chose income, gain, or loss not included on lineson line 11 of Schedules K and box 11 of not to treat all of the gain from 1 through 10. Attach a statement to FormK-1 using code F. payments received after May 6,CAUTION
!

8865 that separately identifies each type
Line 9b— Collectibles (28%) Gain 1997, and before August 24, 1999, as and amount of income for each of the

unrecaptured section 1250 gain, use only(Loss) following six categories. The codes
the amount the partnership chose to treatFigure the amount attributable to needed for Schedule K-1 reporting are
as unrecaptured section 1250 gain forcollectibles from the amount reported on provided for each category.
those payments to reduce the totalSchedule D, line 11. A collectibles gain Other portfolio income (loss) (code A).unrecaptured section 1250 gain(loss) is any long-term gain or deductible Portfolio income not reported on lines 5remaining to be reported for the sale.long-term loss from the sale or exchange through 10.From the sale or exchange of anof a collectible that is a capital asset.

 Report and identify other portfoliointerest in a partnership. Also report asCollectibles include works of art, rugs, income or loss on an attachment for linea separate amount any gain from the saleantiques, metal (such as gold, silver, 11.or exchange of an interest in aplatinum bullion), gems, stamps, coins,
partnership attributable to unrecaptured For example, income reported to thealcoholic beverages, and certain other
section 1250 gain. See Regulations partnership from a real estate mortgagetangible property.
section 1.1(h)-1 and attach a statement investment conduit (REMIC), in which theAlso, include gain (but not loss) from required under Regulations section partnership is a residual interest holder,the sale or exchange of an interest in a 1.1(h)-1(e). would be reported on an attachment forpartnership or trust held for more than 1 line 11. Taxable income (net loss) fromFrom an estate, trust, RIC, or REIT. Ifyear and attributable to unrealized the REMIC (line 1b of Schedule Q (Formthe partnership received a Schedule K-1appreciation of collectibles. For details, 1066)).“Excess inclusion” (line 2c ofor Form 1099-DIV from an estate, a trust,see Regulations section 1.1(h)-1. Also, Schedule Q (Form 1066)).Section 212a real estate investment trust (REIT), or aattach the statement required under expenses (line 3b of Schedule Q (Formregulated investment company (RIC)Regulations section 1.1(h)-1(e). 1066)). Do not report these section 212reporting “unrecaptured section 1250

Schedule K-1. Report the partner’s expense deductions related to portfoliogain,” do not add it to the partnership’s
distributive share of the collectibles (28%) income on Schedules K and K-1.own unrecaptured section 1250 gain.
gain (loss) in box 9b of Schedule K-1. Instead, report it as a separate amount. Involuntary conversions (code B). Net

For example, if the partnership received aLine 9c— Unrecaptured section gain (loss) from involuntary conversions
Form 1099-DIV from a REIT with1250 gain due to casualty or theft. The amount for
unrecaptured section 1250 gain, report it this line is shown on Form 4684, line 38a,The three types of unrecaptured section as “Unrecaptured section 1250 gain from 38b, or 39.1250 gain must be reported separately on a REIT.”an attached statement to Form 8865. If there was a gain (loss) from aSchedule K-1. Report the partner’s casualty or theft to property not used in aFrom the sale or exchange of the distributive share of unrecaptured section trade or business or for income-producingpartnership’s business assets. Figure 1250 gain from the sale or exchange of purposes, do not complete Form 4684 forthis amount for each section 1250 the partnership’s business assets in box this type of casualty or theft. Instead, theproperty in Part III of Form 4797 (except 9c of Schedule K-1. If reporting partner will complete his or her own Formproperty for which gain is reported using unrecaptured section 1250 gain from an 4684.the installment method on Form 6252) for estate, trust, REIT, RIC, or from thewhich you had an entry in Part I of Form 1256 contracts and straddles (code C).partnership’s sale or exchange of an4797. For each property, subtract line 26g Any net gain or loss from section 1256interest in another partnership (asof Form 4797 from the smaller of line 22 contracts from Form 6781, Gains andexplained above), enter “STMT” in box 9cor line 24. Figure the total of these Losses From Section 1256 Contracts andand an asterisk (*) in the left column ofamounts for all section 1250 properties. Straddles.the box and attach a statement thatGenerally, the result is the partnership’s separately identifies the amount of Mining exploration costs recaptureunrecaptured section 1250 gain. unrecaptured section 1250 from: (code D). Provide the informationHowever, if the partnership is reporting • The sale or exchange of the partners will need to recapture certaingain on the installment method for a partnership’s business assets. mining exploration expenditures. Seesection 1250 property held more than 1 • The sale or exchange of an interest in Regulations section 1.617-3year, see the next paragraph to figure the another partnership. Cancellation of debt (code E).  Ifunrecaptured section 1250 gain on that • An estate, trust, REIT, or RIC. cancellation of debt is reported to theproperty for this tax year.

partnership on Form 1099-C, report theLine 10— Net Section 1231 GainThe total unrecaptured section 1250
partner’s distributive share in box 11(Loss)gain for an installment sale of section
using code E.1250 property held more than 1 year is Enter on line 10 the net section 1231 gain
Note. Include the amount of income thefigured in a manner similar to that used in (loss) from Form 4797, line 7, column (g).
partnership must recognize for a transferthe preceding paragraph. However, the Do not include net gains or losses from
of a partnership interest, after October 21,total unrecaptured section 1250 gain must involuntary conversions due to casualties
2004, in satisfaction of a partnership debtbe allocated to the installment payments or theft on this line. Instead, report them
when the debt relieved exceeds the FMVreceived from the sale. To do so, the on line 11 of Schedule K (box 11 of
of the partnership interest. See sectionpartnership generally must treat the gain Schedule K-1 using code B). See the
108(e)(8) for more information.allocable to each installment payment as instructions for line 11 on how to report

unrecaptured section 1250 gain until all net gain from involuntary conversions. Other income (loss) (code F). Include
such gain has been used in full. Schedule K-1. Report the partner’s any other type of income, such as:

Figure the unrecaptured section 1250 distributive share of net section 1231 gain • Recoveries of tax benefit items (section
gain for installment payments received (loss) in box 10 of Schedule K-1. If the 111).
during the tax year as the smaller of (a) partnership has more than one rental, • Gambling gains and losses subject to
the amount from line 26 or line 37 of Form trade, or business activity, identify on an the limitations in section 165(d).
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• Gains from the disposition of an business stock the partnership held for recapture rules if the business use of the
interest in oil, gas, geothermal, or other more than 6 months but that was not property dropped to 50% or less.
mineral properties. Report the following deferred by the partnership under section Schedule K-1. Report the partner’s
information on an attached statement to 1045. A partner (other than a corporation) distributive share of the section 179
Schedule K-1. may be eligible to defer his or her expense deduction in box 12 of Schedule
(a) Description of the property, distributive share of this gain under K-1. Do not complete box 12 of Schedule
(b) The partner’s share of the amount section 1045 if the partner purchases K-1 for any partner that is an estate or
realized on the sale, exchange, or other qualified small business stock trust; estates and trusts are not eligible for
involuntary conversion of each property during the 60-day period that began on the section 179 expense deduction.
(fair market value of the property for any the date the stock was sold by the

If the partnership has more than oneother disposition, such as a distribution), partnership. Additional limitations apply at
rental, trade, or business activity, identify(c) The partner’s share of the the partner level. Report the following on
on an attachment to Schedule K-1 thepartnership’s adjusted basis in the an attachment to Schedule K-1 for each
amount of section 179 deduction fromproperty (except for oil or gas properties), sale or exchange: the name of the
each separate activity.and corporation that issued the stock, the

(d) Total intangible drilling costs, partner’s share of the partnership’s Line 13a— Contributions
development costs, and mining adjusted basis and sales price of the Enter the total amount of charitableexploration costs (section 59(e) stock, and the dates the stock was bought contributions made by the partnershipexpenditures) passed through to the and sold. during its tax year. Attach a statement topartner for the property. Schedule K-1.  Enter the partner’s Form 8865 that separately identifies theSee Regulation section 1.1254-5 for more distributive share of the six other income partnership’s contribution for each of theinformation. categories listed above in box 11 of following six categories. See Limits on• Gains from the disposition of farm Schedule K-1. Enter the applicable code Deductions in Pub. 526, Charitable
recapture property (see Form 4797) and A, B, C, D, E, or F (as shown above). Contributions, for information on adjusted
other items to which section 1252 applies. If you are reporting the partner’s gross income (AGI) limitations on• Any income, gain, or loss to the distributive share of only one type of deductions for charitable contributions.
partnership under section 751(b). income under code F, enter the code with The codes needed for Schedule K-1• Specially allocated ordinary gain (loss). an asterisk (F*) and the dollar amount in reporting are provided for each category.• Gain from the sale or exchange of the entry space in box 11 and attach a Cash contributions (50%) (code A).qualified small business stock that is statement that shows “Box 11, code F,” Enter the amount of cash contributionseligible for the partial exclusion under and the type of income. If you are subject to the 50% AGI limitation.section 1202. The section 1202 exclusion reporting multiple types of income under

Cash contributions (30%) (code B).applies only to qualified small business code F, enter the code with an asterisk
Enter the amount of cash contributionsstock held by the partnership for more (F*) and enter “STMT” in the entry space
subject to the 30% AGI limitation.than 5 years. Corporate partners are not in box 11 and attach a statement that

eligible for the section 1202 exclusion. Noncash contributions (50%) (code C).shows Box 11, Code F, and the dollar
Additional limitations apply at the partner Enter the amount of noncashamount of each type of income.
level. Report the partner’s share of contributions subject to the 50% AGI If the partnership has more than onesection 1202 gain on Schedule K-1. The limitation.trade or business or rental activity (forpartner will determine if he or she Noncash contributions (30%) (code D).codes B through F), identify on anqualifies for the section 1202 exclusion. Enter the amount of noncashattachment to Schedule K-1 the amountReport on an attachment to Schedule K-1 contributions subject to the 30% AGIfrom each separate activity.for each sale or exchange: the name of limitation.the corporation that issued the stock, the Deductions

Capital gain property to a 50%partner’s share of the partnership’s
organization (30%) (code E). Enter theadjusted basis and sales price of the Line 12— Section 179 Deduction
amount of capital gain propertystock, and the dates the stock was bought The partnership can elect to expense part contributions subject to the 30% AGIand sold. of the cost of certain property the limitation.• Gain eligible for section 1045 rollover partnership purchased this year for use in

(replacement stock purchased by the Capital gain property (20%) (code F).its trade or business or certain rental
partnership). Include only gain from the Enter the amount of capital gain propertyactivities. See Pub. 946 for a definition of
sale or exchange of qualified small contributions subject to the 20% AGIwhat kind of property qualifies for the
business stock (as defined in the limitation.section 179 expense deduction and the
instructions for Schedule D) that was Instructions for Form 4562 for limitations Contributions of property. See
deferred by the partnership under section on the amount of the section 179 expense Contributions of Property in Pub. 526 for
1045 and reported on Schedule D. See deduction. information on noncash contributions and
the instructions for Schedule D for more contributions of capital gain property. IfComplete Part I of Form 4562 to figuredetails. Corporate partners are not eligible the deduction claimed for noncashthe partnership’s section 179 expensefor the section 1045 rollover. Additional contributions exceeds $500, completededuction. The partnership does not claimlimitations apply at the partner level. Form 8283, Noncash Charitablethe deduction itself but instead passes itReport the partner’s share of the gain Contributions, and attach it to Form 8865.through to the partners. Attach Form 4562eligible for section 1045 rollover on to Form 8865 and show the total section If the partnership made a qualifiedSchedule K-1. The partner will determine 179 expense deduction on Schedule K, conservation contribution, include theif he or she qualifies for the rollover. line 12. FMV of the underlying property (beforeReport on an attachment to Schedule K-1

and after the donation) and describe theIf the partnership is an enterprise zonefor each sale or exchange the name of
conservation purpose furthered by thebusiness, also report on an attachment tothe corporation that issued the stock, the
donation.Schedules K and K-1, the cost of sectionpartner’s share of the partnership’s

179 property placed in service during theadjusted basis and sales price of the Contributions for relief of tsunami
year that is qualified zone property.stock, and the dates the stock was bought victims. You may treat cash

and sold. See the instructions for line 20c of contributions made in January 2005 for
• Gain eligible for section 1045 rollover Schedule K for information on how to the relief of victims in areas affected by
(replacement stock not purchased by the report a disposition of property if there the December 26, 2004, Indian Ocean
partnership). Include only gain from the was a section 179 expense deduction tsunami as if you had made them on
sale or exchange of qualified small passed through to a partner and for the December 31, 2004. These contributions
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must otherwise qualify as deductible of property that produces those types of using code K. On an attached statement,
contributions. income or is held for investment. identify (a) the type of expenditure, (b) the

property for which the expenditures areInvestment interest expense does notNondeductible contributions. Certain
paid or incurred, and (c) for oil and gasinclude interest expense allocable to acontributions made to an organization
properties only, the month in whichpassive activity.conducting lobbying activities are not
intangible drilling costs and developmentdeductible. See section 170(f)(9) for more Investment income and investment costs were paid or incurred. If there isdetails. expenses other than interest are reported more than one type of expenditure or the

on lines 20a and 20b respectively. ThisSchedule K-1. Report the partner’s expenditures are for more than one
information is needed by partners todistributive share of charitable property, provide the partner’s distributive
determine the investment interestcontributions in box 13 of Schedule K-1 share of the amounts (and the months
expense limitation (see Form 4952,using codes A through F for each of the paid or incurred for oil and gas properties)
Investment Interest Expense Deduction,six contribution categories shown above. for each type of expenditure separately
for details).Attach a copy of  Form 8283 filed with for each property.

Form 8865 to the Schedule K-1 if the Schedule K-1. Report the partner’s Line 13e— Other Deductionsdeduction for any item or group of similar distributive share of investment interest
Use line 13e to report deductions notitems of contributed property exceeds expense in box 13 of Schedule K-1 using
included on lines 12, 13a, 13b, 13c,$5,000, even if the amount allocated to code I.
13d(2), 16l(1), and 16l(2). On anany partner is $5,000 or less.

Line 13d— Section attachment, identify the type and amount
Line 13b— Deductions Related to 59(e)(2)Expenditures of each deduction for the following nine
Portfolio Income categories. The codes needed forGenerally, section 59(e) allows the

Schedule K-1 reporting are provided forEnter on line 13b the deductions clearly partners to make an election to deduct
each category.and directly allocable to portfolio income the partner’s distributive share of the

(other than interest expense and section partnership’s qualified expenditures Amounts paid for medical insurance
212 expenses from a REMIC). ratably over 10 years (3 years for (code L). Enter amounts paid during the

circulation expenditures), beginning with tax year for insurance coverage thatAttach a statement that separately
the tax year in which the expenditures constitutes medical care for a partneridentifies the deduction related to portfolio
were made (or for intangible drilling and (including that partner’s spouse andincome for each of the following
development costs, over the 60-month dependents).categories. The codes needed for
period beginning with the month in which Education assistance benefits (codeSchedule K-1 reporting are provided for
such costs were paid or incurred). M). Enter amounts paid during the taxeach category.

year for educational assistance benefitsThe term “qualified expenditures”Deductions—royalty income (code J). paid to a partner.includes only the following types ofEnter the deductions related to royalty
expenditures paid or incurred during the Dependent care benefits (code N).income.
tax year: Enter amounts paid during the tax year

Deductions—portfolio income (2% • Circulation expenditures. for dependent care benefits paid on
floor) (code G). Enter the deductions • Research and experimental behalf of a partner.
related to portfolio income that are subject expenditures. Preproductive period expenses (codeto the 2% of AGI floor (see the • Intangible drilling and development O). If the partnership is required to useinstructions for Schedule A (Form 1040)). costs. an accrual method of accounting under• Mining exploration and developmentDeductions—portfolio (other) (code section 447 or 448(a)(3), it must capitalize

costs.H). Enter the amount of any other these expenses. If the partnership is
deductions related to portfolio income. Because the partners are generally permitted to use the cash method, enter

allowed to make this election, do not the amount of preproductive periodNo deduction is allowable under
deduct these amounts or include them as expenses that qualify under Regulationssection 212 for expenses allocable to a
AMT items on Schedule K-1. Instead, section 1.263A-4(d). An election not toconvention, seminar, or similar meeting.
attach a statement to Schedule K-1 capitalize these expenses must be madeBecause these expenses are not
providing the information the partners at the partner level. See Uniformdeductible by partners, these expenses
need to figure their separate deductions. Capitalization Rules in Pub. 225,are not reported on line 13b of Schedule

Farmer’s Tax Guide.K. The expenses are nondeductible and Identify on line 13d(1) the type of
Commercial revitalization deductionare reported as such on line 18c of expenditures claimed on line 13d(2).
from rental real estate activities (codeSchedule K and in box 18 of Schedule Enter on line 13d(2) the qualified
P). Enter the commercial revitalizationK-1 using code C. expenditures paid or incurred during the
deduction on line 13e only if it is for atax year to which an election underSchedule K-1. In box 13, report the
rental real estate activity. If the deductionsection 59(e) may apply. Enter thispartner’s distributive share of deductions
is for a nonrental building, it is deductedamount for all partners whether or not anyrelated to portfolio income that are
on line 20 of Schedule B. See thepartner makes an election under sectionreported on line 13b of Schedule K using
instructions for Schedule B, line 20 for59(e). If the expenditures are forcodes J (for deductions related to royalty
more information.intangible drilling and development costs,income), G (for deductions related to

enter the month in which the expenditures Penalty on early withdrawal of savingsportfolio income and subject to the 2% of
were paid or incurred (after the type of (code Q). Enter the amount of anyAGI floor), or H (for other deductions
expenditures on line 13d(1). If there is penalty on early withdrawal of savings notrelated to portfolio income).
more than one type of expenditure reported on line 13b because the

Line 13c— Investment Interest included in the total shown on line 13d(2) partnership withdrew funds from its time
(or intangible drilling and developmentExpense savings deposit before its maturity.
costs were paid or incurred for more thanInclude on this line the interest properly Pensions and IRAs (code R). Enter the
1 month), report this informationallocable to debt on property held for payments for a partner to an IRA,
separately for each type of expenditureinvestment purposes. Property held for qualified plan, simplified employee
(or month) on an attachment toinvestment includes property that pension (SEP) or a SIMPLE IRA plan. If a
Schedules K and K-1.produces income (unless derived in the qualified plan is a defined benefit plan, a

ordinary course of a trade or business) Schedule K-1. Report the partner’s partner’s distributive share of payments is
from interest, dividends, annuities, or distributive share of section 59(e) determined in the same manner as his or
royalties; and gains from the disposition expenditures in box 13 of Schedule K-1 her distributive share of partnership
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taxable income. For a defined benefit 89-35 or Pub. 535, chapter 5, for more self-employment earnings for either
plan, attach to Schedule K-1 a statement information. general or limited partners.
showing the amount of benefit accrued for • Interest paid or accrued on debt General partners. General partners’ net
the tax year. properly allocable to the general partner’s earnings (loss) from self-employment do

share of a working interest in any oil or not include:Reforestation expense deduction gas property (if the partner’s liability is not • Dividends on any shares of stock and(code S). The partnership can elect to limited). interest on any bonds, debentures, notes,deduct a limited amount of its
Schedule K-1. Enter the partner’s etc., unless the dividends or interest arereforestation expenditures paid or
distributive share of the nine deduction received in the course of a trade orincurred after October 22, 2004. The
categories listed above in box 13 of business, such as a dealer in stocks oramount the partnership may elect to
Schedule K-1. Enter the applicable code securities or interest on notes or accountsdeduct is limited to $10,000 for each
L, M, N, O, P, Q, R, S, or T (as shown receivable.qualified timber property. See section
above). If you are reporting the partner’s • Rentals from real estate, except rentals194(c) for a definition of reforestation
distributive share of only one type of of real estate held for sale to customers inexpenditures and qualified timber
deduction under code T, enter the code the course of a trade or business as aproperty. Provide a description of the
with an asterisk (T*) and the dollar real estate dealer, or payments for roomsqualified timber property on an attached
amount in the entry space in box 13 and or space when significant services arestatement to Form 8865 and Schedule
attach a statement that shows box 13, provided.K-1. If the partnership elected to deduct
code T, and type of deduction. If you are • Royalty income, except royalty incomeamounts for more than one qualified
reporting multiple types of deduction received in the course of a trade ortimber property, provide a description and
under code T, enter the code with an business.the amount for each property on the
asterisk (T*) and enter “STMT” in the See the instructions for Schedule SEstatement. If the partnership made this
dollar amount entry space in box 13 and (Form 1040), Self-Employment Tax, forelection, amortize over 84 months any
attach a statement that shows box 13, more information.amount not deducted. See the
code T, and the type and dollar amount ofinstructions for line 20 on page 10. Limited partners. Generally, a limitedthe deductions. If the partnership has

partner’s share of partnership incomemore than one trade or business activity,Other deductions (code T). Include any
(loss) is not included in net earningsidentify on an attachment to Schedule K-1other deduction, such as:
(loss) from self-employment. Limitedthe amount for each separate activity.• Amounts paid by the partnership that
partners treat as self-employmentwould be allowed as itemized deductions Self-Employment earnings only guaranteed payments foron any of the partners’ income tax returns
services they actually rendered to, or onif they were paid directly by a partner for Note. If the partnership is an options
behalf of, the partnership to the extentthe same purpose. However, do not enter dealer or a commodities dealer, see
that those payments are payment forexpenses related to portfolio income or section 1402(i) before completing lines
those services.investment interest expense reported on 14a, 14b, and 14c, to determine the

line 13c of Schedule K on this line. amount of any adjustment that may have Line 14a— Net Earnings (Loss)
• Soil and water conservation to be made to the amounts shown on the From Self-Employment
expenditures (section 175). Worksheet for Figuring Net Earnings

Schedule K. Enter on line 14a the• Contributions to a capital construction (Loss) From Self-Employment below . If
amount from line 5 of the worksheet.fund. the partnership is engaged solely in the

• Interest expense allocated to operation of a group investment program, Schedule K-1. Enter in box 14 of
debt-financed distributions. See Notice earnings from the operation are not Schedule K-1 the partner’s share of the

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

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

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

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

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

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

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

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

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

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

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

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

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

5 Net earnings (loss) from self-employment. Combine lines 3c and 4c. Enter here and on Schedule K, line 14a . . . . 5
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amount shown on line 5 of the worksheet 8609, Low-Income Housing Credit Qualified rehabilitation
and any individual limited partner’s share Allocation Certification; and Schedule A expenditures for property not
of the amount shown on line 4c of the (Form 8609), Annual Statement. related to rental real estateCAUTION

!
worksheet, using code A. Do not activities must be reported on line 15f,

If part or all of the credit reported oncomplete this line for any partner that is “Other credits and credit recapture.”
line 15a or 15b is attributable to additionsan estate, trust, corporation, exempt Line 15d— Other Rental Realto qualified basis of property placed inorganization, or IRA.

Estate Creditsservice before 1990, report on an
Line 14b— Gross Farming or attachment to Schedules K and K-1 the Enter on line 15d any other credit (other
Fishing Income amount of the credit on each line that is than credits reported on lines 15a through

attributable to property placed in service 15c) related to rental real estate activities.Enter on line 14b the partnership’s gross
(a) before 1990 and (b) after 1989. On the dotted line to the left of the entryfarming or fishing income from

space for line 15d, identify the type ofself-employment. Individual partners need
Line 15a— Low-Income Housing credit. If there is more than one type ofthis amount to figure net earnings from

credit, attach a statement that identifiesCredit (Section 42(j)(5))self-employment under the farm optional
the type and amount for each credit.method in Section B, Part II of Schedule Report on line 15a the total low-income

SE (Form 1040). Enter the partner’s housing credit for property with respect to Schedule K-1. If you are reporting the
share in box 14 of Schedule K-1, using which a partnership is to be treated, partner’s distributive share of only one
code B. under section 42(j)(5), as the taxpayer to type of rental real estate credit under

which the low-income housing credit was code G, enter the code with an asteriskLine 14c— Gross Nonfarm Income
allowed. Report any other low-income (G*) and the dollar amount in the entry

Enter on line 14c the partnership’s gross housing credit on line 15b. space in box 15 and attach a statement
nonfarm income from self-employment. that shows box 15, code G, and type of
Individual partners need this amount to Schedule K-1. Report in box 15 of credit. If you are reporting multiple types
figure net earnings from self-employment Schedule K-1 the partner’s distributive of rental real estate credit under code G,
under the nonfarm optional method in share of the low income-housing credit enter the code with an asterisk (G*) and
Section B, Part II of Schedule SE (Form reported on line 15a of Schedule K, using enter “STMT” in the entry space in box 15
1040). Enter the partner’s share in box 14 code A. If the partnership has credits from and attach a statement that shows box
of Schedule K-1, using code C. more than one rental activity, identify on 15, code G, and the type and dollar

an attachment to Schedule K-1 the amount of the credits. If the partnershipWorksheet Instructions amount for each separate activity. has credits from more than one rental real
Line 1b. Include any part of the net estate activity, identify on the attached
income (loss) from rental real estate Line 15b— Low-Income Housing statement the amount of each type of
activities from Schedule K, line 2, that is Credit (Other) credit for each separate activity.
from: Report on line 15b any low-income Line 15e— Other Rental Credits1. Rentals of real estate held for sale housing credit not reported on line 15a.

Enter on line 15e any other credit (otherto customers in the course of a trade or
than credits reported on lines 15a throughSchedule K-1. Report in box 15 ofbusiness as a real estate dealer, or
15d) related to rental activities. On theSchedule K-1 the partner’s distributive2. Rentals for which services were
dotted line to the left of the entry spaceshare of the low-income housing creditrendered to the occupants (other than
for line 15e, identify the type of credit. Ifreported on line 15b of Schedule K, usingservices usually or customarily rendered
there is more than one type of credit,code B. If the partnership has credits fromfor the rental of space for occupancy
attach a statement that identifies the typemore than one rental activity, identify ononly). The supplying of maid service is
and amount for each credit.an attachment to Schedule K-1 thesuch a service. The furnishing of heat and

amount for each separate activity.light, the cleaning of public entrances, Schedule K-1. If you are reporting the
exits, stairways and lobbies, trash partner’s distributive share of only one

Line 15c— Qualified Rehabilitationcollection, etc., are not considered type of rental credit under code H, enter
services rendered to the occupants. Expenditures (Rental Real Estate) the code with an asterisk (H*) and the

dollar amount in the entry space in box 15Enter on line 15c the total qualified
Lines 3b and 4b. Allocate the amounts and attach a statement that shows boxrehabilitation expenditures related to
on these lines in the same way line 22 of 15, code H, and type of credit. If you arerental real estate activities of the
Schedule B is allocated to these particular reporting multiple types of rental creditpartnership. Also complete the applicable
partners. under code H, enter the code with anlines of Form 3468, Investment Credit,

asterisk (H*) and enter “STMT” in theLine 4a. Include on line 4a any that apply to qualified rehabilitation
entry space in box 15 and attach aguaranteed payments to partners expenditures for property related to rental
statement that shows box 15, code H,reported on Schedule K, line 4, and real estate activities of the partnership for
and the type and dollar amount of theSchedule K-1, box 4, and derived from a which income or loss is reported on line 2
credits. If the partnership has credits fromtrade or business as defined in section of Schedule K. See Form 3468 for details
more than one rental activity, identify on1402(c). Also include other ordinary on qualified rehabilitation expenditures.
the attached statement the amount ofbusiness income and expense items Attach Form 3468.
each type of credit for each separate(other than expense items subject to

Schedule K-1. Report the partner’s activity.separate limitations at the partner level)
distributive share of qualified rehabilitationreported on Schedules K and K-1 that are Line 15f— Other Credits andexpenditures related to rental real estateused to figure self-employment earnings Credit Recaptureactivities in box 15 of Schedule K-1 using,under section 1402.
code C. Attach a statement to Schedule Enter on line 15f any other credit, except

Credits and Credit Recapture K-1 that separately identifies the partner’s credits or expenditures shown or listed for
share of expenditures from pre-1936 lines 15a through 15e. Do not include any

Low-Income Housing Credit buildings and from certified historic credit recapture amounts on line 15f but
Section 42 provides a credit that can be structures (lines 1b and 1c of Form 3468, provide credit recapture information on an
claimed by owners of low-income respectively). If the partnership has attached statement to Schedule K-1 as
residential rental buildings. If the partners expenditures from more than one rental explained below. On the dotted line to the
are eligible to take the low-income real estate activity, identify on an left of the entry space for line 15f, identify
housing credit, complete and attach Form attachment to Schedule K-1 the amount the type of credit. If there is more than
8586, Low-Income Housing Credit; Form for each separate activity. one type of credit or if there are any
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New York Liberty Zone businesscredits subject to recapture, attach a amount of any other credits not shown
employee credit (code N). Completestatement to Form 8865 that separately above, such as:
Form 8884 to determine the amount ofidentifies each type and amount of credit • Nonconventional source fuel credit.
the credit.and credit recapture information for the The credit is figured at the partnership

following categories. The codes needed level and then is apportioned to theNew markets credit (code O).
for box 15 of Schedule K-1 reporting are partners based on their distributive sharesComplete Form 8874 to determine the
provided for each category. of partnership income attributable to salesamount of the credit.

of qualified fuels. Attach a separateQualified rehabilitation expenditures Credit for employer social security and
statement to the return to show the(other than rental real estate) (code D). Medicare taxes (code P). Complete
computation of the credit. See section 29Enter total qualified rehabilitation Form 8846 to determine the amount of
for more information.expenditures from activities other than the credit. • Qualified electric vehicle credit.rental real estate activities. Complete line Backup withholding (code Q). This Complete Form 8834 to determine the1 of Form 3468, Investment Credit, for credit is for backup withholding on amount of the credit and attach it to theproperty not related to rental real estate dividends, interest, and other types of return.activities of the partnership for which income of the partnership. • Unused credits from cooperatives.income or loss is reported on line 1 of

Recapture of low-income housing • Credit for increasing researchSchedule K. See Form 3468 for details on
credit (codes R and S).  If recapture of activities.Complete Form 6765 toqualified rehabilitation expenditures.
part or all of the low-income housing determine the amount of the credit.Note. Report qualified rehabilitation credit is required because (a) prior year • Enhanced oil recovery credit. Completeexpenditures related to rental real estate qualified basis of a building decreased or Form 8830 to determine the amount ofactivities on line 15c. (b) the partnership disposed of a building the credit.

Schedule K-1. Report the partner’s or part of its interest in a building, see • Renewable electricity and refined coal
distributive share of qualified rehabilitation Form 8611, Recapture of Low-Income production credit. Complete Form 8835 to
expenditures related to other than rental Housing Credit. The instructions for Form determine the amount of the credit. Attach
real estate activities in box 15 of 8611 indicate when Form 8611 is a statement to Schedule K-1 showing
Schedule K-1, using code D. Attach a completed and what information is separately the amount of the credit from
statement to Schedule K-1 that separately provided to partners when recapture is Section A and from Section B of Form
identifies the partner’s share of required. Complete lines 1 through 7 of 8835. Attach Form 8835 to Form 8865.
expenditures from pre-1936 buildings and Form 8611 to determine the amount of • Indian employment credit. Complete
from certified historic structures (lines 1b credit to recapture. Use code R on Form 8845 to determine the amount of
and 1c of Form 3468, respectively). If the Schedule K-1 to report recapture of the the credit.
partnership has expenditures from more low-income housing credit from section • Orphan drug credit. Complete Form
than one activity, identify on a statement 42(j)(5) partnership. Use code S to report 8820 to determine the amount of the
attached to Schedule K-1 the amount for recapture of other low-income housing credit.
each separate activity. credit. See the instructions for lines 15a • Credit for contributions to selected

and 15b above for more information.Basis of energy property (code E). community development corporations.
Note. If a partner’s ownership interest inEnter the basis of energy property placed Complete Form 8847 to determine the
a building decreased because of ain service during the tax year that amount of the credit.
transaction at the partner level, attach aqualifies for the energy credit. See the • Credit for small employer pension plan
statement to Schedule K-1 providing theinstructions for Form 3468 for details. start-up costs. Complete Form 8881 to
necessary information to the partner toComplete line 2 of Form 3468; attach determine the amount of the credit.
enable the partner to figure the recapture.Form 3468 to Form 8865. • Credit for employer-provided childcare

facilities and services. Complete FormQualified timber property (code F). If the partnership filed Form 8693,
8882 to determine the amount of theEnter the amortizable basis of timber Low-Income Housing Credit
credit.property acquired before October 23, Disposition Bond, to avoidCAUTION

!
• Biodiesel fuels credit. Complete Form2004, that qualifies for the reforestation recapture of the low-income housing
8864 to determine the amount of thecredit. See the instructions for Form 3468 credit, no entry should be made on
credit. The credit must be included infor details. Schedule K-1.
income on line 7 of Schedule B.Undistributed capital gains credit See Form 8586, Form 8611, and • Low sulfur diesel fuel production credit.(code I). This credit represents taxes section 42 for more information. Complete Form 8896 to determine thepaid on undistributed capital gains by a Recapture of investment credit (code amount of the credit.regulated investment company (RIC) or a T). Complete and attach Form 4255, • General credits from an electing largereal estate investment trust (REIT). As a Recapture of Investment Credit, when partnership.shareholder of a RIC or REIT, the investment credit property is disposed of, • Credit for alcohol used as fuel (Formpartnership will receive notice of the or it no longer qualifies for the credit, 6478). This credit is apportioned toamount of tax paid on undistributed before the end of its estimated useful life. persons who were partners on the lastcapital gains on Form 2439, Notice to State the type of property at the top of day of the partnership’s tax year. TheShareholder of Undistributed Long-Term Form 4255, and complete lines 2, 4, and credit must be included in income on lineCapital Gains. 5, whether or not any partner is subject to 7 of Schedule B. If this credit includes the

Work opportunity credit (code J). recapture of the credit. small ethanol producer credit, identify on
Complete Form 5884 to determine the a statement attached to each ScheduleAttach to Schedule K-1 a separate
amount of the credit. K-1 (a) the amount of the small producerstatement providing the information
Welfare-to-work credit (code K). credit included in the total credit allocatedreported on Form 4255, but list only the
Complete Form 8861 to determine the to the partner, (b) the number of gallonspartner’s distributive share of the cost of
amount of the credit. of qualified ethanol fuel productionthe property subject to recapture. Also,

allocated to the partner, and (c) theindicate the lines of Form 4255 on whichDisabled access credit (code L).
partner’s share in gallons of thethe partners should report these amounts.Complete Form 8826 to determine the
partnership’s productive capacity foramount of the credit. The partnership itself is liable for
alcohol.investment credit recapture in certainEmpowerment zone and renewal

cases.community employment credit (code Recapture of other credits (code V).
M). Complete Form 8844 to determine Other credits (code U).  Attach a On an attached statement to Schedule
the amount of the credit. statement that identifies the type and K-1, provide any information partners will
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need to report recapture of credits (other • Financial services income;Line 16a— Name of Country or
• High withholding tax interest;than recapture of low-income housing U.S. Possession
• Shipping income;credit and investment credit reported on Enter the name of the foreign country or • Dividends from a domestic internationalSchedule K-1, using codes R, S, and T). U.S. possession from which the
sales corporation (DISC) or a formerExamples of credit recapture information partnership had income or to which the
DISC;reported using code V include: partnership paid or accrued taxes. If the • Distributions from a foreign sales• Any information needed by a partner to partnership had income from, or paid or
corporation (FSC) or a former FSC;compute recapture of the qualified electric accrued taxes to, more than one foreign • Section 901(j) income; andvehicle credit. See Pub. 535 for more country or U.S. possession, enter “See • Certain income re-sourced by treaty.information. attached” and attach a statement for each
Line 16f. Enter the general limitation• Any information needed by a partner to country for lines 16a through 16m (codes
foreign source income. Include all foreignA through N of Schedule K-1). Oncompute recapture of the new markets
gross income sourced at the partnershipSchedule K-1, if there is more than onecredit. See Form 8874 for details on
level that is not reported on lines 16d andcountry enter code A followed by anrecapture.
16e.asterisk (A*), enter “STMT,” and attach a• Any information needed by a partner to

statement to Schedule K-1 for eachcompute recapture of the Indian Lines 16g-16h— Deductions
country for the information and amountsemployment credit. Generally, if the Allocated and Apportioned at
coded A through N and code Q.partnership terminates a qualified Partner Level

employee less than 1 year after the date Line 16b— Gross Income From All Line 16g— Interest expense. Enter onof initial employment, any Indian Sources line 16g the partnership’s total interestemployment credit allowed for a prior tax
Enter the partnership’s gross income from expense (including interest equivalentsyear by reason of wages paid or incurred
all sources (both U.S. and foreign under Temporary Regulations sectionto that employee must be recaptured. For
source). 1.861-9T(b)). Do not include interestdetails, see section 45A(d).

directly allocable, under Temporary• Any information needed by a partner to Line 16c— Gross Income Sourced Regulations section 1.861-10T, to incomecompute recapture of the credit for at Partner Level from a specific property. This type ofemployer-provided childcare facilities and Enter the total gross income of the interest is allocated and apportioned atservices. See section 45F(d) for details partnership that is required to be sourced the partnership level and is included onon recapture. at the partner level. This includes income lines 16i through 16k.
from the sale of most personal property Line 16h— Other. On line 16h, enter theSchedule K-1. If you are reporting the
other than inventory, depreciable total of all other deductions or losses thatpartner’s distributive share of only one
property, and certain intangible property. are required to be allocated at the partnertype of credit under code U, enter the
See Pub. 514 and section 865 for details. level. For example, include on line 16hcode with an asterisk (U*) and the dollar
Attach a statement showing the following research and experimental expendituresamount in the entry space in box 15 and
information: (see Regulations section 1.861-17(f)).attach a statement that shows “box 15, • The amount of this gross incomecode U,” and type of credit. If you are Lines 16i-16k— Deductions(without regard to its source) in eachreporting multiple types of credit under Allocated and Apportioned atcategory identified in the instructions forcode U, enter the code with an asterisk Partnership Level to Foreignlines 16d, 16e, and 16f including each of(U*) and enter “STMT” in the entry space
the listed categories. Source Incomein box 15 and attach a statement that • Specifically identify gains on the sale of Separately report partnership deductionsshows “box 15, code U,” and the type and
personal property other than inventory, that are apportioned at the partnershipdollar amount of the credits. If the
depreciable property, and certain level to each of the listed foreignpartnership has credits from more than
intangible property on which a foreign tax categories of income as follows. See Pub.one activity, identify on an attached
of 10% or more was paid or accrued. 514 for more information.statement to Schedule K-1 the amount of
Also, list losses on the sale of sucheach type of credit for each separate Line 16i. Passive foreign source income.property if the foreign country would haveactivity. Line 16j. Attach a statement showing theimposed a 10% or higher tax had the sale

amount of foreign source deductionsresulted in a gain. See Sales orForeign Transactions allocated and apportioned at theexchanges of certain personal property in
partnership level to each of the followingLines 16a through 16m must be Pub. 514, and section 865.
listed categories:completed if the partnership has foreign • Specify foreign source capital gains or
• Financial services income;income, deductions, or losses or has paid losses within each separate limitation
• High withholding tax interest;or accrued foreign taxes. category. Also, separately identify foreign
• Shipping income;source gains or losses within each

The codes A through N for box 16 of • Dividends from a domestic internationalseparate limitation category that are
Schedule K-1 correspond with the line sales corporation (DISC) or a formercollectibles (28%) gains and losses or
numbers 16a through 16m. Codes O, P, DISC;unrecaptured section 1250 gain.
and Q for box 16 are reported on line 20c • Distributions from a foreign sales

Lines 16d-16f. Foreign Grossof Schedule K. On Schedule K-1 for the corporation (FSC) or a former FSC;
items coded C, E, J, L, M, and N, enter Income Sourced at Partnership • Section 901(j) income; and
the code followed by an asterisk and the • Certain income re-sourced by treaty.Level
partner’s distributive share of the dollar Line 16k. General limitation foreignSeparately report gross income from
amount. Attach a statement to Schedule source income (all other foreign sourcesources outside the United States by
K-1 for these coded items providing the income).category of income as follows. See Pub.
information described below. If the 514 for information on the categories of Line 16l—Total Foreign Taxes Paidpartnership had income from, or paid or income. or Accruedaccrued taxes to, more than one country

Line 16d. Enter the passive foreignor U.S. possession, see the requirement Enter in U.S. dollars the total foreign
source income.for an attached statement in the taxes (described in section 901 or section

instruction for line 16a below. See Pub. Line 16e. Attach a statement showing 903) that were paid or accrued by the
514, Foreign Tax Credit for Individuals, the amount of foreign source income partnership (according to its method of
and the Instructions for Form 1116, for included in each of the following listed accounting for such taxes). Enter the
more information. categories of income: amount paid on line 16l(1) or enter the
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amount accrued on line 16l(2). Translate and Trusts, to determine the amounts to only for property depreciated for the
these amounts into U.S. dollars by using enter and for other information. regular tax using the 200% declining
the applicable exchange rate (see Pub. balance method. For the AMT, use theDo not include as a tax preference
514). 150% declining balance method, and theitem any qualified expenditures to which

same convention and recovery periodLine 16l(1). Foreign taxes paid. If the an election under section 59(e) may
used for the regular tax, switching to thepartnership uses the cash method of apply. Instead, report these expenditures
straight line method the first tax year itaccounting, enter foreign taxes paid on line 13d(2). Because these
gives a larger deduction.during the tax year on line 16l(1). Report expenditures are subject to an election by

the partner’s distributive share in box 16 a partner, the partnership cannot figure Figure the adjustment by subtracting
of Schedule K-1 using code L. the amount of any tax preference related the AMT deduction for depreciation from

to them. Instead, the partnership must the regular tax deduction and enter theLine 16l(2). Foreign taxes accrued. If
pass through to the partner in box 13, result on line 17a. If the AMT deduction isthe partnership uses the accrual method
code K, of Schedule K-1 the information more than the regular tax deduction, enterof accounting, enter foreign taxes accrued
needed to figure the deduction. the difference as a negative amount.on line 16l(2). Report the partner’s

Depreciation capitalized to inventory mustdistributive share in box 16 of Schedule Schedule K-1.  Report the partner’s
also be refigured using the AMT rules.K-1 using code M. distributive share of amounts reported on
Include on this line the current yearlines 17a through 17f (concerningA partnership reporting foreign taxes
adjustment to income, if any, resultingalternative minimum tax items) in box 17using the cash method can make an
from the difference.of Schedule K-1 using codes A through F,irrevocable election to report these taxes

respectively. If the partnership is reportingusing the accrual method for the year of Line 17b— Adjusted Gain or Lossitems of income or deduction for oil, gas,the election and all future years. Make If the partnership disposed of any tangibleand geothermal properties, you may bethis election by reporting all foreign taxes property placed in service after 1986 (orrequired to identify these items on ausing the accrual method on line 16l(2). after July 31, 1986, if an election wasstatement attached to Schedule K-1 (see(See Regulations section 1.905-1). made to use the General Depreciationthe instructions for lines 17d and 17e
Attach a statement reporting the System), or if it disposed of a certifiedbelow for details). Also see the

following information: pollution control facility placed in servicerequirement for an attached statement in
after 1986, refigure the gain or loss from1. The total amount of foreign taxes the instructions for line 17f.
the disposition using the adjusted basis(including foreign taxes on income

Line 17a— Post-1986 Depreciation for the AMT. The property’s adjustedsourced at the partner level) relating to
Adjustment basis for the AMT is its cost or other basiseach category of income (see instructions

minus all depreciation or amortizationfor lines 16d through 16f). Figure the adjustment for line 17a based
deductions allowed or allowable for the2. The dates on which the taxes were only on tangible property placed in
AMT during the current tax year andpaid or accrued, the exchange rates service after 1986 (and tangible property
previous tax years.used, and the amounts in both foreign placed in service after July 31, 1986, and

currency and U.S. dollars, for: before 1987 for which the partnership Enter on this line the difference
• Taxes withheld at source on elected to use the general depreciation between the regular tax gain (or loss) and

interest. system). Do not make an adjustment for the AMT gain (or loss). Enter the
• Taxes withheld at source on motion picture films, videotapes, sound difference as a negative amount if:

dividends. recordings, certain public utility property • The AMT gain is less than the regular
• Taxes withheld at source on rents (as defined in section 168(i)(10)), property tax gain,

and royalties. depreciated under the unit-of-production • The AMT loss is more than the regular
• Other foreign taxes paid or accrued. method (or any other method not tax loss, or

expressed in a term of years), qualified • There is an AMT loss and a regular tax
Line 16m— Reduction in Taxes Indian reservation property, property gain.

eligible for a special depreciationAvailable for Credit If any part of the adjustment isallowance, qualified revitalizationEnter the total reductions in taxes allocable to net short-term capital gainexpenditures, or the 179 expenseavailable for credit. (loss), net long-term capital gain (loss), ordeduction.
net section 1231 gain (loss), attach aAttach a statement showing the

For property placed in service before statement that identifies the amount of thereductions for:
1999, refigure depreciation for the AMT adjustment allocable to each type of gain• Taxes on foreign mineral income
as follows (using the same convention or loss. For a net long-term capital gain(section 901(e)).
used for the regular tax): (loss), also identify the amount of the• Taxes on foreign oil and gas extraction • For section 1250 property (generally, adjustment that is 28% rate gain (loss).income (section 907(a)).
residential rental and nonresidential real For a net section 1231 gain (loss), also• Taxes attributable to boycott operations
property), use the straight line method identify the amount of adjustment that is(section 908).
over 40 years. unrecaptured section 1250 gain.• Failure to timely file (or furnish all of the • For tangible property (other thaninformation required on) Forms 5471 and Line 17c— Depletion (Other Thansection 1250 property) depreciated using8865.

Oil and Gas)the straight line method for the regular• Any other items (specify).
tax, use the straight line method over the Do not include any depletion on oil andAlternative Minimum Tax (AMT) property’s class life. Use 12 years if the gas wells. The partners must figure their
property has no class life.Items depletion deductions and preference
• For any other tangible property, use the items separately under section 613A.Lines 17a through 17f must be completed
150% declining balance method,for all partners except certain small Refigure the depletion deduction underswitching to the straight line method thecorporations exempt from AMT under section 611 for mines, wells (other thanfirst tax year it gives a larger deduction,section 55(e). oil and gas wells), and other naturalover the property’s AMT class life. Use 12

Enter items of income and deductions deposits for the AMT. Percentageyears if the property has no class life.
that are adjustments or tax preference depletion is limited to 50% of the taxable

Note. See the Table of Class Lives anditems for the AMT. See Form 6251, income from the property as figured under
Recovery Periods in Appendix B of Pub.Alternative Minimum Tax–Individuals; section 613(a), using only income and
946.Form 4626, Alternative Minimum deductions allowed for the AMT. Also, the

Tax–Corporations; or Schedule I of Form For property placed in service after deduction is limited to the property’s
1041, U.S. Income Tax Return for Estates 1998, refigure depreciation for the AMT adjusted basis at the end of the year, as
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refigured for the AMT. Figure this limit income from these contracts must be Schedules K and K-1: (a) the
separately for each property. When figured using the percentage of partnership’s adjusted basis of those
refiguring the property’s adjusted basis, completion method of accounting for the securities immediately before the
take into account any AMT adjustments AMT. distribution and (b) the FMV of those
made this year or in previous years that • Losses from tax shelter farm activities. securities on the date of distribution
affect basis (other than the current year’s No loss from any tax shelter farm activity (excluding the distributee partner’s share
depletion). is allowed for the AMT. of the gain on the securities distributed to

• Any information needed by certain that partner).Enter the difference between the
corporate partners to compute theregular tax and the AMT deduction. If the Line 19b— Distributions of Otheradjusted current earnings (ACE)AMT deduction is greater, enter the Propertyadjustment.difference as a negative amount.

Enter on line 19b the total distributions toSchedule K-1. If you are reporting the
Oil, Gas, and Geothermal the partner(s) of property not included onpartner’s distributive share of only one

line 19a. In computing the amount of theProperties – Gross Income and type of AMT item under code F, enter the
distribution, use the adjusted basis of theDeductions code with an asterisk (F*) and the dollar
property to the partnership immediatelyamount in the entry space in box 17 andEnter only the income and deductions for
before the distribution. Attach a statementattach a statement that shows the type ofoil, gas, and geothermal properties that
showing the adjusted basis and FMV ofAMT item. If you are reporting multipleare used to figure the partnership’s
each property distributed.types of AMT items under code F, enterordinary business income or loss (line 22

the code with an asterisk (F*) and enter Schedule K-1.  Report in box 19 theof Schedule B). If there are items of
“STMT” in the entry space in box 17 and partner’s distributive share of the amountincome or deduction for oil, gas, and
attach a statement that shows the dollar on line 19a using code A and the amountgeothermal properties included in the
amount of each type of AMT item. on line 19b using code B. Attach aamounts required to be passed through

statement to Schedule K-1 that providesseparately to the partners on Schedule Tax-Exempt Income and the information required in the instructionsK-1 (items not reported on line 1 of Nondeductible Expenses for lines 19a and 19b.Schedule K-1), attach a statement
identifying these amounts. Line 18a— Tax-Exempt Interest Other Information

Figure the amount for lines 17d and Income
17e separately for oil and gas properties Lines 20a and 20b— InvestmentOn line 18a enter all tax-exempt interestthat are not geothermal deposits and for Income and Expensesincome, including any exempt-interestall properties that are geothermal Enter on line 20a the investment incomedividends received from a mutual fund ordeposits. included on lines 5, 6a, 7, and 11 ofother regulated investment company.

Attach a statement that shows the Schedule K. Do not include other portfolioLine 18b— Other Tax-Exemptseparate amounts that are included in the gains or losses on this line.
Incomecomputation on lines 17d and 17e. Enter on line 20b the investmentEnter on line 18b all income of the expense included on line 13b of ScheduleLine 17d— Oil, Gas, and partnership exempt from tax other than K.Geothermal Properties – Gross tax-exempt interest (for example, life

Income Investment income includes grossinsurance proceeds).
income from property held for investment,Enter the aggregate amount of gross Line 18c— Nondeductible the excess of net gain attributable to theincome (within the meaning of section Expenses disposition of property held for investment613(a)) from all oil, gas, and geothermal
over net capital gain from the dispositionEnter on line 18c nondeductible expensesproperties that was received or accrued
of property held for investment, and anypaid or incurred by the partnership. Doduring the tax year and included on
net capital gain from the disposition ofnot include separately stated deductionsSchedule B.
property held for investment that theshown elsewhere on Schedules K and

Line 17e— Oil, Gas, and partner elects to include in investmentK-1, capital expenditures, or items for
Geothermal Properties – income under section 163(d)(4)(B)(iii).which the deduction is deferred to a later
Deductions Generally, investment income andtax year.

investment expenses are not treated asEnter the amount of any deductions Schedule K-1. Report the partner’s
income or expenses from a passiveallowed for the AMT that are allocable to distributive share of amounts reported on
activity. See Regulations sectionoil, gas, and geothermal properties. lines 18a, 18b, and 18c (concerning items
1.469-2(f)(10) for exceptions.affecting partner’s basis) in box 18 ofLine 17f— Other AMT Items Schedule K-1 using codes A through C, Property subject to a net lease is not

Attach a statement to each required Form respectively. treated as investment property because it
8865 and Schedule K-1 that shows the is subject to the passive loss rules. Do notDistributionspartner’s share of other items not shown reduce investment income by losses from
on lines 17a through 17e that are passive activities.Line 19a— Distributions of Cashadjustments or tax preference items, or

Investment expenses are deductibleand Marketable Securitiesthat the partner needs to complete Form
expenses (other than interest) directly6251, Form 4626, or Schedule I of Form Enter on line 19a the total distributions to
connected with the production of1041. See these forms and their the partner(s) of cash and marketable
investment income. See the Instructionsinstructions to determine the amount to securities that are treated as money
for Form 4952 for more information.enter. under section 731(c)(1). Generally,
Schedule K-1. Report the partner’smarketable securities are valued at FMVOther adjustments and tax preference
distributive share of amounts reported onon the date of distribution. However, theitems or information the partner needs
lines 20a and 20b (investment incomevalue of marketable securities does notinclude:
and expenses) in box 20 of Schedule K-1include the distributee partner’s share of• Accelerated depreciation of real
using codes A through B, respectively.the gain on the securities distributed toproperty under pre-1987 rules.

that partner. See section 731(c)(3)(B) for• Accelerated depreciation of leased If there are other items of investment
details.personal property under pre-1987 rules. income or expense included in the

• Long-term contracts entered into after If the amount on line 19a includes amounts that are required to be passed
February 28, 1986. Except for certain marketable securities treated as money, through separately to the partners on
home construction contracts, the taxable state separately on an attachment to Schedule K-1, such as net short-term
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capital gain or loss, net long-term capital sale (reduced as explained in the outstanding at the close of the year, the
gain or loss, and other portfolio gains or instructions for Form 4797, line 21). partner’s tax liability must be increased by
losses, give the partner a statement •  The partner’s distributive share of the the tax due under section 453A(c) on the
identifying these amounts. depreciation allowed or allowable, partner’s distributive share of the tax

determined as described in the deferred under the installment method.
Line 20c— Other Items and instructions for Form 4797, line 22, but Section 1260(b) information (code K).Amounts excluding the section 179 expense Any information needed by a partner to

deduction.Report the following information on a figure the interest due under section• The partner’s distributive share of thestatement attached to Form 8865. On 1260(b). If the partnership had gain from
section 179 expense deduction (if any)Schedule K-1 enter the appropriate code certain constructive ownership
passed through for the property and thein box 20 for each information item transactions, the partner’s tax liability
partnership’s tax year(s) in which thefollowed by an asterisk in the left-hand must be increased by the partner’s
amount was passed through.column of the entry space (for example, distributive share of interest due on any• An indication if the disposition is from aC*). In the right-hand column, enter deferral of gain recognition. See section
casualty or theft.“STMT”. The codes are provided below 1260(b) for details, including how to figure• If this is an installment sale madefor each information category. the interest.
during the partnership’s tax year, any Interest allocable to productionFuel tax credit information (code C). information the partner needs to complete expenditures (code L). Supply anyReport the number of gallons of each fuel Form 6252, Installment Sale Income. The information a partner needs to properlysold or used during the tax year for a partnership also must separately report capitalize interest as required by sectionnontaxable use qualifying for the credit for the partner’s distributive share of all 263A(f). See Regulations sectionstaxes paid on fuels, type of use, and the payments received for the property in the 1.263A-8 through 1.263A-15 for moreapplicable credit per gallon. See Form following tax years. (Installment payments information.4136, Credit for Federal Tax Paid on received for installments made in prior tax

Fuels, for details. CCF nonqualified withdrawal (code M).years should be reported in the same
Report nonqualified withdrawals by themanner used in prior tax years.)Look-back interest—completed
partnership from a capital constructionlong-term contracts (code D). For Recapture of section 179 deduction fund.closely held partnerships (as defined in (code G). This amount represents
Information needed to figuresection 460(b)(4)), state the information a recapture of section 179 expense
depletion–oil and gas (code N). Reportpartner needs to figure the partner’s deduction if business use of the property
the partner’s share of gross income fromdistributive share of any interest due or to dropped to 50 percent or less. If the
each property, share of production for thebe refunded under the look-back method business use of any property (placed in
tax year, etc., needed to figure theof section 460(b)(2) on certain long-term service after 1986) for which a section
partner’s depletion deduction for oil andcontracts that are accounted for under 179 expense deduction was passed
gas wells. The partnership should alsoeither the percentage of through to partners dropped to 50% or
allocate to the partner a proportionatecompletion-capitalized cost method or the less (for a reason other than disposition),
share of the adjusted basis of eachpercentage of completion method. Also the partnership must provide all the
partnership oil or gas property. Theattach the information specified in the following information.
allocation of the basis of each property isinstructions for Form 8697, Part II, lines 1 • The partner’s distributive share of the
made as specified in sectionand 3, for each tax year in which such a original basis and depreciation allowed or
613A(c)(7)(D).long-term contract is completed. allowable (not including the section 179

expense deduction). The partnership cannot deductLook-back interest—income forecast •  The partner’s distributive share of the depletion on oil and gas wells. Themethod (code E). If the partnership is a
section 179 expense deduction (if any) partner must determine the allowableclosely held partnership (as defined in
passed through for the property and the amount to report on his or her return. Seesection 460(b)(4)), and it depreciated
partnership’s tax year(s) in which the Chapter 10 in Pub. 535 for morecertain property placed in service after
amount was passed through. information.September 13, 1995, under the income
Special basis adjustment (code H). If Amortization of reforestation costsforecast method, it must attach to Form
the partnership holds oil and gas (code O). Amortization of reforestation8865 the information specified in the
properties that are depleted at the partner expenditures. Report the amortizableinstructions for Form 8866, line 2, for the
level under section 613A(c)(7)(D) and is basis of reforestation expenditures paid or3rd and 10th tax years beginning after the
notified of a transfer of an interest in the incurred before October 23, 2004, fortax year the property was placed in
partnership, it must attach a statement to which the partnership electedservice. It must also report the line 2
the transferee partner’s Schedule K-1 that amortization and the tax year theamounts to its partners. See the
identifies any section 743(b) basis amortization began for the current taxinstructions for Form 8866 for more
adjustments to property, other than year and the 7 preceding tax years. Thedetails.
depletable oil and gas property, allocable amortizable basis cannot exceed $10,000Dispositions of property with section to the partner. for each of those tax years.179 deductions (code F). Gain or loss
Section 453(l)(3) information (code I). Unrelated business taxable incomeon the sale, exchange, or other
Any information a partner needs to figure (code P). Report any information adisposition of property for which a section
the interest due under section 453(l)(3). If partner that is a tax-exempt organization179 expense deduction was passed
the partnership elected to report the may need to figure its share of unrelatedthrough to partners. The partnership must
disposition of certain timeshares and business taxable income under sectionprovide all the following information with
residential lots on the installment method, 512(a)(1) (excluding any modificationsrespect to such dispositions (see the
the partner’s tax liability must be required by paragraphs (8) through (15)instructions for Schedule B, line 6).
increased by the partner’s distributive of section 512(b)). Partners are required•  Description of the property.
share of the interest on tax attributable to to notify the partnership of their•  Date the property was acquired and
the installment payments received during tax-exempt status. See Form 990-T,placed in service.
the tax year. Exempt Organization Business Income•  Date of the sale or other disposition of

Tax Return, for more information.the property. Section 453A(c) information (code J).
•  The partner’s distributive share of the Any information a partner needs to figure Other information (code Q). Report to
gross sales price or amount realized. interest due under section 453A(c). If an the partner:
•  The partner’s distributive share of the obligation arising from the disposition of • Any information or statements a partner
cost or other basis plus the expense of property to which section 453A applies is needs to comply with section 6111
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(registration of tax shelters), section Only Category 1 filers are required to Line 2.  Report on this line income
6662(d)(2)(B)(ii) (regarding adequate complete Schedule L. included on Schedule K, lines 1, 2, 3c, 5,
disclosure of items that may cause an 6a, 7, 8, 9a, 10, and 11 not recorded onIf you answered ‘‘Yes’’ to Item G9 on
understatement of income tax), and the the partnership’s books this year.page 1 of Form 8865, you do not have to
list keeping requirements of Regulations Describe each such item of income.complete Schedule L.
section 301.6112-1. See Form 8264 and Attach a statement if necessary.Schedule L requires balance sheetsNotice 2004-80, 2004-50 I.R.B. 963. Line 3—Guaranteed payments. Includeprepared and translated into U.S. dollars• Any information a partner that is a guaranteed payments shown onin accordance with U.S. generally
publicly traded partnership may need to Schedule K, line 4 (other than amountsaccepted accounting principles (GAAP).
determine if it meets the 90% qualifying paid for insurance that constitutesException. If the partnership or anyincome test of section 7704(c)(2). medical care for a partner, a partner’squalified business unit of the partnershipPartners are required to notify the spouse, and a partner’s dependents).uses the dollar approximate separatepartnership of their status as a publicly

transactions method (DASTM), Scheduletraded partnership. Line 4b—Travel andL should reflect the tax balance sheets• If the partnership participates in a Entertainmentprepared and translated into U.S. dollarstransaction that must be disclosed on Include on this line:according to Regulations sectionForm 8886, its partners also may be • Meal and entertainment expenses not1.985-3(d).required to file Form 8886 for the deductible under section 274(n).transaction. Attach a statement to • Expenses for the use of anSchedule K-1 providing the information a entertainment facility.Schedule M—Balancepartner needs to file Form 8886 for the • The part of business gifts over $25.transaction. See Form 8886 for more Sheets for Interest • Expenses of an individual allocable toinformation. conventions on cruise ships over $2,000.Allocation• Any other information a partner may • Employee achievement awards over
All Category 1 filers must completeneed to file his or her return that is not $400. See exceptions at section
Schedule M. Schedule M should reflectshown elsewhere on Schedule K-1. For 274(j)(2)(B).
the book values of the partnership’sexample, if one of the partners is a • The part of the cost of entertainment
assets, as described in Temporarypension plan, that partner may need tickets that exceeds face value (also
Regulations sections 1.861-9T(g)(2) andspecial information to properly file its tax subject to 50% disallowance).
1.861-12T. Assets should bereturn. • The part of the cost of skyboxes that
characterized as U.S. assets or foreign exceeds the face value of nonluxury boxOther Foreign Transactions (Box assets in one or more separate limitation seat tickets.
categories as provided in Temporary16 of Schedule K-1, Codes O, P, • The part of the cost of luxury water
Regulations sections 1.861-9T(g)(3) andand Q) travel not allowed under section 274(m).
1.861-12T. The balance sheets should be • Expenses for travel as a form of
prepared in U.S. dollars under Temporary Do not report these amounts in education.
Regulations section 1.861-9T(g)(2)(ii).box 20 of Schedule K-1. Instead, • Nondeductible club dues.

report them in box 16 as explained Exception.  If the partnership or anyCAUTION
!

• Other nondeductible travel and
below. qualified business unit of the partnership entertainment expenses.

uses DASTM, Schedule M should reflect• Foreign trading gross receipts (code the tax balance sheet prepared in U.S.
O). Report the partner’s distributive share dollars under Regulations section
of foreign trading gross receipts from line Schedule M-2—Analysis1.985-3(d). See Temporary Regulations
15 of Form 8873 using code O. See section 1.861-9T(g)(2)(ii)(A)(2) for more of Partners’ CapitalExtraterritorial Income Exclusion on page information on DASTM.
11. AccountsLine 2. Enter the partnership’s foreign• Extraterritorial income exclusion Important: You do not need to completeassets according to the following income(code P).  If the partnership is not Schedule M-2 if you have attached tolimitation categories:permitted to deduct the extraterritorial Form 8865 a copy of the Schedule M-2• Passive income category.income exclusion as a non-separately from Form 1065 or Form 1065-B.• Listed categories (attach a statementstated item, attach a statement to classifying foreign assets by the Only Category 1 filers are required toSchedule K-1 showing the partner’s categories listed in the instructions for line complete Schedule M-2. If you answereddistributive share of the extraterritorial 16e on page 22). ‘‘Yes’’ to Item G9 on page 1 of Formincome exclusion reported on lines 52a • General limitation income category. 8865, you do not have to completeand 52b of Form 8873. Also identify the

See the instructions for line 16 of Schedule M-2.activity to which the exclusion is related.
Schedule K and section 904(d) for more• Other foreign transactions (code Q). Show what caused the changes in theinformation.Enter in box 16 of Schedule K-1 any other direct partners’ capital accounts during

foreign transaction information the the partnership’s tax year as reflected on
partners need to prepare their tax returns the partnership’s books and records. AllSchedule M-1—using code Q. items must be reported in U.S. dollars.

Reconciliation of Income  Though not required to, you may use
the rules in Regulations section(Loss) per Books With
1.704-1(b)(2)(iv) to determine theSchedule L—Balance Income (Loss) per Return partners’ capital accounts in Schedule

Sheets per Books M-2. If the beginning and ending capitalImportant: You do not need to complete
accounts reported under these rules differImportant: You do not need to complete Schedule M-1 if you have attached to
from the amounts reported on ScheduleSchedule L if you have attached to Form Form 8865 a copy of the Schedule M-1
L, attach a statement reconciling any8865 a copy of the Schedule L from Form from Form 1065 or Form 1065-B.
differences.1065 or Form 1065-B. Only Category 1 filers are required to

The balance sheets should agree with complete Schedule M-1. If you answered Line 2—Capital contributed during
the partnership’s books and records. ‘‘Yes’’ to Item G9 on page 1 of Form year.  Include on line 2a the amount of
Attach a statement explaining any 8865, you do not have to complete money contributed and on line 2b the
differences. Schedule M-1. amount of property contributed by the
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partner to the partnership as reflected on partnership as part of a wider transaction,
the partnership’s books and records. briefly describe the entire transaction.Schedule O—Transfer of
Line 3—Net income (loss) per books. Part II—DispositionsProperty to a ForeignEnter on line 3 the partnership’s net Reportable Under Section
income (loss) shown on the partnership’s Partnership 6038Bbooks, from Schedule M-1, line 1.

Note. Category 3 filers must complete Use Part II to report certain dispositions
Line 6—Distributions. Schedule O. by a foreign partnership. If you were

required to report a transfer ofLine 6a—Cash. Enter the amount of Part I—Transfers Reportable appreciated property to the partnership,money distributed to the partner by the Under Section 6038B and the partnership disposes of thepartnership.
Part I is used to report the transfer of property while you are still a direct or

Line 6b—Property. Enter the amount property to a foreign partnership. Provide constructive partner, you must report that
of property distributed to the partner by the information required in columns (a) disposition in Part II. If the partnership
the partnership as reflected on the through (g) with respect to each disposes of the property in a
partnership’s books and records. Include contribution of property to the foreign nonrecognition transaction and receives
withdrawals from inventory for the partnership that must be reported. If you in exchange substituted basis property,
personal use of a partner. contributed property with a FMV greater report the subsequent disposition of the

than its tax basis (appreciated property), substituted basis property in the same
or intangible property, provide the manner as provided for the contributed
information required in columns (a) property. See section 7701(a)(42) for theSchedule N—Transactions
through (g) separately with respect to definition of substituted basis propertyBetween Controlled each item of property transferred (except and Regulations section 1.704-3(a)(8) for
to the extent you are allowed to more information.Foreign Partnership and
aggregate the property under Regulations Column (a). Provide a brief description
section 1.704-3(e)(2), (3), and (4)).Partners or Other Related of the property disposed of by the
Provide a general description of each partnership. If you are reporting theEntities item of property in the Supplemental disposition of substituted basis propertyAll Category 1 filers must complete Information Required To Be Reported received by the partnership in aSchedule N and report all transactions of section. For all other property contributed, nonrecognition transaction in exchangethe foreign partnership during the tax year aggregate by the categories listed in Part for appreciated property contributed byof the partnership listed on the top of I. you, enter “See Attached.” Attach apage 1 of Form 8865. A Category 1 filer Column (a). Enter the date of the schedule providing brief descriptions offiling a Form 8865 for other Category 1 transfer. If the transfer was composed of both the property contributed by you tofilers under the multiple Category 1 filers a series of transactions over multiple the partnership and the substituted basisexception must complete a Schedule N dates, enter the date the transfer was property received by the partnership infor itself and a separate Schedule N for completed. exchange for that property.each Category 1 filer not filing Form 8865.
Column (b). Enter the number of items Column (b). Enter the date that you

Category 2 filers are required to of property transferred. transferred this property to the
complete columns (a), (b), and (c) of partnership. If you are reporting theColumn (c). Enter the FMV of theSchedule N. Category 2 filers do not have disposition of substituted basis propertyproperty contributed (measured as of theto complete column (d). received by the partnership in adate of the transfer).

nonrecognition transaction in exchangeColumn (a). Use column (a) to report Column (d). Enter your adjusted basis in for property previously contributed by you,transactions between the foreign the property contributed on the date of the enter “See Attached.” Attach a statementpartnership and the person filing the Form transfer. See sections 1011 through 1016 showing both the date you transferred the8865. for more information on the determination appreciated property to the partnershipof adjusted basis.Column (d). Use column (d) to report and the date the partnership exchanged
transactions between the foreign Column (e). If you contributed the property for substituted basis property
partnership and any U.S. person with a appreciated property, enter the method in a nonrecognition transaction. See
10% or more direct interest in the foreign (traditional, traditional with curative Regulations section 1.6038B-2.
partnership. If such person also qualifies allocations, or remedial) used by the Column (c). Enter the date that theunder column (b), do not report partnership to make section 704(c) partnership disposed of the property.transactions between the foreign allocations with respect to each item of

Column (d). Briefly describe how thepartnership and that person under column property. See Regulations section
partnership disposed of the property (for(d). Report the transactions only under 1.704-3(b), (c), and (d) for more
example, by sale or exchange).column (b). information on these allocation methods.
Column (e). Enter the amount of gain, ifColumn (f). Enter the amount of gain, ifLines 6 and 16. Enter distributions
any, recognized by the partnership on theany, recognized on the transfer. Seereceived from other partnerships and
disposition of property.sections 721(b) and 904(f)(3).distributions from the foreign partnership
Column (f). Enter the amount offor which this form is being completed. Column (g). Enter your percentage
depreciation recapture, if any, recognizedinterest in the partnership immediatelyLines 20 and 21. Enter the largest by the partnership on the disposition ofafter the transfer. To the extent youroutstanding balances during the year of property. See Regulations sectionpercentage interest in the partnershipgross amounts borrowed from, and gross 1.1245-1(e) and 1.1250-1(f).differs among capital, profits, losses, oramounts lent to, the related parties

deductions, enter “See Below” and state Column (g). Enter the amount of gaindescribed in columns (a) through (d). Do
the different percentages. from column (e) allocated to you.not enter aggregate cash flows, year-end

loan balances, average balances, or net Supplemental information required to Column (h). Enter the amount of
balances. Do not include open account be reported. Enter any information from depreciation recapture from column (f)
balances resulting from sales and Part I that is required to be reported in allocated to you. See Regulations
purchases reported under other items greater detail. Identify the applicable sections 1.1245-1(e) and 1.1250-1(f). If
listed on Schedule N that arise and are column number next to the information you recognize any section 1254 recapture
collected in full in the ordinary course of entered in this section. In addition, if you on the partnership’s disposition of natural
business. contributed property to a foreign resource recapture property, enter “See
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Attached” and attach a schedule as of the date of acquisition). See partnership both before and immediately
calculating the amount of recapture. See sections 722 and 742. after the disposition. To the extent your
Regulations section 1.1254-5. percentage interest in the partnership

Columns (e) and (f). Enter your total differs among capital, profits, losses, or
direct percentage interest in thePart III—Gain Recognition deductions, enter “See Below” and state
partnership both before and immediatelyUnder Section 904(f)(3) or the different percentages in Part IV.
after the acquisition. To the extent your(f)(5)(F)
direct percentage interest in the Part III—Change inIf gain recognition was required with partnership differs among capital, profits,

respect to any transfer reported in Part I Proportional Interestlosses, or deductions, enter “See Below”
under section 904(f)(3) and (f)(5)(F), This section is completed by U.S. personsand state the different percentages in Part
attach a schedule identifying the transfer who are Category 4 filers because theirIV.
and the amount of gain recognized. direct proportional interest in the foreign

partnership changed. See Category ofPart II—Dispositions
Filers beginning on page 1 for moreThis section is completed by U.S. personsSchedule P—Acquisitions, details about which changes inwho are Category 4 filers because they
proportional interest must be reported.disposed of an interest in a foreignDispositions, and Changes

partnership. See Categories of Filers Column (a). Briefly describe the eventof Interests in a Foreign beginning on page 1 for more details that caused your interest in the
about what types of dispositions must bePartnership partnership to change (for example, the
reported. For each disposition reported in admission of a new partner).Use Schedule P to report the acquisition, Part II, indicate in Part IV whether a

disposition, and change of interest in a statement is required by Regulations Column (b). Enter the date of theforeign partnership. section 1.751-1(a)(3) to be filed with change. If the change resulted from a
Every Category 4 filer must complete respect to the disposition. series of transactions over multiple dates,

Schedule P. enter the date the change was completed.Column (a). Unless you disposed of the
Part I—Acquisitions interest by withdrawing, in whole or in Column (c). Enter the FMV of your

part, from the partnership, enter thePart I is completed by Category 4 filers interest in the partnership immediately
name, address, and identifying number (ifrequired to report an acquisition of an before the change.
any) of the person to whom youinterest in a foreign partnership. See
transferred the interest in the foreign Column (d). Enter your basis in yourCategories of Filers beginning on page 1
partnership. partnership interest immediately beforefor more details about which types of

the change.acquisitions must be reported. Column (b). Enter the date of the
Column (a). If you acquired the interest disposition. If the disposition was Columns (e) and (f).  Enter your direct
in the foreign partnership by purchase, composed of a series of transactions over percentage interest in the partnership
gift, inheritance, or in a distribution from a multiple dates, enter the date the both before and immediately after the
trust, estate, partnership, or corporation, disposition was completed. change. To the extent your percentage
enter the name, address, and identifying interest in the partnership differs amongColumn (c). Enter the FMV of thenumber (if any), of the person from whom capital, profits, losses, or deductions,interest you disposed of in the partnershipyou acquired the interest. enter “See Below” and state the different(measured as of the date of disposition).

percentages in Part IV.Column (b). Enter the date of the If you recognized gain or loss on the
acquisition. If the acquisition was disposition, state the amount of gain or
composed of a series of transactions over Part IV—Supplementalloss in Part IV. See section 741.
multiple dates, enter the date the Information Required To Be

Column (d). Enter your adjusted basis inacquisition was completed. Reported
the partnership interest disposed ofColumn (c).  Enter the FMV of the Enter any information asked for in Part I,immediately before the disposition. Seeinterest you acquired in the partnership Part II, or Part III that must be reported insection 705.(measured as of the date of acquisition). detail. Identify the applicable part number

Column (d). Enter your basis in the Columns (e) and (f). Enter your total and column next to the information
acquired partnership interest (measured direct percentage interest in the entered in Part IV.

Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal Revenue laws
of the United States. Sections 6038, 6038B, and 6046A require you to provide this information. Section 6109 requires you to provide
your identifying number (SSN, EIN, or PTIN). We need this information to ensure that you are complying with the revenue laws and
to allow us to figure and collect the right amount of tax.

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

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

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

8865 89 hr., 21 min. 23 hr., 16 min. 36 hr., 26 min.
Schedule K-1 (Form 8865) 10 hr., 31 min.  35 min.  48 min.
Schedule O (Form 8865) 12 hr., 12 min. 2 hr., 22 min. 2 hr., 41 min.
Schedule P (Form 8865) 5 hr., 15 min. 35 min. 42 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making this form and related
schedules simpler, we would be happy to hear from you. See the instructions for the tax return with which this form is filed. If you do
not have to file a tax return, see the instructions for the return you would be required to file.
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Using the list of activities and codes below, purchases raw materials and supplies them to aCodes for Principal Business determine from which activity the business derives subcontractor to produce the finished product, but
the largest percentage of its “total receipts.” Total retains title to the product, the business isActivity and Principal Product
receipts is defined as the sum of gross receipts or considered a manufacturer and must use one of theor Service sales (Schedule B, line 1a); all other income manufacturing codes (311110 – 339900).
reported on Schedule B, lines 4 through 7; income Once the Principal Business Activity isThis list of Principal Business Activities and their reported on Schedule K, lines 3a, 5, 6a, and 7; determined, enter the six-digit code from the listassociated codes is designed to classify an income or net gain reported on Schedule K, lines 8, below on page 1, Item F6. Also enter a briefenterprise by the type of activity in which it is 9a, 10, and 11; and income or net gain reported on description of the business activity in Item F7.engaged to facilitate the administration of the Form 8825, lines 2, 19, and 20a. If the business

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

Code Code Code Code

Heavy and Civil Engineering 316210 Footwear Mfg (including 332300 Architectural & StructuralAgriculture, Forestry, Fishing
Construction rubber & plastics) Metals Mfgand Hunting
237100 Utility System Construction 316990 Other Leather & Allied 332400 Boiler, Tank, & ShippingCrop Production Product Mfg Container Mfg237210 Land Subdivision111100 Oilseed & Grain Farming 332510 Hardware MfgWood Product Manufacturing237310 Highway, Street, & Bridge111210 Vegetable & Melon Farming Construction 332610 Spring & Wire Product Mfg321110 Sawmills & Wood(including potatoes & yams) Preservation237990 Other Heavy & Civil 332700 Machine Shops; Turned111300 Fruit & Tree Nut Farming Engineering Construction Product; & Screw, Nut, & Bolt321210 Veneer, Plywood, &

111400 Greenhouse, Nursery, & MfgEngineered Wood ProductSpecialty Trade ContractorsFloriculture Production Mfg 332810 Coating, Engraving, Heat238100 Foundation, Structure, &111900 Other Crop Farming Treating, & Allied Activities321900 Other Wood Product MfgBuilding Exterior Contractors(including tobacco, cotton, 332900 Other Fabricated Metal(including framing carpentry, Paper Manufacturingsugarcane, hay, peanut, Product Mfgmasonry, glass, roofing, & 322100 Pulp, Paper, & Paperboardsugar beet & all other crop siding) Machinery ManufacturingMillsfarming)
238210 Electrical Contractors 333100 Agriculture, Construction, &322200 Converted Paper Product MfgAnimal Production
238220 Plumbing, Heating, & Mining Machinery MfgPrinting and Related Support112111 Beef Cattle Ranching & Air-Conditioning Contractors 333200 Industrial Machinery MfgActivitiesFarming
238290 Other Building Equipment 333310 Commercial & Service323100 Printing & Related Support112112 Cattle Feedlots Contractors Industry Machinery MfgActivities112120 Dairy Cattle & Milk 238300 Building Finishing 333410 Ventilation, Heating,Petroleum and Coal ProductsProduction Contractors (including Air-Conditioning, &Manufacturing112210 Hog & Pig Farming drywall, insulation, painting, Commercial Refrigeration324110 Petroleum Refineries112300 Poultry & Egg Production wallcovering, flooring, tile, & Equipment Mfg(including integrated)finish carpentry)112400 Sheep & Goat Farming 333510 Metalworking Machinery Mfg324120 Asphalt Paving, Roofing, &238900 Other Specialty Trade112510 Animal Aquaculture (including 333610 Engine, Turbine & PowerSaturated Materials MfgContractors (including siteshellfish & finfish farms & Transmission Equipment Mfg324190 Other Petroleum & Coalpreparation)hatcheries) 333900 Other General PurposeProducts Mfg112900 Other Animal Production Machinery MfgChemical ManufacturingManufacturingForestry and Logging Computer and Electronic Product325100 Basic Chemical MfgFood Manufacturing113110 Timber Tract Operations Manufacturing325200 Resin, Synthetic Rubber, &311110 Animal Food Mfg113210 Forest Nurseries & Gathering 334110 Computer & PeripheralArtificial & Synthetic Fibers &of Forest Products 311200 Grain & Oilseed Milling Equipment MfgFilaments Mfg

113310 Logging 311300 Sugar & Confectionery 334200 Communications Equipment325300 Pesticide, Fertilizer, & OtherProduct Mfg MfgFishing, Hunting and Trapping Agricultural Chemical Mfg
311400 Fruit & Vegetable Preserving 334310 Audio & Video Equipment114110 Fishing 325410 Pharmaceutical & Medicine& Specialty Food Mfg Mfg114210 Hunting & Trapping Mfg
311500 Dairy Product Mfg 334410 Semiconductor & Other325500 Paint, Coating, & AdhesiveSupport Activities for Agriculture

Electronic Component Mfg311610 Animal Slaughtering and Mfgand Forestry
Processing 334500 Navigational, Measuring,325600 Soap, Cleaning Compound, &115110 Support Activities for Crop

Electromedical, & Control311710 Seafood Product Preparation Toilet Preparation MfgProduction (including cotton
Instruments Mfg& Packagingginning, soil preparation, 325900 Other Chemical Product &

334610 Manufacturing & Reproducing311800 Bakeries & Tortilla Mfgplanting, & cultivating) Preparation Mfg
Magnetic & Optical Media311900 Other Food Mfg (including115210 Support Activities for Animal Plastics and Rubber Products

Electrical Equipment, Appliance, andcoffee, tea, flavorings &Production Manufacturing
Component Manufacturingseasonings)115310 Support Activities For 326100 Plastics Product Mfg
335100 Electric Lighting EquipmentBeverage and Tobacco ProductForestry 326200 Rubber Product Mfg MfgManufacturing

Nonmetallic Mineral Product 335200 Household Appliance Mfg312110 Soft Drink & Ice MfgMining Manufacturing
335310 Electrical Equipment Mfg312120 Breweries211110 Oil & Gas Extraction 327100 Clay Product & Refractory
335900 Other Electrical Equipment &312130 Wineries212110 Coal Mining Mfg

Component Mfg312140 Distilleries212200 Metal Ore Mining 327210 Glass & Glass Product Mfg
Transportation Equipment312200 Tobacco Manufacturing212310 Stone Mining & Quarrying 327300 Cement & Concrete Product ManufacturingTextile Mills and Textile Product Mfg212320 Sand, Gravel, Clay, &
336100 Motor Vehicle MfgMillsCeramic & Refractory 327400 Lime & Gypsum Product Mfg
336210 Motor Vehicle Body & TrailerMinerals Mining & Quarrying 313000 Textile Mills 327900 Other Nonmetallic Mineral Mfg212390 Other Nonmetallic Mineral 314000 Textile Product Mills Product Mfg
336300 Motor Vehicle Parts MfgMining & Quarrying Apparel Manufacturing Primary Metal Manufacturing
336410 Aerospace Product & Parts213110 Support Activities for Mining 315100 Apparel Knitting Mills 331110 Iron & Steel Mills & Ferroalloy Mfg

Mfg315210 Cut & Sew Apparel 336510 Railroad Rolling Stock MfgUtilities Contractors 331200 Steel Product Mfg from
336610 Ship & Boat Building221100 Electric Power Generation, Purchased Steel315220 Men’s & Boys’ Cut & Sew
336990 Other TransportationTransmission & Distribution Apparel Mfg 331310 Alumina & Aluminum

Equipment Mfg221210 Natural Gas Distribution Production & Processing315230 Women’s & Girls’ Cut & Sew
Furniture and Related Product221300 Water, Sewage & Other Apparel Mfg 331400 Nonferrous Metal (except
ManufacturingSystems Aluminum) Production &315290 Other Cut & Sew Apparel Mfg
337000 Furniture & Related ProductProcessing315990 Apparel Accessories & Other Manufacturing331500 FoundriesConstruction Apparel Mfg
Miscellaneous ManufacturingFabricated Metal ProductConstruction of Buildings Leather and Allied Product
339110 Medical Equipment &ManufacturingManufacturing236110 Residential Building

Supplies Mfg332110 Forging & StampingConstruction 316110 Leather & Hide Tanning &
339900 Other MiscellaneousFinishing 332210 Cutlery & Handtool Mfg236200 Nonresidential Building

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

Code Code Code Code

Building Material and Garden 454390 Other Direct Selling Internet Publishing andWholesale Trade
Equipment and Supplies Dealers Establishments (including BroadcastingMerchant Wholesalers, Durable door-to-door retailing, frozen444110 Home Centers 516110 Internet Publishing &Goods food plan providers, party Broadcasting444120 Paint & Wallpaper Stores423100 Motor Vehicle & Motor plan merchandisers, & Telecommunications444130 Hardware StoresVehicle Parts & Supplies coffee-break service

517000 Telecommunications444190 Other Building Material423200 Furniture & Home providers)
(including paging, cellular,DealersFurnishings
satellite, cable & other444200 Lawn & Garden Equipment &423300 Lumber & Other Construction Transportation and program distribution,Supplies StoresMaterials Warehousing resellers, & other

Food and Beverage Stores423400 Professional & Commercial telecommunications)Air, Rail, and Water TransportationEquipment & Supplies 445110 Supermarkets and Other Internet Service Providers, Web481000 Air TransportationGrocery (except423500 Metal & Mineral (except Search Portals, and Data Processing482110 Rail TransportationConvenience) StoresPetroleum) Services483000 Water Transportation445120 Convenience Stores423600 Electrical & Electronic Goods 518111 Internet Service ProvidersTruck Transportation445210 Meat Markets423700 Hardware, & Plumbing & 518112 Web Search Portals484110 General Freight Trucking,Heating Equipment & 445220 Fish & Seafood Markets 518210 Data Processing, Hosting, &LocalSupplies 445230 Fruit & Vegetable Markets Related Services484120 General Freight Trucking,423800 Machinery, Equipment, & 445291 Baked Goods Stores Other Information ServicesLong-distanceSupplies 445292 Confectionery & Nut Stores 519100 Other Information Services484200 Specialized Freight Trucking423910 Sporting & Recreational 445299 All Other Specialty Food (including news syndicates &Goods & Supplies Transit and Ground PassengerStores libraries)423920 Toy & Hobby Goods & Transportation445310 Beer, Wine, & Liquor StoresSupplies 485110 Urban Transit SystemsHealth and Personal Care Stores Finance and Insurance423930 Recyclable Materials 485210 Interurban & Rural Bus
446110 Pharmacies & Drug Stores Depository Credit Intermediation423940 Jewelry, Watch, Precious Transportation
446120 Cosmetics, Beauty Supplies, 522110 Commercial BankingStone, & Precious Metals 485310 Taxi Service

& Perfume Stores 522120 Savings Institutions423990 Other Miscellaneous Durable 485320 Limousine Service
446130 Optical Goods StoresGoods 522130 Credit Unions485410 School & Employee Bus
446190 Other Health & Personal 522190 Other Depository CreditMerchant Wholesalers, Nondurable Transportation

Care Stores IntermediationGoods 485510 Charter Bus Industry
Gasoline Stations424100 Paper & Paper Products Nondepository Credit Intermediation485990 Other Transit & Ground
447100 Gasoline Stations (including424210 Drugs & Druggists’ Sundries 522210 Credit Card IssuingPassenger Transportation

convenience stores with gas)424300 Apparel, Piece Goods, & 522220 Sales FinancingPipeline Transportation
Clothing and Clothing AccessoriesNotions 522291 Consumer Lending486000 Pipeline TransportationStores424400 Grocery & Related Products 522292 Real Estate Credit (includingScenic & Sightseeing Transportation448110 Men’s Clothing Stores424500 Farm Product Raw Materials mortgage bankers &487000 Scenic & Sightseeing448120 Women’s Clothing Stores originators)424600 Chemical & Allied Products Transportation
448130 Children’s & Infants’ Clothing 522293 International Trade Financing424700 Petroleum & Petroleum Support Activities for TransportationStoresProducts 522294 Secondary Market Financing488100 Support Activities for Air448140 Family Clothing Stores424800 Beer, Wine, & Distilled 522298 All Other NondepositoryTransportation448150 Clothing Accessories StoresAlcoholic Beverages Credit Intermediation488210 Support Activities for Rail448190 Other Clothing Stores424910 Farm Supplies Activities Related to CreditTransportation
448210 Shoe Stores Intermediation424920 Book, Periodical, & 488300 Support Activities for Water

Newspapers 448310 Jewelry Stores 522300 Activities Related to CreditTransportation
Intermediation (including loan424930 Flower, Nursery Stock, & 448320 Luggage & Leather Goods 488410 Motor Vehicle Towing
brokers, check clearing, &Florists’ Supplies Stores 488490 Other Support Activities for money transmitting)424940 Tobacco & Tobacco Products Sporting Goods, Hobby, Book, and Road Transportation

Securities, Commodity Contracts,Music Stores424950 Paint, Varnish, & Supplies 488510 Freight Transportation and Other Financial Investments and451110 Sporting Goods Stores424990 Other Miscellaneous Arrangement Related ActivitiesNondurable Goods 451120 Hobby, Toy, & Game Stores 488990 Other Support Activities for 523110 Investment Banking &Wholesale Electronic Markets and 451130 Sewing, Needlework, & Piece Transportation Securities DealingAgents and Brokers Goods Stores Couriers and Messengers 523120 Securities Brokerage425110 Business to Business 451140 Musical Instrument & 492110 Couriers 523130 Commodity ContractsElectronic Markets Supplies Stores 492210 Local Messengers & Local Dealing425120 Wholesale Trade Agents & 451211 Book Stores Delivery 523140 Commodity ContractsBrokers 451212 News Dealers & Newsstands Warehousing and Storage Brokerage
451220 Prerecorded Tape, Compact 493100 Warehousing & Storage 523210 Securities & CommodityRetail Trade Disc, & Record Stores (except lessors of Exchanges

Motor Vehicle and Parts Dealers General Merchandise Stores miniwarehouses & 523900 Other Financial Investment
441110 New Car Dealers self-storage units)452110 Department Stores Activities (including portfolio
441120 Used Car Dealers 452900 Other General Merchandise management & investment

Stores Information advice)441210 Recreational Vehicle Dealers
Miscellaneous Store Retailers441221 Motorcycle Dealers Publishing Industries (except Insurance Carriers and Related

Internet) Activities453110 Florists441222 Boat Dealers
511110 Newspaper Publishers 524140 Direct Life, Health, & Medical453210 Office Supplies & Stationery441229 All Other Motor Vehicle

Insurance & ReinsuranceStoresDealers 511120 Periodical Publishers
Carriers453220 Gift, Novelty, & Souvenir441300 Automotive Parts, 511130 Book Publishers

524150 Direct Insurance &StoresAccessories, & Tire Stores 511140 Directory & Mailing List
Reinsurance (except Life,453310 Used Merchandise Stores PublishersFurniture and Home Furnishings
Health & Medical) CarriersStores 453910 Pet & Pet Supplies Stores 511190 Other Publishers

524210 Insurance Agencies &442110 Furniture Stores 453920 Art Dealers 511210 Software Publishers Brokerages
442210 Floor Covering Stores 453930 Manufactured (Mobile) Home Motion Picture and Sound 524290 Other Insurance RelatedDealers442291 Window Treatment Stores Recording Industries Activities (including

453990 All Other Miscellaneous Store442299 All Other Home Furnishings 512100 Motion Picture & Video third-party administration of
Retailers (including tobacco,Stores Industries (except video insurance and pension funds)
candle, & trophy shops) rental)Electronics and Appliance Stores Funds, Trusts, and Other Financial

Nonstore Retailers 512200 Sound Recording Industries Vehicles443111 Household Appliance Stores
454110 Electronic Shopping & Broadcasting (except Internet) 525100 Insurance & Employee443112 Radio, Television, & Other

Mail-Order Houses Benefit FundsElectronics Stores 515100 Radio & Television
454210 Vending Machine Operators Broadcasting 525910 Open-End Investment Funds443120 Computer & Software Stores
454311 Heating Oil Dealers (Form 1120-RIC)515210 Cable & Other Subscription443130 Camera & Photographic

Programming454312 Liquefied Petroleum Gas 525920 Trusts, Estates, & AgencySupplies Stores
(Bottled Gas) Dealers Accounts

454319 Other Fuel Dealers

-30-



Page 31 of 32 Instructions for Form 8865 16:10 - 17-FEB-2005

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

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

Code Code Code Code

525930 Real Estate Investment 541512 Computer Systems Design 621112 Offices of Physicians, Mental Accommodation and Food
Trusts (Form 1120-REIT) Services Health Specialists Services

525990 Other Financial Vehicles 541513 Computer Facilities 621210 Offices of Dentists Accommodation(including closed-end Management Services Offices of Other Health Practitioners 721110 Hotels (except Casino Hotels)investment funds) 541519 Other Computer Related 621310 Offices of Chiropractors & MotelsServices“Offices of Bank Holding Companies” 621320 Offices of Optometrists 721120 Casino Hotelsand “Offices of Other Holding Other Professional, Scientific, and 621330 Offices of Mental Health 721191 Bed & Breakfast InnsCompanies” are located under Technical Services Practitioners (exceptManagement of Companies (Holding 721199 All Other Traveler541600 Management, Scientific, & Physicians)Companies) below. AccommodationTechnical Consulting 621340 Offices of Physical, 721210 RV (Recreational Vehicle)Services Occupational & Speech Parks & Recreational CampsReal Estate and Rental and 541700 Scientific Research & Therapists, & Audiologists
721310 Rooming & Boarding HousesDevelopment ServicesLeasing 621391 Offices of Podiatrists
Food Services and Drinking Places541800 Advertising & RelatedReal Estate 621399 Offices of All Other

Services 722110 Full-Service RestaurantsMiscellaneous Health531110 Lessors of Residential
541910 Marketing Research & Public 722210 Limited-Service EatingPractitionersBuildings & Dwellings

Opinion Polling Places531114 Cooperative Housing Outpatient Care Centers
541920 Photographic Services 722300 Special Food Services531120 Lessors of Nonresidential 621410 Family Planning Centers

(including food service541930 Translation & InterpretationBuildings (except 621420 Outpatient Mental Health & contractors & caterers)ServicesMiniwarehouses) Substance Abuse Centers
722410 Drinking Places (Alcoholic541940 Veterinary Services531130 Lessors of Miniwarehouses & 621491 HMO Medical Centers Beverages)541990 All Other Professional,Self-Storage Units 621492 Kidney Dialysis CentersScientific, & Technical531190 Lessors of Other Real Estate 621493 Freestanding AmbulatoryServices Other ServicesProperty Surgical & Emergency
Repair and Maintenance531210 Offices of Real Estate Agents CentersManagement of Companies& Brokers 811110 Automotive Mechanical &621498 All Other Outpatient Care

Electrical Repair &(Holding Companies)531310 Real Estate Property Centers
MaintenanceManagers 551111 Offices of Bank Holding Medical and Diagnostic Laboratories

811120 Automotive Body, Paint,Companies531320 Offices of Real Estate 621510 Medical & Diagnostic Interior, & Glass RepairAppraisers 551112 Offices of Other Holding Laboratories
811190 Other Automotive Repair &Companies531390 Other Activities Related to Home Health Care Services Maintenance (including oilReal Estate

621610 Home Health Care Services change & lubrication shops &Rental and Leasing Services Administrative and Support
car washes)Other Ambulatory Health Care532100 Automotive Equipment Rental and Waste Management and Services 811210 Electronic & Precision& Leasing Remediation Services Equipment Repair &621900 Other Ambulatory Health532210 Consumer Electronics & Administrative and Support Services MaintenanceCare Services (includingAppliances Rental 561110 Office Administrative ambulance services & blood 811310 Commercial & Industrial

532220 Formal Wear & Costume Services & organ banks) Machinery & Equipment
Rental (except Automotive &561210 Facilities Support Services Hospitals

532230 Video Tape & Disc Rental Electronic) Repair &561300 Employment Services 622000 Hospitals
532290 Other Consumer Goods Maintenance561410 Document Preparation Nursing and Residential CareRental 811410 Home & Garden Equipment &Services Facilities532310 General Rental Centers Appliance Repair &561420 Telephone Call Centers 623000 Nursing & Residential Care Maintenance532400 Commercial & Industrial Facilities561430 Business Service CentersMachinery & Equipment 811420 Reupholstery & Furniture(including private mail centers Social AssistanceRental & Leasing Repair& copy shops) 624100 Individual & Family Services 811430 Footwear & Leather GoodsLessors of Nonfinancial Intangible 561440 Collection Agencies 624200 Community Food & Housing, RepairAssets (except copyrighted works)

561450 Credit Bureaus & Emergency & Other Relief 811490 Other Personal & Household533110 Lessors of Nonfinancial
Services561490 Other Business Support Goods Repair & MaintenanceIntangible Assets (except

Services (including 624310 Vocational Rehabilitationcopyrighted works) Personal and Laundry Servicesrepossession services, court Services
812111 Barber Shopsreporting, & stenotype 624410 Child Day Care ServicesProfessional, Scientific, and 812112 Beauty Salonsservices)

Technical Services 812113 Nail Salons561500 Travel Arrangement & Arts, Entertainment, andLegal Services Reservation Services 812190 Other Personal CareRecreation541110 Offices of Lawyers Services (including diet &561600 Investigation & Security
Performing Arts, Spectator Sports, weight reducing centers)Services541190 Other Legal Services
and Related Industries 812210 Funeral Homes & Funeral561710 Exterminating & Pest ControlAccounting, Tax Preparation,
711100 Performing Arts Companies ServicesServicesBookkeeping, and Payroll Services
711210 Spectator Sports (including 812220 Cemeteries & Crematories561720 Janitorial Services541211 Offices of Certified Public

sports clubs & racetracks) 812310 Coin-Operated Laundries &Accountants 561730 Landscaping Services
711300 Promoters of Performing Arts, Drycleaners541213 Tax Preparation Services 561740 Carpet & Upholstery Cleaning

Sports, & Similar Events 812320 Drycleaning & LaundryServices541214 Payroll Services
711410 Agents & Managers for Services (except561790 Other Services to Buildings &541219 Other Accounting Services Artists, Athletes, Entertainers, Coin-Operated)DwellingsArchitectural, Engineering, and & Other Public Figures 812330 Linen & Uniform Supply561900 Other Support ServicesRelated Services 711510 Independent Artists, Writers, 812910 Pet Care (except Veterinary)(including packaging &541310 Architectural Services & Performers Serviceslabeling services, &

541320 Landscape Architecture Museums, Historical Sites, andconvention & trade show 812920 PhotofinishingServices Similar Institutionsorganizers) 812930 Parking Lots & Garages541330 Engineering Services 712100 Museums, Historical Sites, &Waste Management and 812990 All Other Personal Services541340 Drafting Services Similar InstitutionsRemediation Services Religious, Grantmaking, Civic,541350 Building Inspection Services Amusement, Gambling, and562000 Waste Management & Professional, and SimilarRecreation Industries541360 Geophysical Surveying & Remediation Services Organizations
Mapping Services 713100 Amusement Parks & Arcades 813000 Religious, Grantmaking,

541370 Surveying & Mapping (except 713200 Gambling IndustriesEducational Services Civic, Professional, & Similar
Geophysical) Services 713900 Other Amusement &611000 Educational Services Organizations (including

541380 Testing Laboratories Recreation Industries(including schools, colleges, condominium and
(including golf courses, skiing& universities) homeowners associations)Specialized Design Services
facilities, marinas, fitness541400 Specialized Design Services
centers, & bowling centers)(including interior, industrial, Health Care and Social

graphic, & fashion design) Assistance
Computer Systems Design and Offices of Physicians and Dentists
Related Services 621111 Offices of Physicians (except
541511 Custom Computer mental health specialists)

Programming Services
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Index

A Travel, Meals, and L Schedules K and K-1–Partners’
Entertainment . . . . . . . . . . 10 Shares of Income, Deductions,Acquisitions . . . . . . . . . . . . . . . . . . . 2 Low-income housing credit

Syndication Costs . . . . . . . . . . . 8 Credits, Etc.:recapture–Sch. K-1Analysis of partners’ capital
Taxes and Licenses . . . . . . . . . 9 Alternative Minimum Tax (AMT)(only) . . . . . . . . . . . . . . . . . . . . . . 21accounts . . . . . . . . . . . . . . . . . . . 26

Items . . . . . . . . . . . . . . . . . . . . 23Definitions . . . . . . . . . . . . . . . . . . . . 3
Credits . . . . . . . . . . . . . . . . . . . . 2010% interest . . . . . . . . . . . . . . . . 4 PB Low-Income Housing50% interest . . . . . . . . . . . . . . . . 4

Penalties . . . . . . . . . . . . . . . . . . . . . . 4Balance sheets per books . . . . . 26 Credit . . . . . . . . . . . . . . . . . 20Change in a Proportional
Publicly Traded Other Rental Credits . . . . . 20Interest . . . . . . . . . . . . . . . . . . . 4

Partnerships . . . . . . . . . . . . . . . 26 Deductions . . . . . . . . . . . . . . . . 17Constructive Ownership . . . . . 4C
Purpose of Form . . . . . . . . . . . . . . 1 Contributions . . . . . . . . . . . . 17Control of a Corporation . . . . . 4Cancelled debt . . . . . . . . . . . . . . . . 6 Deductions Related toForeign Partnership . . . . . . . . . 4Capital Assets . . . . . . . . . . . . . . . . 12 Portfolio Income . . . . . . . 18Partnership . . . . . . . . . . . . . . . . . 3 QCategories of Filers . . . . . . . . . . . . 1 Other Deductions . . . . . . . . 18U.S. Person . . . . . . . . . . . . . . . . . 4 Qualified dividends. . . . . . . . . . . . 15Category 1 filer . . . . . . . . . 1, 5, 6 Section 179 ExpenseDispositions . . . . . . . . . . . . . . . . . . . 2Category 2 filer . . . . . . . . . . . . 1, 5 Deduction . . . . . . . . . . . . . 17

Category 3 filer . . . . . . . . . 2, 5, 6 Foreign Transactions . . . . . . . 22R
Category 4 filer . . . . . . . . . . . . 2, 5 E General Instructions . . . . . . . . 14Recapture:
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