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Department of the Treasury
Internal Revenue Service2008

Partner’s Instructions for
Schedule K-1 (Form
1065-B)
Partner’s Share of Income (Loss) From an Electing Large Partnership
(For Partner’s Use Only)

rental real estate, and other rental defined in section 751(c)) or inventorySection references are to the Internal
activities are separately reported for each items (as defined in section 751(d)).Revenue Code unless otherwise noted.
activity in box 9. The written notice to the partnershipGeneral Instructions must include the names and addresses ofIncome, etc., from other activities

both parties to the exchange, the(investment and portfolio income andPurpose of Schedule K-1 identifying numbers of the transferor anddeductions) are reported in boxes 2, 3,
(if known) of the transferee, and theThe partnership uses Schedule K-1 to 4b, and 6 for both limited and general
exchange date.report your share of the partnership’s partners.

income, deductions, credits, etc. Keep it An exception to this rule is made for
for your records. Do not file it with your sales or exchanges of publicly tradedErrors
tax return. The partnership has filed a partnership interests for which a broker isYou must report partnership items showncopy with the IRS. required to file Form 1099-B, Proceedson your Schedule K-1 (and any attached

From Broker and Barter ExchangeYou are liable for tax on your share of schedules) the same way that the
Transactions.the partnership income, whether or not partnership treated the items on its return.

distributed. Include your share on your tax If a partner is required to notify theIf you believe the partnership has made
return if a return is required. Use these partnership of a section 751(a) exchangean error on your Schedule K-1, notify the
instructions to help you report the items but fails to do so, a $50 penalty may bepartnership. Do not change any items on
shown on Schedule K-1 on your tax imposed for each such failure. However,your copy of Schedule K-1. Generally, an
return. no penalty will be imposed if the partneradjustment to correct an error will take

can show that the failure was due toeffect for the tax year in which theThe amount of loss and deduction that
reasonable cause and not willful neglect.partnership actually makes theyou can claim on your tax return may be

adjustment. However, if the error involvesless than the amount reported on
a change to your distributive share of aSchedule K-1. It is the partner’s Nominee Reporting
partnership item, the partnership shouldresponsibility to consider and apply any Any person who holds, directly or
file an amended partnership return andapplicable limitations. See Limitations on indirectly, an interest in a partnership as a
send you a corrected Schedule K-1.Losses, Deductions, and Credits nominee for another person must furnish

beginning on page 2 for more information. a written statement to the partnership byIf the treatment on your original or
the last day of the month following theamended return is inconsistent with theElecting Large end of the partnership’s tax year. Thispartnership’s treatment, you may be
statement must include the name,subject to the accuracy-related penalty.Partnerships (ELPs)
address, and identifying number of theThis penalty is in addition to any tax thatThis partnership has elected simplified nominee and such other person,results from making your amount orreporting requirements intended to make description of the partnership interest heldtreatment of the item consistent with thatit simpler for you to report your share of as nominee for that person, and othershown on the partnership’s return. Anypartnership income, credits, deductions, information required by Temporarydeficiency that results from making theetc. Generally, income, capital gains, Regulations section 1.6031(c)-1T. Aamounts consistent may be assessedcredits, and deductions are combined at nominee who fails to furnish thisimmediately.the partnership level so that the number statement must furnish to the person for

of partnership items separately reported whom the nominee holds the partnershipSale or Exchange ofto partners is reduced. Most limitations interest a copy of Schedule K-1 and
and elections affecting partnership related information within 30 days ofPartnership Interestincome are made by the electing large receiving it from the partnership.Generally, a partner who sells orpartnership.

exchanges a partnership interest in a A nominee who fails to furnish when
For limited partners, income and other section 751(a) exchange must notify the due all the information required by

items from the partnership’s trade or partnership, in writing, within 30 days of Temporary Regulations section
business and rental activities are treated the exchange (or, if earlier, by January 15 1.6031(c)-1T, or who furnishes incorrect
as being from a trade or business that is a of the calendar year following the information, is subject to a $50 penalty for
single passive activity. These items are calendar year in which the exchange each statement for which a failure occurs.
reported in boxes 1, 4a, and 5, with most occurred). A “section 751(a) exchange” is The maximum penalty is $100,000 for all
credits being reported in boxes 7 and 8. any sale or exchange of a partnership such failures during a calendar year. If the

General partners must make their own interest in which any money or other nominee intentionally disregards the
determinations as to whether the activities property received by the partner in requirement to report correct information,
are passive for them. Therefore, exchange for that partner’s interest is each $50 penalty increases to $100 or, if
partnership items from trade or business, attributable to unrealized receivables (as greater, 10% of the aggregate amount of
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items required to be reported, and the Note. Additional basis adjustments mayElections$100,000 maximum does not apply. apply to partners claiming deductions for
Generally, the partnership decides how to depletion. See chapter 9 of Pub. 535 for
figure taxable income from its operations. details.International Boycotts However, two elections are made by you

At-Risk LimitationsEvery partnership that had operations in, separately on your income tax return and
or related to, a boycotting country, not by the partnership. These elections Generally, if you have (a) a loss or other
company, or a national of a country must are made under the following code deduction from any activity carried on as
file Form 5713, International Boycott sections. a trade or business or for the production
Report. • Section 108(b)(5) (income from the of income by the partnership and (b)

discharge of indebtedness). amounts in the activity for which you areIf the partnership cooperated with an • Section 901 (foreign tax credit). not at risk, you will have to completeinternational boycott, it must provide you
Form 6198, At-Risk Limitations, to figurewith a copy of its Form 5713. As a Change of Tax Year your allowable loss.general or limited partner, you must file If the partnership attaches a statement to

The at-risk rules generally limit theyour own Form 5713 to report the Schedule K-1 indicating that it has
amount of loss and other deductions thatpartnership’s activities and any other changed its tax year and that you can
you can claim to the amount you couldboycott operations that you may have. elect to report your distributive share of
actually lose in the activity. However, ifYou may lose certain tax benefits if the the income attributable to that change
you acquired your partnership interestpartnership participated in, or cooperated ratably over 4 tax years, see Rev. Proc.
before 1987, the at-risk rules do not applywith, an international boycott. See Form 2003-79, 2003-45 I.R.B. 1036, for details
to losses from an activity of holding real5713 and its instructions for more on making the election. To make the
property placed in service before 1987 byinformation. election, you must file Form 8082, Notice
the partnership. The activity of holdingof Inconsistent Treatment or
mineral property does not qualify for thisAdministrative Adjustment Request, withDefinitions exception. The partnership should identifyyour income tax return for each of the 4
on an attachment to Schedule K-1 thetax years. File Form 8082 for this purposeGeneral Partner amount of any losses that are not subjectin accordance with Rev. Proc. 2003-79A general partner is a partner who is to the at-risk limitations.instead of the Form 8082 instructions.personally liable for partnership debts.

 Generally, you are not at risk for
amounts such as the following.Additional InformationLimited Partner • Nonrecourse loans used to finance theFor more information on the treatment ofA limited partner is a partner in a activity, to acquire property used in thepartnership income, deductions, credits,partnership formed under a state limited activity, or to acquire your interest in theetc., see the following:partnership law, whose personal liability activity, that are not secured by your own•  Pub. 541, Partnerships;for partnership debts is limited to the property (other than the property used in•  Pub. 535, Business Expenses; andamount of money or other property that the activity). See the instructions for•  Pub. 925, Passive Activity and At-Riskthe partner contributed or is required to Partner’s Share of Liabilities on page 6 forRules.contribute to the partnership. Some the exception for qualified nonrecourse

members of other entities, such as To get forms and publications, see the financing secured by real property.
domestic or foreign business trusts or instructions for your tax return. • Cash, property, or borrowed amounts
limited liability companies that are used in the activity (or contributed to the
classified as partnerships, may be treated activity, or used to acquire your interest inLimitations on Losses,
as limited partners for certain purposes. the activity) that are protected againstDeductions, and CreditsFor example, see Temporary Regulations loss by a guarantee, stop-loss agreement,
section 1.469-5T(e)(3), which treats all There are three separate potential or other similar arrangement (excluding
members with limited liability as limited limitations on the amount of partnership casualty insurance and insurance against
partners for purposes of section 469(h)(2) losses that you can deduct on your return. tort liability).
(relating to the passive activity loss These limitations and the order in which • Amounts borrowed for use in the
limitation rules). you must apply them are as follows: the activity from a person who has an interest

basis rules, the at-risk limitations, and the in the activity, other than as a creditor, orDisqualified Person passive activity limitations. Each of these who is related, under section 465(b)(3), to
If you are a partner in a partnership limitations is discussed separately below. a person (other than you) having such an
holding oil and gas properties, you are a interest.Basis Rules“disqualified person” if: You should get a separate statementGenerally, you cannot claim your share of

of income, expenses, etc., for each• You are an oil or natural gas retailer a partnership loss (including a capital
activity from the partnership.described in section 613A(d)(2) or crude loss) to the extent that it is greater than

oil refiner described in section 613A(d)(4) the adjusted basis of your partnership Passive Activity Limitationsor interest at the end of the partnership’s tax Section 469 provides rules that limit the• Your average daily production of year. Any losses and deductions not deduction of certain losses and credits.domestic crude oil and natural gas allowed this year because of the basis These rules apply to partners who:exceeds 500 barrels for your tax year in limit can be carried forward indefinitely • Are individuals, estates, trusts, closelywhich the partnership’s tax year ends. and deducted in a later year subject to the held corporations (other than SSee section 776(b) for more details. basis limit for that year. corporations), or personal service
The partnership is not responsible forNote. Disqualified persons must report corporations and

keeping the information needed to figureitems of income, gain, loss, deduction, • Have a passive activity loss or credit for
the basis of your partnership interest. Youand credit attributable to partnership oil the tax year.
can figure the adjusted basis of yourand gas properties as if the special rules Individuals, estates, and trusts. If you
partnership interest by adding items thatfor ELPs did not apply. have a passive activity loss or credit, use
increase your basis and then subtracting Form 8582, Passive Activity Loss
items that decrease your basis.Nonrecourse Loans Limitations, to figure your allowable

Nonrecourse loans are those liabilities of Use the worksheet on page 3 to figure passive losses and Form 8582-CR,
the partnership for which no partner bears the basis of your interest in the Passive Activity Credit Limitations, to
the economic risk of loss. partnership. figure your allowable passive credits.
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 If the publicly traded partnership In addition, the partnership is required 2. Rental real estate activities in which
(PTP) box on Schedule K-1 is to provide each general partner and you materially participated if you were a
checked, do not report passive disqualified person the information “real estate professional” for the tax year.CAUTION

!
income (loss) from the partnership on necessary to comply with the passive You were a real estate professional only if
Form 8582. See page 5 for the special activity rules of section 469. Items of you met both of the following conditions.
rules for PTPs. income, gain, loss, credit, etc., must be a. More than half of the personal

separately reported to general partners services you performed in trades orCorporations. Use Form 8810, for each trade or business, rental real businesses were performed in realCorporate Passive Activity Loss and estate, and other rental activity. property trades or businesses in whichCredit Limitations. See the instructions for
you materially participated andmore information. Except for the PTP discussion on

b. You performed more than 750page 5, the following informationFor limited partners of an ELP, all hours of services in real property tradeson passive activity limitationsCAUTION
!

income, loss, deductions, and credits or businesses in which you materiallyapplies only to general partners.from trade or business and rental participated.activities generally are reported as being Generally, passive activities include:
from a trade or business that is a single Note. For a closely held C corporation1. Trade or business activities in
passive activity. (defined in section 465(a)(1)(B)), thewhich you did not materially participate

above conditions are treated as met ifand However, the determination of
more than 50% of the corporation’s gross2. Activities that meet the definition ofwhether an activity is a passive activity
receipts were from real property trades orrental activities under Temporarymust be made by any partner who is
businesses in which the corporationRegulations section 1.469-1T(e)(3) andeither a:
materially participated.Regulations section 1.469-1(e)(3).• General partner or

For purposes of this rule, each interest• Limited partner who is a disqualified
Passive activities do not include the in rental real estate is a separate activity,person (as defined on page 2) with

following. unless you elect to treat all interests inrespect to items of income, gain, loss,
rental real estate as one activity. Fordeduction, and credit attributable to 1. Trade or business activities in
details on making this election, see thepartnership oil and gas properties. which you materially participated.
Instructions for Schedule E (Form 1040).

If you are married filing jointly, eitherWorksheet for Adjusting the Basis of a Partner’s
you or your spouse must separately meetInterest in the Partnership Keep for Your Records
both of the above conditions, without
taking into account services performed by

1. Your adjusted basis at the end of the prior year. Do not enter less the other spouse.
than zero. Enter -0- if this is your first tax year. . . . . . . . . . . . . . . 1.

A real property trade or business is
Increases: any real property development,

redevelopment, construction,2. Money and your adjusted basis in property contributed to the
reconstruction, acquisition, conversion,partnership less the associated liabilities (but not less than zero). 2.
rental, operation, management, leasing,

3. Your increased share of or assumption of partnership liabilities. or brokerage trade or business. Services
(Subtract your share of liabilities shown on your 2007 Schedule K-1 you performed as an employee are not
from your share of liabilities shown on your 2008 Schedule K-1 and treated as performed in a real property
add the amount of any partnership liabilities you assumed during trade or business unless you owned more
the tax year.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3. than 5% of the stock (or more than 5% of

the capital or profits interest) in the4. Your share of the partnership’s income or gain (including
employer.tax-exempt income) reduced by any amount included in interest

income with respect to the credit to holders of clean renewable 3. Working interests in oil or gas
energy bonds, gulf tax credit bonds, or Midwestern tax credit bonds 4. wells.

4. The rental of a dwelling unit any5. Any gain recognized this year on contributions of property. Do not
partner used for personal purposes duringinclude gain from transfer of liabilities . . . . . . . . . . . . . . . . . . . . 5.
the year for more than the greater of 14

Decreases: days or 10% of the number of days that
the residence was rented at fair rental6. Withdrawals and distributions of money and the adjusted basis of
value.property distributed to you from the partnership. Do not include the

amount of property distributions included in the partner’s income 5. Activities of trading personal
(taxable income) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. property for the account of owners of

interests in the activities.Caution. A distribution may be taxable if the amount exceeds your
adjusted basis of your partnership interest immediately before the

Material participation. You mustdistribution.
determine if you (a) materially participated

7. Your share of the partnership’s nondeductible expenses that are in each trade or business activity heldnot capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7. through the partnership and (b) were a
8. Your share of the partnership’s losses and deductions (including real estate professional (defined above),

capital losses) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8. in each rental real estate activity held
through the partnership. All9. Your adjusted basis in the partnership at end of this tax year. (Add
determinations of material participationlines 1 through 5 and subtract lines 6 through 8 from the total. If
are made based on your participationzero or less, enter -0-.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.
during the partnership’s tax year.

Caution. The deduction for your share of the partnership’s losses
Material participation standards forand deductions is limited to your adjusted basis in your partnership

partners who are individuals are listedinterest. If you entered zero on line 9 and the amount computed for
below. Special rules apply to certainline 9 was less than zero, a portion of your share of the partnership

losses and deductions may not be deductible (see Basis Rules on retired or disabled farmers and to the
page 2 for more information.) surviving spouses of farmers. See the

Instructions for Form 8582 for details.
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Corporations should refer to the avoid the passive loss or credit qualifying estates), trusts, and
Instructions for Form 8810 for the material limitations. corporations cannot actively participate.
participation standards that apply to them. 2. You do the work in your capacity as You are not considered to actively

an investor and you are not directly participate in a rental real estate activity ifIndividuals (other than limited involved in the day-to-day operations of at any time during the tax year yourpartners). If you are an individual (either the activity. Examples of work done as an interest (including your spouse’s interest)a general partner or a limited partner who investor that would not count toward in the activity was less than 10% (byowned a general partnership interest at all material participation include: value) of all interests in the activity.times during the tax year), you materially
a. Studying and reviewing financialparticipated in an activity only if one or Active participation is a less stringentstatements or reports on operations of themore of the following apply. requirement than material participation.activity. You may be treated as actively1. You participated in the activity for b. Preparing or compiling summaries participating if you participated, formore than 500 hours during the tax year. or analyses of the finances or operations example, in making management2. Your participation in the activity for of the activity for your own use. decisions or arranging for others tothe tax year constituted substantially all c. Monitoring the finances or provide services (such as repairs) in athe participation in the activity of all operations of the activity in a significant and bona fide sense.individuals (including individuals who are nonmanagerial capacity. Management decisions that can count asnot owners of interests in the activity for

active participation include approving newthe tax year). Effect of determination. Income tenants, deciding rental terms, approving3. You participated in the activity for (loss), deductions, and credits from an capital or repair expenditures, and othermore than 100 hours during the tax year, activity are nonpassive if you determine similar decisions.and your participation in the activity for that:
An estate is a qualifying estate if thethe tax year was not less than the • You materially participated in a trade or

decedent would have satisfied the activeparticipation in the activity of any other business activity of the partnership or
participation requirement for the activityindividual (including individuals who were • You were a real estate professional in a
for the tax year the decedent died. Anot owners of interests in the activity) for rental real estate activity of the
qualifying estate is treated as activelythe tax year. partnership.
participating for tax years ending less4. The activity was a significant
than 2 years after the date of theIf you determine that you did notparticipation activity for the tax year, and
decedent’s death.materially participate in a trade oryou participated in all significant

business activity of the partnership or ifparticipation activities (including activities The maximum special allowance that
you have income (loss), deductions, oroutside the partnership) during the year single individuals and married individuals
credits from a rental activity of thefor more than 500 hours. A significant filing a joint return can qualify for is
partnership (other than a rental realparticipation activity is any trade or $25,000. The maximum is $12,500 for
estate activity in which you materiallybusiness activity in which you participated married individuals who file separate
participated as a real estate professional),for more than 100 hours during the tax returns and who live apart all times during
the amounts from that activity areyear and in which you did not materially the year. The maximum special allowance
passive. Report passive income (losses),participate under any of the material for which an estate can qualify is $25,000
deductions, and credits as follows.participation tests (other than this test 4). reduced by the special allowance for

1. If you have an overall gain (the which the surviving spouse qualifies.5. You materially participated in the
excess of income over deductions andactivity for any 5 tax years (whether or not If your modified adjusted gross incomelosses, including any prior year unallowedconsecutive) during the 10 tax years that (defined below) is $100,000 or lessloss) from a passive activity, report theimmediately precede the tax year. ($50,000 or less if married filingincome, deductions, and losses from the6. The activity was a personal service separately), your loss is deductible up toactivity as indicated in the instructions foractivity and you materially participated in the amount of the maximum specialthe boxes in which those items werethe activity for any 3 tax years (whether or allowance referred to in the precedingreported.not consecutive) preceding the tax year. paragraph. If your modified adjusted

2. If you have an overall loss (theA personal service activity involves the gross income is more than $100,000
excess of deductions and losses,performance of personal services in the (more than $50,000 if married filing
including any prior year unallowed loss,fields of health, law, engineering, separately), the special allowance is
over income) or credits from a passivearchitecture, accounting, actuarial limited to 50% of the difference between
activity, report the income, deductions,science, performing arts, consulting, or $150,000 ($75,000 if married filing
losses, and credits from all passiveany other trade or business in which separately) and your modified adjusted
activities using the Instructions for Formcapital is not a material income-producing gross income. When modified adjusted
8582 or Form 8582-CR (or Form 8810), tofactor. gross income is $150,000 or more
see if your deductions, losses, and credits7. Based on all the facts and ($75,000 or more if married filing
are limited under the passive activitycircumstances, you participated in the separately), there is no special allowance.
rules.activity on a regular, continuous, and Modified adjusted gross income is your

substantial basis during the tax year. adjusted gross income figured withoutSpecial allowance for rental real estate
taking into account the following.activities. If you actively participated inWork counted toward material • Any passive activity loss.a rental real estate activity, you may beparticipation. Generally, any work that • Any rental real estate loss allowedable to deduct up to $25,000 of the lossyou or your spouse do in connection with under section 469(c)(7) to real estatefrom the activity from nonpassive income.an activity held through a partnership professionals (as defined previously).This “special allowance” is an exception(where you own your partnership interest • Any overall loss from a publicly tradedto the general rule disallowing losses inat the time the work is done) is counted partnership.excess of income from passive activities.toward material participation. However, • Any taxable social security orThe special allowance is not available ifwork in connection with the activity is not equivalent railroad retirement benefits.you were married, filed a separate returncounted toward material participation if • Any deductible contributions to an IRAfor the year, and did not live apart fromeither of the following applies. or certain other qualified retirement plansyour spouse at all times during the year.

1. The work is not the sort of work that under section 219.
owners of the activity would usually do Only individuals and qualifying estates • The domestic production activities
and one of the principal purposes of the can actively participate in a rental real deduction.
work that you or your spouse does is to estate activity. Estates (other than • The student loan interest deduction.
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• The tuition and fees deduction. applied against passive income from the Example. You have a Schedule E loss
• The deduction for one-half of of $12,000 (current year losses plus priorsame PTP in later years. If the partner’s
self-employment taxes. year unallowed losses) and a Schedule Dentire interest in the PTP is completely
• The exclusion from income of interest gain of $7,200. Report the $7,200 gain ondisposed of, any unused losses are
from Series EE and I U.S. Savings Bonds the appropriate line of Schedule D. Onallowed in full in the year of disposition.
used to pay higher education expenses. Schedule E (Form 1040), line 28, report

If you have an overall gain from a PTP,• The exclusion of amounts received $7,200 of the losses as a passive loss in
the net gain is nonpassive income. Inunder an employer’s adoption assistance column (f). Carry forward to 2009 the
addition, the nonpassive income isprogram. unallowed loss of $4,800 ($12,000 −
included in investment income to figure $7,200).Commercial revitalization
your investment interest expense If you have unallowed losses fromdeduction. The special $25,000
deduction. more than one activity of the PTP or fromallowance for the commercial

the same activity of the PTP that must berevitalization deduction from rental real Do not report passive income, gains, reported on different forms, you mustestate activities is not subject to the active or losses from a PTP on Form 8582. allocate the unallowed losses on a proparticipation rules or modified adjusted Instead, use the following rules to figure rata basis to figure the amount allowedgross income limits discussed above. See and report on the proper form or schedule from each activity or on each form.Code Q. Commercial Revitalization your income, gains, and losses fromDeduction on page 11. passive activities that you held through To allocate and keep a record of
Special rules for certain other each PTP you owned during the tax year. the unallowed losses, use
activities. If you have net income (loss), Worksheets 5, 6, and 7 of Form1. Combine any current year income,

TIP

deductions, or credits from any activity to 8582. List each activity of the PTP ingains (losses), and any prior yearwhich special rules apply, the partnership Worksheet 5. Enter the overall loss fromunallowed losses to see if you have anwill identify the activity and all amounts each activity in column (a). Completeoverall gain (loss) from the PTP. Includerelating to it on Schedule K-1 or on an column (b) of Worksheet 5 according toonly the same types of income and lossesattachment. its instructions. Multiply the totalyou would include in your net income or
unallowed loss from the PTP by eachIf you have net income subject to loss from a non-PTP passive activity. See
ratio in column (b) and enter the result inrecharacterization under Temporary Pub. 925 for more details.
column (c) of Worksheet 5. Then,Regulations section 1.469-2T(f) and 2. If you have an overall gain, the net
complete Worksheet 6 if all the loss fromRegulations section 1.469-2(f), report gain portion (total gain minus total losses)
the same activity is to be reported on onesuch amounts according to the is nonpassive income. On the form or
form or schedule. Use Worksheet 7Instructions for Form 8582 (or Form schedule you normally use, report the net
instead of Worksheet 6 if you have more8810). gain portion as nonpassive income and
than one loss to be reported on differentthe remaining income and the total lossesIf you have net income (loss), forms or schedules for the same activity.as passive income and loss. To the left ofdeductions, or credits from any of the Enter the net loss plus any prior yearthe entry space, enter “From PTP.” It isfollowing activities, treat such amounts as unallowed losses in column (a) ofimportant to identify the nonpassivenonpassive and report them as instructed Worksheet 6 (or Worksheet 7 ifin these instructions. income because the nonpassive portion is applicable). The losses in column (c) of• Working interests in oil and gas wells. included in modified adjusted gross Worksheet 6 (column (e) of Worksheet 7)• The rental of a dwelling unit any partner income for purposes of figuring on Form are the allowed losses to report on theused for personal purposes during the 8582 the “special allowance” for active forms or schedules. Report both theseyear for more than the greater of 14 days participation in a non-PTP rental real losses and any income from the PTP onor 10% of the number of days that the estate activity. In addition, the nonpassive the forms and schedules you normallyresidence was rented at fair rental value. income is included in investment income use.• Trading personal property for the when figuring your investment interest 4. If you have an overall loss and youaccount of owners of interests in the expense deduction on Form 4952, disposed of your entire interest in the PTPactivity. Investment Interest Expense Deduction. to an unrelated person in a fully taxable

Example. If you have Schedule ESelf-charged interest. The partnership transaction during the year, your losses
must report any “self-charged” interest income of $8,000, and a Form 4797 prior (including prior year unallowed losses)
income or expense that resulted from year unallowed loss of $3,500 from the allocable to the activity for the year are
loans between you and the partnership passive activities of a particular PTP, you not limited by the passive loss rules. A
(or between the partnership and another have a $4,500 overall gain ($8,000 − fully taxable transaction is one in which
partnership in which you have an $3,500). On Schedule E (Form 1040), line you recognize all your realized gain
interest). If there was more than one 28, report the $4,500 net gain as (loss). Report the income and losses on
activity, the partnership will provide a nonpassive income in column (j). In the forms and schedules you normally
statement allocating the interest income column (g), report the remaining use.
or expense with respect to each activity. Schedule E gain of $3,500 ($8,000 −
The self-charged interest rules do not $4,500). On the appropriate line of Form Note. For rules on the disposition of an
apply to your partnership interest if the 4797, report the prior year unallowed loss entire interest reported using the
partnership made an election under of $3,500. Be sure to enter “From PTP” to installment method, see the Instructions
Regulations section 1.469-7(g) to avoid the left of each entry space. for Form 8582.
the application of these rules. See the 3. If you have an overall loss (but did
Instructions for Form 8582 for more not dispose of your entire interest in the
information. PTP to an unrelated person in a fully Specific Instructionstaxable transaction during the year), thePublicly traded partnerships. The

losses are allowed to the extent of thepassive activity limitations are applied
income, and the excess loss is carriedseparately for items (other than the Publicly Traded
forward to use in a future year when youlow-income housing credit and the Partnership (PTP)have income to offset it. Report as arehabilitation credit) from each publicly
passive loss on the schedule or form youtraded partnership (PTP). Thus, a net If the “publicly traded partnership” box is
normally use the portion of the loss equalpassive loss from a PTP may not be checked, you are a partner in a publicly
to the income. Report the income asdeducted from other passive income. traded partnership (PTP) and must follow
passive income on the form or scheduleInstead, a passive loss from a PTP is the rules under Publicly traded
you normally use.suspended and carried forward to be partnerships discussed above.
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Box 2. Taxable Income (Loss)Partner’s Share of Boxes 1 Through 9
From Other ActivitiesThe amounts shown in boxes 1 through 9Liabilities This amount is not subject to the passivereflect your share of income, loss,

The partnership will show your share of activity limitations. Report the amount asdeductions, credits, etc., from the
the partnership’s nonrecourse liabilities, follows.partnership. These amounts do not take
partnership-level qualified nonrecourse • If the amount is income, report it oninto consideration the following
financing, and other liabilities as of the Schedule E (Form 1040), line 28, columnlimitations.
end of the partnership’s tax year. If you (j).• The adjusted basis of your partnership
terminated your interest in the partnership • If the amount is a loss, report it oninterest.
during the tax year, the amounts should Schedule A (Form 1040), line 28.• The amount for which you are at risk.
reflect the share that existed immediately • The passive activity limitations. Note. If the amount of interest includedbefore the total disposition. A partner’s in box 2 includes interest from the creditFor information on these provisions,“other liability” is any partnership liability to holders of clean renewable energysee Limitations on Losses, Deductions,for which a partner is personally liable. bonds, gulf tax credit bonds, orand Credits beginning on page 2.

Midwestern tax credit bonds, theUse the total of the three amounts for
For individuals, the following partnership will attach a statement tocomputing the adjusted basis of your

instructions explain how to report the Schedule K-1 showing your distributivepartnership interest.
amounts shown in the boxes. For all other share of interest income from theseGenerally, you can use only the entities, report the amounts in the boxes credits. No adjustment to your basis in theamounts shown next to “Qualified as instructed on your income tax return. partnership is permitted with respect tononrecourse financing” and “Other” to the above bond credits under sectionThe line numbers in these instructionsfigure your amount at risk. Do not include 54(l)(3)(B). Because the basis in yourare references to forms in use forany amounts that are not at risk if such partnership interest is increased by yourcalendar year 2008. If you file your taxamounts are included in either of these share of the interest income from thesereturn on a calendar year basis, but yourcategories. credits, you must reduce your bases bypartnership files a return for a fiscal year,

If your partnership is engaged in two or the same amount to offset the increase.enter the amounts shown in the boxes on
more different types of activities subject to See Line 4 of the Worksheet for Adjustingyour tax return for the year in which the
the at-risk provisions, or a combination of the Basis of a Partner’s Interest in thepartnership’s fiscal year ends. For
at-risk activities and any other activity, the Partnership on page 3.example, if the partnership’s tax year
partnership should give you a statement ends on June 30, 2009, report the Box 3. Qualified Dividendsshowing your share of nonrecourse amounts in the boxes on your 2009

Report this amount on lines 9a and 9b ofliabilities, partnership-level qualified income tax return.
Form 1040.nonrecourse financing, and other

 If you have losses, deductions, orliabilities for each activity. Note. Qualified dividends are excludedcredits from a prior year that were not
from investment income, but you canQualified nonrecourse financing. deductible or usable because of certain
elect to include part or all of theseQualified nonrecourse financing generally limitations, such as the basis rules or the
amounts in investment income. See theincludes financing for which no one is at-risk limitations, take them into account
instructions for line 4g of Form 4952,personally liable for repayment that is in determining your net income, loss, or
Investment Interest Expense Deduction,borrowed for use in an activity of holding credits for this year. However, except for
for important information on making thisreal property and that is loaned or passive activity losses and credits, do not
election.guaranteed by a federal, state, or local combine the prior-year amounts with any

government or borrowed from a amounts shown on this Schedule K-1 to Box 4a. Net Capital Gain or“qualified” person. Qualified nonrecourse get a net figure to report on any (Loss) From Passive Activitiesfinancing secured by real property used in supporting schedules, statements, or
an activity of holding real property that is forms attached to your return. Instead, Limited partners only. The net capital
subject to the at-risk rules is treated as an report the amounts separately on the gain (loss) reported in box 4a, is treated
amount at risk. attached schedule, statement, or form on as being from a trade or business that is a

a year-by-year basis. single passive activity. If a net capital gainQualified persons. Qualified persons
is reported in box 4a, report the gain oninclude any persons actively and regularly For amounts other than those shown
Schedule D (Form 1040), line 12, columnengaged in the business of lending on Schedule K-1, enter each item on a
(f).money, such as a bank or savings and separate line of Part II of Schedule E

loan association. Qualified persons (Form 1040). If a loss is reported in box 4a, report it
generally do not include related parties following the Form 8582 instructions toBox 1. Taxable Income (Loss)(unless the nonrecourse financing is figure how much of the loss can be

From Passive Activitiescommercially reasonable and on reported on Schedule D (Form 1040), line
substantially the same terms as loans 12, column (f). However, if the PTP box isLimited partners only. Any amount
involving unrelated persons), the seller of checked, report the loss following thereported in box 1 is treated as being from
the property, or a person who receives a rules for Publicly traded partnerships.a trade or business that is a single
fee for the partnership’s investment in the passive activity. Report this amount as Box 4b. Net Capital Gain orreal property. follows. (Loss) From Other Activities• If income is reported in box 1, reportSee Pub. 925 for more information on

Net capital gain or (loss) from otherthe income on Schedule E (Form 1040),qualified nonrecourse financing.
activities is not subject to the passiveline 28, column (g). However, if the PTPBoth the partnership and you must activity limitations. Report the gain orbox is checked, report the incomemeet the qualified nonrecourse rules on (loss) on Schedule D (Form 1040), linefollowing the rules for Publicly tradedthis debt before you can include the 12, column (f).partnerships on page 5.amount shown next to “Qualified • If a loss is reported in box 1, follow the Box 5. Net Passive AMTnonrecourse financing” in your at-risk Instructions for Form 8582 to figure how Adjustmentcomputation. much of the loss can be reported on

See Limitations on Losses, Schedule E (Form 1040), line 28, column Limited partners only. Use this amount
Deductions, and Credits beginning on (f). However, if the PTP box is checked, (as well as your adjustments and tax
page 2 for more information on the at-risk report the loss following the rules for preference items from other sources) to
limitations. Publicly traded partnerships. prepare your Form 6251, Alternative
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Minimum Tax— Individuals; Form 4626, Report Code A1 income or (loss) from activities. Generally, the income or
Alternative Minimum Tax—Corporations; partnership trade or business activities in (loss) reported in box 9, Code B1, is a
or Schedule I (Form 1041), Alternative which you did not materially participate as passive activity amount for all general
Minimum Tax—Estates and Trusts. The follows. partners. However, the income or (loss) in
adjustment is treated as being from a box 9 is not from a passive activity if you1. Report any income on Schedule E
trade or business that is a single passive were a real estate professional and you(Form 1040), line 28, column (g).
activity. materially participated in the activity.However, if the PTP box on Schedule K-1

is checked, report the income following Use the following instructions toIndividuals should enter the amount on
the rules for Publicly traded partnerships. determine where to enter the Code B1line 19 of Form 6251, where it is taken

2. Report a loss following the amount.into account with adjustments and
Instructions for Form 8582 to figure howpreferences from other passive activities. 1. If you have a loss from a passive
much of the loss can be reported on activity in box 9, Code B1, and you meetBox 6. Net Other AMT Schedule E (Form 1040), line 28, column all of the following conditions, enter the
(f). However, if the PTP box is checked,Adjustment loss on Schedule E (Form 1040), line 28,
report the loss following the rules forIndividual general and limited partners column (f).
Publicly traded partnerships.should enter this amount on line 16 of a. You actively participated in the

Form 6251. partnership rental real estate activities.Code A2. General partner’s net capital
See Special allowance for rental realgain or (loss) from trade or businessBox 7. General Credits estate activities on page 4.activities. If you did not materially

Limited partners only. Enter this amount b. Rental real estate activities withparticipate in the trade or business
from box 7 on line 1z of Form 3800, active participation were your onlyactivity, the net capital gain or (loss) is a
General Business Credit. Because passive activities.passive activity amount. If the amount is
general credits are treated as being from c. You have no prior year unallowedeither (a) a loss that is not from a passive
a trade or business that is a single losses from these activities.activity or (b) a gain, report it on Schedule
passive activity, you must also include the d. Your total loss from the rental realD (Form 1040), line 12, column (f).
box 7 amount on line 3 of Form 3800. estate activities was not more than

If the amount is a loss from a passive $25,000 (not more than $12,500 ifBox 8. Low-Income Housing activity, report it following the Instructions married filing separately and you lived
for Form 8582 to figure how much of theCredit apart from your spouse all year).
loss can be reported on Schedule DLimited partners only. Enter the amount e. If you are a married person filing
(Form 1040), line 12, column (f).reported in box 8 of Schedule K-1 on line separately, you lived apart from your
However, if the PTP box is checked,4 of Form 8586, Low-Income Housing spouse all year.
report the loss following the rules forCredit. If an amount is reported in box 8, f. You have no current or prior year
Publicly traded partnerships.all of the low-income housing credit is for unallowed credits from a passive activity.
Code A3. General partner’s 28% ratebuildings placed in service before January g. Your modified adjusted gross
gain (loss) from trade or business1, 2008. If any of the low-income housing income was not more than $100,000 (not
activities. If you did not materiallycredit is for buildings placed in service more than $50,000 if married filing
participate in the trade or businessafter December 31, 2007, the partnership separately and you lived apart from your
activity, the 28% rate gain or (loss) is awill enter “STMT” in box 8 and attach a spouse all year).
passive activity amount. If the amount isstatement which lists separately the 2. If you have a (loss) from a passive
either (a) a loss that is not from a passiveamount of the credit for buildings placed activity in box 9 and you do not meet all
activity or (b) a gain, include it on line 4 ofin service prior to January 1, 2008 the conditions in 1 above, report the loss
the 28% Rate Gain Worksheet on page(reported on line 4 of Form 8586), and the following the Instructions for Form 8582 to
D-8 of the Instructions for Schedule Damount for buildings placed in service figure how much of the loss you can
(Form 1040).after December 31, 2007 (reported on line report on Schedule E (Form 1040), line

11 of Form 8586). See the instructions for 28, column (f). However, if the PTP box isIf the amount is a loss from a passive
Form 8586 for more information. checked, report the loss following theactivity, report it following the Instructions

rules for Publicly traded partnerships.for Form 8582 to figure how much of theBox 9. Other 3. If you were a real estateloss can be included on line 4 of the 28%
professional and you materiallyRate Gain Worksheet on page D-8 of theCodes A Through C participated in the activity, report box 9Instructions for Schedule D (Form 1040).

General partners in an ELP must income or (loss) on Schedule E (FormHowever, if the PTP box is checked,
separately account for any items 1040), line 28, column (h) or (j).report the loss following the rules for
attributable to passive loss limitation 4. If you have income from a passivePublicly traded partnerships.
activities to the extent necessary to activity in box 9, Code B1, enter the

Code A4. General partner’s generalcomply with the section 469 passive loss income on Schedule E (Form 1040), line
credits from trade or businessrules. Therefore, the partnership is 28, column (g). However, if the PTP box
activities. Report the general credits onrequired to report income or (loss), capital is checked, report the income following
line 1z of Form 3800. If you did notgain or (loss), 28% rate gain or (loss), the rules for Publicly traded partnerships.
materially participate in the trade orcredits, and the alternative minimum tax
business activity, you must also includeadjustment separately for all trade or Code B2. General partner’s net capital
the general credits on line 3 of Formbusiness activities, rental real estate gain or (loss) from rental real estate
3800.activities, and rental activities other than activities (for the entire year). The net

rental real estate. capital gain or (loss) from a rental realCode A5. General partner’s alternative
estate activity is a passive activity amountminimum tax adjustment from trade orCode A1. General partner’s taxable
unless you were a real estatebusiness activities.  Generally, an AMTincome (loss) from trade or business
professional and you materiallyadjustment must be reported on line 16 ofactivities. Report Code A1 income
participated in the activity. If the amount isForm 6251. However, if the AMT(loss) from partnership trade or business
either (a) a loss that is not from a passiveadjustment is from a passive activity, itactivities in which you materially
activity or (b) a gain, report it on Schedulemust be taken into account on line 19 withparticipated on Schedule E (Form 1040),
D (Form 1040), line 12, column (f).adjustments and preferences from otherline 28, column (h) or (j). See the

passive activities.instructions to determine whether you If the amount is a loss from a passive
materially participated in a trade or Code B1. General partner’s taxable activity, report it following the Instructions
business activity. income (loss) from rental real estate for Form 8582 to figure how much of the
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loss can be reported on Schedule D, line (loss) following the rules for Publicly Code E. Limited Partner’s 28%
12, column (f). However, if the PTP box is traded partnerships. Rate Gain or (Loss) From Other
checked, report the loss following the Activities

Code C2. General partner’s net capitalrules for Publicly traded partnerships. The 28% gain or (loss) from othergain or (loss) from other rental
Code B3. General partner’s 28% rate activities is not subject to the passiveactivities. The net capital gain (loss)gain or (loss) from rental real estate activity limitations. Include it on line 4 offrom other rental activities is a passiveactivities. The 28% rate gain or (loss) the 28% Rate Gain Worksheet on pageactivity amount for all general partners.from a rental real estate activity is a D-8 of the Instructions for Schedule DReport the gain on Schedule D (Formpassive activity amount unless you were (Form 1040).1040), line 12, column (f). Report a lossa real estate professional and you following the Instructions for Form 8582 to Code F. Guaranteed Paymentsmaterially participated in the activity. If the

figure how much of the loss can be Generally, these amounts are not passiveamount is either (a) a loss that is not from
reported on Schedule D (Form 1040), line income. Report them on Schedule Ea passive activity or (b) a gain, include it
12, column (f). However, if the PTP box is (Form 1040), line 28, column (j) (foron line 4 of the 28% Rate Gain
checked, report the loss following the example, guaranteed payments forWorksheet on page D-8 of the
rules for Publicly traded partnerships. personal services).Instructions for Schedule D (Form 1040).

Code C3. General partner’s 28% rateIf the amount is a loss from a passive Code G. Income From Discharge of
activity, report it following the Instructions gain or (loss) from other rental Indebtedness
for Form 8582 to figure how much of the activities. The 28% rate gain or (loss) The amount reported under Code G is
loss can be included on line 4 of the 28% from other rental activities is a passive excluded from your gross income to the
Rate Gain Worksheet on page D-8 of the activity amount for all general partners. If extent provided in section 108 if the
Instructions for Schedule D (Form 1040). the amount is a gain, include it on line 4 discharge:
However, if the PTP box is checked, of the 28% Rate Gain Worksheet on page • Occurred in a title 11 case relating to
report the loss following the rules for D-8 of the Instructions for Schedule D bankruptcy,
Publicly traded partnerships. (Form 1040). Report a loss following the • Occurred when you were insolvent,

Instructions for Form 8582 to figure how • Involved qualified farm indebtedness,Code B4. General partner’s general
much of the loss can be included on line 4 as defined in section 108(g), orcredits from rental real estate
of the 28% Rate Gain Worksheet on page • Involved qualified real propertyactivities. Report the general credits on
D-8 of the Instructions for Schedule D business indebtedness, as defined inline 1z of Form 3800. Unless you were a
(Form 1040). However, if the PTP box is section 108(c)(3), unless the partner is areal estate professional and materially
checked, report the loss following the C corporation.participated in the rental real estate
rules for Publicly traded partnerships.activity, you must also include the general This amount is applied, instead, to

credits on line 3 of Form 3800. reduce certain tax attributes. File FormCode C4. General partner’s general
982, Reduction of Tax Attributes Due toCode B5. General partner’s credits from other rental activities.
Discharge of Indebtedness, to explainlow-income housing credit from rental Report the general credits on line 1z of
why any amount received from thereal estate activities. Report the Form 3800. Because general credits from discharge of indebtedness should below-income housing credit on Part I, line other rental activities are passive activity excluded and to report your reduction of4, of Form 8586 for buildings placed in credits for all general partners, you must tax attributes.service before January 1, 2008, and on also include the general credits on line 3

Part II, line 11, for buildings placed in For a discharge of indebtedness notof Form 3800.
service after December 31, 2007. Unless described above, you must include this
you were a real estate professional and Code C5. General partner’s alternative amount in income on Schedule E (Form
materially participated in the rental real 1040), line 28, column (g) or (j).minimum tax adjustment from other
estate activity, the low-income housing rental activities.  An AMT adjustment Code H. Tax-Exempt Interestcredit is a passive activity credit. must be reported on line 16 of Form

Income6251. However, if the AMT adjustment isCode B6. General partner’s
Report on your income tax return, as anfrom a passive activity, it must be takenrehabilitation credit from rental real
item of information, your share of theinto account on line 19 with adjustmentsestate activities. Report the
tax-exempt interest received or accruedand preferences from other passiverehabilitation credit on line 10m of Form
by the partnership during the year.activities instead of being reported on line3468, Investment Credit. Unless you were
Individual partners must include this16.a real estate professional and materially
amount on Form 1040, line 8b. Increaseparticipated in the rental real estate
the adjusted basis of your interest in theactivity, the credit is a passive activity Code D. Limited Partner’s 28%
partnership by this amount.credit, and you must also file Form 3800. Rate Gain or (Loss) From Passive

Activities Code I. Limited Partner’sCode B7. General partner’s alternative
minimum tax adjustment from rental Rehabilitation Credit From RentalLimited partners only. The 28% rate
real estate activities.  An AMT Real Estate Activitiesgain or (loss) is treated as being from a
adjustment must be reported on line 16 of Limited partners only. Report thistrade or business that is a single passive
Form 6251. However, if the AMT amount on line 10m of Form 3468.activity. If a gain is reported, include it on
adjustment is from a passive activity, it Because the credit is treated as beingline 4 of the 28% Rate Gain Worksheet
must be taken into account on line 19 with from a single passive activity, you muston page D-8 of the Instructions for
other passive activities instead of being also file Form 3800.Schedule D (Form 1040).
reported on line 16.

Codes J1 and J2. Self-EmploymentIf a loss is reported, report the lossCode C1. General partner’s taxable
following the Instructions for Form 8582 toincome or (loss) from other rental Code J1. Net earnings or (loss) from
figure how much of the loss can beactivities. Income (loss) reported in box self-employment. Enter this amount on
included on line 4 of the 28% Rate Gain9, Code C1, is a passive activity amount Schedule SE (Form 1040), line 2, Section
Worksheet on page D-8 of thefor all general partners. Report a loss A or B, whichever is applicable. General
Instructions for Schedule D (Form 1040).following the Instructions for Form 8582. partners should reduce this amount by
However, if the PTP box is checked,Report income on Schedule E (Form unreimbursed partnership expenses
report the loss following the rules for1040), line 28, column (g). However, if the claimed. General partners who are
Publicly traded partnerships.PTP box is checked, report the income disqualified persons also should reduce
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Code K5. Interest expense allocated Code M3. Unrelated business taxablethis amount by depletion claimed on oil
and apportioned at the partner level. income. The partnership must give youand gas properties. If this amount is a
Include this amount on line 4b of the any information you need to figureloss, enter only the deductible amount on
applicable Forms 1116. unrelated business taxable income underSchedule SE. For purposes of

section 512(a)(1) (but excluding anyself-employment tax, no income from an Code K6. Other expenses allocated
modifications required by paragraphs (8)ELP is treated as farming or fishing and apportioned at the partner level.
through (15) of section 512(b)) for aincome. Include this amount on line 2 of the
partner that is a tax-exempt organization.applicable Forms 1116.Code J2. Gross nonfarm income.

Individual partners use this amount to Note. For Codes K5 and K6, do not Reminder. A partner is required to notify
figure net earnings from self-employment include any expenses allocated and the partnership of its tax-exempt status.
under the nonfarm optional method on apportioned to U.S. source income on

Code M4. Health insurance. IncludeSchedule SE (Form 1040), Section B, any line of Part I of Form 1116.
any amounts paid during the tax year forPart II. Codes K7(a) Through Codes K7(c). insurance that constitutes medical care

Codes K1 Through K9. Foreign Tax Deductions allocated and apportioned for you, your spouse, and your
at partnership level to foreign sourceCredit Information dependents on line 29 of your 2008 Form
income. The following codes report theUse the information reported under 1040. You may be allowed to deduct such
expenses allocated and apportioned byCodes K1 through K9 to figure your amounts, even if you do not itemize
the partnership to foreign sourceforeign tax credit. For more information, deductions. If you do itemize deductions,
categories of income. Include thesesee Form 1116, Foreign Tax Credit enter on line 1 of Schedule A (Form 1040)
amounts on line 2 of the applicable Forms(Individual, Estate, or Trust) and its any amounts not deducted on line 29 of
1116 (that is, the Forms 1116 for eachinstructions; Form 1118, Foreign Tax Form 1040.
category of income provided to you).Credit—Corporations, and its Code M5. Distributions of money (cash• Code K7(a). Deductions allocatedinstructions; and Pub. 514, Foreign Tax and marketable securities). Thisand apportioned at partnership level toCredit for Individuals. See page 4 of the amount includes the distributions thepassive category foreign sourceInstructions for Form 1116 for detailed partnership made to you of cash andincome.instructions for reporting foreign tax certain marketable securities. The• Code K7(b). Deductions allocatedinformation from partnerships. marketable securities are included at theirand apportioned at partnership level toNote. The line references in this section fair market value (FMV) on the date ofgeneral category foreign sourceof the Form 1116 instructions do not distribution (minus your share of theincome.apply to the Schedule K-1 of Form partnership’s gain on the securities• Code K7(c). Deductions allocated1065-B. distributed to you). If this amount exceedsand apportioned at partnership level to

the adjusted basis of your partnershipCode K1. Name of foreign country or other foreign source income.
interest immediately before theU.S. possession. Include on Form Code K8(a). Total foreign taxes paid.
distribution, the excess is treated as gain1116, Part I, item g. For each country Include this amount in Part II of Form
from the sale or exchange of yourreported, the partnership must give you 1116.
partnership interest. Generally, this gainthe amount and a description of your

Code K8(b). Total foreign taxes is treated as gain from the sale of ashare of the following items for Codes K2
accrued. Include this amount in Part II of capital asset and should be reported onthrough K9. For each country or
Form 1116. the Schedule D for your return. However,possession being reported, a separate
Code K9. Reduction in taxes available the gain may be ordinary income. Forcolumn in Part I and a separate line in
for credit. Enter this amount on line 12 details, see Pub. 541.Part II is needed on Form 1116.
of Form 1116.Code K2. Gross income from all The partnership must separately

sources. Enter this amount on line 3e of Code L. Oil and Gas Activities identify both of the following.
Form 1116. • The FMV of the marketable securitiesGenerally, oil and gas income,
Code K3. Gross income sourced at when distributed (minus your share of thedeductions, credits, and other items are
partner level. Although all this income gain on the securities distributed to you).included in your distributive share of
reported has been apportioned to foreign • The partnership’s adjusted basis ofincome or loss from passive loss
source categories of income, you must those securities immediately before thelimitation activities, general credits, and
nevertheless determine whether the distribution.the alternative minimum tax adjustment.
income being reported is U.S. source However, distributive shares of all oil Decrease the adjusted basis of yourincome or foreign source income. See the and gas income, deductions, credits, and interest in the partnership (but not belowInstructions for Form 1116 for the rules to other items are separately reported to zero) by the amount of cash distributed tosource the income reported to you. Enter partners who are disqualified persons in you and the partnership’s adjusted basisonly foreign source income on lines 1a accordance with the regular partnership of the distributed securities. Advances orand 3d of Form 1116. A separate Form rules, here or on an attached schedule. drawings of money or property against1116 or 1118 is required for each foreign

your distributive share are treated asNote. A partner must notify the ELP ofsource category of income. Do not
current distributions made on the last dayits status as a “disqualified person”.include income that you determined to be
of the partnership’s tax year.U.S. source income. Codes M1 Through M9.

Codes K4(a) Through K4(c). Foreign Your basis in the distributedMiscellaneous
gross income sourced at partnership marketable securities (other than in

Code M1. Other tax-exempt income.level. The following types of income liquidation of your interest) is the smaller
Increase the adjusted basis of yourhave already been sourced for you by the of:
interest in the partnership by this amount,partnership. Include these amounts on • The partnership’s adjusted basis in the
but do not include it in income on yourlines 1a and 3d of the applicable Form securities immediately before the
income tax return.1116 (that is, the Form 1116 for each distribution increased by any gain

category of income provided to you). Code M2. Nondeductible expenses. recognized on the distribution of the
• Code K4(a). Passive category Decrease the adjusted basis of your securities or
foreign source income. interest in the partnership by this amount. • The adjusted basis of your partnership
• Code K4(b). General category The nondeductible expenses paid or interest reduced by any cash distributed
foreign source income. incurred by the partnership are not in the same transaction and increased by
• Code K4(c). Other foreign source deductible on your income tax return, but any gain recognized on the distribution of
income. they do affect your basis. the securities.
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 If you received the securities in • You must have held an interest in the Replacement stock has not been
liquidation of your partnership interest, partnership when the partnership purchased by the partnership. The
your basis in the marketable securities is acquired the QSB stock and at all times partnership must also provide you with:
equal to the adjusted basis of your thereafter until the partnership disposed •  The name of the corporation that
partnership interest reduced by any cash of the QSB stock. issued the qualified small business (QSB)
distributed in the same transaction and • Your distributive share of the eligible stock,
increased by any gain recognized on the section 1202 gain cannot exceed the •  Your share of the partnership’s
distribution of the securities. amount that would have been allocated to adjusted basis of the QSB stock,

you based on your interest in the •  Your share of the partnership’s salesIf, within 7 years of a distribution to you
partnership at the time the QSB stock price of the QSB stock,of marketable securities, you contributed
was acquired. •  The dates the QSB stock was boughtappreciated property (other than those

and sold, andsecurities) to the partnership and the FMV See the Instructions for Schedule D • Your distributive share of the gain fromof those securities exceeded the adjusted (Form 1040) for details on how to report
the sale of the QSB stock.basis of your partnership interest the gain and the amount of the allowable

 Corporate partners are not eligible forimmediately before the distribution exclusion.
the section 1045 rollover. To qualify for(reduced by any cash received in the Code M8. Gain eligible for section 1045
the section 1045 rollover:distribution), you may have to recognize rollover–stock replaced. This gain is • You must have held an interest in thegain on the appreciated property. See eligible for the section 1045 rollover.
partnership during the entire period insection 737 for details. Replacement stock has been purchased
which the partnership held the QSB stockCode M6. Distributions of property by the partnership. The partnership must
(more than 6 months prior to the sale),other than money. Box 9, Code M6, also provide you with: • Your distributive share of the gainshows the partnership’s adjusted basis of •  The name of the corporation that
eligible for the section 1045 rolloverproperty other than money immediately issued the qualified small business (QSB)
cannot exceed the amount that wouldbefore the property was distributed to stock,
have been allocated to you based on youryou. In addition, the partnership should •  Your share of the partnership’s
interest in the partnership at the time theattach a statement showing the cost basis adjusted basis of the QSB stock,
stock was acquired, andand FMV of each property distributed. •  Your share of the partnership’s sales • You must purchase other QSB stockDecrease the adjusted basis of your price of the QSB stock,
(as defined in the Instructions forinterest in the partnership by the amount •  The dates the QSB stock was bought
Schedule D (Form 1040)) during theof your basis in the distributed property. and sold,
60-day period that began on the date theYour basis in the distributed property • Your distributive share of gain from the
QSB stock was sold by the partnership.(other than in liquidation of your interest) sale of the QSB stock, and

See the Instructions for Schedule Dis the smaller of: • Your distributive share of the gain that
(Form 1040) for details on how to report• The partnership’s adjusted basis was deferred by the partnership under
the gain and the amount of the allowableimmediately before the distribution or section 1045.
postponed gain.• The adjusted basis of your partnership  Corporate partners are not eligible for

interest reduced by any cash distributed Making the section 1045 election.the section 1045 rollover. To qualify for
in the same transaction. You make a section 1045 election on athe section 1045 rollover:

timely filed return for the tax year during If you received the property in • You must have held an interest in the
which the partnership’s tax year ends.liquidation of your interest, your basis in partnership during the entire period in
Attach to your Schedule D (Form 1040) athe distributed property is equal to the which the partnership held the QSB stock
statement that includes the followingadjusted basis of your partnership interest (more than 6 months prior to the sale)
information for each amount of gain thatreduced by any cash distributed in the and
you do not recognize under section 1045:same transaction. • Your distributive share of the gain
• The name of the corporation thateligible for the section 1045 rolloverIf you contributed appreciated property issued the QSB stock.cannot exceed the amount that wouldto the partnership within 7 years of a • The name and EIN of the sellinghave been allocated to you based on yourdistribution of other property to you, and partnership.interest in the partnership at the time thethe FMV of the other property exceeded • The dates the QSB stock wasQSB stock was acquired.the adjusted basis of your partnership purchased and sold.

interest immediately before the See the Instructions for Schedule D • The amount of gain that is not
distribution (reduced by any cash (Form 1040) for details on how to report recognized under section 1045.
received in the distribution), you may the gain and the amount of the allowable • If a partner purchases QSB stock, the
have to recognize gain on the appreciated postponed gain. name of the corporation that issued the
property. See section 737 for details. Opting out of partnership election. replacement QSB stock, the date the
Code M7. Gain eligible for section 1202 You can opt out of the partnership’s stock was purchased, and the cost of the
exclusion. This gain from the sale or section 1045 election and either (1) stock.
exchange of qualified small business recognize the gain or (2) elect to • If a partner treats the partner’s interest
(QSB) stock (as defined in the purchase different replacement QSB in QSB stock that is purchased by a
Instructions for Schedule D) is eligible for stock, either directly or through ownership purchasing partnership as the partner’s
the partial section 1202 exclusion. The of a partnership that acquired replacement QSB stock, the name and
partnership must also provide you with: replacement QSB stock. You satisfy the EIN of the purchasing partnership, the
•  The name of the corporation that requirement to purchase replacement name of the corporation that issued the
issued the QSB stock, QSB stock if you own an interest in a QSB stock, the partner’s share of the cost
•  Your share of the partnership’s partnership that purchases QSB stock of the QSB stock that was purchased by
adjusted basis of the QSB stock, during the 60-day period. You also must the partnership, the computation of the
•  Your share of the partnership’s sales notify the partnership, in writing, if you opt partner’s adjustment to basis with respect
price of the QSB stock, and out of the partnership’s section 1045 to that QSB stock, and the date the stock
•  The dates the QSB stock was bought election. If you recognize gain, you must was purchased by the partnership.
and sold. notify the partnership, in writing, of the Distribution of replacement QSB stock

amount of gain that you are recognizing. Corporate partners are not eligible for to a partner that reduces another
the section 1202 exclusion. The following Code M9. Gain eligible for section 1045 partner’s interest in replacement QSB
additional limitations apply at the partner rollover–stock not replaced. This gain stock. You must recognize gain upon a
level. is eligible for the section 1045 rollover. distribution of replacement QSB stock to
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another partner that reduces your share distributive share of foreign trading gross Code S2. Qualified Production
of the replacement QSB stock held by a receipts from this partnership to Activities Income (QPAI)
partnership. The amount of gain that you determine if you met the $5 million or less Report the QPAI reported to you by the
must recognize is based on the amount of exception discussed above for purposes partnership (in box 9 using code S2) on
gain that you would recognize upon the of qualifying for an extraterritorial income line 7 of Form 8903.
sale of the distributed replacement QSB exclusion from other sources.
stock for its fair market value on the date Code S3. Employer’s W-2 Wages

Note. Upon request, the partnershipof the distribution, but not to exceed the Report the portion of W-2 wages reportedshould furnish you a copy of theamount you previously deferred under to you by the partnership (in box 9 usingpartnership’s Form 8873 if there is asection 1045 with respect to the code S3) on line 15 of Form 8903.reduction for international boycottdistributed replacement QSB stock. If the
operations, illegal bribes, kickbacks, etc.partnership distributed your share of Code T. Section 409A Income

replacement QSB stock to another This is compensation to partners deferredCode P. Inversion Gainpartner, the partnership should give you under a section 409A nonqualified
The partnership must provide a statement(a) the name of the corporation that deferred compensation plan that does not
showing the amounts of each type ofissued the replacement QSB stock, (b) meet the requirements of section 409A.
income or gain that is included inthe date the replacement QSB stock was This amount is also reported in box 9

distributed to another partner or partners, inversion gain. The partnership has using Code F. This amount is subject to
and (c) your share of the partnership’s included inversion gain in income interest and additional tax to be reported
adjusted basis and fair market value of elsewhere on Schedule K-1. Inversion on line 61 of Form 1040. See the
the replacement QSB stock on such date. gain is also reported under Code P instructions for line 61 of Form 1040 for

because your taxable income and details.For more information, see Regulations
alternative minimum taxable incomesection 1.1045-1.

Code U. Other Informationcannot be less than the inversion gain.
Code N. Unrecaptured Section Also, your inversion gain (a) is not taken The partnership will use Code U to report
1250 Gain into account in figuring the amount of net the following to partners.

operating loss (NOL) for the tax year orReport this gain on line 11 of the • The recapture of any credit (other than
the amount of NOL that can be carriedUnrecaptured Section 1250 Gain the low-income housing credit or
over to each tax year, (b) may limit theWorksheet on page D-9 of the investment credit) is reported to you as a

Instructions for Schedule D (Form 1040). amount of your credits, and (c) is treated separately stated item. See the
Do not report the gain on line 5 as stated as income from sources within the U.S. instructions for the specific form identified
on the worksheet. for the foreign tax credit. See section with the credit for more information on

7874 for details. reporting the recapture.Codes O1 and O2. Extraterritorial • Any information a partner that is aIncome Exclusion Code Q. Commercial Revitalization publicly traded partnership may need to
determine if it meets the 90% qualifyingDeductionPartnership did not claim the
income test of section 7704(c)(2).exclusion.  If the partnership reports Follow the Instructions for Form 8582 for
Partners are required to notify theyour distributive share of foreign trading commercial revitalization deductions from
partnership of their status as a publiclygross receipts (Code O1) and the rental real estate activities to figure how
traded partnership.extraterritorial income exclusion (Code much of the deduction can be reported on • The partnership will report anyO2), the partnership was not entitled to Schedule E (Form 1040), line 28, column
information you need to complete aclaim the exclusion because it did not (f).
disclosure statement for reportablemeet the foreign economic process
transactions in which the partnershiprequirements. You may still qualify for Codes R1 and R2. Interest
participates. If the partnership participatesyour distributive share of this exclusion if Deduction Limitation for Corporate
in a transaction that must be disclosed onthe partnership’s foreign trading gross Partners
Form 8886, Reportable Transactionreceipts for the tax year were $5 million or

A corporate partner is required to treat its Disclosure Statement, both you and theless.
distributive share of interest income, partnership may be required to file FormTo qualify for this exclusion, your interest expense, and partnership 8886 for the transaction. Theforeign trading gross receipts from all liabilities as income, expense, and determination of whether you are requiredsources for the tax year also must have liabilities of the corporation for purposes to disclose a transaction of thebeen $5 million or less. of the interest deduction limitation under partnership is based on the category(s)Limited partners who qualify for the section 163(j). The corporation’s under which the transaction qualifies forexclusion. Report the extraterritorial distributive share of interest income is disclosure and is determined by the

exclusion amount (Code O2) as a reported in box 9 using code R1. Its partnership. See the Instructions for Form
deduction reducing the amount reported distributive share of interest expense is 8886 for details.
in box 1 (see the box 1 instructions on reported using code R2. The amounts • Conservation reserve program
page 6). reported using code R1 and R2 are for payments. Individuals who received social

information only, and are included inGeneral partners who qualify for the security retirement or disability benefits,
amounts reported elsewhere on Scheduleexclusion. Report the Code O2 amount and are partners in a farm partnership
K-1. The corporation’s distributive sharein accordance with the instructions for box that receives conservation reserve
of partnership liabilities is shown in the9, Code A1, B1, or C1, whichever applies. program payments, do not pay
first column of Schedule K-1.See Form 8873, Extraterritorial Income self-employment tax on their share of the

Exclusion, for more information. conservation reserve payments. TheCode S1. Domestic ProductionPartnership claimed the exclusion.  If partnership will report your share of the
Activities Informationthe partnership reports your distributive conservation reserve program payments
The partnership must attach a statementshare of foreign trading gross receipts in box 9 using code U. See Schedule SE
to Schedule K-1 that provides the(Code O1) but not the amount of the (Form 1040) for information on excluding
information you need to figure theextraterritorial income exclusion, the the payments from your calculation of
domestic production activities deduction.partnership met the foreign economic self-employment tax.
Use Form 8903, Domestic Productionprocess requirements and claimed the • Gain or loss attributable to the sale or
Activities Deduction, to figure thisexclusion when figuring your distributive exchange of qualified preferred stock of
deduction. See the Instructions for Formshare of partnership income. You also the Federal National Mortgage
8903 for details.may need to know the amount of your Association (Fannie Mae) and the Federal
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Home Loan Mortgage Corporation defined below), report the gain or loss on the gain or loss in accordance with the
(Freddie Mac). The partnership will report line 5 or line 12 of Schedule D (Form Instructions for Form 4797 and Rev. Proc.
on an attached statement the amount of 1040) in accordance with the instructions 2008-64, 2008-47 I.R.B. 1195.
gain or loss attributable to the sale or for Schedule D. If a partner is a financial • Any other information you may need to
exchange of the qualified preferred stock, institution referred to in section 582(c)(2) file with your return not shown elsewhere
the date the stock was acquired by the or a depositary institution holding on Schedule K-1. The partnership must
partnership, and the date the stock was company (as defined in section 3(w)(1) of give you a description and the amount of
sold or exchanged by the partnership. If the Federal Deposit Insurance Act), report your share for each of these items.
the partner is not a financial institution (as
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