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Department of the Treasury
Internal Revenue Service2010

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)

activities are separately reported for each The written notice to the partnershipSection references are to the Internal
must include the names and addresses ofactivity in box 9.Revenue Code unless otherwise noted.
both parties to the exchange, the

Income, etc., from other activitiesGeneral Instructions identifying numbers of the transferor and
(investment and portfolio income and (if known) of the transferee, and the
deductions) are reported in boxes 2, 3, exchange date.Purpose of Schedule K-1 4b, and 6 for both limited and general

An exception to this rule is made forThe partnership uses Schedule K-1 to partners.
sales or exchanges of publicly tradedreport your share of the partnership’s
partnership interests for which a broker isincome, deductions, credits, etc. Keep it Errors required to file Form 1099-B, Proceedsfor your records. Do not file it with your
From Broker and Barter ExchangeYou must report partnership items showntax return. The partnership has filed a
Transactions.on your Schedule K-1 (and any attachedcopy with the IRS.

schedules) the same way that the If a partner is required to notify theYou are liable for tax on your share of partnership treated the items on its return. partnership of a section 751(a) exchangethe partnership income, whether or not If you believe the partnership has made but fails to do so, a $50 penalty may bedistributed. Include your share on your tax an error on your Schedule K-1, notify the imposed for each such failure required toreturn if a return is required. Use these partnership. Do not change any items on be filed before 2011. For notificationsinstructions to help you report the items your copy of Schedule K-1. Generally, an required to be filed after 2010, the penaltyshown on Schedule K-1 on your tax adjustment to correct an error will take is $100 for each such failure. However,return. effect for the tax year in which the no penalty will be imposed if the partner
partnership actually makes theThe amount of loss and deduction that can show that the failure was due to
adjustment. However, if the error involvesyou can claim on your tax return may be reasonable cause and not willful neglect.
a change to your distributive share of aless than the amount reported on
partnership item, the partnership shouldSchedule K-1. It is the partner’s Nominee Reporting
file an amended partnership return andresponsibility to consider and apply any Any person who holds, directly orsend you a corrected Schedule K-1.applicable limitations. See Limitations on indirectly, an interest in a partnership as aLosses, Deductions, and Credits nominee for another person must furnishIf the treatment on your original orbeginning on page 2 for more information. a written statement to the partnership byamended return is inconsistent with the

the last day of the month following thepartnership’s treatment, you may beElecting Large end of the partnership’s tax year. Thissubject to the accuracy-related penalty.
statement must include the name,This penalty is in addition to any tax thatPartnerships (ELPs)
address, and identifying number of theresults from making your amount orThis partnership has elected simplified
nominee and such other person,treatment of the item consistent with thatreporting requirements intended to make
description of the partnership interest heldshown on the partnership’s return. Anyit simpler for you to report your share of
as nominee for that person, and otherdeficiency that results from making thepartnership income, credits, deductions,
information required by Temporaryamounts consistent may be assessedetc. Generally, income, capital gains,
Regulations section 1.6031(c)-1T. Aimmediately.credits, and deductions are combined at
nominee who fails to furnish thisthe partnership level so that the number
statement must furnish to the person forof partnership items separately reported Sale or Exchange of whom the nominee holds the partnershipto partners is reduced. Most limitations
interest a copy of Schedule K-1 andPartnership Interestand elections affecting partnership
related information within 30 days ofGenerally, a partner who sells orincome are made by the electing large
receiving it from the partnership.exchanges a partnership interest in apartnership.

section 751(a) exchange must notify the A nominee who fails to furnish whenFor limited partners, income and other partnership, in writing, within 30 days of due all the information required byitems from the partnership’s trade or the exchange (or, if earlier, by January 15 Temporary Regulations sectionbusiness and rental activities are treated of the calendar year following the 1.6031(c)-1T, or who furnishes incorrectas being from a trade or business that is a calendar year in which the exchange information, is subject to a $50 penalty forsingle passive activity. These items are occurred). A “section 751(a) exchange” is each statement required to be filed beforereported in boxes 1, 4a, and 5, with most any sale or exchange of a partnership 2011 for which a failure occurs. Thecredits being reported in boxes 7 and 8. interest in which any money or other maximum penalty is $100,000 for all such
property received by the partner inGeneral partners must make their own failures during a calendar year. If the
exchange for that partner’s interest isdeterminations as to whether the activities nominee intentionally disregards the
attributable to unrealized receivables (asare passive for them. Therefore, requirement to report correct information,
defined in section 751(c)) or inventorypartnership items from trade or business, each $50 penalty increases to $100 or, if
items (as defined in section 751(d)).rental real estate, and other rental greater, 10% of the aggregate amount of
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items required to be reported, and the Note. Disqualified persons must report Note. Additional basis adjustments may
$100,000 maximum does not apply. items of income, gain, loss, deduction, apply to partners claiming deductions for

and credit attributable to partnership oil depletion. See chapter 9 of Pub. 535 forFor statements required to be made
and gas properties as if the special rules details.after 2010, the nominee is subject to a
for ELPs did not apply.$100 penalty for each statement for which At-Risk Limitations

a failure occurs. The maximum penalty is Nonrecourse Loans Generally, if you have (a) a loss or other$1,500,000 for all such failures during a deduction from any activity carried on asNonrecourse loans are those liabilities ofcalendar year. If the nominee intentionally a trade or business or for the productionthe partnership for which no partner bearsdisregards the requirement to report of income by the partnership and (b)the economic risk of loss.correct information, each $100 penalty amounts in the activity for which you areincreases to $250 or, if greater, 10% of not at risk, you will have to completeElectionsthe aggregate amount of items required to Form 6198, At-Risk Limitations, to figurebe reported, and the $1,500,000 Generally, the partnership decides how to your allowable loss.maximum does not apply. figure taxable income from its operations.
The at-risk rules generally limit theHowever, two elections are made by you

amount of loss and other deductions thatseparately on your income tax return andInternational Boycotts
you can claim to the amount you couldnot by the partnership. These electionsEvery partnership that had operations in, actually lose in the activity. However, ifare made under the following codeor related to, a boycotting country, you acquired your partnership interestsections.company, or a national of a country must before 1987, the at-risk rules do not apply• Section 108(b)(5) (election related tofile Form 5713, International Boycott to losses from an activity of holding realreduction of tax attributes due toReport. property placed in service before 1987 byexclusion from gross income of discharge
the partnership. The activity of holdingIf the partnership cooperated with an of indebtedness). This does not include
mineral property does not qualify for thisinternational boycott, it must provide you the section 108(i) election (election to
exception. The partnership should identifywith a copy of its Form 5713. As a defer and ratably include income arising
on an attachment to Schedule K-1 thegeneral or limited partner, you must file from certain discharge of indebtedness).
amount of any losses that are not subjectyour own Form 5713 to report the • Section 901 (foreign tax credit).
to the at-risk limitations.partnership’s activities and any other

boycott operations that you may have.  Generally, you are not at risk forAdditional Information
You may lose certain tax benefits if the amounts such as the following.For more information on the treatment ofpartnership participated in, or cooperated • Nonrecourse loans used to finance thepartnership income, deductions, credits,with, an international boycott. See Form activity, to acquire property used in theetc., see the following:5713 and its instructions for more activity, or to acquire your interest in the•  Pub. 541, Partnerships;information. activity, that are not secured by your own•  Pub. 535, Business Expenses; and

property (other than the property used in•  Pub. 925, Passive Activity and At-RiskDefinitions the activity). See the instructions forRules.
Partner’s Share of Liabilities on page 6 for

To get forms and publications, see theGeneral Partner the exception for qualified nonrecourse
instructions for your tax return or visit the financing secured by real property.A general partner is a partner who is
IRS website at IRS.gov. • Cash, property, or borrowed amountspersonally liable for partnership debts.

used in the activity (or contributed to the
Limited Partner Limitations on Losses, activity, or used to acquire your interest in

the activity) that are protected againstA limited partner is a partner in a Deductions, and Credits loss by a guarantee, stop-loss agreement,partnership formed under a state limited
There are three separate potential or other similar arrangement (excludingpartnership law, whose personal liability
limitations on the amount of partnership casualty insurance and insurance againstfor partnership debts is limited to the
losses that you can deduct on your return. tort liability).amount of money or other property that
These limitations and the order in which • Amounts borrowed for use in thethe partner contributed or is required to
you must apply them are as follows: the activity from a person who has an interestcontribute to the partnership. Some
basis rules, the at-risk limitations, and the in the activity, other than as a creditor, ormembers of other entities, such as
passive activity limitations. Each of these who is related, under section 465(b)(3), todomestic or foreign business trusts or
limitations is discussed separately below. a person (other than you) having such anlimited liability companies that are

interest.classified as partnerships, may be treated Basis Rules
as limited partners for certain purposes. You should get a separate statementGenerally, you cannot claim your share ofFor example, see Temporary Regulations of income, expenses, etc., for eacha partnership loss (including a capitalsection 1.469-5T(e)(3), which treats all activity from the partnership.loss) to the extent that it is greater thanmembers with limited liability as limited

the adjusted basis of your partnership Passive Activity Limitationspartners for purposes of section 469(h)(2)
interest at the end of the partnership’s tax(relating to the passive activity loss Section 469 provides rules that limit theyear. Any losses and deductions notlimitation rules). deduction of certain losses and credits.allowed this year because of the basis These rules apply to partners who:limit can be carried forward indefinitelyDisqualified Person • Are individuals, estates, trusts, closelyand deducted in a later year subject to theIf you are a partner in a partnership held corporations (other than Sbasis limit for that year.holding oil and gas properties, you are a corporations), or personal service

“disqualified person” if: The partnership is not responsible for corporations and
keeping the information needed to figure • Have a passive activity loss or credit for• You are an oil or natural gas retailer
the basis of your partnership interest. You the tax year.described in section 613A(d)(2) or crude
can figure the adjusted basis of youroil refiner described in section 613A(d)(4) Individuals, estates, and trusts. If you
partnership interest by adding items thator have a passive activity loss or credit, use
increase your basis and then subtracting• Your average daily production of Form 8582, Passive Activity Loss
items that decrease your basis.domestic crude oil and natural gas Limitations, to figure your allowable

exceeds 500 barrels for your tax year in Use the worksheet on page 3 to figure passive losses and Form 8582-CR,
which the partnership’s tax year ends. the basis of your interest in the Passive Activity Credit Limitations, to
See section 776(b) for more details. partnership. figure your allowable passive credits.

-2- Instructions for Schedule K-1 (1065-B) (2010)



Page 3 of 12 Instructions for Schedule K-1 (1065-B) (2010) 10:42 - 15-FEB-2011

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

 If the publicly traded partnership must be made by any partner who is Except for the PTP discussion on
(PTP) box on Schedule K-1 is page 5, the following informationeither a:
checked, do not report passive on passive activity limitationsCAUTION

!
CAUTION

!
• General partner or

income (loss) from the partnership on applies only to general partners.• Limited partner who is a disqualifiedForm 8582. See page 5 for the special
Generally, passive activities include:person (as defined on page 2) withrules for PTPs.

respect to items of income, gain, loss, 1. Trade or business activities inCorporations. Use Form 8810, deduction, and credit attributable to which you did not materially participateCorporate Passive Activity Loss and partnership oil and gas properties. andCredit Limitations. See the instructions for 2. Activities that meet the definition ofmore information. rental activities under TemporaryIn addition, the partnership is required
For limited partners of an ELP, all Regulations section 1.469-1T(e)(3) andto provide each general partner and

income, loss, deductions, and credits Regulations section 1.469-1(e)(3).disqualified person the information
from trade or business and rental necessary to comply with the passive
activities generally are reported as being Passive activities do not include theactivity rules of section 469. Items of
from a trade or business that is a single following.income, gain, loss, credit, etc., must be
passive activity. separately reported to general partners 1. Trade or business activities in

for each trade or business, rental real However, the determination of which you materially participated.
estate, and other rental activity.whether an activity is a passive activity 2. Rental real estate activities in which

you materially participated if you were a
“real estate professional” for the tax year.
You were a real estate professional only ifWorksheet for Adjusting the Basis of a Partner’s
you met both of the following conditions.Interest in the Partnership Keep for Your Records

a. More than half of the personal
services you performed in trades or

1. Your adjusted basis at the end of the prior year. Do not enter less businesses were performed in real
than zero. Enter -0- if this is your first tax year . . . . . . . . . . . . . . 1. property trades or businesses in which

you materially participated andIncreases:
b. You performed more than 750

2. Money and your adjusted basis in property contributed to the hours of services in real property trades
partnership less the associated liabilities (but not less than zero) . . 2. or businesses in which you materially

participated.3. Your increased share of or assumption of partnership liabilities.
(Subtract your share of liabilities shown on your 2009 Schedule K-1

Note. For a closely held C corporationfrom your share of liabilities shown on your 2010 Schedule K-1 and
(defined in section 465(a)(1)(B)), theadd the amount of any partnership liabilities you assumed during
above conditions are treated as met ifthe tax year. Do not enter less than zero.) . . . . . . . . . . . . . . . . . 3.
more than 50% of the corporation’s gross

4. Your share of the partnership’s income or gain (including receipts were from real property trades ortax-exempt income) reduced by any amount included in interest businesses in which the corporationincome with respect to the credit to holders of clean renewable
materially participated.energy bonds, or Midwestern tax credit bonds . . . . . . . . . . . . . . 4.

For purposes of this rule, each interest
5. Any gain recognized this year on contributions of property. Do not in rental real estate is a separate activity,include gain from transfer of liabilities . . . . . . . . . . . . . . . . . . . . 5. unless you elect to treat all interests in

Decreases: rental real estate as one activity. For
details on making this election, see the6. Withdrawals and distributions of money and the adjusted basis of Instructions for Schedule E (Form 1040).property distributed to you from the partnership. Do not include the

If you are married filing jointly, eitheramount of property distributions included in the partner’s income
you or your spouse must separately meet(taxable income) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
both of the above conditions, without

Caution. A distribution may be taxable if the amount exceeds your taking into account services performed by
adjusted basis of your partnership interest immediately before the the other spouse.distribution.

A real property trade or business is
7. Your decreased share of partnership liabilities and any decrease in any real property development,

your individual liabilities because they were assumed by the redevelopment, construction,
partnership. (Subtract your share of liabilities shown on your 2010 reconstruction, acquisition, conversion,
Schedule K-1 from your share of liabilities shown on your 2009 rental, operation, management, leasing,
Schedule K-1 and add the amount of your individual liabilities that or brokerage trade or business. Servicesthe partnership assumed during the tax year. Do not enter less you performed as an employee are notthan zero.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

treated as performed in a real property
8. Your share of the partnership’s nondeductible expenses that are trade or business unless you owned more

not capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8. than 5% of the stock (or more than 5% of
the capital or profits interest) in the9. Your share of the partnership’s losses and deductions (including
employer.capital losses) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

3. Working interests in oil or gas
10. Your adjusted basis in the partnership at the end of this tax year. wells.

(Add lines 1 through 5 and subtract lines 6 through 9 from the total. 4. The rental of a dwelling unit any
If zero or less, enter -0-.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. partner used for personal purposes during

the year for more than the greater of 14Caution. The deduction for your share of the partnership’s losses
days or 10% of the number of days thatand deductions is limited to your adjusted basis in your partnership
the residence was rented at fair rentalinterest. If you entered zero on line 10 and the amount computed
value.for line 10 was less than zero, a portion of your share of the

partnership losses and deductions may not be deductible (see 5. Activities of trading personal
Basis Rules on page 2 for more information.) property for the account of owners of

interests in the activities.
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Work counted toward materialMaterial participation. You must able to deduct up to $25,000 of the loss
participation. Generally, any work thatdetermine if you (a) materially participated from the activity from nonpassive income.
you or your spouse do in connection within each trade or business activity held This “special allowance” is an exception
an activity held through a partnershipthrough the partnership and (b) were a to the general rule disallowing losses in
(where you own your partnership interestreal estate professional (defined above), excess of income from passive activities.
at the time the work is done) is countedin each rental real estate activity held The special allowance is not available if
toward material participation. However,through the partnership. All you were married, filed a separate return
work in connection with the activity is notdeterminations of material participation for the year, and did not live apart from
counted toward material participation ifare made based on your participation your spouse at all times during the year.
either of the following applies.during the partnership’s tax year. Only individuals, qualifying estates,

1. The work is not the sort of work thatMaterial participation standards for and qualifying revocable trusts that made
owners of the activity would usually dopartners who are individuals are listed a section 645 election can actively
and one of the principal purposes of thebelow. Special rules apply to certain participate in a rental real estate activity.
work that you or your spouse does is toretired or disabled farmers and to the Estates (other than qualifying estates),
avoid the passive loss or creditsurviving spouses of farmers. See the trusts (other than qualifying revocable
limitations.Instructions for Form 8582 for details. trusts that made a section 645 election),

2. You do the work in your capacity as and corporations cannot activelyCorporations should refer to the an investor and you are not directly participate.Instructions for Form 8810 for the material involved in the day-to-day operations ofparticipation standards that apply to them. You are not considered to activelythe activity. Examples of work done as an
Individuals (other than limited participate in a rental real estate activity ifinvestor that would not count toward

partners). If you are an individual (either at any time during the tax year yourmaterial participation include:
a general partner or a limited partner who interest (including your spouse’s interest)a. Studying and reviewing financial
owned a general partnership interest at all in the activity was less than 10% (bystatements or reports on operations of the
times during the tax year), you materially value) of all interests in the activity.activity.
participated in an activity only if one or b. Preparing or compiling summaries Active participation is a less stringentmore of the following apply. or analyses of the finances or operations requirement than material participation.1. You participated in the activity for of the activity for your own use. You may be treated as activelymore than 500 hours during the tax year. c. Monitoring the finances or participating if you participated, for2. Your participation in the activity for operations of the activity in a example, in making managementthe tax year constituted substantially all nonmanagerial capacity. decisions or arranging for others tothe participation in the activity of all provide services (such as repairs) in aEffect of determination. Incomeindividuals (including individuals who are significant and bona fide sense.(loss), deductions, and credits from annot owners of interests in the activity for Management decisions that can count asactivity are nonpassive if you determinethe tax year). active participation include approving newthat:3. You participated in the activity for tenants, deciding rental terms, approving• You materially participated in a trade ormore than 100 hours during the tax year, capital or repair expenditures, and otherbusiness activity of the partnership orand your participation in the activity for similar decisions.• You were a real estate professional in athe tax year was not less than the

rental real estate activity of the An estate is a qualifying estate if theparticipation in the activity of any other
partnership. decedent would have satisfied the activeindividual (including individuals who were

participation requirement for the activitynot owners of interests in the activity) for If you determine that you did not
for the tax year the decedent died. Athe tax year. materially participate in a trade or
qualifying estate is treated as actively4. The activity was a significant business activity of the partnership or if
participating for tax years ending lessparticipation activity for the tax year, and you have income (loss), deductions, or
than 2 years after the date of theyou participated in all significant credits from a rental activity of the
decedent’s death.participation activities (including activities partnership (other than a rental real

outside the partnership) during the year estate activity in which you materially Modified adjusted gross incomefor more than 500 hours. A significant participated as a real estate professional), limitation. The maximum specialparticipation activity is any trade or the amounts from that activity are allowance that single individuals andbusiness activity in which you participated passive. Report passive income (losses), married individuals filing a joint return canfor more than 100 hours during the tax deductions, and credits as follows. qualify for is $25,000. The maximum isyear and in which you did not materially 1. If you have an overall gain (the $12,500 for married individuals who fileparticipate under any of the material excess of income over deductions and separate returns and who lived apart allparticipation tests (other than this test 4). losses, including any prior year unallowed times during the year. The maximum5. You materially participated in the loss) from a passive activity, report the special allowance for which an estate canactivity for any 5 tax years (whether or not income, deductions, and losses from the qualify is $25,000 reduced by the specialconsecutive) during the 10 tax years that activity as indicated in the instructions for allowance for which the surviving spouseimmediately precede the tax year. the boxes in which those items were qualifies.6. The activity was a personal service reported.
activity and you materially participated in If your modified adjusted gross income2. If you have an overall loss (the
the activity for any 3 tax years (whether or (defined below) is $100,000 or lessexcess of deductions and losses,
not consecutive) preceding the tax year. ($50,000 or less if married filingincluding any prior year unallowed loss,
A personal service activity involves the separately), your loss is deductible up toover income) or credits from a passive
performance of personal services in the the amount of the maximum specialactivity, report the income, deductions,
fields of health, law, engineering, allowance referred to in the precedinglosses, and credits from all passive
architecture, accounting, actuarial paragraph. If your modified adjustedactivities using the Instructions for Form
science, performing arts, consulting, or gross income is more than $100,0008582 or Form 8582-CR (or Form 8810), to
any other trade or business in which (more than $50,000 if married filingsee if your deductions, losses, and credits
capital is not a material income-producing separately), the special allowance isare limited under the passive activity
factor. limited to 50% of the difference betweenrules.

7. Based on all the facts and $150,000 ($75,000 if married filing
circumstances, you participated in the Special allowance for rental real estate separately) and your modified adjusted
activity on a regular, continuous, and activities. If you actively participated in gross income. When modified adjusted
substantial basis during the tax year. a rental real estate activity, you may be gross income is $150,000 or more

-4- Instructions for Schedule K-1 (1065-B) (2010)
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($75,000 or more if married filing activity, the partnership will provide a column (g), report the remaining
separately), there is no special allowance. statement allocating the interest income Schedule E gain of $3,500 ($8,000 −

or expense with respect to each activity. $4,500). On the appropriate line of FormModified adjusted gross income is your
The self-charged interest rules do not 4797, report the prior year unallowed lossadjusted gross income figured without
apply to your partnership interest if the of $3,500. Be sure to enter “From PTP” totaking into account the following amounts,
partnership made an election under the left of each entry space.if applicable:
Regulations section 1.469-7(g) to avoid 3. If you have an overall loss (but did• Any passive activity loss.
the application of these rules. See the not dispose of your entire interest in the• Any rental real estate loss allowed
Instructions for Form 8582 for more PTP to an unrelated person in a fullyunder section 469(c)(7) to real estate
information. taxable transaction during the year), theprofessionals (as defined previously).

losses are allowed to the extent of the• Any overall loss from a publicly traded Publicly traded partnerships. The
income, and the excess loss is carriedpartnership. passive activity limitations are applied
forward to use in a future year when you• Any taxable social security or separately for items (other than the
have income to offset it. Report as aequivalent railroad retirement benefits. low-income housing credit and the
passive loss on the schedule or form you• Any deductible contributions to an IRA rehabilitation credit) from each publicly
normally use the portion of the loss equalor certain other qualified retirement plans traded partnership (PTP). Thus, a net
to the income. Report the income asunder section 219. passive loss from a PTP may not be
passive income on the form or schedule• The domestic production activities deducted from other passive income.
you normally use.deduction. Instead, a passive loss from a PTP is

• The student loan interest deduction. Example. You have a Schedule E losssuspended and carried forward to be
• The tuition and fees deduction. applied against passive income from the of $12,000 (current year losses plus prior
• The deduction for one-half of same PTP in later years. If the partner’s year unallowed losses) and a Schedule D
self-employment taxes. entire interest in the PTP is completely gain of $7,200. Report the $7,200 gain on
• The exclusion from income of interest disposed of, any unused losses are the appropriate line of Schedule D. On
from Series EE and I U.S. Savings Bonds allowed in full in the year of disposition. Schedule E (Form 1040), line 28, report
used to pay higher education expenses. $7,200 of the losses as a passive loss inIf you have an overall gain from a PTP,• The exclusion of amounts received column (f). Carry forward to 2011 thethe net gain is nonpassive income. Inunder an employer’s adoption assistance unallowed loss of $4,800 ($12,000 −addition, the nonpassive income isprogram. $7,200).included in investment income to figure

Commercial revitalization If you have unallowed losses fromyour investment interest expense
deduction. The special $25,000 more than one activity of the PTP or fromdeduction.
allowance for the commercial the same activity of the PTP that must be

Do not report passive income, gains,revitalization deduction from rental real reported on different forms, you must
or losses from a PTP on Form 8582.estate activities is not subject to the active allocate the unallowed losses on a pro
Instead, use the following rules to figureparticipation rules or modified adjusted rata basis to figure the amount allowed
and report on the proper form or schedulegross income limits discussed above. See from each activity or on each form.
your income, gains, and losses fromCode Q, Commercial Revitalization
passive activities that you held throughDeduction on page 11. To allocate and keep a record of
each PTP you owned during the tax year. the unallowed losses, useSpecial rules for certain other

Worksheets 5, 6, and 7 of Form1. Combine any current year income,
TIP

activities. If you have net income (loss),
8582. List each activity of the PTP ingains (losses), and any prior yeardeductions, or credits from any activity to
Worksheet 5. Enter the overall loss fromunallowed losses to see if you have anwhich special rules apply, the partnership
each activity in column (a). Completeoverall gain (loss) from the PTP. Includewill identify the activity and all amounts
column (b) of Worksheet 5 according toonly the same types of income and lossesrelating to it on Schedule K-1 or on an
its instructions. Multiply the totalyou would include in your net income orattachment.
unallowed loss from the PTP by eachloss from a non-PTP passive activity. SeeIf you have net income subject to ratio in column (b) and enter the result inPub. 925 for more details.recharacterization under Temporary 2. If you have an overall gain, the net column (c) of Worksheet 5. Then,Regulations section 1.469-2T(f) and gain portion (total gain minus total losses) complete Worksheet 6 if all the loss fromRegulations section 1.469-2(f), report is nonpassive income. On the form or the same activity is to be reported on onesuch amounts according to the schedule you normally use, report the net form or schedule. Use Worksheet 7Instructions for Form 8582 (or Form gain portion as nonpassive income and instead of Worksheet 6 if you have more8810). the remaining income and the total losses than one loss to be reported on different

If you have net income (loss), as passive income and loss. To the left of forms or schedules for the same activity.
deductions, or credits from any of the the entry space, enter “From PTP.” It is Enter the net loss plus any prior year
following activities, treat such amounts as important to identify the nonpassive unallowed losses in column (a) of
nonpassive and report them as instructed income because the nonpassive portion is Worksheet 6 (or Worksheet 7 if
in these instructions. included in modified adjusted gross applicable). The losses in column (c) of
• Working interests in oil and gas wells. income for purposes of figuring on Form Worksheet 6 (column (e) of Worksheet 7)
• The rental of a dwelling unit any partner 8582 the “special allowance” for active are the allowed losses to report on the
used for personal purposes during the participation in a non-PTP rental real forms or schedules. Report both these
year for more than the greater of 14 days estate activity. In addition, the nonpassive losses and any income from the PTP on
or 10% of the number of days that the income is included in investment income the forms and schedules you normally
residence was rented at fair rental value. when figuring your investment interest use.
• Trading personal property for the expense deduction on Form 4952, 4. If you have an overall loss and you
account of owners of interests in the Investment Interest Expense Deduction. disposed of your entire interest in the PTP
activity. to an unrelated person in a fully taxableExample. If you have Schedule E

transaction during the year, your lossesSelf-charged interest. The partnership income of $8,000, and a Form 4797 prior
(including prior year unallowed losses)must report any “self-charged” interest year unallowed loss of $3,500 from the
allocable to the activity for the year areincome or expense that resulted from passive activities of a particular PTP, you
not limited by the passive loss rules. Aloans between you and the partnership have a $4,500 overall gain ($8,000 −
fully taxable transaction is one in which(or between the partnership and another $3,500). On Schedule E (Form 1040), line
you recognize all your realized gainpartnership in which you have an 28, report the $4,500 net gain as
(loss). Report the income and losses oninterest). If there was more than one nonpassive income in column (j). In
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the forms and schedules you normally commercially reasonable and on Box 1. Taxable Income (Loss)
use. substantially the same terms as loans From Passive Activities

involving unrelated persons), the seller of
Note. For rules on the disposition of an Limited partners only. Any amountthe property, or a person who receives a
entire interest reported using the reported in box 1 is treated as being fromfee for the partnership’s investment in the
installment method, see the Instructions a trade or business that is a singlereal property.
for Form 8582. passive activity. Report this amount as

See Pub. 925 for more information on follows.
qualified nonrecourse financing. • If income is reported in box 1, report

the income on Schedule E (Form 1040),Both the partnership and you mustSpecific Instructions line 28, column (g). However, if the PTPmeet the qualified nonrecourse rules on
box is checked, report the incomethis debt before you can include the
following the rules for Publicly tradedPublicly Traded amount shown next to “Qualified
partnerships on page 5.nonrecourse financing” in your at-riskPartnership (PTP) • If a loss is reported in box 1, follow thecomputation.

If the “publicly traded partnership” box is Instructions for Form 8582 to figure how
See Limitations on Losses,checked, you are a partner in a publicly much of the loss can be reported on

Deductions, and Credits beginning ontraded partnership (PTP) and must follow Schedule E (Form 1040), line 28, column
page 2 for more information on the at-riskthe rules under Publicly traded (f). However, if the PTP box is checked,
limitations.partnerships discussed above. report the loss following the rules for

Publicly traded partnerships.
Partner’s Share of Boxes 1 Through 9 Box 2. Taxable Income (Loss)

The amounts shown in boxes 1 through 9Liabilities From Other Activities
reflect your share of income, loss,The partnership will show your share of This amount is not subject to the passivedeductions, credits, etc., from thethe partnership’s nonrecourse liabilities, activity limitations. Report the amount aspartnership. These amounts do not takepartnership-level qualified nonrecourse follows.into consideration the followingfinancing, and other liabilities as of the • If the amount is income, report it onlimitations.end of the partnership’s tax year. If you Schedule E (Form 1040), line 28, column• The adjusted basis of your partnershipterminated your interest in the partnership (j).interest.during the tax year, the amounts should • If the amount is a loss, report it on• The amount for which you are at risk.reflect the share that existed immediately Schedule A (Form 1040), line 28.• The passive activity limitations.before the total disposition. A partner’s Note. If the amount of interest included“other liability” is any partnership liability For information on these provisions, in box 2 includes interest from the creditfor which a partner is personally liable. see Limitations on Losses, Deductions, to holders of clean renewable energy
and Credits beginning on page 2.Use the total of the three amounts for bonds or Midwestern tax credit bonds, the

computing the adjusted basis of your partnership will attach a statement toFor individuals, the followingpartnership interest. Schedule K-1 showing your distributiveinstructions explain how to report the
share of interest income from theseGenerally, you can use only the amounts shown in the boxes. For all other
credits. Because the basis in youramounts shown next to “Qualified entities, report the amounts in the boxes
partnership interest is increased by yournonrecourse financing” and “Other” to as instructed on your income tax return.
share of the interest income from thesefigure your amount at risk. Do not include

The line numbers in these instructions credits, you must reduce your bases byany amounts that are not at risk if such
are references to forms in use for the same amount to offset the increase.amounts are included in either of these
calendar year 2010. If you file your tax See Line 4 of the Worksheet for Adjustingcategories.
return on a calendar year basis, but your the Basis of a Partner’s Interest in theIf your partnership is engaged in two or partnership files a return for a fiscal year, Partnership on page 3.more different types of activities subject to enter the amounts shown in the boxes on

the at-risk provisions, or a combination of Box 3. Qualified Dividendsyour tax return for the year in which the
at-risk activities and any other activity, the partnership’s fiscal year ends. For Report this amount on lines 9a and 9b ofpartnership should give you a statement example, if the partnership’s tax year Form 1040.showing your share of nonrecourse ends on June 30, 2011, report the Note. Qualified dividends are excludedliabilities, partnership-level qualified amounts in the boxes on your 2011 from investment income, but you cannonrecourse financing, and other income tax return. elect to include part or all of theseliabilities for each activity.

amounts in investment income. See the If you have losses, deductions, orQualified nonrecourse financing. instructions for line 4g of Form 4952,credits from a prior year that were notQualified nonrecourse financing generally Investment Interest Expense Deduction,deductible or usable because of certainincludes financing for which no one is for important information on making thislimitations, such as the basis rules or thepersonally liable for repayment that is election.at-risk limitations, take them into accountborrowed for use in an activity of holding
in determining your net income, loss, orreal property and that is loaned or Box 4a. Net Capital Gain orcredits for this year. However, except forguaranteed by a federal, state, or local (Loss) From Passive Activitiespassive activity losses and credits, do notgovernment or borrowed from a
combine the prior-year amounts with any Limited partners only. The net capital“qualified” person. Qualified nonrecourse
amounts shown on this Schedule K-1 to gain (loss) reported in box 4a, is treatedfinancing secured by real property used in
get a net figure to report on any as being from a trade or business that is aan activity of holding real property that is
supporting schedules, statements, or single passive activity. If a net capital gainsubject to the at-risk rules is treated as an
forms attached to your return. Instead, is reported in box 4a, report the gain onamount at risk.
report the amounts separately on the Schedule D (Form 1040), line 12, columnQualified persons. Qualified persons attached schedule, statement, or form on (f).include any persons actively and regularly a year-by-year basis.

engaged in the business of lending If a loss is reported in box 4a, report it
money, such as a bank or savings and For amounts other than those shown following the Form 8582 instructions to
loan association. Qualified persons on Schedule K-1, enter each item on a figure how much of the loss can be
generally do not include related parties separate line of Part II of Schedule E reported on Schedule D (Form 1040), line
(unless the nonrecourse financing is (Form 1040). 12, column (f). However, if the PTP box is
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checked, report the loss following the for Form 8582 to figure how much of theBox 9. Other
rules for Publicly traded partnerships. loss can be included on line 4 of the 28%

Rate Gain Worksheet on page D-8 of theCodes A Through C
Box 4b. Net Capital Gain or Instructions for Schedule D (Form 1040).General partners in an ELP must

However, if the PTP box is checked,(Loss) From Other Activities separately account for any items
report the loss following the rules forattributable to passive loss limitationNet capital gain or (loss) from other
Publicly traded partnerships.activities to the extent necessary toactivities is not subject to the passive

comply with the section 469 passive lossactivity limitations. Report the gain or Code A4. General partner’s general
rules. Therefore, the partnership is(loss) on Schedule D (Form 1040), line credits from trade or business
required to report income or (loss), capital12, column (f). activities. Report the general credits on
gain or (loss), 28% rate gain or (loss), line 1bb of Form 3800. If you did not

Box 5. Net Passive AMT credits, and the alternative minimum tax materially participate in the trade or
adjustment separately for all trade orAdjustment business activity, you must also include
business activities, rental real estate the general credits on line 3 of FormLimited partners only. Use this amount activities, and rental activities other than 3800.(as well as your adjustments and tax rental real estate.

preference items from other sources) to Code A5. General partner’s alternativeCode A1. General partner’s taxableprepare your Form 6251, Alternative minimum tax adjustment from trade orincome (loss) from trade or businessMinimum Tax— Individuals; Form 4626, business activities.  Generally, an AMTactivities. Report Code A1 incomeAlternative Minimum Tax—Corporations; adjustment must be reported on line 16 of(loss) from partnership trade or businessor Schedule I (Form 1041), Alternative Form 6251. However, if the AMTactivities in which you materiallyMinimum Tax—Estates and Trusts. The adjustment is from a passive activity, itparticipated on Schedule E (Form 1040),adjustment is treated as being from a must be taken into account on line 19 withline 28, column (h) or (j). See thetrade or business that is a single passive adjustments and preferences from otherinstructions to determine whether youactivity. passive activities.materially participated in a trade or
Individuals should enter the amount on business activity. Code B1. General partner’s taxable

line 19 of Form 6251, where it is taken income (loss) from rental real estateReport Code A1 income or (loss) from
into account with adjustments and activities. Generally, the income orpartnership trade or business activities in
preferences from other passive activities. (loss) reported in box 9, Code B1, is awhich you did not materially participate as

passive activity amount for all generalfollows.Box 6. Net Other AMT partners. However, the income or (loss) in1. Report any income on Schedule EAdjustment box 9 is not from a passive activity if you(Form 1040), line 28, column (g).
were a real estate professional and youIndividual general and limited partners However, if the PTP box on Schedule K-1
materially participated in the activity.should enter this amount on line 16 of is checked, report the income following

Form 6251. the rules for Publicly traded partnerships. Use the following instructions to
2. Report a loss following the determine where to enter the Code B1Box 7. General Credits Instructions for Form 8582 to figure how amount.

Limited partners only. Enter this amount much of the loss can be reported on 1. If you have a loss from a passivefrom box 7 on line 1bb of Form 3800, Schedule E (Form 1040), line 28, column activity in box 9, Code B1, and you meetGeneral Business Credit. Because (f). However, if the PTP box is checked, all of the following conditions, enter thegeneral credits are treated as being from report the loss following the rules for loss on Schedule E (Form 1040), line 28,a trade or business that is a single Publicly traded partnerships. column (f).passive activity, you must also include the
a. You actively participated in theCode A2. General partner’s net capitalbox 7 amount on line 3 of Form 3800.

partnership rental real estate activities.gain or (loss) from trade or business
See Special allowance for rental realIf the partnership is an eligible small activities. If you did not materially
estate activities on page 4.business, the general business credits participate in the trade or business

you receive from the partnership may be b. Rental real estate activities withactivity, the net capital gain or (loss) is a
available to offset tentative minimum tax active participation were your onlypassive activity amount. If the amount is
and qualify for a 5-year carryback. See passive activities.either (a) a loss that is not from a passive
the attachment for box 9, code U, to find c. You have no prior year unallowedactivity or (b) a gain, report it on Schedule
out if the partnership is an eligible small losses from these activities.D (Form 1040), line 12, column (f).
business. For details, see the Instructions d. Your total loss from the rental real

If the amount is a loss from a passivefor Form 3800. estate activities was not more than
activity, report it following the Instructions $25,000 (not more than $12,500 if
for Form 8582 to figure how much of theBox 8. Low-Income Housing married filing separately and you lived
loss can be reported on Schedule D apart from your spouse all year).Credit (Form 1040), line 12, column (f). e. If you are a married person filingLimited partners only. Enter the amount However, if the PTP box is checked, separately, you lived apart from yourreported in box 8 of Schedule K-1 on line report the loss following the rules for spouse all year.4 of Form 8586, Low-Income Housing Publicly traded partnerships. f. You have no current or prior yearCredit. If an amount is reported in box 8,
Code A3. General partner’s 28% rate unallowed credits from a passive activity.all of the low-income housing credit is for
gain (loss) from trade or business g. Your modified adjusted grossbuildings placed in service before 2008. If
activities. If you did not materially income was not more than $100,000 (notany of the low-income housing credit is
participate in the trade or business more than $50,000 if married filingfor buildings placed in service after 2007,
activity, the 28% rate gain or (loss) is a separately and you lived apart from yourthe partnership will enter “STMT” in box 8
passive activity amount. If the amount is spouse all year).and attach a statement which lists
either (a) a loss that is not from a passiveseparately the amount of the credit for 2. If you have a (loss) from a passive
activity or (b) a gain, include it on line 4 ofbuildings placed in service prior to 2008 activity in box 9 and you do not meet all
the 28% Rate Gain Worksheet on page(reported on line 4 of Form 8586), and the the conditions in 1 above, report the loss
D-8 of the Instructions for Schedule Damount for buildings placed in service following the Instructions for Form 8582 to
(Form 1040).after 2007 (reported on line 11 of Form figure how much of the loss you can

8586). See the Instructions for Form 8586 If the amount is a loss from a passive report on Schedule E (Form 1040), line
for more information. activity, report it following the Instructions 28, column (f). However, if the PTP box is
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Code B6. General partner’schecked, report the loss following the activities instead of being reported on line
rehabilitation credit from rental realrules for Publicly traded partnerships. 16.
estate activities. Report the3. If you were a real estate Code D. Limited Partner’s 28%rehabilitation credit on line 11m of Formprofessional and you materially

Rate Gain or (Loss) From Passive3468, Investment Credit. Unless you wereparticipated in the activity, report box 9
Activitiesa real estate professional and materiallyincome or (loss) on Schedule E (Form

participated in the rental real estate1040), line 28, column (h) or (j). Limited partners only. The 28% rate
activity, the credit is a passive activity4. If you have income from a passive gain or (loss) is treated as being from a
credit, and you must also file Form 3800.activity in box 9, Code B1, enter the trade or business that is a single passive

income on Schedule E (Form 1040), line Code B7. General partner’s alternative activity. If a gain is reported, include it on
28, column (g). However, if the PTP box minimum tax adjustment from rental line 4 of the 28% Rate Gain Worksheet
is checked, report the income following real estate activities.  An AMT on page D-8 of the Instructions for
the rules for Publicly traded partnerships. adjustment must be reported on line 16 of Schedule D (Form 1040).

Form 6251. However, if the AMT If a loss is reported, report the lossCode B2. General partner’s net capital adjustment is from a passive activity, it following the Instructions for Form 8582 togain or (loss) from rental real estate must be taken into account on line 19 with figure how much of the loss can beactivities (for the entire year). The net other passive activities instead of being included on line 4 of the 28% Rate Gaincapital gain or (loss) from a rental real reported on line 16. Worksheet on page D-8 of theestate activity is a passive activity amount Code C1. General partner’s taxable Instructions for Schedule D (Form 1040).unless you were a real estate income or (loss) from other rental However, if the PTP box is checked,professional and you materially activities. Income (loss) reported in box report the loss following the rules forparticipated in the activity. If the amount is 9, Code C1, is a passive activity amount Publicly traded partnerships.either (a) a loss that is not from a passive for all general partners. Report a loss
activity or (b) a gain, report it on Schedule Code E. Limited Partner’s 28%following the Instructions for Form 8582.
D (Form 1040), line 12, column (f). Report income on Schedule E (Form Rate Gain or (Loss) From Other

1040), line 28, column (g). However, if theIf the amount is a loss from a passive Activities
PTP box is checked, report the incomeactivity, report it following the Instructions The 28% gain or (loss) from other
(loss) following the rules for Publiclyfor Form 8582 to figure how much of the activities is not subject to the passive
traded partnerships.loss can be reported on Schedule D, line activity limitations. Include it on line 4 of

12, column (f). However, if the PTP box is Code C2. General partner’s net capital the 28% Rate Gain Worksheet on page
checked, report the loss following the gain or (loss) from other rental D-8 of the Instructions for Schedule D
rules for Publicly traded partnerships. activities. The net capital gain (loss) (Form 1040).

from other rental activities is a passiveCode B3. General partner’s 28% rate Code F. Guaranteed Paymentsactivity amount for all general partners.gain or (loss) from rental real estate
Report the gain on Schedule D (Form Generally, these amounts are not passiveactivities. The 28% rate gain or (loss)
1040), line 12, column (f). Report a loss income. Report them on Schedule Efrom a rental real estate activity is a
following the Instructions for Form 8582 to (Form 1040), line 28, column (j) (forpassive activity amount unless you were
figure how much of the loss can be example, guaranteed payments fora real estate professional and you
reported on Schedule D (Form 1040), line personal services).materially participated in the activity. If the
12, column (f). However, if the PTP box isamount is either (a) a loss that is not from Code G. Income From Discharge ofchecked, report the loss following thea passive activity or (b) a gain, include it Indebtednessrules for Publicly traded partnerships.on line 4 of the 28% Rate Gain

The amount reported under Code G isCode C3. General partner’s 28% rateWorksheet on page D-8 of the
excluded from your gross income to thegain or (loss) from other rentalInstructions for Schedule D (Form 1040).
extent provided in section 108 if theactivities. The 28% rate gain or (loss)If the amount is a loss from a passive discharge:from other rental activities is a passiveactivity, report it following the Instructions • Occurred in a title 11 case relating toactivity amount for all general partners. Iffor Form 8582 to figure how much of the bankruptcy,the amount is a gain, include it on line 4loss can be included on line 4 of the 28% • Occurred when you were insolvent,of the 28% Rate Gain Worksheet on pageRate Gain Worksheet on page D-8 of the • Involved qualified farm indebtedness,D-8 of the Instructions for Schedule DInstructions for Schedule D (Form 1040). as defined in section 108(g), or(Form 1040). Report a loss following theHowever, if the PTP box is checked, • Involved qualified real propertyInstructions for Form 8582 to figure howreport the loss following the rules for business indebtedness, as defined inmuch of the loss can be included on line 4Publicly traded partnerships. section 108(c)(3), unless the partner is aof the 28% Rate Gain Worksheet on page
C corporation.Code B4. General partner’s general D-8 of the Instructions for Schedule D

credits from rental real estate (Form 1040). However, if the PTP box is This amount is applied, instead, to
activities. Report the general credits on checked, report the loss following the reduce certain tax attributes. File Form
line 1bb of Form 3800. Unless you were a rules for Publicly traded partnerships. 982, Reduction of Tax Attributes Due to
real estate professional and materially Discharge of Indebtedness (and SectionCode C4. General partner’s general
participated in the rental real estate 1082 Basis Adjustment), to explain whycredits from other rental activities.
activity, you must also include the general any amount received from the dischargeReport the general credits on line 1bb of
credits on line 3 of Form 3800. of indebtedness should be excluded andForm 3800. Because general credits from

to report your reduction of tax attributes.other rental activities are passive activityCode B5. General partner’s
credits for all general partners, you mustlow-income housing credit from rental For a discharge of indebtedness not
also include the general credits on line 3real estate activities. Report the described above, you must include this
of Form 3800.low-income housing credit on line 4 of amount in income on line 21 of Form

Form 8586 for buildings placed in service Code C5. General partner’s alternative 1040.
before 2008, and on line 11 of Form 8586 minimum tax adjustment from other

Code H. Tax-Exempt Interestfor buildings placed in service after 2007. rental activities.  An AMT adjustment
IncomeUnless you were a real estate must be reported on line 16 of Form

professional and materially participated in 6251. However, if the AMT adjustment is Report on your income tax return, as an
the rental real estate activity, the from a passive activity, it must be taken item of information, your share of the
low-income housing credit is a passive into account on line 19 with adjustments tax-exempt interest received or accrued
activity credit. and preferences from other passive by the partnership during the year.
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Individual partners must include this and 3d of Form 1116. A separate Form accordance with the regular partnership
amount on Form 1040, line 8b. Increase 1116 or 1118 is required for each foreign rules, here or on an attached schedule.
the adjusted basis of your interest in the source category of income. Do not Note. A partner must notify the ELP of
partnership by this amount. include income that you determined to be its status as a “disqualified person.”

U.S. source income.Code I. Limited Partner’s Codes M1 Through M9.Codes K4(a) Through K4(c). ForeignRehabilitation Credit From Rental Miscellaneousgross income sourced at partnershipReal Estate Activities level. The following types of income Code M1. Other tax-exempt income.
Limited partners only. Report this have already been sourced for you by the Increase the adjusted basis of your
amount on line 11m of Form 3468. partnership. Include these amounts on interest in the partnership by this amount,
Because the credit is treated as being lines 1a and 3d of the applicable Form but do not include it in income on your
from a single passive activity, you must 1116 (that is, the Form 1116 for each income tax return.
also file Form 3800. category of income provided to you). Code M2. Nondeductible expenses.• Code K4(a). Passive categoryCodes J1 and J2. Self-Employment Decrease the adjusted basis of your

foreign source income. interest in the partnership by this amount.Code J1. Net earnings or (loss) from • Code K4(b). General category The nondeductible expenses paid orself-employment. Enter this amount on foreign source income. incurred by the partnership are notSchedule SE (Form 1040), line 2, Section • Code K4(c). Other foreign source deductible on your income tax return, butA or B, whichever is applicable. General income. they do affect your basis.partners should reduce this amount by Code K5. Interest expense allocated Code M3. Unrelated business taxableunreimbursed partnership expenses and apportioned at the partner level. income. The partnership must give youclaimed. General partners who are Include this amount on line 4b of the any information you need to figuredisqualified persons also should reduce applicable Forms 1116. unrelated business taxable income underthis amount by depletion claimed on oil
Code K6. Other expenses allocated section 512(a)(1) (but excluding anyand gas properties. If this amount is a
and apportioned at the partner level. modifications required by paragraphs (8)loss, enter only the deductible amount on
Include this amount on line 2 of the through (15) of section 512(b)) for aSchedule SE. For purposes of
applicable Forms 1116. partner that is a tax-exempt organization.self-employment tax, no income from an
Note. For Codes K5 and K6, do notELP is treated as farming or fishing Reminder. A partner is required to notify
include any expenses allocated andincome. the partnership of its tax-exempt status.
apportioned to U.S. source income onCode J2. Gross nonfarm income. Code M4. Health insurance. Include
any line of Part I of Form 1116.Individual partners use this amount to any amounts paid during the tax year for

figure net earnings from self-employment Codes K7(a) Through Codes K7(c). insurance that constitutes medical care
under the nonfarm optional method on Deductions allocated and apportioned for you, your spouse, your dependents,
Schedule SE (Form 1040), Section B, at partnership level to foreign source and any children under age 27 who are
Part II. income. The following codes report the not dependents on line 29 of your 2010

expenses allocated and apportioned by Form 1040. You may be allowed toCodes K1 Through K9. Foreign Tax the partnership to foreign source deduct such amounts, even if you do notCredit Information categories of income. Include these itemize deductions. If you do itemize
Use the information reported under amounts on line 2 of the applicable Forms deductions, enter on line 1 of Schedule A
Codes K1 through K9 to figure your 1116 (that is, the Forms 1116 for each (Form 1040) any amounts not deducted
foreign tax credit. For more information, category of income provided to you). on line 29 of Form 1040.
see Form 1116, Foreign Tax Credit • Code K7(a). Deductions allocated Code M5. Distributions of money (cash
(Individual, Estate, or Trust) and its and apportioned at partnership level to and marketable securities). This
instructions; Form 1118, Foreign Tax passive category foreign source amount includes the distributions the
Credit—Corporations, and its income. partnership made to you of cash and
instructions; and Pub. 514, Foreign Tax • Code K7(b). Deductions allocated certain marketable securities. The
Credit for Individuals. See page 4 of the and apportioned at partnership level to marketable securities are included at their
Instructions for Form 1116 for detailed general category foreign source fair market value (FMV) on the date of
instructions for reporting foreign tax income. distribution (minus your share of the
information from partnerships. • Code K7(c). Deductions allocated partnership’s gain on the securities

and apportioned at partnership level toCode K1. Name of foreign country or distributed to you). If this amount exceeds
other foreign source income.U.S. possession. Include on Form the adjusted basis of your partnership

1116, Part I, item g. For each country Code K8(a). Total foreign taxes paid. interest immediately before the
reported, the partnership must give you Include this amount in Part II of Form distribution, the excess is treated as gain
the amount and a description of your 1116. from the sale or exchange of your
share of the following items for Codes K2 partnership interest. Generally, this gainCode K8(b). Total foreign taxes
through K9. For each country or is treated as gain from the sale of aaccrued. Include this amount in Part II of
possession being reported, a separate capital asset and should be reported onForm 1116.
column in Part I and a separate line in the Schedule D for your return. However,Code K9. Reduction in taxes availablePart II is needed on Form 1116. the gain may be ordinary income. Forfor credit. Enter this amount on line 12 details, see Pub. 541.Code K2. Gross income from all of Form 1116.
sources. Enter this amount on line 3e of The partnership must separately

Code L. Oil and Gas ActivitiesForm 1116. identify both of the following.
Generally, oil and gas income, • The FMV of the marketable securitiesCode K3. Gross income sourced at
deductions, credits, and other items are when distributed (minus your share of thepartner level. Although all this income
included in your distributive share of gain on the securities distributed to you).reported has been apportioned to foreign
income or loss from passive loss • The partnership’s adjusted basis ofsource categories of income, you must
limitation activities, general credits, and those securities immediately before thenevertheless determine whether the
the alternative minimum tax adjustment. distribution.income being reported is U.S. source

income or foreign source income. See the However, distributive shares of all oil Decrease the adjusted basis of your
Instructions for Form 1116 for the rules to and gas income, deductions, credits, and interest in the partnership (but not below
source the income reported to you. Enter other items are separately reported to zero) by the amount of cash distributed to
only foreign source income on lines 1a partners who are disqualified persons in you and the partnership’s adjusted basis
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Code M7. Gain eligible for section 1202 Opting out of partnership election.of the distributed securities. Advances or
exclusion. This gain from the sale or You can opt out of the partnership’sdrawings of money or property against
exchange of qualified small business section 1045 election and either (1)your distributive share are treated as
(QSB) stock (as defined in the recognize the gain or (2) elect tocurrent distributions made on the last day
Instructions for Schedule D) is eligible for purchase different replacement QSBof the partnership’s tax year.
the partial section 1202 exclusion. The stock, either directly or through ownershipYour basis in the distributed
partnership must also provide you with: of a partnership that acquiredmarketable securities (other than in •  The name of the corporation that replacement QSB stock. You satisfy theliquidation of your interest) is the smaller
issued the QSB stock, requirement to purchase replacementof: •  Your share of the partnership’s QSB stock if you own an interest in a• The partnership’s adjusted basis in the
adjusted basis of the QSB stock, partnership that purchases QSB stocksecurities immediately before the •  Your share of the partnership’s sales during the 60-day period. You also mustdistribution increased by any gain
price of the QSB stock, and notify the partnership, in writing, if you optrecognized on the distribution of the •  The dates the QSB stock was bought out of the partnership’s section 1045securities or
and sold. election. If you recognize gain, you must• The adjusted basis of your partnership

notify the partnership, in writing, of theinterest reduced by any cash distributed  Corporate partners are not eligible for amount of gain that you are recognizing.in the same transaction and increased by the section 1202 exclusion. The following
Code M9. Gain eligible for section 1045any gain recognized on the distribution of additional limitations apply at the partner
rollover–stock not replaced. This gainthe securities. level.
is eligible for the section 1045 rollover.• You must have held an interest in the If you received the securities in Replacement stock has not beenpartnership when the partnershipliquidation of your partnership interest, purchased by the partnership. Theacquired the QSB stock and at all timesyour basis in the marketable securities is partnership must also provide you with:thereafter until the partnership disposedequal to the adjusted basis of your •  The name of the corporation thatof the QSB stock.partnership interest reduced by any cash issued the qualified small business (QSB)• Your distributive share of the eligibledistributed in the same transaction and stock,section 1202 gain cannot exceed theincreased by any gain recognized on the •  Your share of the partnership’samount that would have been allocated todistribution of the securities. adjusted basis of the QSB stock,you based on your interest in theIf, within 7 years of a distribution to you •  Your share of the partnership’s salespartnership at the time the QSB stockof marketable securities, you contributed price of the QSB stock,was acquired.appreciated property (other than those •  The dates the QSB stock was bought

securities) to the partnership and the FMV and sold, andSee the Instructions for Schedule D
of those securities exceeded the adjusted • Your distributive share of the gain from(Form 1040) for details on how to report
basis of your partnership interest the sale of the QSB stock.the gain and the amount of the allowable
immediately before the distribution exclusion.  Corporate partners are not eligible for(reduced by any cash received in the the section 1045 rollover. To qualify forCode M8. Gain eligible for section 1045distribution), you may have to recognize the section 1045 rollover:rollover–stock replaced. This gain isgain on the appreciated property. See • You must have held an interest in theeligible for the section 1045 rollover.section 737 for details. partnership during the entire period inReplacement stock has been purchased
Code M6. Distributions of property which the partnership held the QSB stockby the partnership. The partnership must
other than money. Box 9, Code M6, (more than 6 months prior to the sale),also provide you with:
shows the partnership’s adjusted basis of • Your distributive share of the gain•  The name of the corporation that
property other than money immediately eligible for the section 1045 rolloverissued the qualified small business (QSB)
before the property was distributed to cannot exceed the amount that wouldstock,
you. In addition, the partnership should have been allocated to you based on your•  Your share of the partnership’s
attach a statement showing the cost basis interest in the partnership at the time theadjusted basis of the QSB stock,
and FMV of each property distributed. stock was acquired, and•  Your share of the partnership’s sales
Decrease the adjusted basis of your • You must purchase other QSB stockprice of the QSB stock,
interest in the partnership by the amount (as defined in the Instructions for•  The dates the QSB stock was bought
of your basis in the distributed property. Schedule D (Form 1040)) during theand sold,
Your basis in the distributed property 60-day period that began on the date the• Your distributive share of gain from the
(other than in liquidation of your interest) QSB stock was sold by the partnership.sale of the QSB stock, and
is the smaller of: • Your distributive share of the gain that See the Instructions for Schedule D• The partnership’s adjusted basis was deferred by the partnership under (Form 1040) for details on how to reportimmediately before the distribution or section 1045. the gain and the amount of the allowable• The adjusted basis of your partnership postponed gain.interest reduced by any cash distributed  Corporate partners are not eligible for

Making the section 1045 election.in the same transaction. the section 1045 rollover. To qualify for
You make a section 1045 election on athe section 1045 rollover: If you received the property in timely filed return for the tax year during• You must have held an interest in theliquidation of your interest, your basis in which the partnership’s tax year ends.partnership during the entire period inthe distributed property is equal to the Attach to your Schedule D (Form 1040) awhich the partnership held the QSB stockadjusted basis of your partnership interest statement that includes the following(more than 6 months prior to the sale)reduced by any cash distributed in the information for each amount of gain thatandsame transaction. you do not recognize under section 1045.• Your distributive share of the gain

If you contributed appreciated property • The name of the corporation thateligible for the section 1045 rollover
to the partnership within 7 years of a issued the QSB stock.cannot exceed the amount that would
distribution of other property to you, and • The name and EIN of the sellinghave been allocated to you based on your
the FMV of the other property exceeded partnership.interest in the partnership at the time the
the adjusted basis of your partnership • The dates the QSB stock wasQSB stock was acquired.
interest immediately before the purchased and sold.
distribution (reduced by any cash See the Instructions for Schedule D • The amount of gain that is not
received in the distribution), you may (Form 1040) for details on how to report recognized under section 1045.
have to recognize gain on the appreciated the gain and the amount of the allowable • If a partner purchases QSB stock, the
property. See section 737 for details. postponed gain. name of the corporation that issued the
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Limited partners who qualify for thereplacement QSB stock, the date the liabilities as income, expense, and
exclusion. Report the extraterritorial liabilities of the corporation for purposesstock was purchased, and the cost of the
exclusion amount (Code O2) as a of the interest deduction limitation understock.
deduction reducing the amount reported section 163(j). The corporation’s• If a partner treats the partner’s interest
in box 1 (see the box 1 instructions on distributive share of interest income isin QSB stock that is purchased by a
page 6). reported in box 9 using code R1. Itspurchasing partnership as the partner’s

distributive share of interest expense isreplacement QSB stock, the name and General partners who qualify for the
reported using code R2. The amountsEIN of the purchasing partnership, the exclusion. Report the Code O2 amount
reported using code R1 and R2 are forname of the corporation that issued the in accordance with the instructions for box
information only, and are included inQSB stock, the partner’s share of the cost 9, Code A1, B1, or C1, whichever applies.
amounts reported elsewhere on Scheduleof the QSB stock that was purchased by See Form 8873, Extraterritorial Income
K-1. The corporation’s distributive sharethe partnership, the computation of the Exclusion, for more information.
of partnership liabilities is shown in thepartner’s adjustment to basis with respect Partnership claimed the exclusion.  If first column of Schedule K-1.to that QSB stock, and the date the stock the partnership reports your distributive

was purchased by the partnership. Code S1. Domestic Productionshare of foreign trading gross receipts
(Code O1) but not the amount of the Activities InformationDistribution of replacement QSB stock
extraterritorial income exclusion, theto a partner that reduces another The partnership must attach a statement
partnership met the foreign economicpartner’s interest in replacement QSB to Schedule K-1 that provides the
process requirements and claimed thestock. You must recognize gain upon a information you need to figure the
exclusion when figuring your distributive domestic production activities deduction.distribution of replacement QSB stock to
share of partnership income. You also Use Form 8903, Domestic Productionanother partner that reduces your share
may need to know the amount of your Activities Deduction, to figure thisof the replacement QSB stock held by a
distributive share of foreign trading gross deduction. See the Instructions for Formpartnership. The amount of gain that you
receipts from this partnership to 8903 for details.must recognize is based on the amount of
determine if you met the $5 million or lessgain that you would recognize upon the Code S2. Qualified Productionexception discussed above for purposessale of the distributed replacement QSB Activities Income (QPAI)of qualifying for an extraterritorial incomestock for its fair market value on the date
exclusion from other sources. Report the QPAI reported to you by theof the distribution, but not to exceed the

partnership (in box 9 using code S2) onNote. Upon request, the partnershipamount you previously deferred under
Form 8903, in the applicable column ofshould furnish you a copy of thesection 1045 with respect to the
line 7.partnership’s Form 8873 if there is adistributed replacement QSB stock. If the

reduction for international boycottpartnership distributed your share of Code S3. Employer’s W-2 Wagesoperations, illegal bribes, kickbacks, etc.replacement QSB stock to another Report the portion of W-2 wages reportedpartner, the partnership should give you Code P. Inversion Gain to you by the partnership (in box 9 using(a) the name of the corporation that code S3) on line 17 of Form 8903.The partnership must provide a statementissued the replacement QSB stock, (b)
showing the amounts of each type ofthe date the replacement QSB stock was Code T. Section 409A Income
income or gain that is included indistributed to another partner or partners, This is compensation to partners deferredinversion gain. The partnership hasand (c) your share of the partnership’s under a section 409A nonqualifiedincluded inversion gain in incomeadjusted basis and fair market value of deferred compensation plan that does notelsewhere on Schedule K-1. Inversionthe replacement QSB stock on such date. meet the requirements of section 409A.gain is also reported under Code P

This amount is also reported in box 9For more information, see Regulations because your taxable income and
using Code F. This amount is subject tosection 1.1045-1. alternative minimum taxable income
interest and additional tax to be reportedcannot be less than the inversion gain.
on line 60 of Form 1040. See theCode N. Unrecaptured Section Also, your inversion gain (a) is not taken
instructions for line 60 of Form 1040 for1250 Gain into account in figuring the amount of net
details.operating loss (NOL) for the tax year orReport this gain on line 11 of the

the amount of NOL that can be carried Code U. Other InformationUnrecaptured Section 1250 Gain
over to each tax year, (b) may limit theWorksheet on page D-9 of the The partnership will use Code U to report
amount of your credits, and (c) is treatedInstructions for Schedule D (Form 1040). the following to partners.
as income from sources within the U.S.Do not report the gain on line 5 as stated • The recapture of any credit (other than
for the foreign tax credit. See sectionon the worksheet. partnership level low-income housing
7874 for details. credit or investment credit) is reported to

Codes O1 and O2. Extraterritorial you as a separately stated item. See theCode Q. Commercial RevitalizationIncome Exclusion instructions for the specific form identifiedDeduction
with the credit for more information onPartnership did not claim the Follow the Instructions for Form 8582 for reporting the recapture.exclusion.  If the partnership reports commercial revitalization deductions from • Any information a partner that is ayour distributive share of foreign trading rental real estate activities to figure how publicly traded partnership may need togross receipts (Code O1) and the much of the deduction can be reported on determine if it meets the 90% qualifyingextraterritorial income exclusion (Code Schedule E (Form 1040), line 28, column income test of section 7704(c)(2).O2), the partnership was not entitled to (f). Partners are required to notify theclaim the exclusion because it did not

Note. The commercial revitalization partnership of their status as a publiclymeet the foreign economic process
deduction is not available for any building traded partnership.requirements. You may still qualify for
placed in service after December 31, • Any information you need to completeyour distributive share of this exclusion if
2009. a disclosure statement for reportablethe partnership’s foreign trading gross

transactions in which the partnershipreceipts for the tax year were $5 million or Codes R1 and R2. Interest participates. If the partnership participatesless. Deduction Limitation for Corporate in a transaction that must be disclosed on
PartnersTo qualify for this exclusion, your Form 8886, Reportable Transaction

foreign trading gross receipts from all A corporate partner is required to treat its Disclosure Statement, both you and the
sources for the tax year also must have distributive share of interest income, partnership may be required to file Form
been $5 million or less. interest expense, and partnership 8886 for the transaction. The
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determination of whether you are required has not been included in income in the Schedule P in determining your interest
to disclose a transaction of the current or prior tax years. expense deduction under Regulations
partnership is based on the category(s) 2. The partnership’s original issue section 1.882-5.
under which the transaction qualifies for discount (OID) deduction deferred under • The partner’s share of the credit for
disclosure and is determined by the section 108(i)(2)(A)(i) that has not been each separate bond credit that was
partnership. See the Instructions for Form deducted in the current or prior tax years. reported on the partnership’s Form 8912.
8886 for details. 3. The deferred section 752 amount Do not add these amounts to your
• Conservation reserve program that is treated as a distribution of money income, as they were included in the
payments. Individuals who received social under section 752 in the current tax year. income (loss) reported in box 1 or 2. The
security retirement or disability benefits, 4. The deferred section 752 amount partnership will report the following credits
and are partners in a farm partnership remaining as of the end of the current tax separately: Clean renewable energy bond
that receives conservation reserve year. credit, Midwestern tax credit bond credit,
program payments, do not pay 5. Any income previously deferred as new clean renewable energy bond credit,
self-employment tax on their share of the a result of a section 108(i) election that is qualified energy conservation bond credit,
conservation reserve payments. The includible in the current year. See section qualified forestry conservation bond
partnership will report your share of the 108(i) for events that will cause previously credit, qualified zone academy bond
conservation reserve program payments deferred income to be reportable, and a credit, qualified school construction bond
in box 9 using code U. See Schedule SE special rule for allocating deferred income credit, and build America bond credit.
(Form 1040) for information on excluding to partners. • Excess farm loss limitation. If the
the payments from your calculation of 6. The current year section 108(i) OID partnership has deductions attributable to
self-employment tax. deduction. The partnership will provide a farming activity, it will provide a
• Gain or loss attributable to the sale or your distributive share of the partnership’s statement showing the aggregate gross
exchange of qualified preferred stock of OID deduction deferred under section income or gain and the aggregate
the Federal National Mortgage 108(i)(2)(A)(i) that is allowable as a deductions from the farming activity that
Association (Fannie Mae) and the Federal deduction in the current tax year under you need to figure any excess farm loss
Home Loan Mortgage Corporation section 108(i)(2)(A)(ii) or section limitation. See section 461(j) for details.
(Freddie Mac). The partnership will report 108(i)(5)(D)(i) or (ii). • Eligible small business credits. General
on an attached statement the amount of • The information needed to complete business credits attributable to an eligible
gain or loss attributable to the sale or Schedule P (Form 1120-F), List of small business may be used to offset
exchange of the qualified preferred stock, Foreign Partner Interests in Partnerships. tentative minimum tax and qualify for a
the date the stock was acquired by the When required, the partnership will make 5-year carryback. A partnership is an
partnership, and the date the stock was this report on an attached statement to eligible small business if its average
sold or exchanged by the partnership. If partners that are a corporation (identified annual gross receipts for the three
the partner is not a financial institution (as as a foreign partner under Regulations preceding tax years were $50 million or
defined below), report the gain or loss on section 1.1446-1(c)(3) or partners that are less. The partnership must tell you
line 5 or line 12 of Schedule D (Form a partnership (domestic or foreign) if the whether it qualifies as an eligible small
1040) in accordance with the instructions reporting partnership knows, or has business if it reports any general business
for Schedule D. If a partner is a financial reason to know, that one or more of the credits on Schedule K-1. General
institution referred to in section 582(c)(2) partners is a foreign corporation. If the business credits are reported using one
or a depositary institution holding partnership allocates effectively or more of the following boxes on
company (as defined in section 3(w)(1) of connected income to the partner, the Schedule K-1.
the Federal Deposit Insurance Act), report statement will contain the information • Box 7.
the gain or loss in accordance with the needed to complete lines 1 through 9, 12, • Box 8.
Instructions for Form 4797 and Rev. Proc. 13, 14b, 16a, 16b, and 17 of Schedule P • Box 9 using code A4, B4, B5, B6, C4,
2008-64, 2008-47 I.R.B. 1195. (Form 1120-F). If the partnership does not and I. For more information, see the
• If the partnership made a section 108(i) allocate effectively connected income to Instructions for Form 3800.
election or allocates any section 108(i) the partner, the statement will contain the • Any other information you may need to
items to its partners, it will provide a information needed to complete lines file with your return not shown elsewhere
statement identifying your distributive 12,13, and 17 of Schedule P (Form on Schedule K-1. The partnership must
share of the following. 1120-F), information that might be give you a description and the amount of

relevant for purposes of completing your share for each of these items.1. The deferred section 108(i)
cancellation of debt (COD) income that
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