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Department of the Treasury
Internal Revenue Service2003

Instructions for Form 8865
(Rev. February 2004)
Return of U.S. Persons With Respect to Certain Foreign Partnerships
Section references are to the Internal Revenue Code unless otherwise noted.

(including installment payments)Contents Page Contents Page
occurring on or after May 6, 2003, and toChanges To Note . . . . . . . . . . . . . . . . 1 Investment Interest . . . . . . . . . . . . 17
all qualified dividends received afterGeneral Instructions . . . . . . . . . . . . . 1 Self-Employment . . . . . . . . . . . . . 18
December 31, 2002. Schedules K andPurpose of Form . . . . . . . . . . . . . . . 1 Adjustments and Tax
K-1 have been revised to take intoWho Must File . . . . . . . . . . . . . . . . 1 Preference Items . . . . . . . . . . . . 18
account the partners’ share of these gainsCategories of Filers . . . . . . . . . . . . . 1 Foreign Taxes . . . . . . . . . . . . . . . 19 and dividends.Exceptions to Filing . . . . . . . . . . . . . 2 Other . . . . . . . . . . . . . . . . . . . . . . 20 • The instructions for line 6 of ScheduleRelief for Category 1 and 2 Schedule L—Balance Sheets B and line 25 of Schedule K-1 have been

Filers When the Foreign per Books . . . . . . . . . . . . . . . . . . 22 revised to change how dispositions of
Partnership Files Form 1065 Schedule M—Balance Sheets property are reported if the partnership
or Form 1065-B . . . . . . . . . . . . . . 3 passed through a section 179 expensefor Interest Allocation . . . . . . . . . . 22

When To File . . . . . . . . . . . . . . . . . 3 deduction to its partners for the property.Schedule M-1—Reconciliation of
Definitions . . . . . . . . . . . . . . . . . . . 4 • This version (February 2004) of theseIncome (Loss) per Books With
Penalties . . . . . . . . . . . . . . . . . . . . 4 instructions was issued to reflect changesIncome (Loss) per Return . . . . . . . 23
Corrections to Form 8865 . . . . . . . . 4 to the text Qualified dividends on pageSchedule M-2—Analysis of

14 that occurred after the original versionSpecific Instructions . . . . . . . . . . . . 4 Partners’ Capital Accounts . . . . . . . 23
was sent to print.Tax Year . . . . . . . . . . . . . . . . . . . . 5 Schedule N—Transactions

Identifying Numbers and Between Controlled Foreign
Addresses . . . . . . . . . . . . . . . . . . 5 General InstructionsPartnership and Partners or

Schedule A—Constructive Other Related Entities . . . . . . . . . . 23 Purpose of FormOwnership of Partnership Schedule O—Transfer of
Interest . . . . . . . . . . . . . . . . . . . . . 6 Use Form 8865 to report the informationProperty to a Foreign

Schedule A-1—Certain Partners required under section 6038 (reportingPartnership . . . . . . . . . . . . . . . . . . 23
of Foreign Partnership . . . . . . . . . . . 6 with respect to controlled foreignPart I—Transfers Reportable partnerships), section 6038B (reporting ofSchedule A-2—Affiliation Under Section 6038B . . . . . . . . . 23 transfers to foreign partnerships), orSchedule . . . . . . . . . . . . . . . . . . . . 6 Part II—Dispositions section 6046A (reporting of acquisitions,Schedule B—Income Reportable Under Section dispositions, and changes in foreignStatement—Trade or 6038B . . . . . . . . . . . . . . . . . . . . 24 partnership interests).Business Income . . . . . . . . . . . . . . 6

Part III—Gain RecognitionIncome . . . . . . . . . . . . . . . . . . . . . . 6
Under Section 904(f)(3) or Who Must FileDeductions . . . . . . . . . . . . . . . . . . . 7 (f)(5)(F) . . . . . . . . . . . . . . . . . . . 24 A U.S. person qualifying under one orLimitations on Deductions . . . . . . . . 8

Schedule P—Acquisitions, more of the Categories of Filers (seeSchedule D—Capital Gains and
Dispositions, and Changes of page 2) must complete and file FormLosses . . . . . . . . . . . . . . . . . . . . . 11 8865. These instructions and the FilerInterests in a ForeignPurpose of Schedule . . . . . . . . . . . 11 Categories - Required InformationPartnership . . . . . . . . . . . . . . . . . . 24What Are Capital Assets? . . . . . . . 11 chart on page 2 explain the information,Part I—Acquisitions . . . . . . . . . . . 24Items for Special Treatment . . . . . . 11 statements, and schedules required forPart II—Dispositions . . . . . . . . . . . 24Special Rules for Traders in each category of filer. If you qualify underPart III—Change inSecurities . . . . . . . . . . . . . . . . . 12 more than one category for a particularProportional Interest . . . . . . . . . 25Constructive Sale Treatment foreign partnership, you must submit all
Part IV—Supplementalfor Certain Appreciated the items required for each category

Information Required To BePositions . . . . . . . . . . . . . . . . . . 12 under which you qualify.
Reported . . . . . . . . . . . . . . . . . . 25Gain From Qualified Stock . . . . . . . 12

Example. If you qualify as a CategoryPaperwork Reduction Act Notice . . . 25Specific Instructions (Schedule 2 and a Category 3 filer, you must submitCodes for Principal BusinessD) . . . . . . . . . . . . . . . . . . . . . . . 13 all the schedules required of Category 2Activity and Principal ProductGeneral Instructions for filers (page 1 of Form 8865, Schedules A,or Service . . . . . . . . . . . . . . . . . . 26Schedules K and K-1— A-2, N, and K-1) plus any additional
Index . . . . . . . . . . . . . . . . . . . . . . . . 29Partners’ Shares of Income, schedules that Category 3 filers are

Credits, Deductions, Etc. . . . . . . . . 13 required to submit (Schedules A-1 and
Schedule K . . . . . . . . . . . . . . . . . 13 O).Changes To Note
Schedule K-1 . . . . . . . . . . . . . . . . 13 • Under the Jobs and Growth Tax Relief Complete a separate Form 8865 andSpecific Instructions (Schedules Reconciliation Act of 2003, the general the applicable schedules for each foreignK and K-1, Except as Noted) . . . . . 14 tax rates applicable to net capital gains partnership.Special Allocations . . . . . . . . . . . . 14 for individuals have been reduced. The
Income (Loss) . . . . . . . . . . . . . . . . 14 new gains rates also apply to qualified File the 2003 Form 8865 with your
Deductions . . . . . . . . . . . . . . . . . . 15 dividends under new section 1(h)(11). income tax return for your tax year
Credits . . . . . . . . . . . . . . . . . . . . . 16 The new rates apply to capital gains beginning in 2003.
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Filer Categories –  Required Information Category 1 Category 2 Category 3 Category 4

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

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

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

Schedule A-2 — Affiliation Schedule � � � �

Schedule B — Income Statement — Trade or Business Income �

Schedule D — Capital Gains and Losses �

Schedule K — Partners’ Shares of Income, Credits, Deductions, etc. �

Schedule L — Balance Sheets per Books �

Schedule M — Balance Sheets for Interest Allocation �

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

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

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

Related Entities

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

Schedule O — Transfer of Property to a Foreign Partnership �

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

Form 8865 and properly reports all the disposition includes a decrease in aCategories of Filers
required information with respect to the person’s direct proportional interest; or

Category 1 filer. A Category 1 filer is a contribution, its partners will not be • Compared to the person’s direct
U.S. person who controlled the foreign required to report the transfer. interest when the person last had a
partnership at any time during the reportable event, after the disposition the

Category 3 also includes a U.S.partnership’s tax year. Control of a person’s direct interest has decreased by
person that previously transferredpartnership is ownership of more than a at least a 10% interest (e.g., from 21% to
appreciated property to the partnership50% interest in the partnership. See the 11%).
and was required to report that transferdefinition of 50% interest on page 4.

Changes in proportional interests.under section 6038B, if the foreignThere may be more than one Category 1
A U.S. person has a reportable event ifpartnership disposed of such propertyfiler for a partnership for a particular
compared to the person’s directwhile the U.S. person remained a directpartnership tax year.
proportional interest the last time theor indirect partner in the partnership.Category 2 filer. A Category 2 filer is a person had a reportable event, the

U.S. person who at any time during the Category 4 filer.  A Category 4 filer is a person’s direct proportional interest has
tax year of the foreign partnership owned U.S. person that had a reportable event increased or decreased by at least the
a 10% or greater interest in the under section 6046A during that person’s equivalent of a 10% interest in the
partnership while the partnership was tax year. There are three categories of partnership.
controlled by U.S. persons each owning reportable events (defined below) under Special rule for a partnershipat least 10% interests. However, if the section 6046A: acquisitions, dispositions, interest owned on December 31, 1999.foreign partnership had a Category 1 filer and changes in proportional interests. If the U.S. person owned at least a 10%at any time during that tax year, no

direct interest in the foreign partnershipAcquisitions.  A U.S. person thatperson will be considered a Category 2
on December 31, 1999, then comparisonsacquires a foreign partnership interestfiler. See the definition of a 10% interest
should be made to the person’s directhas a reportable event if:on page 4.
interest on December 31, 1999. Once the• The person did not own a 10% orCategory 3 filer.  A Category 3 filer is a person has a reportable event aftergreater direct interest in the partnershipU.S. person who contributed property December 31, 1999, future comparisonsand as a result of the acquisition theduring that person’s tax year to a foreign should be made by reference to the lastperson owns a 10% or greater directpartnership in exchange for an interest in reportable event.interest in the partnership (e.g., from 9%the partnership (a section 721 transfer), if to 10%). For purposes of this rule, anthat person either: Exceptions to Filingacquisition includes an increase in a

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

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

U.S. person that files the Form 8865 mustIf a domestic partnership contributes has a reportable event if:
complete Item E on page 1.property to a foreign partnership, the • The person owned a 10% or greater

domestic partnership’s partners are direct interest in the partnership before The single Form 8865 to be filed must
considered to have transferred a the disposition and as a result of the contain all of the information that would
proportionate share of the contributed disposition the person owns less than a be required if each Category 1 filer filed a
property to the foreign partnership. 10% direct interest (e.g., from 10% to separate Form 8865. Specifically, a
However, if the domestic partnership files 8%). For purposes of this rule, a separate Schedule N and Schedule K-1
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must be attached to the Form 8865 for 2. The names and addresses of the If you file Form 8865 with an
each Category 1 filer. Also, questions B, U.S. persons whose interests the indirect electronically filed income tax return, see
C, and D on page 1 and Schedule A on partner constructively owns; and the electronic filing publications identified
page 2 of Form 8865 must be completed 3. The name and address of the in the instructions for your income tax
for each Category 1 filer not filing the foreign partnership for which the indirect return for more information.
form. Attach a separate statement listing partner would have had to have filed

The following Form 1065/1065-Bthis information to the single Form 8865. Form 8865, but for this exception.
schedules are equivalent to the following

A Category 1 filer not filing Form 8865 Members of an affiliated group of Form 8865 schedules:
must attach a statement entitled corporations filing a consolidated

Forms 1065/ Form 8865“Controlled Foreign Partnership return. If one or more members of an
Reporting” to that person’s income tax 1065-Baffiliated group of corporations filing a
return. consolidated return qualify as Category 1

Page 1 (Parts I Schedule Bor 2 filers for a particular foreignThe statement must include the
and II of Formpartnership, the common parentfollowing information:
1065-B)corporation may file one Form 8865 on• A statement that the person qualified
Schedule D Schedule Dbehalf of all of the members of the groupas a Category 1 filer, but is not submitting

required to report. Except for group Schedule K Schedule KForm 8865 under the multiple Category 1
members who also qualify under the Schedule L Schedule Lfilers exception.
constructive owners exception, the Form• The name, address, and identifying Schedule M-1 Schedule M-1
8865 must contain all the information thatnumber (if any) of the foreign partnership Schedule M-2 Schedule M-2
would have been required to be submittedof which the person qualified as a Schedule K-1 Schedule K-1
if each group member filed its own FormCategory 1 filer.
8865.• A statement that the filing requirement Example. Partner A is a Category 1has been or will be satisfied. Exception for certain trusts. Trusts filer with respect to FPS, a foreign• The name and address of the person relating to state and local government partnership during the 2003 tax year. FPSfiling Form 8865 for this partnership. employee retirement plans are not completes and files a Form 1065 for its• The Internal Revenue Service Center required to file Form 8865. 2003 tax year. Instead of completingwhere the Form 8865 must be filed. Exception for certain Category 4 filers. Schedules B, D, K, L, M-1, M-2, and K-1
If you qualify as a Category 3 and 4 filer of Form 8865, Partner A may attach to itsA U.S. person who qualifies for
because you contributed property to a Form 8865 page 1 of Form 1065 andthis exception to the Category 1
foreign partnership in exchange for a 10% Form 1065 Schedules D, K, L, M-1, M-2,filing requirement would still haveCAUTION

!
or greater interest in that partnership, you and K-1 (including the Schedules K-1 forto file a separate Form 8865 if that person
are not required to report this transaction Partner A and all other U.S. personsis also subject to the filing requirements of
under both Category 3 and 4 filing owning 10% or greater direct interests inCategory 3 or 4. This separate Form 8865
requirements. If you properly report the FPS). Partner A must complete thewould include all the information required
contribution of property under the following items and schedules on Formfor a Category 3 or 4 filer in addition to
Category 3 rules, you are not required to 8865:the Controlled Foreign Partnership
report it as a Category 4 filer. However, • The first page,Reporting statement.
the acquisition will count as a reportable • Schedule A,Constructive owners. See the definition event to determine if a later change in • Schedule A-1,of constructive ownership on page 4. A your partnership interest qualifies as a • Schedule A-2,Category 1 or 2 filer that does not own a reportable event under Category 4.

direct interest in the partnership and that • Schedule M, and
Example. Partner A does not own anis required to file this form solely because • Schedule N.interest in FPS, a foreign partnership.of constructive ownership from a U.S.

Partner A transfers property to FPS in Example. Partner A is a Category 2person(s) is not required to file Form 8865
exchange for a 15% direct interest. filer with respect to FPS, a foreignif:
Partner A qualifies as a Category 3 filer partnership. If FPS completes and files a1. Form 8865 is filed by the U.S. because he transferred property to a Form 1065 for its 2003 tax year, Partnerperson(s) through which the indirect foreign partnership and owned at least a A may file with Form 8865 the Schedulepartner constructively owns an interest in 10% interest in FPS immediately after the K-1 (Form 1065) that it receives from thethe foreign partnership, contribution. Partner A is also a Category partnership instead of Schedule K-12. The U.S. person through which the 4 filer because he did not own a 10% or (Form 8865). Partner A must completeindirect partner constructively owns an greater direct interest in FPS and as a the following items and schedules oninterest in the foreign partnership is also a result of the acquisition now owns a 10% Form 8865:constructive owner and meets all the or greater direct interest in FPS. If Partner • The first page,requirements of this constructive A properly reports the contribution on

ownership filing exception, or • Schedule A,Form 8865 as a Category 3 filer, Partner
3. Form 8865 is filed for the foreign • Schedule A-2, andA is not required to report his acquisition

partnership by another Category 1 filer • Schedule N.of the 15% interest in FPS as a Category
under the multiple Category 1 filers 4 filer.
exception. When To FileRelief for Category 1 and 2

Attach Form 8865 to your income taxTo qualify for the constructive Filers When the Foreign return (or, if applicable, partnership orownership filing exception, the indirect Partnership Files Form 1065 or exempt organization return) and file bothpartner must file with its income tax return Form 1065-B by the due date (including extensions) fora statement entitled “Controlled Foreign
that return. If you do not have to file anIf a foreign partnership files Form 1065,Partnership Reporting.”
income tax return, you must file FormU.S. Return of Partnership Income, or

This statement must contain the 8865 separately with the IRS at the timeForm 1065-B, U.S. Return of Income for
following information: and place you would be required to file anElecting Large Partnerships, for its tax

income tax return (or, if applicable, a1. A statement that the indirect year, Category 1 and 2 filers may use a
partnership or exempt organizationpartner was required to file Form 8865, copy of the completed Form 1065 or
return). See below for penalties that maybut is not doing so under the constructive 1065-B schedules in place of the
apply if you do not file Form 8865 on time.owners exception; equivalent schedules of Form 8865.
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Failure to file information required ofdomestic partnership, a domesticDefinitions
Category 3 filers. Any person that failscorporation, and any estate or trust that is

Partnership. A partnership is the to properly report a contribution to anot foreign.
relationship between two or more persons foreign partnership that is required to be

Control of a corporation. Control of awho join to carry on a trade or business, reported under section 6038B and the
corporation is ownership of stockwith each person contributing money, regulations under that section is subject
possessing more than 50% of the totalproperty, labor, or skill and each to a penalty equal to 10% of the fair
combined voting power, or more thanexpecting to share in the profits and market value (FMV) of the property at the
50% of the total value of shares of alllosses of the business whether or not a time of the contribution. This penalty is
classes of stock of the corporation. Forformal partnership agreement is made. subject to a $100,000 limit, unless the
rules concerning indirect ownership and failure is due to intentional disregard. InThe term “partnership” includes a
attribution, see Regulations section addition, the transferor must recognizelimited partnership, syndicate, group,
1.6038-2(c). gain on the contribution as if thepool, joint venture, or other

contributed property had been sold for itsunincorporated organization, through or Change in a proportional interest. A
FMV.by which any business, financial partner’s proportional interest in a foreign

operation, or venture is carried on, that is partnership can change as a result of Failure to file information required of
not, within the meaning of the regulations changes in other partners’ interests, for Category 4 filers. Any person who fails
under section 7701, a corporation, trust, example, when another partner withdraws to properly report all the information
estate, or sole proprietorship. from the partnership. A partner’s requested by section 6046A is subject to

proportional interest can also change, for a $10,000 penalty. If the failure continuesA joint undertaking merely to share
example, by operation of the partnership for more than 90 days after the IRS mailsexpenses is not a partnership. Mere
agreement (e.g., if the partnership notice of the failure, an additional $10,000co-ownership of property that is
agreement provides that a partner’s penalty will apply for each 30-day periodmaintained and leased or rented is not a
interest in profits will change on a set date (or fraction thereof) during which thepartnership. However, if the co-owners
or when the partnership has earned a failure continues after the 90-day periodprovide services to the tenants, a
specified amount of profits, then the has expired. The additional penalty shallpartnership exists.
partner’s proportional interest changes not exceed $50,000.Foreign partnership. A foreign when the set date or specified amount of Treaty-based return positions. Filepartnership is a partnership that is not profits is reached). Form 8833, Treaty-Based Returncreated or organized in the United States

Position Disclosure Under Section 6114or under the law of the United States or of Penalties or 7701(b), to report a return position thatany state.
Failure to timely submit all information a treaty of the United States (such as an50% interest. A 50% interest in a
required of Category 1 and 2 filers. income tax treaty, an estate and gift taxpartnership is an interest equal to: • A $10,000 penalty is imposed for each treaty, or a friendship, commerce, and• 50% of the capital
tax year of each foreign partnership for navigation treaty):• 50% of the profits, or
failure to furnish the required information • Overrides or modifies any provision of• 50% of the deductions or losses.
within the time prescribed. If the the Internal Revenue Code andFor purposes of determining a 50%
information is not filed within 90 days after • Causes (or potentially causes) ainterest, the constructive ownership rules
the IRS has mailed a notice of the failure reduction of any tax incurred at any time.described below apply.
to the U.S. person, an additional $10,000 Failure to make such a report may10% interest. A 10% interest in a penalty (per foreign partnership) is result in a $1,000 penalty ($10,000 in thepartnership is an interest equal to: charged for each 30-day period, or case of a C corporation). See section• 10% of the capital fraction thereof, during which the failure 6712.• 10% of the profits, or continues after the 90-day period has• 10% of the deductions or losses. Corrections to Form 8865expired. The additional penalty is limited

For purposes of determining a 10% to a maximum of $50,000 for each failure. If you file a Form 8865 you laterinterest, the constructive ownership rules • Any person who fails to furnish all of determine is incomplete or incorrect, file adescribed below apply. the information required within the time corrected Form 8865 with an amended
Constructive ownership. For purposes prescribed, will be subject to a reduction tax return following the instructions for the
of determining an interest in a of 10% of the foreign taxes available for return with which you originally filed Form
partnership, the constructive ownership credit under sections 901, 902, and 960. 8865. Write “corrected” at the top of the
rules of section 267(c) (excluding section If the failure continues 90 days or more form and attach a statement identifying
267(c)(3)) apply, taking into account that after the date the IRS mails notice of the and explaining the changes.
such rules refer to corporations and not to failure, an additional 5% reduction is
partnerships. Generally, an interest made for each 3-month period, or fraction
owned directly or indirectly by or for a thereof, during which the failure continues Specific Instructions
corporation, partnership, estate, or trust after the 90-day period has expired. See

Important: All information must be inshall be considered as being owned section 6038(c)(2) for limits on the
English. All amounts must be stated inproportionately by its owners, partners or amount of this penalty.
U.S. dollars.beneficiaries. • Criminal penalties under sections 7203,

If the information required in a given7206, and 7207 may apply for failure toAlso, an individual is considered to
section exceeds the space providedfile or for filing false or fraudulentown an interest owned directly or
within that section, attach separate sheetsinformation.indirectly by or for his or her family. The
to provide the remaining information,family of an individual includes only that Additionally, any person that files using the same size and format as theindividual’s spouse, brothers, sisters, under the constructive owners exception printed forms.ancestors, and lineal descendants. An may be subject to these penalties if all the

Fill in all applicable lines andinterest will be attributed from a requirements of the exception are not
schedules.nonresident alien individual under the met. Any person required to file Form

family attribution rules only if the person 8865 who does not file under the multiple All categories of filers must complete
to whom the interest is attributed owns a Category 1 filers exception, may be all questions on page 1, with three
direct or indirect interest in the foreign subject to the above penalties if the other exceptions. Complete Item E only if, in
partnership under section 267(c)(1) or (5). person does not file a correctly completed addition to filing the form on your own
U.S. person. A U.S. person is a citizen form and schedules. See Exceptions to behalf, you are reporting information
or resident of the United States, a Filing on page 2. about other Category 1 filers under the
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multiple Category 1 filing exception, or be reported as the units of foreignItem D—Identification of
you are reporting information about currency that equal one U.S. dollar,Common Parent
members of your affiliated group of rounded to at least 4 places. Do not

If the person filing the form is a membercorporations under the consolidated report the exchange rate as the number
of a consolidated group, but not thereturn exception. See Exceptions to of U.S. dollars that equal one unit of
parent, list the name, address, and EIN ofFiling on page 2. Answer Items G8 and foreign currency.
the filer’s common parent.G9 only if you are a Category 1 filer. Note: You must round the result to more
Item E than 4 places if failure to do so wouldTax Year materially distort the exchange rate or theInformation about certain partners.  IfEnter in the space below the title of Form equivalent amount of U.S. dollars.you are reporting information about other8865 the tax year of the foreign persons under the multiple Category 1 Item G2partnership that ended with or within the filers exception, or are reportingtax year of the person filing this form. If the foreign partnership was required toinformation about members of yourCategory 1 or 2 filers must report file Form 1065 or Form 1065-B for theaffiliated group of corporations under theinformation for the tax year of the foreign partnership’s tax year listed at the top ofconsolidated return exception (seepartnership that ends with or within their page 1 (Form 8865), check the applicableExceptions to Filing on page 2), identifytax years. A Category 3 or 4 filer must box and enter the IRS Service Centereach such person in Item E. List theirreport on Schedules O or P, respectively, where the form was or will be filed. Alsonames, addresses, and identifyingtransactions that occurred during that check the applicable box(es) if the foreignnumbers. Also, indicate whether eachfiler’s tax year (rather than during the partnership was required to file Formperson is a Category 1 filer or Category 2partnership’s tax year). 8804, Annual Return for Partnershipfiler, and whether such person

Withholding Tax (Section 1446), or Formconstructively owned an interest in theIdentifying Numbers and 1042, Annual Withholding Tax Return forforeign partnership during the tax year ofAddresses U.S. Source Income of Foreign Personsthe partnership listed at the top of page 1
(for the calendar year ending with orEnter the identifying number of the person of Form 8865. See Constructive
within the foreign partnership’s tax year).filing this return. Use an employer ownership on page 4.

identification number (EIN) to identify Item G6Item F6–Prinicipal Businesspartnerships, corporations, and estates or
Enter the number of foreign disregardedActivity Codetrusts. For individuals, use a social
entities owned by the partnership duringsecurity number (SSN) or individual If the foreign partnership filed Form the partnership’s tax year. A disregardedtaxpayer identification number (ITIN). 1065 or 1065-B. Enter the business code entity is an entity that is disregarded as

shown in Item C of the Form 1065 orInclude the suite, room, or other unit separate from its owner under
1065-B filed by the partnership.number after the street address. If the Regulations section 301.7701-3. See the

Post Office does not deliver mail to the If the foreign partnership did not file instructions to Form 8832, Entity
street address and the U.S. person has a Form 1065 or 1065-B. Enter the Classification Election, for more
P.O. box, show the box number instead. applicable business code from the list information. On an attached schedule list

beginning on page 26. If the information the name and EIN of each foreignForeign address. Enter the information
necessary to apply the total receipts test disregarded entity, identify the country orin the following order: city, province or
is not available, pick a principal business countries in which it conducts operations,state, and country. Follow the country’s
activity code using the information you and identify how the disregarded entity ispractice for entering the postal code, if
have about the partnership. classified in the foreign country.any. Do not abbreviate the country name.

Note. Only category 1 filers are requiredItem F8a—Functional Currency
Item A—Category of Filer to answer questions G8 and G9.Enter the foreign partnership’s functional
Check the box for each category that currency. See sections 985 through 989 Question G8—Separate Units
describes the person filing the form. If and the regulations thereunder. If the Indicate whether the partnership ownedmore than one category applies, check all partnership had more than one qualified any interest in a separate unit. In general,boxes that apply. See Categories of business unit (QBU), attach a statement a separate unit is:Filers beginning on page 2. identifying each QBU, its country of

1. A foreign branch that is ownedoperation, and its functional currency.Item C either directly by a domestic corporationSee Regulations section 1.989(a)-1(b) for
or indirectly by a domestic corporationEnter the filer’s share of nonrecourse the definition of a QBU.
through ownership of a partnership orliabilities, partnership-level qualified Hyperinflationary exception. A trust interest,nonrecourse financing, and other partnership that has a hyperinflationary 2. An interest in a partnership, orliabilities. Nonrecourse liabilities are those currency as its functional currency is 3. An interest in a trust.liabilities of the partnership for which no subject to special rules set forth in

partner bears the economic risk of loss. See Regulations section 1.1503-2(c)(3)Regulations section 1.985-3. Under these
The extent to which a partner bears the and (4) for more information on separaterules, a partnership must use the U.S.
economic risk is determined under the units. Attach a schedule identifying eachdollar as its functional currency.
rules of Regulations section 1.752-2. separate unit and its country of operation.

Item F8b—Exchange Rate
 ‘‘Qualified nonrecourse financing’’ Question G9When translating functional currency togenerally includes financing:

U.S. dollars, you must use the method  Answer “Yes” to Question G9 if the• For which no one is personally liable for
specified in sections 985 through 989 and partnership meets both of therepayment,
the regulations thereunder. But, requirements shown on the form. Total•  That is borrowed for use in an activity
regardless of the specific method receipts is defined as the sum of grossof holding real property, and
required, all exchange rates must be receipts or sales (Schedule B, line 1a); all• That is borrowed from a qualified
reported using a “divide-by convention” other income reported on Schedule Bperson (defined in section 49(a)(1)(D)(iv))
rounded to at least 4 places. That is, the (lines 4 through 7); income reported onor is lent or guaranteed by a federal,
exchange rate must be reported in terms Schedule K, lines 3a, 4a, 4b(2), and 4c;state, or local government.
of the amount by which the functional income or net gain reported on Schedule

 See section 465(b)(6) for more currency amount must be divided in order K, lines 4d(2), 4e(2), 4f, 6b and 7; and
information on qualified nonrecourse to reflect an equivalent amount of U.S. income or net gain reported on Form
financing. dollars. As such, the exchange rate must 8825, lines 2, 19, and 20a.
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partnership after the transfer are not Line 1a—Gross Receipts or SalesSignature
required to complete Schedule A-1. Enter the gross receipts or sales from allFiler. Do not sign Form 8865 if you are

trade or business operations (exceptfiling it as an attachment to your income
those that must be reported on lines 4tax return. Sign the return only if you are Schedule A-2—Affiliation through 7). For example, do not includefiling Form 8865 separately because you
gross receipts from farming on this line.Scheduleare not required to file a U.S. income tax
Instead, show the net profit (loss) fromreturn. See When To File on page 3 for All filers must complete Schedule A-2. farming on line 5. Also, do not includemore information. List on Schedule A-2 all partnerships rental activity income or portfolio income

(foreign or domestic) in which the foreignPaid preparer. Do not sign Form 8865 or on line 1a; report them on Schedule K.
partnership owned a direct interest, or acomplete the paid preparer section at the

In general, advance payments are10% indirect interest (under the rules ofbottom of the form if Form 8865 is filed as
reported in the year of receipt. To reportsection 267(c)(1) and (5)) during thean attachment to an income tax return.
income from long-term contracts, seepartnership tax year listed at the top ofSign Form 8865 and complete the paid
section 460. For special rules forpage 1, Form 8865. Only Category 1 filerspreparer section only if Form 8865 is filed
reporting certain advance payments formust complete the ordinary income orseparately.
goods and long-term contracts, seeloss column. In that column, report the
Regulations section 1.451-5. Forforeign partnership’s share of ordinary
permissible methods for reportingincome (even if not received) or loss fromSchedule A—Constructive advance payments for services by anpartnerships in which the foreign
accrual method partnership, see Rev.Ownership of Partnership partnership owns a direct interest. The
Proc. 71-21, 1971-2 C.B. 549.total amount of ordinary income or lossInterest from each partnership must also be Installment sales. Generally, the

All filers must complete Schedule A. included on line 4 of Schedule B. installment method cannot be used for
Check box a if the person filing the return dealer dispositions of property. A “dealer
owns a direct interest in the foreign disposition” is any disposition of personal
partnership. Check box b if the person Schedule B—Income property by a person who regularly sells
filing the return constructively owns an or otherwise disposes of personalStatement—Trade orinterest in the foreign partnership. See property of the same type on the
Constructive ownership on page 4. installment plan or any disposition of realBusiness Income

property held for sale to customers in theCategory 1 and 2 filers must list the Important: You do not need to complete
ordinary course of the taxpayer’s trade orpersons (U.S. and foreign) whose Schedule B if you have attached a copy
business. The disposition of propertyinterests in the foreign partnership they of page 1 from Form 1065, or Parts I and
used or produced in a farming business isconstructively owned during the II of Form 1065-B.
not included as a dealer disposition. Seepartnership tax year.

All Category 1 filers must complete section 453(l) for details and exceptions.Category 3 and 4 filers must list the Schedule B. Also report the amounts on
Enter on line 1a the gross profit onpersons (U.S. and foreign) whose Schedules K and K-1.

collections from installment sales for anyinterests in the foreign partnership they
Income of the following:constructively owned during the filer’s tax

• Dealer dispositions of property beforeyear during which the reportable transfer
Report only trade or business March 1, 1986.or “reportable event” occurred.
activity income on lines 1a through • Dispositions of property used or
8. Do not report rental activity produced in the trade or business ofCAUTION

!
income or portfolio income on these farming.Schedule A-1—Certain lines. Rental activity income and portfolio • Certain dispositions of timeshares and
income are reported on Schedules K andPartners of Foreign residential lots reported under the
K-1. Rental real estate activities are also installment method.Partnership reported on Form 8825, Rental Real Attach a schedule showing theAll Category 1 and certain Category 3 Estate Income and Expenses of a following information for the current andfilers must complete Schedule A-1. Any Partnership or an S Corporation. the 3 preceding tax years:person already listed on Schedule A is Do not include any tax-exempt income • Gross sales.not required to be listed again on on lines 1a through 7. A partner in a • Cost of goods sold.Schedule A-1. partnership that receives any tax-exempt • Gross profits.
income other than interest, or holds anyCategory 1 filers. Category 1 filers must • Percentage of gross profits to gross
property or engages in any activity thatlist all U.S. persons who owned at least a sales.
produces tax-exempt income reports the10% direct interest in the foreign • Amount collected.
amount of this income on line 20 ofpartnership during the partnership’s tax • Gross profit on amount collected.
Schedules K and K-1.year listed at the top of page 1 of Form

Line 2—Cost of Goods Sold8865. Report tax-exempt interest income,
Generally, inventories are required at theincluding exempt-interest dividendsCategory 3 filers. Category 3 filers must
beginning and end of each tax year if thereceived by the partnership as alist:
production, purchase, or sale ofshareholder in a mutual fund or other• each U.S. person that owned a 10% or
merchandise is an income-producingregulated investment company, on line 19greater direct interest in the foreign
factor. See Regulations section 1.471-1.of Schedules K and K-1.partnership during the Category 3 filer’s

tax year, and However, if the partnership is aSee Deductions on page 7 for
• any other person related to the qualifying taxpayer or a qualifying smallinformation on how to report expenses
Category 3 filer that was a direct partner business taxpayer, it may account forrelated to tax-exempt income.
in the foreign partnership during that tax inventoriable items in the same mannerIf the partnership has had debt
year. as materials and supplies that are notdischarged resulting from a title 11
See Regulations section 1.6038B-2(i)(4) incidental (unless its business is a taxbankruptcy proceeding or while insolvent,
for the definition of a related person. shelter (as defined in section 448(d)(3))).see Form 982, Reduction of Tax

Exception. Category 3 filers who only Attributes Due to Discharge of A qualifying taxpayer is a taxpayer
transferred cash and did not own a 10% Indebtedness, and Pub. 908, Bankruptcy that, for each prior tax year ending after
or greater interest in the transferee Tax Guide. December 16, 1998, has average annual
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Cost of Goods Sold Worksheet Ordinary gains or losses from the sale,
exchange, or involuntary conversion of

Form 8865 rental activity assets are reported
(keep for your records) separately on line 19 of Form 8825 or line

3 of Schedules K and K-1, generally as a1. Inventory at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
part of the net income (loss) from the2. Purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
rental activity.3. Other of labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Other costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4. A partnership that is a partner in
another partnership must include on5. Total 5.
Form 4797, Sales of Business Property6. Inventory at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
its share of ordinary gains (losses) from7. Cost of goods sold. Subtract line 6 from line 5. Enter the result here
sales, exchanges, or involuntaryand on page 2, line 2, Schedule B . . . . . . . . . . . . . . . . . . . . . . . . . 7.
conversions (other than casualties or
thefts) of the other partnership’s trade or
business assets.gross receipts of $1 million or less for the or on line 20a of Form 8825 if the amount

3-tax-year period ending with that prior is from a rental real estate activity. Partnerships should not use Form
tax year. See Rev. Proc. 2001-10, 2001-2 4797 to report the sale or otherOrdinary income or loss from another
I.R.B. 272 for details. disposition of property if a section 179partnership that is a publicly traded

A qualifying small business expense deduction was previouslypartnership is not reported on this line.
taxpayer is a taxpayer (a) that, for each passed through to any of its partners forInstead, report the amount separately on
prior tax year ending on or after that property. Instead, report it on line 25line 7 of Schedules K and K-1.
December 31, 2000, has average annual of Schedule K-1. See the instructions forTreat shares of other items separatelygross receipts of $10 million or less for item 4 of line 25 for details.reported on Schedule K-1 issued by thethe 3-tax-year period ending with that

other entity as if the items were realized Line 7—Other Income (Loss)prior tax year and (b) whose principal
or incurred by this partnership.business activity is not an ineligible Enter on line 7 trade or business income

activity. See Rev. Proc. 2002-28, 2002-18 If there is a loss from another (loss) that is not included on lines 1a
I.R.B. 815 for details. partnership, the amount of the loss that through 6. List the type and amount of

may be claimed is subject to the at-risk income on an attached schedule.Under this accounting method,
and basis limitations as appropriate. Examples of such income include:inventory costs for raw materials

purchased for use in producing finished 1. Interest income derived in theIf the tax year of your partnership does
goods or merchandise purchased for ordinary course of the partnership’s tradenot coincide with the tax year of the other
resale are deductible in the year the or business, such as interest charged onpartnership, estate, or trust, include the
finished goods or merchandise are sold receivable balances.ordinary income (loss) from the other
(but not before the year the partnership 2. Recoveries of bad debts deductedentity in the tax year in which the other
paid for the raw materials or in prior years under the specificentity’s tax year ends.
merchandise, if it is also using the cash charge-off method.

Line 5—Net Farm Profit (Loss)method). For additional guidance on this 3. Taxable income from insurance
method of accounting for inventoriable proceeds.Enter the partnership’s net farm profit
items, see Pub. 538. 4. The credit figured on Form 6478,(loss) from Schedule F (Form 1040),

Credit for Alcohol Used as Fuel.Profit or Loss From Farming. AttachCost of Goods Sold Worksheet
5. All section 481 income adjustmentsSchedule F to Form 8865. Do not includeInstructions. All filers not using the cash

resulting from changes in accountingon this line any farm profit (loss) frommethod of accounting should see Section
methods. Show the computation of theother partnerships. Report those amounts263A uniform capitalization rules on
section 481 adjustments on an attachedon line 4. In figuring the net farm profit orpage 8 before completing the worksheet.
schedule.loss, do not include any section 179Line 2—Purchases. Reduce

6. The amount of any deductionexpense deduction; this amount must bepurchases by any items withdrawn for
previously taken under section 179A thatseparately stated.personal use. The cost of these items is
is subject to recapture. See Chapter 12 inshown on line 23 of Schedules K and K-1 Also report the partnership’s fishing Pub. 535, Business Expenses, for details,as distributions to partners. income on this line. including how to figure the recapture.Line 4—Other Costs. Enter on line 4 For a special rule concerning the 7. The recapture amount for section

any costs paid or incurred during the tax method of accounting for a farming 280F if the business use of listed property
year not entered on lines 2 and 3. partnership with a corporate partner and drops to 50% or less. To figure the

for other tax information on farms, see recapture amount, complete Part IV ofLine 4—Ordinary Income (Loss)
Pub. 225, Farmer’s Tax Guide. Form 4797.From Other Partnerships, Estates,
Note: Farm partnerships that are notand Trusts Do not include items requiringrequired to use an accrual method shouldEnter the ordinary income (loss) shown separate computations that must benot capitalize the expenses of raising anyon Schedule K-1 (Form 1065) or reported on Schedules K and K-1. Seeplant with a preproductive period of moreSchedule K-1 of Form 1041, or other the instructions for Schedules K and K-1than 2 years. Instead, state themordinary income (loss) from a foreign later in these instructions for moreseparately on an attachment to Schedulepartnership, estate, or trust. Show the information.K, line 24, and on Schedule K-1, line 25,partnership’s, estate’s, or trust’s name, Supplemental Information. See Do not report portfolio or rentaladdress, and EIN on a separate Regulations section 1.263A-4 for more activity income (loss) on this line.statement attached to this return. If the information.amount entered is from more than one Deductionssource, identify the amount from each Line 6—Net Gain (Loss) From

source. Form 4797 Report only trade or business
Do not include portfolio income or activity deductions on lines 9

rental activity income (loss) from other Include only ordinary gains or through 21.CAUTION
!

partnerships, estates, or trusts on this losses from the sale, exchange, or
line. Instead, report these amounts on the involuntary conversion of assets Do not report the following expensesCAUTION

!
applicable lines of Schedules K and K-1, used in a trade or business activity. on lines 9 through 21:
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• Rental activity expenses. Report these • Mining exploration and development Syndication costs. Costs for issuing
expenses on Form 8825 or line 3b of costs. and marketing interests in the
Schedule K. partnership, such as commissions,Tangible personal property• Deductions allocable to portfolio professional fees, and printing costs,produced by a partnership includes a film,
income. Report these deductions on line must be capitalized. They cannot besound recording, videotape, book, or
10 of Schedules K and K-1. depreciated or amortized. See thesimilar property.• Nondeductible expenses (e.g., instructions for line 10 for the treatment ofIndirect costs. Partnerships subjectexpenses connected with the production syndication fees paid to a partner.to the Unicap rules are required toof tax-exempt income). Report Reducing certain expenses for whichcapitalize not only direct costs but annondeductible expenses on line 21 of credits are allowable. For each of theallocable part of most indirect costsSchedules K and K-1. following credits, the partnership must(including taxes) that benefit the assets• Qualified expenditures to which an reduce the otherwise allowableproduced or acquired for resale, or thatelection under section 59(e) may apply. deductions for expenses used to figureare incurred by reason of theThe instructions for lines 18a and 18b of the credit, by the amount of the currentperformance of production or resaleSchedules K and K-1 explain how to year credit:activities.report these amounts.

1. The work opportunity credit.For inventory, some of the indirect• Items that require separate
2. The welfare-to-work credit.costs that must be capitalized are:computations by the partners. Examples
3. The credit for increasing research• Administration expenses.include expenses incurred for the

activities.• Taxes.production of income not in a trade or
4. The enhanced oil recovery credit.• Depreciation.business, charitable contributions, foreign
5. The disabled access credit.• Insurance.taxes paid, intangible drilling and
6. The empowerment zone and• Compensation paid to officersdevelopment costs, soil and water

renewal community employment credit.attributable to services.conservation expenditures, amortizable
7. The Indian employment credit.• Rework labor.basis of reforestation expenditures, and
8. The credit for employer social• Contributions to pension, stock bonus,exploration expenditures. The distributive

security and Medicare taxes paid onand certain profit-sharing, annuity, orshares of these expenses are reported
certain employee tips.deferred compensation plans.separately on Schedule K-1.

9. The orphan drug credit.Regulations section 1.263A-1(e)(3)
Limitations on Deductions 10. The New York Liberty Zonespecifies other indirect costs that relate to

business employee credit.production or resale activities that mustSection 263A uniform capitalization
be capitalized and those that may berules. The uniform capitalization rules If the partnership has any of thesecurrently deductible.(Unicap) of section 263A require credits, figure each current year creditInterest expense paid or incurredpartnerships to capitalize, or include in before figuring the deduction forduring the production period ofinventory, certain costs incurred in expenses on which the credit is based.designated property must be capitalizedconnection with:
and is governed by special rules. For• The production of real and tangible Line 9—Salaries and Wages
more details, see Regulations sectionspersonal property held in inventory or Enter the salaries and wages paid or
1.263A-8 through 1.263A-15.held for sale in the ordinary course of incurred for the tax year, reduced by the

business. For more details on the uniform current year credits claimed on: Form• Real property or personal property capitalization rules, see Regulations 5884, Work Opportunity Credit, Form
(tangible and intangible) acquired for sections 1.263A-1 through 1.263A-3. 8861, Welfare-to-Work Credit, Form
resale. 8844, Empowerment Zone and RenewalTransactions between related• The production of real property and Community Employment Credit, Formtaxpayers. Generally, an accrual basis
tangible personal property by a 8845, Indian Employment Credit, andpartnership may deduct business
partnership for use in its trade or business Form 8884, New York Liberty Zoneexpenses and interest owed to a related
or in an activity engaged in for profit. Business Employee Credit. See theparty (including any partner) only in the

instructions for these forms for moreThe costs required to be capitalized tax year of the partnership that includes
information.under section 263A are not deductible the day on which the payment is

until the property to which the costs relate includible in the income of the related Do not include salaries and wages
is sold, used, or otherwise disposed of by party. See section 267 for details. reported elsewhere on the return, such as
the partnership. Business start-up expenses. Business amounts included in cost of goods sold,

start-up expenses must be capitalized. If elective contributions to a section 401(k)Exceptions. Section 263A does not
the partnership files Form 1065 or cash or deferred arrangement, orapply to:
1065-B, it may elect to amortize start-up amounts contributed under a salary• Inventoriable items accounted for in the
expenses over a period of not less than reduction SEP (Simplified Employeesame manner as materials and supplies
60 months. See Chapter 9 in Pub. 535 Pension) agreement or a SIMPLE IRAthat are not incidental.
and Regulations section 1.195-1. plan.• Personal property acquired for resale if

the partnership’s average annual gross Organization costs. Amounts paid or Line 10—Guaranteed Payments toreceipts for the 3 prior tax years were $10 incurred to organize a partnership are Partnersmillion or less. capital expenditures. They are not
Deduct payments or credits to a partner• Timber. deductible as a current expense.
for services or for the use of capital if the• Most property produced under a If the partnership files Form 1065 or
payments or credits are determinedlong-term contract. 1065-B, it may elect to amortize
without regard to partnership income and• Certain property produced in a farming organization expenses over a period of 60
are allocable to a trade or businessbusiness. See the note at the end of the or more months, beginning with the
activity. Also include on line 10 amountsinstructions for line 5. month in which the partnership begins
paid during the tax year for insurance thatReport the following costs separately business. Show the unamortized balance
constitutes medical care for a partner, afor purposes of determinations under of organization costs on the balance
partner’s spouse, or a partner’ssection 59(e): sheet (Schedule L). See the instructions
dependents.• Research and experimental costs for line 10 for the treatment of

under section 174. organization expenses paid to a partner. Do not include any payments and
• Intangible drilling costs for oil, gas, and See Chapter 9 in Pub. 535 for more credits that should be capitalized. For
geothermal property. information. example, although payments or credits to
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a partner for services rendered in or construct. Interest that is allocable toAfter 12/31/94 but before 1/1/97 . . . . . . . $15,500
designated property produced by aorganizing or syndicating a partnership

If the lease term began before January 1, 1995, partnership for its own use or for salemay be guaranteed payments, they are
see Pub. 463, Travel, Entertainment, Gift, and Car must be capitalized.not deductible on line 10. They are capital
Expenses, to find out if the partnership has anexpenditures. Report them separately on In addition, a partnership must alsoinclusion amount. See Pub 463 for how to figure

Schedules K and K-1, line 5. inclusion amounts for all years noted above. capitalize any interest on debt that is
allocable to an asset used to produce

Do not include distributive shares of designated property. A partner may beThe inclusion amount for lease terms
partnership profits on line 10. required to capitalize interest that wasbeginning in 2004 will be published in the

incurred by the partner for theInternal Revenue Bulletin in early 2004.Report the guaranteed payments to partnership’s production expenditures.the appropriate partners on Schedule K-1, Line 14—Taxes and Licenses Similarly, a partner may have to capitalizeline 5. Enter taxes and licenses paid or incurred interest that was incurred by the
in the trade or business activities of the partnership for the partner’s own

Line 11—Repairs and Maintenance partnership if not reflected in cost of production expenditures. The information
goods sold. Federal import duties andEnter the costs of incidental repairs and required by the partner to properly
Federal excise and stamp taxes aremaintenance that do not add to the value capitalize interest for this purpose must
deductible only if paid or incurred inof the property or appreciably prolong its be provided by the partnership in an
carrying on the trade or business of thelife, to the extent that such costs relate to attachment to Schedule K-1. See section
partnership.a trade or business activity and are not 263A(f) and Regulations sections

claimed elsewhere on the return. 1.263A-8 through 1.263A-15.Do not deduct the following taxes on
line 14: Do not include interest expense onNew buildings, machinery, or • Taxes not imposed on the partnership. debt used to purchase rental property orpermanent improvements that increase • Federal income taxes or taxes reported debt used in a rental activity. Interestthe value of the property are not elsewhere on the return. allocable to a rental real estate activity isdeductible. They are capitalized, then • Section 901 foreign taxes. See reported on Form 8825 and is used indepreciated or amortized, and reported Schedules K and K-1, line 17g. arriving at net income (loss) from rentalon line 16 or line 20. • Taxes allocable to a rental activity. real estate activities on line 2 of
Taxes allocable to a rental real estate Schedules K and K-1. Interest allocable toLine 12—Bad Debts activity are reported on Form 8825. Taxes a rental activity other than a rental real
allocable to a rental activity other than aEnter the total debts that became estate activity is included on line 3b of
rental real estate activity are reported onworthless in whole or in part during the Schedule K and is used in arriving at net
line 3b of Schedule K.year, but only to the extent such debts income (loss) from a rental activity (other
• Taxes allocable to portfolio income.relate to a trade or business activity. than a rental real estate activity). This net
These taxes are reported on line 10 ofReport deductible nonbusiness bad debts amount is reported on line 3c of Schedule
Schedules K and K-1.as a short-term capital loss on Schedule K and line 3 of Schedule K-1.
• Taxes paid or incurred for theD. Do not include interest expense onproduction or collection of income, or for

debt used to buy property held forthe management, conservation, orCash method partnerships cannot investment. Do not include interestmaintenance of property held to producetake a bad debt deduction unless expense that is clearly and directlyincome. Report these taxes separately onthe amount was previouslyCAUTION
!

allocable to interest, dividend, royalty, orline 11 of Schedules K and K-1.included in income. annuity income not derived in the ordinary
See section 263A(a) for rules on course of a trade or business. Interest

capitalization of allocable costs (includingLine 13—Rent paid or incurred on debt used to purchase
taxes) for any property. or carry investment property is reportedEnter rent paid on business property used • Taxes, including state or local sales on line 14a of Schedules K and K-1. Seein a trade or business activity. Do not
taxes, that are paid or incurred in the instructions for line 14a of Schedulesdeduct rent for a dwelling unit used by
connection with an acquisition or K and K-1 and Form 4952, Investmentany partner for personal use.
disposition of property (these taxes must Interest Expense Deduction, for more
be treated as a part of the cost of theIf the partnership rented or leased a information on investment property.
acquired property or, in the case of avehicle, enter the total annual rent or Do not include interest on debtdisposition, as a reduction in the amountlease expense paid or incurred in the proceeds allocated to distributions maderealized on the disposition).trade or business activities of the to partners during the tax year. Instead,• Taxes assessed against local benefitspartnership. Also complete Part V of report such interest on line 11 ofthat increase the value of the propertyForm 4562, Depreciation and Schedules K and K-1. To determine theassessed (such as for paving, etc.)Amortization. If the partnership leased a amount to allocate to distributions to

See section 164(d) for apportionmentvehicle for a term of 30 days or more, the partners, see Notice 89-35, 1989-1 C.B.
of taxes on real property between sellerdeduction for vehicle lease expense may 675.
and purchaser.have to be reduced by an amount called

Temporary Regulations sectionthe inclusion amount. You may have an Line 15—Interest 1.163-8T gives rules for allocating interestinclusion amount if:
expense among activities so that theInclude only interest incurred in the trade
limitations on passive activity losses,or business activities of the partnershipAnd the
investment interest, and personal interestvehicle’s fair that is not claimed elsewhere on the

market value can be properly figured. Generally,return.
on the first interest expense is allocated in the sameDo not deduct interest expense onday of the manner that debt is allocated. Debt isdebt required to be allocated to thelease allocated by tracing disbursements of theproduction of designated property.The lease term began: exceeded: debt proceeds to specific expenditures,Designated property includes real

as provided in the regulations.property, personal property that has aAfter 12/31/02 but before 1/1/04 . . . . . . . $18,000
class life of 20 years or more, and other Interest paid by a partnership to a

After 12/31/98 but before 1/1/03 . . . . . . . $15,500 tangible property requiring more than 2 partner for the use of capital should be
After 12/31/96 but before 1/1/99 . . . . . . . $15,800 years (1 year in the case of property with entered on line 10 as guaranteed

a cost of more than $1 million) to produce payments.
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 Prepaid interest is deducted over the as guaranteed payments and on substantially rehabilitates a qualified
period to which the prepayment applies. Schedules K and K-1, lines 5 and 11. building in a renewal community it may

qualify for a deduction of either:Note: Additional limitations on interest Line 20—Other Deductions • 50% of qualified capital expenditures indeductions apply when the partnership is
Enter the total allowable trade or business the year the building is placed in service,a policyholder or beneficiary with respect
deductions that are not deductible orto a life insurance, endowment, or annuity
elsewhere on Schedule B of Form 8865. • Amortization of 100% of the qualifiedcontract issued after June 8, 1997. For
Attach a schedule listing by type and capital expenditures over a 120-monthdetails, see section 264. Attach a
amount each deduction included on this period beginning with the month thestatement showing the computation of the
line. Examples of other deductions building is placed in service.deduction disallowed under section 264.
include:

If you elect to amortize theseLine 16—Depreciation • Amortization (except as noted below)—
expenditures, complete and attach Formsee the Instructions for Form 4562 forOn line 16a, enter only the depreciation 4562. To qualify, the building must bemore information. Complete and attachclaimed on assets used in a trade or nonresidential (as defined in sectionForm 4562 if the partnership is claimingbusiness activity. Enter on line 16b the 168(e)(2)) and placed in service by theamortization of costs that began duringdepreciation reported elsewhere on the partnership. The partnership must be thethe tax year.return that is attributable to assets used in original user of the building unless it is• Insurance premiums.trade or business activities. See the substantially rehabilitated. The amount of• Legal and professional fees.Instructions for Form 4562 or Pub. 946, the qualified expenditures cannot exceed• Supplies used and consumed in theHow To Depreciate Property, to figure the the lesser of $10 million, or the amountbusiness.amount of depreciation to enter on this allocated to the building by the• Utilities.line. commercial revitalization agency of the• Part of the cost of qualified clean-fuelDo not include any section 179 state in which the building is located. Anyvehicle property and qualified clean-fuelexpense on this line. Report it on line 9 of remaining expenditures are depreciatedvehicle refueling property. For moreSchedules K and K-1. over the regular depreciation recoverydetails, see section 179A.
period. See Pub. 954, Tax Incentives forComplete and attach Form 4562 only if

Also, see Special Rules below for Distressed Communities, and sectionthe partnership placed property in service
limits on certain other deductions. 1400I for details.during the tax year or claims depreciation

Do not deduct on line 20:on any car or other listed property. Rental real estate. Do not report this
• Items that must be reported separately deduction on line 20 if the building isLine 17—Depletion on Schedules K and K-1. placed in service as rental real estate.

If the partnership claims a deduction for • Qualified expenditures to which an Instead, report the commercial
timber depletion, complete and attach election under section 59(e) may apply. revitalization deduction for rental real
Form T, Forest Activities Schedule. See the instructions on page 20 for lines estate on line 25 of Schedule K-1.

18a and 18b of Schedule K-1 for detailsDo not deduct depletion for oil and Travel, meals, and entertainment.on treatment of these items.gas properties. The partner figures Subject to limitations and restrictions• Amortization of reforestationdepletion on oil and gasCAUTION
!

discussed below, a partnership canexpenditures under section 194. Theproperties. See the instructions for deduct ordinary and necessary travel,partnership can elect to amortize up toSchedule K-1, line 25, item 3 on page 21. meals, and entertainment expenses paid$10,000 of qualified reforestation or incurred in its trade or business. Also,Line 18—Retirement Plans, etc. expenditures paid or incurred during the special rules apply to deductions for gifts,tax year. However, the amortization is notDo not deduct payments for partners to skybox rentals, luxury water travel,deducted by the partnership but theretirement or deferred compensation convention expenses, and entertainmentamortizable basis is instead separatelyplans including IRAs, qualified plans, and tickets. See section 274 and Pub. 463 forallocated among the partners. See thesimplified employee pension (SEP) and more details.instructions on page 22 for Schedule K-1,SIMPLE IRA plans on this line. These
Travel.  The partnership cannotline 25, item 25, and Chapter 9 in Pub.amounts are reported on Schedule K-1,

deduct travel expenses of any individual535 for more details.line 11, and are deducted by the partners
accompanying a partner or partnership• Fines or penalties paid to a governmenton their own returns.
employee, including a spouse orfor violating any law. Report theseEnter the deductible contributions not
dependent of the partner or employee,expenses on Schedule K, line 21.claimed elsewhere on the return made for
unless:• Expenses allocable to tax-exemptits common-law employees under a • That individual is an employee of theincome. Report these expenses onqualified pension, profit-sharing, annuity,
partnership, andSchedule K, line 21.or SEP or SIMPLE IRA plan, and under • His or her travel is for a bona fide• Net operating losses. Only individualsany other deferred compensation plan.
business purpose that would otherwise beand corporations may claim a netIf the partnership contributes to an deductible by that individual.operating loss deduction.individual retirement arrangement (IRA) • Amounts paid or incurred to participate Meals and entertainment.for employees, include the contribution in or intervene in any political campaign on Generally, the partnership can deductsalaries and wages on Schedule B, line 9, behalf of a candidate for public office, or only 50% of the amount otherwiseor Schedule B, line 2, and not on line 18. to influence the general public regarding allowable for meals and entertainment

legislative matters, elections, orLine 19—Employee Benefit expenses paid or incurred in its trade or
referendums. Report these expenses onPrograms business. In addition (subject to
Schedule K, line 21. exceptions under section 274(k)(2)):Enter the partnership’s contributions to • Expenses paid or incurred to influence • Meals must not be lavish oremployee benefit programs not claimed
Federal or state legislation, or to influence extravagant,elsewhere on the return (e.g., insurance,
the actions or positions of certain Federal • A bona fide business discussion musthealth, and welfare programs) that are not
executive branch officials. However, occur during, immediately before, orpart of a pension, profit-sharing, etc., plan
certain in-house lobbying expenditures immediately after the meal, andincluded on line 18.
that do not exceed $2,000 are deductible. • A partner or employee of theDo not include amounts paid during See section 162(e) for more details. partnership must be present at the meal.the tax year for insurance that constitutes
Special Rulesmedical care for a partner, a partner’s See section 274(n)(3) for a special rule

spouse, or a partner’s dependents. Commercial revitalization deduction. If that applies to expenses for meals
Instead, include these amounts on line 10 the partnership constructs, purchases, or consumed by individuals subject to the
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hours of service limits of the Department • Sales or exchanges of property used in • Certain real estate subdivided for sale
of Transportation. a trade or business. that may be considered a capital asset.

• Sales or exchanges of depreciable or See section 1237.Membership dues. The partnership
amortizable property. • Gain on the sale of depreciablemay deduct amounts paid or incurred for • Sales or other dispositions of securities property to a more than 50%-ownedmembership dues in civic or public
or commodities held in connection with a entity, or to a trust in which theservice organizations, professional
trading business, if the partnership made partnership is a beneficiary, is treated asorganizations (such as bar and medical
a mark-to-market election. ordinary gain. See Pub. 544.associations), business leagues, trade • Involuntary conversions (other than • Liquidating distributions from aassociations, chambers of commerce,
from casualties or thefts). corporation. See Pub. 550 for details.boards of trade, and real estate boards. • The disposition of noncapital assets • Gain on the sale or exchange of stockHowever, no deduction is allowed if a
(other than from inventory or property in certain foreign corporations. Seeprincipal purpose of the organization is to
held primarily for sale to customers in the section 1248.entertain, or provide entertainment
ordinary course of a trade or business). • Gain or loss on options to buy or sell,facilities for, members or their guests. In

including closing transactions. See Pub.addition, the partnership may not deduct Use Form 4684, Casualties and
550 for details.membership dues in any club organized Thefts, to report involuntary conversions • Gain or loss from a short sale offor business, pleasure, recreation, or of property due to casualty or theft.
property. See Pub. 550 for details.other social purpose. This includes Use Form 6781, Gains and Losses • Transfer of property to a politicalcountry clubs, golf and athletic clubs, From Section 1256 Contracts and organization if the fair market value of theairline and hotel clubs, and clubs Straddles, to report gains and losses from property exceeds the partnership’soperated to provide meals under section 1256 contracts and straddles. If adjusted basis in such property. Seeconditions favorable to business there are limited partners, see section section 84.discussion. 1256(e)(4) for the limitation on losses • Any loss on the disposition of

Entertainment facilities. The from hedging transactions. converted wetland or highly erodible
partnership cannot deduct an expense cropland that is first used for farming afterUse Form 8824, Like-Kind Exchanges,paid or incurred for a facility (such as a March 1, 1986, is reported as a long-termif the partnership made one or moreyacht or hunting lodge) used for an capital loss on Schedule D. Gain on suchlike-kind exchanges. A “like-kindactivity usually considered entertainment, a disposition is reported as ordinaryexchange” occurs when business oramusement, or recreation. income on Form 4797. See section 1257investment property is exchanged for
Note: The partnership may be able to for details.property of a like kind.
deduct otherwise nondeductible meals, • Transfer of partnership assets and

What Are Capital Assets?travel, and entertainment expenses if the liabilities to a newly formed corporation in
amounts are treated as compensation exchange for all of its stock. See Rev.Each item of property the partnership held
and reported on Form W-2 for an Rul. 84-111, 1984-2 C.B. 88.(whether or not connected with its trade
employee or on Form 1099-MISC for an • Disposition of foreign investment in aor business) is a capital asset except:
independent contractor. U.S. real property interest. See section• Stock in trade or other property

897.included in inventory or held mainly for
• Any loss from a sale or exchange ofsale to customers.
property between the partnership and• Accounts or notes receivable acquiredSchedule D—Capital
certain related persons is not allowed,in the ordinary course of the trade orGains and Losses except for distributions in a completebusiness for services rendered, or from
liquidation of a corporation. See sectionImportant: You do not need to complete the sale of stock in trade or other property
267 and 707(b) for details.Schedule D if you have attached to Form held mainly for sale to customers.

8865 a copy of the Schedule D from Form • Any loss from securities that are capital• Depreciable or real property used in the
1065 or Form 1065-B. assets that become worthless during thetrade or business, even if it is fully

year is treated as a loss from the sale ordepreciated.All category 1 filers must complete
exchange of a capital asset on the last• Certain copyrights; literary, musical, orSchedule D to report sales or exchanges
day of the tax year.artistic compositions; letters orof capital assets, capital gain • Gain from the sale or exchange ofmemoranda; or similar property. Seedistributions, and nonbusiness bad debts.
stock in a collapsible corporation is not asection 1221(a)(3).
capital gain. See section 341.Purpose of Schedule • U.S. Government publications,
• Nonrecognition of gain on sale of stockincluding the Congressional Record, thatUse Schedule D (Form 8865) to report
to an employee stock ownership planthe partnership received from thesales or exchanges of capital assets,
(ESOP) or an eligible cooperative. SeeGovernment, other than by purchase atcapital gain distributions, and
section 1042 and Temporary Regulationsthe normal sales price, or that thenonbusiness bad debts. Do not report on
section 1.1042-1T for rules under whichpartnership got from another taxpayerSchedule D capital gains (losses)
the partnership may elect not to recognizewho had received it in a similar way, if thespecially allocated to any partner.
gain from the sale of certain stock to anpartnership’s basis is determined by

Enter capital gains (losses) specially ESOP or an eligible cooperative.reference to the previous owner’s basis.
allocated to the partnership as a partner • A nonbusiness bad debt must be• Certain commodities derivative
in other partnerships and from estates treated as a short-term capital loss andfinancial instruments held by a dealer.
and trusts on Schedule D, line 4 or 9, can be deducted only in the year the debtSee section 1221(a)(6).
whichever applies. Enter capital gains becomes totally worthless. For each bad• Certain hedging transactions entered
(losses) of the partnership that are debt, enter the name of the debtor andinto in the normal course of the trade or
specially allocated to partners directly on “schedule attached” in column (a) of line 1business. See section 1221(a)(7).
line 4d(1), 4d(2), 4e(1), 4e(2), or 7 of and the amount of the bad debt as a loss• Supplies regularly used in the trade or
Schedules K and K-1, whichever applies. in column (f). Also, attach a statement ofbusiness.
Note: For more information, see Pub. facts to support each bad debt deduction.

Items for Special Treatment544, Sales and Other Dispositions of • Any loss from a wash sale of stock or
Assets. • Transactions by a securities dealer. securities (including contracts or options

See section 1236. to acquire or sell stock or securities)Other Forms You May Have To • Bonds and other debt instruments. See cannot be deducted unless the
File Pub. 550, Investment Income and partnership is a dealer in stock or
Use Form 4797 to report: Expenses. securities and the loss was sustained in a
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transaction made in the ordinary course • Typical holding periods for securities Exception. Generally, constructive
of the partnership’s trade or business. A bought and sold. sale treatment does not apply if:
wash sale occurs if the partnership • The frequency and dollar amount of the • The partnership closed the transaction
acquires (by purchase or exchange), or partnership’s trades during the year. before the end of the 30th day after the
has a contract or option to acquire, • The extent to which the partners end of the year in which it was entered
substantially identical stock or securities pursue the activity to produce income for into,
within 30 days before or after the date of a livelihood. • The partnership held the appreciated
the sale or exchange. See section 1091 • The amount of time devoted to the position to which the transaction relates
for more information. activity. throughout the 60-day period starting on
• If the partnership sold property at a the date the transaction was closed, andLike an investor, a trader must reportgain and it will receive a payment in a tax • At no time during the 60-day periodeach sale of securities (taking intoyear after the year of sale, it generally was the partnership’s risk of loss reducedaccount commissions and any other costsmust report the sale on the installment by holding certain other positions.of acquiring or disposing of the securities)method unless it includes the full amount on Schedule D or on an attached For details and other exceptions toof the gain in its income in the year of statement containing all the same these rules, see Pub. 550.sale. However, the installment method information for each sale in a similarmay not be used to report sales of stock Gain From Qualified Stockformat. However, if a trader used theor securities traded on an established mark-to-market accounting method (seesecurities market. Use Form 6252, Separately state on Form 8865,section 475 and its regulations forInstallment Sale Income, to report the Schedule K, line 7 (and not ondetails), each transaction is reported insale on the installment method. Also use Schedule D) any gain that wouldPart II of Form 4797 instead of Schedule CAUTION

!
Form 6252 to report any payment qualify for the section 1045 rollover at theD. Regardless of whether a trader reportsreceived during the tax year from a sale partner level instead of the partnershipits gains and losses on Schedule D ormade in an earlier year that was reported level (because a partner was entitled toForm 4797, the gain or loss from theon the installment method. purchase replacement stock) and anydisposition of securities is not taken into• Certain constructive ownership gain on qualified stock that could qualifyaccount when figuring net earnings fromtransactions. Gain in excess of the gain for the partial exclusion under sectionself-employment on Schedules K or K-1.that would have been recognized if the 1202.See section 1402(i) for an exception thatpartnership had held a financial asset applies to section 1256 contracts. To be qualified small businessdirectly during the term of a derivative

stock, the stock must meet all of theThe limitation on investment interestcontract must be treated as ordinary
following tests:expense that applies to investors doesincome. See section 1260 for details.
• It must be stock in a C corporation (thatnot apply to interest paid or incurred in a• Gain from the sale of collectibles.
is, not S corporation stock).trading business. A trader reports interestReport any collectibles gain or loss (28%
• It must have been originally issuedexpense and other expenses (excludingrate gain or loss) included on lines 6
after August 10, 1993.commissions and other costs of acquiringthrough 10 on a statement attached to
• As of the date the stock was issued,or disposing of securities) from a tradingline 24 of Schedule K (and each partner’s
the corporation was a qualified smallbusiness on Schedule B of Form 8865.share on line 25 of Schedule K-1). A
business. A qualified small business is acollectibles gain or loss is any long-term A trader also may hold securities for domestic C corporation with total grossgain or deductible long-term loss from the investment. The rules for investors assets of $50 million or less a) at all timessale or exchange of a collectible that is a generally will apply to those securities. after August 9, 1993, and before the stockcapital asset. Allocate interest and other expenses was issued and b) immediately after theCollectibles include works of art, rugs, between the partnership’s trading stock was issued. Gross assets includeantiques, metals (such as gold, silver, and business and its investment securities. those of any predecessor of theplatinum bullion), gems, stamps, coins, Investment interest expense is reported corporation. All corporations that arealcoholic beverages, and certain other on line 14a of Schedules K and K-1. members of the same parent-subsidiarytangible property.
controlled group are treated as oneConstructive Sale Treatment forAlso include gain (but not loss) from corporation.Certain Appreciated Positionsthe sale or exchange of an interest in a • The partnership must have acquired

partnership or trust held for more than 1 Generally, a partnership recognizes gain the stock at its original issue (either
year and attributable to unrealized (but not loss) on the date it enters into a directly or through an underwriter), either
appreciation of collectibles. For details, constructive sale of any appreciated in exchange for money or other property
see Regulations section 1.1(h)-1. Also position in stock, a partnership interest, or or as pay for services (other than as an
attach the statement required under certain debt instruments as if the position underwriter) to the corporation. In certain
Regulations section 1.1(h)-1(e). were disposed of at fair market value on cases, the partnership may meet the test

that date. if it acquired the stock from anotherSpecial Rules for Traders in
person who met this test (such as by giftA partnership is treated as making aSecurities or at death) or through a conversion orconstructive sale of an appreciatedTraders in securities are engaged in the exchange of qualified business stock byposition when it (or a related person, inbusiness of buying and selling securities the holder.some cases) does one of the following:for their own account. To be engaged in • During substantially all of the time the• Enters into a short sale of the same orbusiness as a trader in securities: partnership held the stock:substantially identical property (that is, a• The partnership must seek to profit “short sale against the box”). 1. The corporation was a Cfrom daily market movements in the • Enters into an offsetting notional corporation,prices of securities and not from principal contract relating to the same or 2. At least 80% of the value of thedividends, interest, or capital substantially identical property. corporation’s assets was used in theappreciation. • Enters into a futures or forward contract active conduct of one or more qualified• The partnership’s trading activity must to deliver the same or substantially businesses (defined below), andbe substantial. identical property. 3. The corporation was not a foreign• The partnership must carry on the • Acquires the same or substantially corporation, domestic international salesactivity with continuity and regularity. identical property (if the appreciated corporation (DISC), former DISC,

 The following facts and circumstances position is a short sale, offsetting notional corporation that has made (or that has a
should be considered in determining if a principal contract or a futures or forward subsidiary that has made) a section 936
partnership’s activity is a business: contract). election, regulated investment company
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(RIC), real estate investment trust (REIT), and mutual funds. Also adjust the basis
real estate mortgage investment conduit for any stock splits or stock dividends. General Instructions for
(REMIC), financial asset securitization If the partnership elected to recognize Schedules K and K-1—investment trust (FASIT), or cooperative. gain on an asset held on January 1, 2001,

Partners’ Shares ofNote: A specialized small business the basis in the asset is its closing market
investment company (SSBIC) is treated price or fair market value, whichever Income, Credits,as having met test 2 above. applies, on the date of the deemed sale

and reacquisition, whether the deemed Deductions, Etc.A qualified business is any business
sale resulted in a gain or an unallowed Important: You do not need to completeother than the following:
loss. Schedules K or K-1 if you have attached• One involving services performed in the

to Form 8865 a copy of the Schedules Kfields of health, law, engineering, If a charitable contribution deduction is
or K-1 from Form 1065 or Form 1065-B.architecture, accounting, actuarial passed through to a partner because of a

science, performing arts, consulting, bargain sale of property to a charitable Schedule Kathletics, financial services, or brokerage organization, the adjusted basis for
Schedule K is a summary schedule of allservices. determining gain from the sale is an
of the partners’ shares of the partnership• One whose principal asset is the amount that has the same ratio to the
income, credits, deductions, etc. Onlyreputation or skill of one or more adjusted basis as the amount realized
Category 1 filers must complete Scheduleemployees. has to the fair market value.
K.• Any banking, insurance, financing,

See section 852(f) for the treatment ofleasing, investing, or similar business. Schedule K-1certain load charges incurred in acquiring• Any farming business (including the
stock in a mutual fund with a reinvestment Schedule K-1 is used to report a specificraising or harvesting of trees).
right. partner’s share of the partnership income,• Any business involving the production

credits, deductions, etc.of products for which percentage If the gross sales price is reported in
depletion can be claimed. All Category 1 and 2 filers mustcolumn (d), increase the cost or other• Any business of operating a hotel, complete Schedule K-1 for any directbasis by any expense of sale, such as
motel, restaurant, or similar business. interest they hold in the partnership. Abroker’s fees, commissions, or option

Category 1 or 2 filer that does not own apremiums, before making an entry in
direct interest is not required to completecolumn (e).Specific Instructions
Schedule K-1. (Schedule D) For more details, see Pub. 551, Basis

 Category 1 filers must also completeof Assets.
Columns (b) and (c)—Date Schedule K-1 for each U.S. person that

Column (f)—Gain or (Loss) for the directly owns a 10% or greater directAcquired and Date Sold
interest in the partnership.Entire YearUse the trade dates for date acquired and

Make a separate entry in this column fordate sold for stocks and bonds traded on Provide the partner’s beginning and
each transaction reported on lines 1 andan exchange, or over-the-counter market. year-end percentage interest in
6 and any other line(s) that applies to theThe acquisition date for an asset the partnership profits, capital, deductions, or
partnership. For lines 1 and 6, subtractpartnership held on January 1, 2001, for losses. These percentages should include
the amount in column (e) from the amountwhich it made an election to recognize any interest constructively owned by the
in column (d). Enter negative amounts inany gain on a deemed sale, is the date of filer.
parentheses.the deemed sale and reacquisition. Lines 1 through 23 are the same for

both Schedule K and Schedule K-1.Column (g)—Post-May 5, 2003,Column (d)—Sales Price
However, Schedule K-1 containsGain or (Loss)Enter in this column either the gross sales
information about a particular partner’sprice or the net sales price from the sale. Enter in this column all gains and losses distributive share, rather than informationOn sales of stocks and bonds, report the from column (f) from sales, exchanges, or about the partnership as a whole.gross amount as reported to the conversions (including installment Complete lines 1 through 25 for any directpartnership by the partnership’s broker on payments received) after May 5, 2003. interest that the partner owns in theForm 1099-B, Proceeds From Broker and However, do not include gain attributable partnership.Barter Exchange Transactions, or similar to unrecaptured section 1250 gain, or

Example. Partner A owns a 45%statement. However, if the broker advised collectibles gains and losses.
direct interest in foreign partnershipthe partnership that gross proceeds

Lines 4 and 9—Capital Gains and (FPS). Partner A also owns 100% of the(gross sales price) less commissions and
Losses From Other Partnerships, stock of a domestic corporation (DC),option premiums were reported to the

which owns a 10% direct interest in FPS.IRS, enter that net amount in column (d). Estates, and Trusts
Therefore, Partner A is considered to ownSee the Schedule K-1 or otherColumn (e)—Cost or Other Basis a 55% interest in FPS and is thus ainformation supplied to you by the other

In general, the cost or other basis is the Category 1 filer. When Partner Apartnership, estate, or trust.
cost of the property plus purchase completes Schedule K-1 for itself, Partner
commissions and improvements and A must report the distributive share ofLine 10—Capital Gain
minus depreciation, amortization, and items allocated to Partner A’s directDistributions
depletion. If the partnership got the interest of 45% but not any itemsOn line 10, column (f), report the totalproperty in a tax-free exchange, allocated to DC’s 10% interest. Whenamount of (a) capital gain distributionsinvoluntary conversion, or wash sale of Partner A completes Schedule K-1 for DCand (b) the partnership’s share ofstock, it may not be able to use the actual (which Partner A must do because DCundistributed capital gains from a RIC orcash cost as the basis. If the partnership owns a direct 10% interest), Partner AREIT. Report the partnership’s share ofdoes not use cash cost, attach an must report on DC’s Schedule K-1 onlytaxes paid on undistributed capital gainsexplanation of the basis. items allocated to DC’s direct 10%by a RIC or REIT and any 28% rate gain

interest.If the partnership sold stock, adjust the or (loss) on a statement attached to Form
basis by subtracting all the stock related 8865 for Schedule K, line 24 (and the Although the partnership is not subject
nontaxable distributions received before partner’s share in the line 25 to income tax, the partners are liable for
the sale. This includes nontaxable Supplemental Information space of tax on their shares of the partnership
distributions from utility company stock Schedule K-1). income, whether or not distributed, and
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must include their share of such items on 8865. If the partnership has more than disposed of the stock but not the day the
their tax returns. one rental real estate activity, identify on partnership acquired it.

an attachment to Schedule K-1 the • Dividends attributable to periodsAllocations of income, gains, losses,
amount attributable to each activity. totaling more than 366 days that thedeductions, or credits among the partners

partnership received on any share ofgenerally should be made according to Line 3—Net Income (Loss) From preferred stock held for less than 91 daysthe partnership agreement. See section Other Rental Activities during the 181-day period that began 90704 and the regulations thereunder.
On Schedule K, line 3a, enter gross days before the ex-dividend date. When
income from rental activities other than determining the number of days the
those reported on Form 8825. See Pub. partnership held the stock, do not countSpecific Instructions 925, Passive Activity and At-Risk Rules, certain days during which the
for a definition of rental activities. Include partnership1s risk of loss was diminished.(Schedules K and K-1,
on line 3a the gain (loss) from line 18 of See Pub. 550 for more details. PreferredExcept as Noted) Form 4797 that is attributable to the sale, dividends attributable to periods totaling

Note: Generally, Schedules K and K-1 exchange, or involuntary conversion of an less than 367 days are subject to the
on Form 8865 and Form 1065 are the asset used in a rental activity other than a 61-day holding period rule above.
same. If more guidance is needed to rental real estate activity. • Dividends that relate to payments that
complete Schedules K and K-1 of Form the partnership is obligated to make withOn line 3b of Schedule K, enter the8865, refer to the Form 1065 instructions. respect to short sales or positions indeductible expenses of the activity. Attach

substantially similar or related property. Schedules K and K-1 have the same a schedule of these expenses. • Dividends paid by a regulatedline numbers for lines 1 through 23.
Enter the net income (loss) on line 3c investment company that are not treated

Special Allocations of Schedule K. Enter the partner’s share as qualified dividend income under
on line 3 of Schedule K-1. section 854.An item is specially allocated if it is

• Dividends paid by a real estateallocated to a partner in a ratio different If the partnership has more than one
investment trust that are not treated asfrom the ratio for sharing income or loss rental activity reported on line 3, identify
qualified dividend income under sectiongenerally. on an attachment to Schedule K-1 the
857(c).amount from each activity.Report specially allocated ordinary

gain (loss) on Schedules K and K-1, line Qualified foreign corporation. ALines 4a through 4f—Portfolio7. Report other specially allocated items foreign corporation is a qualified foreignIncome (Loss)on the applicable lines of the partner’s corporation if it is:
Enter portfolio income (loss) on lines 4aSchedule K-1, with the total amount on 1. Incorporated in a possession of thethrough 4f.the applicable line of Schedule K. United States or

Do not reduce portfolio income byExample. A partnership has a 2. Eligible for benefits of a
deductions allocable to it. Report suchlong-term capital gain that is specifically comprehensive income tax treaty with the
deductions (other than interest expense)allocated to a partner and a net long-term United States that the Secretary
on line 10 of Schedules K and K-1.capital gain reported on line 12 of determines is satisfactory for this purpose
Interest expense allocable to portfolioSchedule D that must be reported on line and that includes an exchange of
income is generally investment interest4e(2) of Schedule K. Because specially information program. See Notice 2003-69,
expense and is reported on line 14a ofallocated gains or losses are not reported 2003-42 I.R.B. 851 for details.
Schedules K and K-1.on Schedule D, the partnership must

report both the net long-term capital gain If the foreign corporation does notLine 4a. Enter only taxable interest on
from Schedule D and the specially meet either 1 or 2, then it may be treatedthis line. Taxable interest is interest from
allocated gain on line 4e(2) of Schedule as a qualified foreign corporation for anyall sources except interest exempt from
K. Line 4e(2) of the Schedule K-1 for the dividend paid by the corporation if thetax and interest on tax-free covenant
partner must include both the specially stock associated with the dividend paid isbonds.
allocated gain and the partner1s readily tradable on an established

Lines 4b(1) and 4b(2). Enter onlydistributive share of the net long-term securities market in the United States.
taxable ordinary dividends on these lines.capital gain from Schedule D.

However, qualified dividends do notEnter on line 4b(1) all qualified dividends
Income (Loss) include dividends paid by foreign entitiesfrom line 4b(2).

that, in either the taxable year of theQualified dividends. Except as providedLine 1—Ordinary Income (Loss) distribution or the preceding taxable year,below, qualified dividends are dividendsFrom Trade or Business Activities were:received after December 31, 2002, from • A foreign investment company (sectionEnter the amount from Schedule B, line domestic corporations and qualified
1246(b)),22. Enter the income (loss) without foreign corporations. • A passive foreign investment companyreference to (a) the basis of the partners’

Exceptions. The following dividends (section 1297), orinterests in the partnership, (b) the
are not qualified dividends. • A foreign personal holding companypartners’ at-risk limitations, or (c) the • Dividends the partnership received on (section 552).passive activity limitations. These
any share of stock held for less than 61limitations, if applicable, are determined  See Notice 2003-79 for more details.days during the 121-day period thatat the partner level.
began 60 days before the ex-dividend Lines 4d(1) and 4d(2). Enter on lineIf the partnership has more than one date. When determining the number of 4d(1) the post-May 5, 2003, gain or losstrade or business activity, identify on an days the partnership held the stock, it from line 5a of Schedule D. Enter on lineattachment to Schedule K-1 the amount cannot count certain days during which 4d(2) the gain (loss) for the entire yearfrom each separate activity. the partnership1s risk of loss was from line 5b of Schedule D.diminished. See Pub. 550 for moreLine 1 should not include rental activity
details. The ex-dividend date is the first Lines 4e(1) and 4e(2). Enter on lineincome (loss) or portfolio income (loss).
date following the declaration of a 4e(1) the post-May 5, 2003, gain (loss)

Line 2—Net Income (Loss) From dividend on which the purchaser of a that is portfolio income (loss) from line 11
Rental Real Estate Activities stock is not entitled to receive the next of Schedule D plus any long-term capital
Enter the net income (loss) from rental dividend payment. When counting the gain (loss) that is specially allocated to
real estate activities of the partnership number of days the partnership held the partners. Enter on line 4e(2) the gain
from Form 8825. Attach this form to Form stock, include the day the partnership (loss) for the entire year that is portfolio
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income (loss) from line 12 of Schedule D. losses, or net gains or losses from each sale or exchange: the name of the
See Special Allocations above. involuntary conversions due to casualties corporation that issued the stock, the

or thefts, on this line. Instead, report them partner’s share of the partnership’sIf the income or loss is attributable to
on line 7. If the partnership has more than adjusted basis and sales price of themore than one activity, report the income
one activity, attach a statement to stock, and the dates the stock was boughtor loss amount separately for each
Schedule K-1 that identifies the activity to and sold.activity on an attachment to Schedule K-1
which the section 1231 gain (loss) relates. • Gain eligible for section 1045 rolloverand identify the activity to which the

(replacement stock not purchased by theincome or loss relates. Line 7—Other Income (Loss) partnership). Include only gain from the
Use line 7 to report other items of income,If any gain or loss from lines 5a, sale or exchange of qualified small
gain, or loss not included on lines 15b, 11, or 12 of Schedule D is business stock the partnership held for
through 6. If the partnership has morefrom the disposition of more than 6 months but that was notCAUTION

!
than one activity, identify on annondepreciable personal property used in deferred by the partnership under section
attachment the amount and the activity toa trade or business, it may not be treated 1045. A partner (other than a corporation)
which each amount relates.as portfolio income. Report such gain or may be eligible to defer his or her

loss on line 7 of Schedules K and K-1. distributive share of this gain underIf the partnership had a gain from the
section 1045 if he or she purchases otherdistribution of non-depreciable personalLine 4f. Report and identify other
qualified small business stock during theproperty used in a trade or business, heldportfolio income or loss on an attachment
60-day period that began on the date thethe property more than 5 years and soldfor line 4f.
stock was sold by the partnership.or otherwise disposed of the propertyFor example, income reported to the Additional limitations apply at the partnerbefore May 6, 2003, show the total of allpartnership from a real estate mortgage level. Report the following on ansuch gains on an attachment to Scheduleinvestment conduit (REMIC), in which the attachment to Schedule K-1 for each saleK-1. If the gain or loss is attributable topartnership is a residual interest holder, or exchange: a) the name of themore than one activity, report the gain orwould be reported on an attachment for corporation that issued the stock, b) theloss amount separately for each trade orline 4f. If the partnership holds a residual partner’s share of the partnership’sbusiness activity on an attachment tointerest in a REMIC, report on the adjusted basis and sales price of theSchedules K and K-1, and identify theattachment for line 4f the partner’s share stock, and c) the dates the stock wasactivity to which the gain or loss relates.of the following: bought and sold.Also identify the amount of post-May 5,• Taxable income (net loss) from the

2003, gain or loss.REMIC (line 1b of Schedule Q (Form Deductions
1066), Quarterly Notice to Residual Include the following items on line 7:
Interest Holder of REMIC Taxable Income Line 8—Charitable Contributions• Gains from the disposition of farm
or Net Loss Allocation). recapture property (see Form 4797) and Enter on Schedule K the total amount of• “Excess inclusion” (line 2c of other items to which section 1252 applies. charitable contributions made by the
Schedules Q (Form 1066)). • Gains from the disposition of an partnership during its tax year. Enter the• Section 212 expenses (line 3b of interest in oil, gas, geothermal, or other partner’s distributive share on Schedule
Schedules Q (Form 1066)). Do not report mineral properties (section 1254). K-1. On an attachment to Schedules K
these section 212 expenses on line 10 of • Any net gain or loss from section 1256 and K-1, show separately the dollar
Schedules K and K-1. contracts from Form 6781. amount of contributions subject to each of

• Recoveries of tax benefit items (sectionBecause Schedule Q (Form 1066) is a the 50%, 30%, and 20% of adjusted gross
111).quarterly statement, you must follow the income limits. For additional information,
• Gambling gains and losses subject toSchedule Q instructions to figure the see Pub. 526, Charitable Contributions.
the limitations in section 165(d).amounts to report to the partner for the Certain contributions made to an• Any income, gain, or loss to thepartnership’s tax year. organization conducting lobbyingpartnership under section 751(b).

activities are not deductible. See sectionLine 5—Guaranteed Payments to • Specially allocated ordinary gain (loss).
170(f)(9) for more details.Partners • Net gain (loss) from involuntary

conversions due to casualty or theft. The If the partnership made a qualifiedGuaranteed payments to partners
amount for this line is shown on Form conservation contribution, include theinclude:
4684, line 38a, 38b, or 39. FMV of the underlying property (before• Payments for salaries, health

and after the donation) and describe theinsurance, and interest deducted by the The partner’s share must be entered
conservation purpose furthered by thepartnership and reported on Schedule B, on Schedule K-1.
donation.line 10; Form 8825; or on Schedule K, If there was a gain (loss) from a

line 3b; and casualty or theft to property not used in a Line 9—Section 179 Expense• Payments the partnership must trade or business or for income-producing Deductioncapitalize. See the Instructions for purposes do not complete Form 4684 for
The partnership may elect to expenseSchedule B, line 10 on page 8. this type of casualty or theft. Instead, the
part of the cost of certain property theGenerally, amounts reported on line 5 partner will complete his or her own Form
partnership purchased this year for use inare not considered to be related to a 4684.
its trade or business or certain rentalpassive activity. For example, guaranteed • Gain from the sale or exchange of
activities. See Pub. 946 for a definition ofpayments for personal services paid to a qualified small business stock that is
what kind of property qualifies for thepartner would not be passive activity eligible for the partial exclusion under
section 179 expense deduction and theincome. Likewise, interest paid to any section 1202. The section 1202 exclusion
Instructions for Form 4562 for limitationspartner is not passive activity income. applies only to qualified small business
on the amount of the section 179 expensestock issued after August 10, 1993, andLine 6—Net Section 1231 Gain deduction.held by the partnership for more than 5

(Loss) (Other Than Due to Casualty years. Corporate partners are not eligible Complete Part I of Form 4562 to figure
or Theft) for the section 1202 exclusion. Additional the partnership’s section 179 expense
Enter on line 6a the net section 1231 gain limitations apply at the partner level. deduction. Do not report this deduction on
(loss) from Form 4797, line 7, column (h). Report the partner’s share of section Schedule B but instead report it on line 9
Enter on line 6b the net section 1231 gain 1202 gain on Schedule K-1. The partner of Schedule K. Report the partner’s
(loss) for the entire year from Form 4797, will determine if he or she qualifies for the allocable share, if the partner is eligible,
line 7, column (g). Do not include section 1202 exclusion. Report on an on line 9 of Schedule K-1. An estate or
specially allocated ordinary gains and attachment to Schedules K and K-1 for trust is not eligible for this deduction.
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See the instructions for line 25, item 4, partner’s share of a working interest in low-income housing credit and qualified
on page 21 for information on how to any oil or gas property (if the partner’s rehabilitation expenditures. On the dotted
report a disposition of property if there liability is not limited). line to the left of the entry space for line
was a section 179 expense deduction 12c (or in the margin), identify the type ofCreditspassed through to a partner for the credit. If there is more than one type of
property. credit or the credit is from more than oneLine 12a—Low Income Housing activity, report this information separatelyCreditLine 10—Deductions Related to for each credit or activity on an
Portfolio Income Section 42 provides a credit that may be attachment to Schedules K and K-1.

claimed by owners of low-incomeAttach an itemized list of the deductions Line 12d—Credits Related to Otherresidential rental buildings. If the partnersclearly and directly allocable to portfolio Rental Activitiesare eligible to take the low-incomeincome (other than interest expense and
housing credit, complete and attach Form Use this line to report information that thesection 212 expenses from a REMIC).
8586, Low-Income Housing Credit; Form partners need to figure credits related to aEnter the total on line 10. Interest
8609, Low-Income Housing Credit rental activity other than a rental realexpense related to portfolio income is
Allocation Certification; and Schedule A estate activity. On the dotted line to theinvestment interest expense and is
(Form 8609), Annual Statement. left of the entry space for line 12d, identifyreported on line 14a of Schedules K and

the type of credit. If there is more thanK-1. Section 212 expenses from the Report on line 12a(1) the total
one type of credit or the credit is frompartnership’s interest in a REMIC are low-income housing credit for property
more than one activity, report thisreported on an attachment for line 4f of with respect to which a partnership is to
information separately for each credit orSchedules K and K-1. be treated, under section 42(j)(5), as the
activity on an attachment to Schedules Ktaxpayer to which the low-income housingNo deduction is allowable under and K-1.credit was allowed. Report any othersection 212 for expenses allocable to a

low-income housing credit on line 12a(2). Line 13—Other Creditsconvention, seminar, or similar meeting.
If part or all of the credit reported on Enter on line 13 any other credit, exceptLine 11—Other Deductions line 12a(1) or 12a(2) is attributable to credits or expenditures shown or listed for

additions to qualified basis of propertyUse line 11 to report deductions not lines 12a through 12d of Schedules K and
placed in service before 1990, report onincluded on lines 8, 9, 10, 17g and 18b. K-1. On the dotted line to the left of the
an attachment to Schedules K and K-1On an attachment, identify the deduction entry space for line 13, identify the type of
the amount of the credit on each line thatand amount and, if the partnership has credit. If there is more than one type of
is attributable to property placed inmore than one activity, the activity to credit or the credit is from more than one
service (a) before 1990 and (b) afterwhich the deduction relates. activity, report this information separately
1989. for each credit or activity on anExamples of items to be reported on

attachment to Schedules K and K-1.Line 12b—Qualified Rehabilitationan attachment to line 11 include:
 The credits to be reported on line 13,• Amounts paid by the partnership that Expenditures Related to Rental

and other required attachments, are aswould be allowed as itemized deductions Real Estate Activities
follows:on any of the partners’ income tax returns Enter total qualified rehabilitation • Credit for backup withholding onif they were paid directly by a partner for expenditures related to rental real estate
dividends, interest, or patronagethe same purpose. However, do not enter activities of the partnership. Also
dividends.expenses related to portfolio income or complete the applicable lines of Form • Nonconventional source fuel credit.investment interest expense on this line. 3468, Investment Credit, that apply to
The credit is figured at the partnershipIf there was a loss from an involuntary qualified rehabilitation expenditures for
level and then is apportioned to theconversion due to casualty or theft of property related to rental real estate
partners based on their distributive sharesincome-producing property, include in the activities of the partnership for which
of partnership income attributable to salestotal amount for this line the relevant income or loss is reported on line 2 of
of qualified fuels. Attach a separateamount from Form 4684, line 32. Schedule K. See Form 3468 for details on
schedule to the return to show the• Any penalty on early withdrawal of qualified rehabilitation expenditures.
computation of the credit. See section 29savings. Attach Form 3468.
for more information.• Soil and water conservation For line 12b of Schedule K-1, enter the • Qualified electric vehicle credit (Formexpenditures (section 175). partner’s distributive share of the 8834).• Contributions to a capital construction expenditures. On the dotted line to the left • Unused credits from cooperatives. Thefund. of the entry space, enter the line number unused credits are apportioned to• Any amounts paid during the tax year of Form 3468 on which the partner should persons who were partners in thefor health insurance coverage for a report the expenditures. If there is more partnership on the last day of thepartner (including that partner’s spouse than one type of expenditure, or the partnership’s tax year.and dependents). For 2003, a partner expenditures are from more than one • Work opportunity credit (Form 5884).may be allowed to deduct up to 100% of rental real estate activity, report this This credit is apportioned among thesuch amounts on Form 1040, line 29. information separately for each partners according to their interest in the• Payments for a partner to an IRA, expenditure or activity on an attachment partnership at the time the wages onqualified plan, simplified employee to Schedules K and K-1. which the credit is figured were paid orpension (SEP) or a SIMPLE IRA plan. If a
accrued.Qualified rehabilitationqualified plan is a defined benefit plan, a • Welfare-to-work credit (Form 8861).expenditures for property notpartner’s distributive share of payments is
This credit is apportioned in the samerelated to rental real estatedetermined in the same manner as his or CAUTION

!
manner as the work opportunity credit.activities must be listed separately on lineher distributive share of partnership • Credit for alcohol used as fuel (Form25 of Schedule K-1.taxable income. For a defined benefit
6478). This credit is apportioned toplan, attach to Schedule K-1 a statement Line 12c—Credits (Other Than persons who were partners on the lastshowing the amount of benefit accrued for Credits Shown on Lines 12a and day of the partnership’s tax year. Thethe tax year.

12b) Related to Rental Real Estate credit must be included in income on line• Interest expense allocated to
7 of Schedule B.Activitiesdebt-financed distributions. See Notice

89-35 for more information. Report any information that the partners If this credit includes the small ethanol
• Interest paid or accrued on debt need to figure credits related to a rental producer credit, identify on a statement
properly allocable to each general real estate activity, other than the attached to each Schedule K-1 (a) the
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amount of the small producer credit Investment interest does not include the partnership is engaged solely in the
included in the total credit allocated to the interest expense allocable to a passive operation of a group investment program,
partner, (b) the number of gallons of activity. earnings from the operation are not
qualified ethanol fuel production allocated self-employment earnings for eitherThe amount on line 14a will be
to the partner, and (c) the partner’s share general or limited partners.deducted (after applying the investment
in gallons of the partnership’s productive interest expense limitations of section Worksheet Instructions
capacity for alcohol. 163(d)) by individual partners on

Line 1b. Include any part of the net• Credit for increasing research activities Schedule A (Form 1040), line 13.
income (loss) from rental real estate(Form 6765).

For more information, see Form 4952. activities from Schedule K, line 2, that is• Enhanced oil recovery credit (Form
from:8830). Lines 14b(1) and 14b(2)—

• Disabled access credit (Form 8826). 1. Rentals of real estate held for saleInvestment Income and Expenses
• Renewable electricity production credit to customers in the course of a trade orEnter on line 14b(1) only the investment
(Form 8835). business as a real estate dealer orincome included on lines 4a, 4b(2), 4c,• Empowerment zone and renewal 2. Rentals for which services wereand 4f of Schedules K and K-1. Do not
community employment credit (Form rendered to the occupants (other thaninclude other portfolio gains or losses on
8844). services usually or customarily renderedthis line.• Indian employment credit (Form 8845). for the rental of space for occupancyAlthough the partnership must include• Credit for employer social security and only). The supplying of maid service istotal ordinary dividends on line 14b(1), theMedicare taxes paid on certain employee such a service. The furnishing of heat andpartner will be required to subtracttips (Form 8846). light, the cleaning of public entrances,qualified dividends from investment• Orphan drug credit (Form 8820). exits, stairways and lobbies, trashincome on Form 4952 unless the partner• New markets credit (Form 8874). collection, etc., are not consideredelects to treat the qualified dividend as• Credit for contributions to selected services rendered to the occupants.not eligible for the reduced tax rates (seecommunity development corporations Qualified dividends on page 14).(Form 8847). Lines 3b and 4b. Allocate the

Enter on line 14b(2) only the• Credit for small employer pension plan amounts on these lines in the same way
investment expense included on line 10 ofstart-up costs (Form 8881). line 22 of Schedule B is allocated to these
Schedules K and K-1.• Credit for employer-provided childcare particular partners.

facilities and services (Form 8882). If there are other items of investment
Line 4a. Include on line 4a any• New York Liberty Zone business income or expense included in the

guaranteed payments to partnersemployee credit (Form 8884). amounts reported separately on Schedule
reported on Schedules K and K-1, line 5,• General credits from an electing large K-1 (such as net short-term capital gain or
and derived from a trade or business aspartnership. loss, net long-term capital gain or loss,
defined in section 1402(c). Also include• Qualified Zone academy bond credit and other portfolio gains or losses), attach
other ordinary income and expense items(Form 8860). a schedule to Schedule K-1 identifying
(other than expense items subject tothese amounts.
separate limitations at the partner level)See the instructions for line 25, item 14

Investment income includes: reported on Schedules K and K-1 that areof Schedule K-1 to report expenditures • gross income from property held for used to figure self-employment earningsqualifying for the (a) rehabilitation credit
investment, under section 1402.not related to rental real estate activities, •  the excess of net gain from the(b) energy credit, or (c) reforestation

General partners. General partners’ netdisposition of property held for investmentcredit.
earnings (loss) from self-employment doover net capital gain from the disposition
not include:of property held for investment, andInvestment Interest • any net capital gain from the disposition • Dividends on any shares of stock andComplete lines 14a through 14b(2) for all of property held for investment that a interest on any bonds, debentures, notes,partners. partner elects to include in investment etc., unless the dividends or interest are

income under section 163(d)(4)(B)(iii). received in the course of a trade orLine 14a—Interest Expense on Generally, investment income and business, such as a dealer in stocks orInvestment Debts investment expenses do not include any securities or interest on notes or accounts
Include on this line interest paid or income or expenses from a passive receivable.
accrued on debt properly allocable to activity. • Rentals from real estate, except rentals
property held for investment. Property of real estate held for sale to customers inProperty subject to a net lease is notheld for investment includes property that the course of a trade or business as atreated as investment property because itproduces income (unless derived in the real estate dealer, or payments for roomsis subject to the passive loss rules. Do notordinary course of a trade or business) or space when significant services arereduce investment income by losses fromfrom interest, dividends, annuities, or provided.passive activities.royalties; and gains from the disposition • Royalty income, except royalty incomeInvestment expenses are deductibleof property that produces those types of received in the course of a trade orexpenses (other than interest) directlyincome or is held for investment. business.connected with the production of

Property held for investment also investment income. See the Form 4952 See the instructions for Schedule SE
includes a general partner’s share of a instructions for more information on (Form 1040), Self-Employment Tax, for
working interest in any oil or gas property investment income and expenses. more information.
for which the partner’s liability is not Lines 15a Through 15c—limited and in which the partner did not Limited partners. Generally, a limited

Self-Employmentmaterially participate. However, the level partner’s share of partnership income
of a partner’s participation in an activity is Note: If the partnership is an options (loss) is not included in net earnings
determined by the partner and not by the dealer or a commodities dealer, see (loss) from self-employment. Limited
partnership. As a result, interest allocable section 1402(i) before completing lines partners treat as self-employment
to a general partner’s share of a working 15a, 15b, and 15c, to determine the earnings only guaranteed payments for
interest in any oil or gas property (if the amount of any adjustment that may have services they actually rendered to, or on
partner’s liability is not limited) should not to be made to the amounts shown on the behalf of, the partnership to the extent
be reported on line 14a. Instead, report Worksheet for Figuring Net Earnings that those payments are payment for
this interest on line 11. (Loss) From Self-Employment below . If those services.
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Do not include as a tax preference property’s class life. Use 12 years if theLine 15a—Net Earnings (Loss)
item any qualified expenditures to which property has no class life.From Self-Employment
an election under section 59(e) may • For any other tangible property, use the

Schedule K. Enter on line 15a the apply. Instead, report these expenditures 150% declining balance method,
amount from line 5 of the worksheet. on line 18b. Because these expenditures switching to the straight line method the
Schedule K-1. Enter on line 15a of are subject to an election by a partner, first tax year it gives a larger deduction,
Schedule K-1 the partner’s share of the the partnership cannot figure the amount over the property’s AMT class life. Use 12
amount shown on line 5 of the worksheet. of any tax preference related to them. years if the property has no class life.
Do not complete this line for any partner Note: See the Table of Class Lives andLine 16a—Depreciationthat is an estate, trust, corporation, Recovery Periods in Appendix B of Pub.exempt organization, or IRA. Adjustment on Property Placed in 946.

Service After 1986Line 15b—Gross Farming or For property placed in service afterFigure the adjustment for line 16a basedFishing Income 1998, refigure depreciation for the AMTonly on tangible property placed in only for property depreciated for theEnter the partnership’s gross farming or service after 1986 (and tangible property regular tax using the 200% decliningfishing income from self-employment. placed in service after July 31, 1986, and balance method. For the AMT, use theIndividual partners need this amount to before 1987 for which the partnership 150% declining balance method, and thefigure net earnings from self-employment elected to use the general depreciation same convention and recovery periodunder the farm optional method in Section system). Do not make an adjustment for used for the regular tax, switching to theB, Part II of Schedule SE (Form 1040). motion picture films, videotapes, sound straight line method the first tax year itrecordings, certain public utility propertyLine 15c—Gross Nonfarm Income gives a larger deduction.(as defined in section 168(i)(10)), propertyEnter the partnership’s gross nonfarm Figure the adjustment by subtractingdepreciated under the unit-of-productionincome from self-employment. Individual the AMT deduction for depreciation frommethod (or any other method notpartners need this amount to figure net the regular tax deduction and enter theexpressed in a term of years), qualifiedearnings from self-employment under the result on line 16a. If the AMT deduction isIndian reservation property, propertynonfarm optional method in Section B, more than the regular tax deduction, entereligible for a special depreciationPart II of Schedule SE (Form 1040). the difference as a negative amount.allowance, qualified revitalization
Depreciation capitalized to inventory mustexpenditures, or the 179 expenseAdjustments and Tax
also be refigured using the AMT rules.deduction.Preference Items
Include on this line the current year

Lines 16a through 16e do not apply to For property placed in service before adjustment to income, if any, resulting
certain small corporations exempt from 1999, refigure depreciation for the AMT from the difference.
the alternative minimum tax (AMT) under as follows (using the same convention
section 55(e). used for the regular tax): Line 16b—Adjusted Gain or Loss

• For section 1250 property (generally,Enter items of income and deductions If the partnership disposed of any tangible
residential rental and nonresidential realthat are adjustments or tax preference property placed in service after 1986 (or
property), use the straight line methoditems for the AMT. See Form 6251, after July 31, 1986, if an election was
over 40 years.Alternative Minimum Tax–Individuals; made to use the general depreciation

Form 4626, Alternative Minimum • For tangible property (other than system), or if it disposed of a certified
Tax–Corporations; or Schedule I of Form section 1250 property) depreciated using pollution control facility placed in service
1041, to determine the amounts to enter the straight line method for the regular after 1986, refigure the gain or loss from
and for other information. tax, use the straight line method over the the disposition using the adjusted basis

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

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

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

c Net income (loss) from other rental activities (Schedule K, line 3c) . . . . . . . . . . . . . . . . . 1c

d Net loss from Form 4797, Part II, line 18, included on line 1a above. Enter as a positive
amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1d

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

2 Net gain from Form 4797, Part II, line 18, included on line 1a above . . . . . . . . . . . . . . . . 2

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

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

c Subtract line 3b from line 3a. If line 3a is a loss, reduce the loss on line 3a by the amount on line 3b. . . . . . . . . . 3c

4a Guaranteed payments to partners (Schedule K, line 5) derived from a trade or business as
defined in section 1402(c) (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4a

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

c Subtract line 4b from line 4a. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4c

5 Net earnings (loss) from self-employment. Combine lines 3c and 4c. Enter here and on Schedules K and K-1, line
15a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
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for the AMT. The property’s adjusted Figure the amount for lines 16d(1) and Line 17b—Gross Income From All
basis for the AMT is its cost or other basis (2) separately for oil and gas properties Sources
minus all depreciation or amortization that are not geothermal deposits and for Enter the partnership’s gross income from
deductions allowed or allowable for the all properties that are geothermal all sources (both U.S. and foreign
AMT during the current tax year and deposits. source).
previous tax years. Attach a schedule that shows the Line 17c—Gross Income SourcedEnter on this line the difference separate amounts that are included in the

at Partner Levelbetween the regular tax gain (or loss) and computation on lines 16d(1) and (2).
Enter the total gross income of thethe AMT gain (or loss). Enter the Line 16d(1)—Gross income from oil,
partnership that is required to be sourceddifference as a negative amount if: gas, and geothermal properties. Enter
at the partner level. This includes income• The AMT gain is less than the regular the aggregate amount of gross income
from the sale of most personal propertytax gain (within the meaning of section 613(a))
other than inventory, depreciable• The AMT loss is more than the regular from all oil, gas, and geothermal
property, and certain intangible property.tax loss, or properties that was received or accrued
See Pub. 514 and section 865 for details.• There is an AMT loss and a regular tax during the tax year and included on
Attach a schedule showing the followinggain. Schedule B.
information:If any part of the adjustment is Line 16d(2)—Deductions allocable to • The amount of this gross incomeallocable to net short-term capital gain oil, gas, and geothermal properties. (without regard to its source) in each(loss), net long-term capital gain (loss), or Enter the amount of any deductions category identified in the instructions fornet section 1231 gain (loss), attach a allowed for the AMT that are allocable to line 17d, including each of the listedschedule that identifies the amount of the oil, gas, and geothermal properties. categories.adjustment allocable to each type of gain • Specifically identify gains on the sale ofLine 16e—Other Adjustments andor loss. For a net long-term capital gain
personal property other than inventory,(loss), also identify the amount of the Tax Preference Items
depreciable property, and certainadjustment that is 28% rate gain (loss). Attach a schedule to each required intangible property on which a foreign taxFor a net section 1231 gain (loss), also Schedule K-1 that shows the partner’s of 10% or more was paid or accrued. Alsoidentify the amount of adjustment that is share of other items not shown on lines list losses on the sale of such property ifunrecaptured section 1250 gain. Also 16a through 16d(2) that are adjustments the foreign country would have imposed aindicate the amount of any qualified or tax preference items, or that the 10% or higher tax had the sale resulted in5-year gain and the portion of each partner needs to complete Form 6251, a gain. See Sales or exchanges ofamount that is post-May 5, 2003, gain or Form 4626, or Schedule I of Form 1041. certain personal property in Pub. 514,loss. See these forms and their instructions to and section 865.

determine the amount to enter.Line 16c—Depletion (Other Than • Specify the net foreign source capital
gain or loss within each separateOther adjustments and tax preferenceOil and Gas)
limitation category shown in theitems or information the partner needsDo not include any depletion on oil and
instructions for line 17d(2). In the case ofinclude:gas wells. The partners must figure their
noncorporate partners, separately identify• Accelerated depreciation of realdepletion deductions and preference
the net foreign source gain or loss withinproperty under pre-1987 rules.items separately.
each separate limitation category that is• Accelerated depreciation of leased

Refigure the depletion deduction under 28% rate gain or loss, unrecapturedpersonal property under pre-1987 rules.
section 611 for mines, wells (other than section 1250 gain, and qualified 5-year• Long-term contracts entered into after
oil and gas wells), and other natural gain.February 28, 1986. Except for certain
deposits for the AMT. Percentage home construction contracts, the taxable Also indicate the post-May 5, 2003,depletion is limited to 50% of the taxable income from these contracts must be portion of all gains (losses) in eachincome from the property as figured under figured using the percentage of limitation category except for 28% ratesection 613(a), using only income and completion method of accounting for the gain and unrecaptured section 1250 gain.deductions allowed for the AMT. Also, the AMT.
deduction is limited to the property’s Line 17d—Foreign Gross Income• Losses from tax shelter farm activities.
adjusted basis at the end of the year, as No loss from any tax shelter farm activity Sourced at Partnership Level
refigured for the AMT. Figure this limit is allowed for the AMT. Separately report gross income fromseparately for each property. When • Any information needed by certain sources outside the United States byrefiguring the property’s adjusted basis, corporate partners to compute the category of income, as follows. Fortake into account any AMT adjustments adjusted current earnings (ACE) partnership and corporate partners only,made this year, or in previous years that adjustment. attach a schedule identifying the totalaffect basis (other than the current year’s

amount of foreign gross income in eachForeign Taxesdepletion).
category of income attributable to foreign

Lines 17a through 17h must beEnter the difference between the branches. See Pub. 514 for information
completed if the partnership has foreignregular tax and the AMT deduction. If the on the categories of income.
income, deductions, or losses or has paidAMT deduction is greater, enter the Line 17(d)(1). Enter the partnership’sor accrued foreign taxes. See Pub. 514,difference as a negative amount. passive foreign source income.Foreign Tax Credit for Individuals, for

Lines 16d(1) and 16d(2) Line 17d(2). Attach a schedule showingmore information.
Enter only the income and deductions for the amount of foreign source income

Line 17a—Name of Foreignoil, gas, and geothermal properties that included in each of the following listed
Country or U.S. Possessionare used to figure the partnership’s categories of income:

ordinary income or loss (line 22 of Enter the name of the foreign country or • Financial services income;
Schedule B). If there are items of income U.S. possession from which the • High withholding tax interest;
or deduction for oil, gas, and geothermal partnership had income or to which the • Shipping income;
properties included in the amounts partnership paid or accrued taxes. If the • Dividends from each noncontrolled
required to be passed through separately partnership had income from, or paid or section 902 corporation;
to the partners on Schedule K-1 (items accrued taxes to, more than one foreign • Dividends from a DISC, or a former
not reported on line 1 of Schedule K-1), country or U.S. possession, enter “See DISC;
attach a schedule identifying these attached” and attach a schedule for each • Distributions from a foreign sales
amounts. country for lines 17a through 17h. corporation (FSC) or a former FSC;

-19-



Page 20 of 29 Instructions for Form 8865 10:48 - 19-FEB-2004

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

• Section 901(j) income; and Line 17h—Reduction in Taxes Line 22—Distributions of Money
• Certain income re-sourced by treaty. Available for Credit (Cash and Marketable Securities)

Enter the total reductions in taxes Enter on line 22 the total distributions toLine 17d(3). Enter the partnership’s
available for credit. the partner(s) of cash and marketablegeneral limitation foreign source income.

securities that are treated as moneyInclude all foreign gross income sourced Attach a schedule showing the under section 731(c)(1). Generally,at the partnership level that is not reductions for: marketable securities are valued at FMVreported on lines 17d(1) and 17d(2). • Taxes on foreign mineral income on the date of distribution. However, the(section 901(e)). value of marketable securities does notLine 17e—Deductions Allocated • Taxes on foreign oil and gas extraction include the distributee partner’s share ofand Apportioned at Partner Level income (section 907(a)). the gain on the securities distributed to• Taxes attributable to boycott operationsEnter on line 17e(1) the partnership’s total that partner. See section 731(c)(3)(B) for(section 908).interest expense (including interest details.• Failure to timely file (or furnish all of theequivalents under Temporary Regulations
If the amount on line 22 includesinformation required on) Forms 5471 andsection 1.861-9T(b)). Do not include

marketable securities treated as money,8865.interest directly allocable, under
state separately on an attachment to• Any other items (specify).Temporary Regulations section
Schedules K and K-1: (a) the1.861-10T, to income from a specific Other partnership’s adjusted basis of thoseproperty. This type of interest is allocated
securities immediately before theand apportioned at the partnership level Lines 18a and 18b distribution and (b) the FMV of thoseand is included on lines 17f(1) through
securities on the date of distributionIdentify on line 18a the type of(3). On line 17e(2), enter the total of all
(excluding the distributee partner’s shareexpenditures claimed on line 18b. Enterother deductions or losses that are
of the gain on the securities distributed toon line 18b the qualified expendituresrequired to be allocated at the partner
that partner).paid or incurred during the tax year tolevel. For example, include on line 17e(2)

which an election under section 59(e)research and experimental expenditures Line 23—Distributions of Propertymay apply. Enter this amount on each(see Regulations section 1.861-17(f)). Other Than Moneyrequired Schedule K-1 whether or not any
Enter on line 23 the total distributions topartner makes an election under sectionLine 17f—Deductions Allocated
the partner(s) of property not included on59(e). If the expenditures are forand Apportioned at Partnership
line 22. In computing the amount of theintangible drilling and development costs,Level to Foreign Source Income
distribution, use the adjusted basis of theenter the month in which the expendituresSeparately report partnership deductions property to the partnership immediatelywere paid or incurred (after the type ofthat are apportioned at the partnership before the distribution. Attach a statementexpenditures on line 18a). If there is morelevel to (1) passive foreign source showing the adjusted basis and FMV ofthan one type of expenditure included inincome, (2) each of the listed foreign each property distributed.the total shown on line 18b (or intangiblecategories of income, and (3) general drilling and development costs were paid Line 24 (Schedule K Only)limitation foreign source income (see the or incurred for more than 1 month), reportinstructions for line 17d). See Pub. 514 Attach a statement to report thethis information separately for each typefor more information. partnership’s total income, expenditures,of expenditure (or month) on an
and other information for the items listedattachment to Schedules K and K-1.For partnership and corporate partners under Line 25 (Schedule K-1 Only)—

only, attach a schedule identifying the The term “qualified expenditures” Supplemental Information below.
total amount of deductions apportioned to includes only the following types of

Lines 24a and 24b (Schedule K-1each category of income shown in the expenditures paid or incurred during the
instructions for line 17d that are Only)—Recapture of Low-Incometax year:
attributable to foreign branches. Housing Credit• Circulation expenditures.

• Research and experimental If recapture of part or all of theLine 17g—Total Foreign Taxes expenditures. low-income housing credit is required
Enter in U.S. dollars the total foreign • Intangible drilling and development because: (a) the prior year qualified basis
taxes (described in section 901 or section costs. of a building decreased, or (b) the
903) that were paid or accrued by the • Mining exploration and development partnership disposed of a building or part
partnership (according to its method of costs. of its interest in a building, see Form
accounting for such taxes). Translate 8611, Recapture of Low-Income HousingLine 19—Tax-Exempt Interestthese amounts into U.S. dollars by using Credit.Incomethe applicable exchange rate (see Pub.

Report, on line 24a, the total514). On line 19 enter all tax-exempt interest low-income housing credit recapture with
income, including any exempt-interest respect to a partnership treated underAttach a schedule reporting the dividends received from a mutual fund or section 42(j)(5) as the taxpayer to whichfollowing information: other regulated investment company. the low-income housing credit was1. The total amount of foreign taxes

allowed. Report any other low-incomeLine 20—Other Tax-Exempt(including foreign taxes on income
housing credit recapture on line 24b.sourced at the partner level) relating to Income

If the partnership filed Form 8693,each category of income (see instructions Enter on line 20 all income of the
Low-Income Housing Credit Dispositionfor line 17d). partnership exempt from tax other than
Bond, to avoid recapture of the2. The dates on which the taxes were tax-exempt interest (e.g., life insurance
low-income housing credit, no entrypaid or accrued, the exchange rates proceeds).
should be made on line 24 of Scheduleused, and the amounts in both foreign

Line 21—Nondeductible Expenses K-1.currency and U.S. dollars, for:
• Taxes withheld at source on Enter on line 21 nondeductible expenses See Form 8586, Form 8611, and

interest. paid or incurred by the partnership. Do section 42 for more information.
• Taxes withheld at source on not include separately stated deductions

Line 25 (Schedule K-1 Only)—dividends. shown elsewhere on Schedules K and
Supplemental Information• Taxes withheld at source on rents K-1, capital expenditures, or items for

and royalties. which the deduction is deferred to a later Enter in the line 25 Supplemental
• Other foreign taxes paid or accrued. tax year. Information space of Schedule K-1, or on
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an attached schedule if more space is h. An indication if the disposition is attach the information specified in the
needed, the partner’s share of any from a casualty or theft. instructions for Form 8697, Part II, lines 1
information requested on lines 1 through and 3, for each tax year in which such ai. If this is an installment sale made
24b that must be reported in detail, and long-term contract is completed.during the partnership’s tax year, any
the following items 1 through 30. Identify 12. Any information a partner needsinformation the partner needs to complete
the applicable line number next to the relating to interest expense that theForm 6252. The partnership also must
information entered in the Supplemental partner is required to capitalize. A partnerseparately report the partner’s distributive
Information space. Show income or gains may be required to capitalize interestshare of all payments received for the
as a positive number. Show losses in expense incurred by the partner for theproperty in the following tax years.
parentheses. partnership’s production expenditures.(Installment payments received for

Similarly, a partner may have to capitalizeinstallments made in prior tax years1. Taxes paid on undistributed capital
interest that was incurred by theshould be reported in the same mannergains by a regulated investment company
partnership for the partner’s ownused in prior tax years.)(RIC) or a real estate investment trust
production expenditures. See Regulations5. Recapture of section 179 expense(REIT). As a shareholder of a RIC or a
sections 1.263A-8 through 1.263A-15 fordeduction if business use of the propertyREIT, the partnership will receive notice
more information.dropped to 50 percent or less. If theon Form 2439, Notice to Shareholder of

13. Any information a partner that is abusiness use of any property (placed inUndistributed Long-Term Capital Gains,
tax-exempt organization may need toservice after 1986) for which a sectionof the amount of tax paid on undistributed
figure its share of unrelated business179 expense deduction was passedcapital gains.
taxable income under section 512(a)(1)through to partners dropped to 50% or2. The number of gallons of each fuel
(excluding any modifications required byless (for a reason other than disposition),sold or used during the tax year for a
paragraphs (8) through (15) of sectionthe partnership must provide all thenontaxable use qualifying for the credit for
512(b)). Partners are required to notifyfollowing information.taxes paid on fuels, types of use, and the
the partnership of their tax-exempt status.applicable credit per gallon. See Form a. The partner’s distributive share of
See Form 990-T, Exempt Organization4136, Credit for Federal Tax Paid on the original basis and depreciation
Business Income Tax Return, for moreFuels, for details. allowed or allowable (not including the
information.section 179 expense deduction).3. The partner’s share of gross 14. Expenditures qualifying for the (a)b.  The partner’s distributive share ofincome from each property, share of rehabilitation credit not related to rentalthe section 179 expense deduction (ifproduction for the tax year, etc., needed real estate activities, (b) energy credit, orany) passed through for the property andto figure the partner’s depletion deduction (c) reforestation credit. Complete andthe partnership’s tax year(s) in which thefor oil and gas wells. The partnership attach Form 3468. See Form 3468 andamount was passed through.should also allocate to the partner(s) a the related instructions for information onproportionate share of the adjusted basis 6. Recapture of certain mining eligible property and the lines on Formof each partnership oil or gas property. exploration expenditures (section 617). 3468 to complete. Do not include that partThe allocation of the basis of each 7. Any information or statements a of the cost of the property the partnershipproperty is made as specified in section partner needs to comply with section has elected to expense under section613A(c)(7)(D). 6111 (registration of tax shelters) or 179. Attach a separate schedule to

section 6662(d)(2)(B)(ii) (regardingThe partnership cannot deduct Schedule K-1 in a format similar to that
adequate disclosure of items that maydepletion on oil and gas wells. The shown on Form 3468 detailing the
cause an understatement of income tax).partner must determine the allowable partner’s share of qualified expenditures.

amount to report on his or her return. See 8. The partner’s share of Also indicate the lines of Form 3468 on
Chapter 10 in Pub. 535 for more preproductive period farm expenses, if which the partners should report these
information. the partnership is not required to use the amounts.

accrual method of accounting. See the4. Gain or loss on the sale, exchange, 15. Recapture of investment credit.
line 5 instructions on page 7.or other disposition of property for which a Complete and attach Form 4255,

section 179 expense deduction was 9. Any information a partner needs to Recapture of Investment Credit, when
passed through to partners. The figure the interest due under section investment credit property is disposed of,
partnership must provide all the following 453(l)(3). If the partnership elected to or it no longer qualifies for the credit,
information with respect to a disposition of report the disposition of certain before the end of the recapture period or
property for which a section 179 expense timeshares and residential lots on the the useful life applicable to the property.
deduction was passed through to partners installment method, the partner’s tax State the type of property at the top of
(see the instructions for line 6 on page 7). liability must be increased by the partner’s Form 4255 and complete lines 2, 4, and

allocable share of the interest on tax 5, whether or not any partner is subject toa.  Description of the property.
attributable to the installment payments recapture of the credit. Attach to eachb.  Date the property was acquired.
received during the tax year. Schedule K-1 a separate schedulec.  Date of the sale or other 10. Any information a partner needs to providing the information the partnershipdisposition of the property. figure interest due under section 453A(c). is required to show on Form 4255, but list

d.  The partner’s distributive share of If an obligation arising from the only the partner’s distributive share of the
the gross sales price. disposition of property to which section cost of the property subject to recapture.

e.  The partner’s distributive share of 453A applies is outstanding at the close Also indicate the lines of Form 4255 on
the cost or other basis plus the expense of the year, report the partner’s allocable which the partners should report these
of sale (reduced as explained in the share of the outstanding installment amounts.
instructions for Form 4797, line 21). obligation to which section 453A(b) 16. Any information a partner may

f.  The partner’s distributive share of applies. need to figure the recapture of the
the depreciation allowed or allowable, qualified electric vehicle credit. See11. For closely held partnerships (as
determined as described in the Chapter 12 in Pub. 535 for moredefined in section 460(b)(4)(c)), state the
instructions for Form 4797, line 22, but information.information a partner needs to figure the
excluding the section 179 expense 17. Recapture of new markets creditpartner’s allocable share of any interest
deduction. (Form 8874).due or to be refunded under the look-back

g. The partner’s distributive share of method of section 460(b)(2) on certain 18. Any information a partner may
the section 179 expense deduction (if long-term contracts that are accounted for need to figure recapture of the Indian
any) passed through for the property and under either the percentage of employment credit. Generally, if a
the partnership’s tax year(s) in which the completion-capitalized cost method or the partnership terminates a qualified
amount was passed through. percentage of completion method. Also employee less than 1 year after the date
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of initial employment, any Indian interest in another partnership attributable preceding years. For limits that may
to unrecaptured section 1250 gain. See apply, see section 194 and Chapter 9 inemployment credit allowed for a prior tax
Regulations section 1.1(h)-1 and attach Pub. 535.year by reason of wages paid or incurred
the statement required under Regulations 26. Any information needed by ato that employee must be recaptured. For
section 1.1(h)-1(e). partner to figure the interest due underdetails, see section 45A(d).

section 1260(b). If any portion of a21. 28% rate gain (loss). Figure the19. Nonqualified withdrawals by the
constructive ownership transaction wasamount attributable to collectibles frompartnership from a capital construction
open in any prior year, the partner’s taxthe amount reported on Schedule D, linefund.
liability must be increased by the partner’s12. A collectibles gain or loss is any20. Unrecaptured section 1250 gain.
pro rata share of interest due on anylong-term gain or deductible long-termFigure this amount for each section 1250
deferral of gain recognition. See sectionloss from the sale or exchange of aproperty in Part III of Form 4797 (except
1260(b) for details, including how to figurecollectible that is a capital asset.property for which gain is reported using
the interest.the installment method on Form 6252), for Collectibles include works of art, rugs,

27. Commercial revitalization deductionwhich you had an entry in Part I of Form antiques, metals (such as gold, silver, and
from rental real estate activities. If the4797 by subtracting line 26g of Form platinum bullion), gems, stamps, coins,
deduction is for a nonrental building, it is4797 from the smaller of line 22 or line alcoholic beverages, and certain other
deducted by the partnership on line 20 of24 of Form 4797. Figure the total of these tangible property.
Schedule B. See Special Rules underamounts for all section 1250 properties. Also include gain (but not loss) from the instructions for line 20 for details.Generally, the result is the partnership’s the sale or exchange of an interest in a 28. Extraterritorial income exclusion.unrecaptured section 1250 gain. partnership or trust held for more than 1 See Form 8873, Extraterritorial IncomeHowever, if the partnership is reporting year and attributable to unrealized Exclusion, for information that is requiredgain on the installment method for a appreciation of collectibles. For details, to be reported on line 25.section 1250 property held more than 1 see Regulations section 1.1(h)-1. Also 29. Recapture of the credit foryear, see the next paragraph to figure the attach the statement required under employer-provided childcare facilities andunrecaptured section 1250 gain on that Regulations section 1.1(h)-1(e). services (Form 8882).property. Report the partner’s distributive 22. Qualified 5-year gain for 30. Any other information a partnershare of the total amount as dispositions before May 6, 2003. Attach a may need to file his or her return that is“Unrecaptured section 1250 gain.” statement to each Schedule K-1 not shown elsewhere on Schedule K-1.

The total unrecaptured section 1250 indicating the amount of net long-term For example, if one of the partners is a
gain for an installment sale of section capital gain (not losses) from the pension plan, that partner may need
1250 property held more than 1 year is disposition of assets before May 6, 2003, special information to properly file its tax
figured for the year of the sale in a (excluding stock that could qualify for return.
manner similar to that used in the section 1202 gain) held more than 5
preceding paragraph. However, the total years that are portfolio income included
unrecaptured section 1250 gain must be on line 12 of Schedule D. Also, indicate Schedule L—Balanceallocated to the installment payments the aggregate amount of all section 1231
received from the sale. To do so, the gains from property held more than 5 Sheets per Bookspartnership generally must treat the gain years. Qualified 5-year gains should be

Important: You do not need to completeallocable to each installment payment as reported only for the portion of the tax
Schedule L if you have attached to Formunrecaptured section 1250 gain until all year before May 6, 2003. Do not include
8865 a copy of the Schedule L from Formsuch gain has been used in full. Figure any section 1231 gain attributable to
1065 or Form 1065-B.the unrecaptured section 1250 gain for straight-line depreciation from section

installment payments received during the The balance sheets should agree with1250 property. Indicate on the statement
tax year as the smaller of (a) the amount the partnership’s books and records.that this amount should be included in the
from line 26 or line 37 of Form 6252 Attach a statement explaining anypartner’s computation of qualified 5-year
(whichever applies) or (b) the total differences.gain only if the amount on the partner’s
unrecaptured section 1250 gain for the Form 4797, line 7, column (g), is more Only Category 1 filers are required to
sale reduced by all gain reported in prior than zero, and none of the gain is complete Schedule L.
years (excluding section 1250 ordinary unrecaptured section 1250 gain. If you answered ‘‘Yes’’ to question G9income recapture). However, if the 23. If the partnership is a closely held on page 1 of Form 8865, you do not havepartnership chose not to treat all of the partnership (as defined in section to complete Schedule L.gain from payments received after May 6, 460(b)(4)(c)) and it depreciated certain

Schedule L requires balance sheets1997, and before August 24, 1999, as property placed in service after
prepared and translated into U.S. dollarsunrecaptured section 1250 gain, use only September 13, 1995, under the income
in accordance with U.S. generallythe amount the partnership chose to treat forecast method, it must attach to Form
accepted accounting principles (GAAP).as unrecaptured section 1250 gain for 8865 the information specified in the

those payments to reduce the total Exception. If the partnership or anyinstructions for Form 8866, line 2, for the
unrecaptured section 1250 gain qualified business unit of the partnership3rd and 10th tax years beginning after the
remaining to be reported for the sale. uses the dollar approximate separatetax year the property was placed in

transactions method (DASTM), ScheduleIf the partnership received a Schedule service. It must also report the line 2
L should reflect the tax balance sheetsK-1 or Form 1099-DIV from an estate, a amounts to its partners. See the
prepared and translated into U.S. dollarstrust, a REIT, or a mutual fund (or other instructions for Form 8866 for more
according to Regulations sectionregulated investment company) reporting details.
1.985-3(d).“unrecaptured section 1250 gain,” do not 24. Any information a partner that is a

add it to the partnership’s own publicly traded partnership may need to
unrecaptured section 1250 gain. Instead, determine if it meets the 90% qualifying Schedule M—Balancereport it as a separate amount. For income test of section 7704(c)(2).
example, if the partnership received a Partners are required to notify the Sheets for Interest
Form 1099-DIV from a REIT with partnership of their status as a publicly
unrecaptured section 1250 gain, report it Allocationtraded partnership.
as “Unrecaptured section 1250 gain from 25. Amortization of reforestation All Category 1 filers must complete
a REIT.” expenditures. Report the amortizable Schedule M. Schedule M should reflect

Also report as a separate amount any basis and year in which the amortization the book values of the partnership’s
gain from the sale or exchange of an began for the current year and the 7 assets, as described in Temporary
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Regulations sections 1.861-9T(g)(2) and • The part of the cost of entertainment Partners or Other Related
1.861-12T. Assets should be tickets that exceeds face value (also

Entitiescharacterized as U.S. assets or foreign subject to 50% disallowance).
assets in one or more separate limitation All Category 1 filers must complete• The part of the cost of skyboxes that
categories as provided in Temporary Schedule N and report all transactions ofexceeds the face value of nonluxury box
Regulations sections 1.861-9T(g)(3) and the foreign partnership during the tax yearseat tickets.
1.861-12T. The balance sheets should be of the partnership listed on the top of• The part of the cost of luxury water
prepared in U.S. dollars under Temporary page 1 of Form 8865. A Category 1 filertravel not allowed under section 274(m).
Regulations section 1.861-9T(g)(2)(ii). filing a Form 8865 for other Category 1• Expenses for travel as a form of filers under the multiple Category 1 filersException.  If the partnership or any education. exception must complete a Schedule Nqualified business unit of the partnership • Nondeductible club dues. for itself and a separate Schedule N foruses DASTM, Schedule M should reflect • Other nondeductible travel and each Category 1 filer not filing Form 8865.the tax balance sheet prepared in U.S. entertainment expenses. Category 2 filers are required todollars under Regulations section

complete columns (a), (b), and (c) of1.985-3(d). See Temporary Regulations
Schedule N. Category 2 filers do not havesection 1.861-9T(g)(2)(ii)(A)(2) for more

Schedule M-2—Analysis to complete column (d).information on DASTM.
Column (a). Use column (a) to reportLine 2. Enter the partnership’s foreign of Partners’ Capital
transactions between the foreignassets according to the following income Accounts partnership and the person filing the Formlimitation categories:
8865.Important: You do not need to complete• Passive income category.

Schedule M-2 if you have attached to• Listed categories (attach a statement Column (d). Use column (d) to report
Form 8865 a copy of the Schedule M-2classifying foreign assets by the transactions between the foreign
from Form 1065 or Form 1065-B.categories listed in the instructions for line partnership and any U.S. person with a

17d(2) on page 19). 10% or more direct interest in the foreignOnly Category 1 filers are required to
• General limitation income category. partnership. If such person also qualifiescomplete Schedule M-2. If you answered

under column (b), do not report‘‘Yes’’ to question G9 on page 1 of FormSee the instructions for line 17 of
transactions between the foreign8865, you do not have to completeSchedule K and section 904(d) for more
partnership and that person under columnSchedule M-2.information.
(d). Report the transactions only under

Show what caused the changes in the column (b).
direct partners’ capital accounts during Lines 6 and 16. Enter distributionsSchedule M-1— the partnership’s tax year as reflected on received from other partnerships andthe partnership’s books and records. All distributions from the foreign partnershipReconciliation of Income items must be reported in U.S. dollars. for which this form is being completed.(Loss) per Books With  Though not required to, you may use Lines 20 and 21. Enter the largest
the rules in Regulations sectionIncome (Loss) per Return outstanding balances during the year of
1.704-1(b)(2)(iv) to determine the gross amounts borrowed from, and grossImportant: You do not need to complete
partners’ capital accounts in Schedule amounts lent to, the related partiesSchedule M-1 if you have attached to
M-2. If the beginning and ending capital described in columns (a) through (d). DoForm 8865 a copy of the Schedule M-1
accounts reported under these rules differ not enter aggregate cash flows, year-endfrom Form 1065 or Form 1065-B.
from the amounts reported on Schedule loan balances, average balances, or netOnly Category 1 filers are required to L, attach a statement reconciling any balances. Do not include open accountcomplete Schedule M-1. If you answered differences. balances resulting from sales and‘‘Yes’’ to question G9 on page 1 of Form

purchases reported under other items8865, you do not have to complete Line 2—Capital contributed during
listed on Schedule N that arise and areSchedule M-1. year.  Include on line 2a the amount of
collected in full in the ordinary course ofmoney and on line 2b the amount ofLine 2.  Report on this line income business.property contributed by each partner toincluded on Schedule K, lines 1, 2, 3c, 4a, the partnership as reflected on the4b(2), 4c, 4d(2), 4e(2), 4f, 6b, and 7 not partnership’s books and records.recorded on the partnership’s books this Schedule O—Transfer of

year. Describe each such item of income. Line 3—Net income (loss) per books. Property to a ForeignAttach a statement if necessary. Enter on line 3 the partnership’s net
income (loss) shown on the partnership’s PartnershipLine 3—Guaranteed payments. Include
books, from Schedule M-1, line 1.guaranteed payments shown on Note: Category 3 filers must complete

Schedule K, line 5 (other than amounts Schedule O.Line 6—Distributions.
paid for insurance that constitutes

Part I—Transfers ReportableLine 6a—Cash. Enter the amount ofmedical care for a partner, a partner’s
money distributed to each partner by the Under Section 6038Bspouse, and a partner’s dependents).
partnership. Part I is used to report the transfer ofLine 4b—Travel and property to a foreign partnership. ProvideLine 6b—Property. Enter the amountEntertainment the information required in columns (a)of property distributed to each partner by

Include on this line: through (g) with respect to eachthe partnership as reflected on the• Meal and entertainment expenses not contribution of property to the foreignpartnership’s books and records. Include
deductible under section 274(n). partnership that must be reported. If youwithdrawals from inventory for the• Expenses for the use of an contributed property with a FMV greaterpersonal use of a partner.
entertainment facility. than its tax basis (appreciated property),
• The part of business gifts over $25. or intangible property, provide the
• Expenses of an individual allocable to information required in columns (a)

Schedule N—Transactionsconventions on cruise ships over $2,000. through (g) separately with respect to
• Employee achievement awards over each item of property transferred (exceptBetween Controlled
$400. See exceptions at section to the extent you are allowed to
274(j)(2)(B). Foreign Partnership and aggregate the property under Regulations
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section 1.704-3(e)(2), (3), and (4)). Column (a). Provide a brief description Every Category 4 filer must complete
Provide a general description of each of the property disposed of by the Schedule P.
item of property in the Supplemental partnership. If you are reporting the Part I—AcquisitionsInformation Required To Be Reported disposition of substituted basis property

Part I is completed by Category 4 filerssection. For all other property contributed, received by the partnership in a
required to report an acquisition of anaggregate by the categories listed in Part nonrecognition transaction in exchange
interest in a foreign partnership. SeeI. for appreciated property contributed by
Categories of Filers beginning on pageyou, enter “See Attached.” Attach aColumn (a). Enter the date of the 2 for more details about which types ofschedule providing brief descriptions oftransfer. If the transfer was composed of acquisitions must be reported.both the property contributed by you toa series of transactions over multiple

the partnership and the substituted basis Column (a). If you acquired the interestdates, enter the date the transfer was
property received by the partnership in in the foreign partnership by purchase,completed.
exchange for that property. gift, inheritance, or in a distribution from a

Column (b). Enter the number of items trust, estate, partnership, or corporation,Column (b). Enter the date that youof property transferred. enter the name, address, and identifyingtransferred this property to the
Column (c). Enter the FMV of the number (if any), of the person from whompartnership. If you are reporting the
property contributed (measured as of the you acquired the interest.disposition of substituted basis property
date of the transfer). received by the partnership in a Column (b). Enter the date of the

nonrecognition transaction in exchange acquisition. If the acquisition wasColumn (d). Enter your adjusted basis in
for property previously contributed by you, composed of a series of transactions overthe property contributed on the date of the
enter “See Attached.” Attach a schedule multiple dates, enter the date thetransfer. See sections 1011 through 1016
showing both the date you transferred the acquisition was completed.for more information on the determination
appreciated property to the partnershipof adjusted basis. Column (c).  Enter the FMV of the
and the date the partnership exchanged interest you acquired in the partnershipColumn (e). If you contributed
the property for substituted basis property (measured as of the date of acquisition).appreciated property, enter the method
in a nonrecognition transaction. See(traditional, traditional with curative Column (d). Enter your basis in theRegulations section 1.6038B-2.allocations, or remedial) used by the acquired partnership interest (measured
Column (c). Enter the date that thepartnership to make section 704(c) as of the date of acquisition). See
partnership disposed of the property.allocations with respect to each item of sections 722 and 742.

property. See Regulations section Column (d). Briefly describe how the Columns (e) and (f). Enter your total
1.704-3(b), (c), and (d) for more partnership disposed of the property (e.g., direct percentage interest in the
information on these allocation methods. by sale or exchange). partnership both before and immediately
Column (f). Enter the amount of gain, if after the acquisition. To the extent yourColumn (e). Enter the amount of gain, if
any, recognized on the transfer. See direct percentage interest in theany, recognized by the partnership on the
sections 721(b) and 904(f)(3). partnership differs among capital, profits,disposition of property.

losses, or deductions, enter “See Below”Column (g). Enter your percentage Column (f). Enter the amount of and state the different percentages in Partinterest in the partnership immediately depreciation recapture, if any, recognized IV.after the transfer. To the extent your by the partnership on the disposition of
percentage interest in the partnership Part II—Dispositionsproperty. See Regulations section
differs among capital, profits, losses, or 1.1245-1(e) and 1.1250-1(f). This section is completed by U.S. personsdeductions, enter “See Below” and state who are Category 4 filers because theyColumn (g). Enter the amount of gainthe different percentages. disposed of an interest in a foreignfrom column (e) allocated to you.
Supplemental information required to partnership. See Categories of Filers

Column (h). Enter the amount ofbe reported. Enter any information beginning on page 2 for more details
depreciation recapture from column (f)required to be reported in Part I in greater about what types of dispositions must be
allocated to you. See Regulationsdetail. Identify the applicable column reported. For each disposition reported in
sections 1.1245-1(e) and 1.1250-1(f). Ifnumber next to the information entered in Part II, indicate in Part IV whether a
you recognize any section 1254 recapturethis section. In addition, if you contributed statement is required by Regulations
on the partnership’s disposition of naturalproperty to a foreign partnership as part section 1.751-1(a)(3) to be filed with
resource recapture property, enter “Seeof a wider transaction, briefly describe the respect to the disposition.
Attached” and attach a scheduleentire transaction. Column (a). Unless you disposed of thecalculating the amount of recapture. See

interest by withdrawing, in whole or inPart II—Dispositions Regulations section 1.1254-5.
part, from the partnership, enter theReportable Under Section
name, address, and identifying number (ifPart III—Gain Recognition6038B any) of the person to whom youUnder Section 904(f)(3) or

Use Part II to report certain dispositions transferred the interest in the foreign(f)(5)(F)by a foreign partnership. If you were partnership.
If gain recognition was required withrequired to report a transfer of Column (b). Enter the date of therespect to any transfer reported in Part Iappreciated property to the partnership, disposition. If the disposition wasunder section 904(f)(3) and (f)(5)(F),and the partnership disposes of the composed of a series of transactions overattach a schedule identifying the transferproperty while you are still a direct or multiple dates, enter the date theand the amount of gain recognized.constructive partner, you must report that disposition was completed.disposition in Part II. If the partnership

Column (c). Enter the FMV of thedisposes of the property in a
interest you disposed of in the partnershipnonrecognition transaction and receives Schedule P—Acquisitions,
(measured as of the date of disposition).in exchange substituted basis property, Dispositions, and Changes If you recognized gain or loss on thereport the subsequent disposition of the
disposition, state the amount of gain orsubstituted basis property in the same of Interests in a Foreign
loss in Part IV. See section 741.manner as provided for the contributed Partnershipproperty. See section 7701(a)(42) for the Column (d). Enter your adjusted basis in

definition of substituted basis property Use Schedule P to report the acquisition, the partnership interest disposed of
and Regulations section 1.704-3(a)(8) for disposition, and change of interest in a immediately before the disposition. See
more information. foreign partnership. section 705.
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Columns (e) and (f). Enter your total capital, profits, losses, or deductions, detail. Identify the applicable part number
direct percentage interest in the enter “See Below” and state the different and column next to the information
partnership both before and immediately percentages in Part IV. entered in Part IV.
after the disposition. To the extent your
percentage interest in the partnership Part IV—Supplemental
differs among capital, profits, losses, or Information Required To Be
deductions, enter “See Below” and state Reportedthe different percentages in Part IV.

Enter any information asked for in Part I,
Part III—Change in Part II, or Part III that must be reported in
Proportional Interest
This section is completed by U.S. persons Paperwork Reduction Act Notice. We ask for the information on this form to carry
who are Category 4 filers because their out the Internal Revenue laws of the United States. You are required to give us the
direct proportional interest in the foreign information. We need in to ensure that you are complying with these laws and to allow
partnership changed. See Category of us to figure and collect the right amount of tax.
Filers beginning on page 2 for more You are not required to provide the information requested on a form that is subjectdetails about which changes in to the Paperwork Reduction Act unless the form displays a valid OMB control number.proportional interest must be reported. Books or records relating to a form or its instructions must be retained as long as their
Column (a). Briefly describe the event contents may become material in the administration of any Internal Revenue law.
that caused your interest in the Generally, tax returns and return information are confidential, as required by section
partnership to change (e.g., the 6103.
admission of a new partner).

The time needed to complete and file this form and related schedule will vary
Column (b). Enter the date of the depending on individual circumstances. The estimated average times are:
change. If the change resulted from a
series of transactions over multiple dates, Preparing, copying,

Learning about the assembling and sendingenter the date the change was completed.
Form Recordkeeping law or the form the form to the IRSColumn (c). Enter the FMV of your
8865 98 hr., 55 min. 21 hr., 58 min. 36 hr., 22 min.interest in the partnership immediately
Schedule K-1 (Form 8865) 27 hr., 58 min. 9 hr., 57 min. 18 hr., 1 min.before the change.
Schedule O (Form 8865) 13 hr., 9 min. 2 hr., 22 min. 2 hr., 42 min.

Column (d). Enter your basis in your Schedule P (Form 8865) 5 hr., 15 min. 50 min. 36 min.
partnership interest immediately before

If you have comments concerning the accuracy of these time estimates orthe change.
suggestions for making this form and related schedules simpler, we would be happy toColumns (e) and (f).  Enter your direct
hear from you. See the instructions for the tax return with which this form is filed. If youpercentage interest in the partnership
do not have to file a tax return, see the instructions for the return you would be requiredboth before and immediately after the
to file.change. To the extent your percentage

interest in the partnership differs among
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Using the list of activities and codes below, business purchases raw materials and suppliesCodes for Principal Business determine from which activity the business derives them to a subcontractor to produce the finished
the largest percentage of its “total receipts.” Total product, but retains title to the product, the businessActivity and Principal Product
receipts is defined as the sum of gross receipts or is considered a manufacturer and must use one ofor Service sales (Schedule B, line 1a); all other income the manufacturing codes (311110 – 339900).
reported on Schedule B, lines 4 through 7; income Once the Principal Business Activity isThis list of Principal Business Activities and their reported on Schedule K, lines 3a, 4a, 4b(2), and 4c; determined, enter the six-digit code from the listassociated codes is designed to classify an income or net gain reported on Schedule K, lines below on page 1, item F6. Also enter a briefenterprise by the type of activity in which it is 4d(2), 4e(2), 4f, 6b, and 7; and income or net gain description of the business activity in item F7.engaged to facilitate the administration of the reported on Form 8825, lines 2, 19, and 20a. If the

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

Code Code Code Code

Heavy and Civil Engineering 316990 Other Leather & Allied 332610 Spring & Wire Product MfgAgriculture, Forestry, Fishing
Construction Product Mfg 332700 Machine Shops; Turnedand Hunting
237100 Utility System Construction Product; & Screw, Nut, & BoltWood Product ManufacturingCrop Production Mfg237210 Land Subdivision 321110 Sawmills & Wood111100 Oilseed & Grain Farming 332810 Coating, Engraving, HeatPreservation237310 Highway, Street, & Bridge111210 Vegetable & Melon Farming Treating, & Allied ActivitiesConstruction 321210 Veneer, Plywood, &(including potatoes & yams) 332900 Other Fabricated MetalEngineered Wood Product237990 Other Heavy & Civil111300 Fruit & Tree Nut Farming Product MfgMfgEngineering Construction

111400 Greenhouse, Nursery, & 321900 Other Wood Product Mfg Machinery ManufacturingSpecialty Trade ContractorsFloriculture Production 333100 Agriculture, Construction, &Paper Manufacturing238100 Foundation, Structure, &111900 Other Crop Farming Mining Machinery MfgBuilding Exterior Contractors 322100 Pulp, Paper, & Paperboard(including tobacco, cotton, (including framing carpentry, 333200 Industrial Machinery MfgMillssugarcane, hay, peanut, masonry, glass, roofing, & 333310 Commercial & Service322200 Converted Paper Product Mfgsugar beet & all other crop siding) Industry Machinery Mfgfarming) Printing and Related Support
238210 Electrical Contractors 333410 Ventilation, Heating,ActivitiesAnimal Production
238220 Plumbing, Heating, & Air-Conditioning, &323100 Printing & Related Support112111 Beef Cattle Ranching & Air-Conditioning Contractors Commercial RefrigerationActivitiesFarming Equipment Mfg238290 Other Building Equipment Petroleum and Coal Products112112 Cattle Feedlots Contractors 333510 Metalworking Machinery MfgManufacturing112120 Dairy Cattle & Milk 238300 Building Finishing 333610 Engine, Turbine & Power324110 Petroleum RefineriesProduction Contractors (including Transmission Equipment Mfg(including integrated)112210 Hog & Pig Farming drywall, insulation, painting, 333900 Other General Purpose324120 Asphalt Paving, Roofing, &112300 Poultry & Egg Production wallcovering, flooring, tile, & Machinery MfgSaturated Materials Mfgfinish carpentry)112400 Sheep & Goat Farming Computer and Electronic Product324190 Other Petroleum & Coal238900 Other Specialty Trade112510 Animal Aquaculture (including ManufacturingProducts MfgContractors (including siteshellfish & finfish farms & 334110 Computer & PeripheralChemical Manufacturingpreparation)hatcheries) Equipment Mfg325100 Basic Chemical Mfg112900 Other Animal Production 334200 Communications Equipment325200 Resin, Synthetic Rubber, &ManufacturingForestry and Logging MfgArtificial & Synthetic Fibers &Food Manufacturing113110 Timber Tract Operations 334310 Audio & Video EquipmentFilaments Mfg311110 Animal Food Mfg Mfg113210 Forest Nurseries & Gathering 325300 Pesticide, Fertilizer, & Otherof Forest Products 311200 Grain & Oilseed Milling 334410 Semiconductor & OtherAgricultural Chemical Mfg

Electronic Component Mfg113310 Logging 311300 Sugar & Confectionery 325410 Pharmaceutical & MedicineProduct Mfg 334500 Navigational, Measuring,Fishing, Hunting and Trapping Mfg
Electromedical, & Control311400 Fruit & Vegetable Preserving114110 Fishing 325500 Paint, Coating, & Adhesive Instruments Mfg& Specialty Food Mfg114210 Hunting & Trapping Mfg

334610 Manufacturing & Reproducing311500 Dairy Product Mfg 325600 Soap, Cleaning Compound, &Support Activities for Agriculture Magnetic & Optical Media311610 Animal Slaughtering and Toilet Preparation Mfgand Forestry
Electrical Equipment, Appliance, andProcessing 325900 Other Chemical Product &115110 Support Activities for Crop Component Manufacturing311710 Seafood Product Preparation Preparation MfgProduction (including cotton
335100 Electric Lighting Equipment& Packagingginning, soil preparation, Plastics and Rubber Products Mfg311800 Bakeries & Tortilla Mfgplanting, & cultivating) Manufacturing
335200 Household Appliance Mfg311900 Other Food Mfg (including115210 Support Activities for Animal 326100 Plastics Product Mfg
335310 Electrical Equipment Mfgcoffee, tea, flavorings &Production 326200 Rubber Product Mfgseasonings) 335900 Other Electrical Equipment &115310 Support Activities For Nonmetallic Mineral Product Component MfgBeverage and Tobacco ProductForestry ManufacturingManufacturing Transportation Equipment327100 Clay Product & Refractory Manufacturing312110 Soft Drink & Ice MfgMining Mfg
336100 Motor Vehicle Mfg312120 Breweries211110 Oil & Gas Extraction 327210 Glass & Glass Product Mfg
336210 Motor Vehicle Body & Trailer312130 Wineries212110 Coal Mining 327300 Cement & Concrete Product Mfg312140 Distilleries212200 Metal Ore Mining Mfg
336300 Motor Vehicle Parts Mfg312200 Tobacco Manufacturing212310 Stone Mining & Quarrying 327400 Lime & Gypsum Product Mfg
336410 Aerospace Product & PartsTextile Mills and Textile Product212320 Sand, Gravel, Clay, & 327900 Other Nonmetallic Mineral MfgMillsCeramic & Refractory Product Mfg
336510 Railroad Rolling Stock MfgMinerals Mining & Quarrying 313000 Textile Mills Primary Metal Manufacturing
336610 Ship & Boat Building212390 Other Nonmetallic Mineral 314000 Textile Product Mills 331110 Iron & Steel Mills & Ferroalloy
336990 Other TransportationMining & Quarrying Apparel Manufacturing Mfg

Equipment Mfg213110 Support Activities for Mining 315100 Apparel Knitting Mills 331200 Steel Product Mfg from
Furniture and Related ProductPurchased Steel315210 Cut & Sew Apparel ManufacturingUtilities Contractors 331310 Alumina & Aluminum
337000 Furniture & Related Product221100 Electric Power Generation, Production & Processing315220 Men’s & Boys’ Cut & Sew ManufacturingTransmission & Distribution Apparel Mfg 331400 Nonferrous Metal (except
Miscellaneous Manufacturing221210 Natural Gas Distribution Aluminum) Production &315230 Women’s & Girls’ Cut & Sew
339110 Medical Equipment &Processing221300 Water, Sewage & Other Apparel Mfg

Supplies MfgSystems 331500 Foundries315290 Other Cut & Sew Apparel Mfg
339900 Other MiscellaneousFabricated Metal Product315990 Apparel Accessories & Other ManufacturingConstruction ManufacturingApparel Mfg

332110 Forging & StampingConstruction of Buildings Leather and Allied Product Wholesale TradeManufacturing 332210 Cutlery & Handtool Mfg236110 Residential Building
Merchant Wholesalers, DurableConstruction 316110 Leather & Hide Tanning & 332300 Architectural & Structural
GoodsFinishing Metals Mfg236200 Nonresidential Building
423100 Motor Vehicle & MotorConstruction 316210 Footwear Mfg (including 332400 Boiler, Tank, & Shipping

Vehicle Parts & Suppliesrubber & plastics) Container Mfg
423200 Furniture & Home332510 Hardware Mfg

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

Code Code Code Code

423300 Lumber & Other Construction Food and Beverage Stores TelecommunicationsTransportation and
Materials 445110 Supermarkets and Other 517000 TelecommunicationsWarehousing

423400 Professional & Commercial Grocery (except (including paging, cellular,Air, Rail, and Water TransportationEquipment & Supplies Convenience) Stores satellite, cable & other
481000 Air Transportation program distribution,423500 Metal & Mineral (except 445120 Convenience Stores
482110 Rail Transportation resellers, & otherPetroleum) 445210 Meat Markets

telecommunications)483000 Water Transportation423600 Electrical & Electronic Goods 445220 Fish & Seafood Markets
Internet Service Providers, WebTruck Transportation423700 Hardware, & Plumbing & 445230 Fruit & Vegetable Markets Search Portals, and Data Processing484110 General Freight Trucking,Heating Equipment & 445291 Baked Goods Stores ServicesLocalSupplies

445292 Confectionery & Nut Stores 518111 Internet Service Providers484120 General Freight Trucking,423800 Machinery, Equipment, &
445299 All Other Specialty Food 518112 Web Search PortalsLong-distanceSupplies

Stores 518210 Data Processing, Hosting, &484200 Specialized Freight Trucking423910 Sporting & Recreational
445310 Beer, Wine, & Liquor Stores Related ServicesGoods & Supplies Transit and Ground Passenger
Health and Personal Care Stores Other Information Services423920 Toy & Hobby Goods & Transportation
446110 Pharmacies & Drug StoresSupplies 519100 Other Information Services485110 Urban Transit Systems
446120 Cosmetics, Beauty Supplies, (including news syndicates &423930 Recyclable Materials 485210 Interurban & Rural Bus

& Perfume Stores libraries)423940 Jewelry, Watch, Precious Transportation
446130 Optical Goods StoresStone, & Precious Metals 485310 Taxi Service
446190 Other Health & Personal Finance and Insurance423990 Other Miscellaneous Durable 485320 Limousine Service

Care StoresGoods Depository Credit Intermediation485410 School & Employee Bus
Gasoline StationsMerchant Wholesalers, Nondurable 522110 Commercial BankingTransportation

Goods 447100 Gasoline Stations (including 522120 Savings Institutions485510 Charter Bus Industry
convenience stores with gas)424100 Paper & Paper Products 522130 Credit Unions485990 Other Transit & Ground

Clothing and Clothing Accessories424210 Drugs & Druggists’ Sundries Passenger Transportation 522190 Other Depository Credit
Stores424300 Apparel, Piece Goods, & IntermediationPipeline Transportation
448110 Men’s Clothing StoresNotions Nondepository Credit Intermediation486000 Pipeline Transportation
448120 Women’s Clothing Stores424400 Grocery & Related Products 522210 Credit Card IssuingScenic & Sightseeing Transportation
448130 Children’s & Infants’ Clothing424500 Farm Product Raw Materials 522220 Sales Financing487000 Scenic & SightseeingStores424600 Chemical & Allied Products Transportation 522291 Consumer Lending
448140 Family Clothing Stores424700 Petroleum & Petroleum 522292 Real Estate Credit (includingSupport Activities for Transportation448150 Clothing Accessories StoresProducts mortgage bankers &488100 Support Activities for Air448190 Other Clothing Stores424800 Beer, Wine, & Distilled originators)Transportation

Alcoholic Beverages 448210 Shoe Stores 522293 International Trade Financing488210 Support Activities for Rail
424910 Farm Supplies 448310 Jewelry Stores 522294 Secondary Market FinancingTransportation
424920 Book, Periodical, & 448320 Luggage & Leather Goods 522298 All Other Nondepository488300 Support Activities for Water

Newspapers Stores Credit IntermediationTransportation
424930 Flower, Nursery Stock, & Sporting Goods, Hobby, Book, and 488410 Motor Vehicle Towing Activities Related to Credit

Florists’ Supplies Music Stores Intermediation488490 Other Support Activities for
424940 Tobacco & Tobacco Products 451110 Sporting Goods Stores Road Transportation 522300 Activities Related to Credit
424950 Paint, Varnish, & Supplies 451120 Hobby, Toy, & Game Stores Intermediation (including loan488510 Freight Transportation

brokers, check clearing, &424990 Other Miscellaneous 451130 Sewing, Needlework, & Piece Arrangement
money transmitting)Nondurable Goods Goods Stores 488990 Other Support Activities for

Securities, Commodity Contracts,Wholesale Electronic Markets and 451140 Musical Instrument & Transportation
and Other Financial Investments andAgents and Brokers Supplies Stores Couriers and Messengers
Related Activities425110 Business to Business 451211 Book Stores 492110 Couriers
523110 Investment Banking &Electronic Markets 451212 News Dealers & Newsstands 492210 Local Messengers & Local Securities Dealing425120 Wholesale Trade Agents & 451220 Prerecorded Tape, Compact Delivery
523120 Securities BrokerageBrokers Disc, & Record Stores Warehousing and Storage 523130 Commodity ContractsGeneral Merchandise Stores 493100 Warehousing & Storage DealingRetail Trade 452110 Department Stores (except lessors of 523140 Commodity ContractsMotor Vehicle and Parts Dealers miniwarehouses &452900 Other General Merchandise Brokerage441110 New Car Dealers self-storage units)Stores
523210 Securities & Commodity441120 Used Car Dealers Miscellaneous Store Retailers ExchangesInformation441210 Recreational Vehicle Dealers 453110 Florists 523900 Other Financial Investment

441221 Motorcycle Dealers Publishing Industries (except453210 Office Supplies & Stationery Activities (including portfolio
Internet)441222 Boat Dealers Stores management & investment
511110 Newspaper Publishers441229 All Other Motor Vehicle advice)453220 Gift, Novelty, & Souvenir

Dealers 511120 Periodical PublishersStores Insurance Carriers and Related
441300 Automotive Parts, 511130 Book Publishers453310 Used Merchandise Stores Activities

Accessories, & Tire Stores 511140 Directory & Mailing List453910 Pet & Pet Supplies Stores 524140 Direct Life, Health, & Medical
PublishersFurniture and Home Furnishings Insurance & Reinsurance453920 Art Dealers

Stores Carriers511190 Other Publishers453930 Manufactured (Mobile) Home
442110 Furniture Stores 524150 Direct Insurance &511210 Software PublishersDealers

Reinsurance (except Life,442210 Floor Covering Stores 453990 All Other Miscellaneous Store Motion Picture and Sound
Health & Medical) CarriersRetailers (including tobacco,442291 Window Treatment Stores Recording Industries

524210 Insurance Agencies &candle, & trophy shops)442299 All Other Home Furnishings 512100 Motion Picture & Video
BrokeragesStores Industries (except videoNonstore Retailers

524290 Other Insurance Relatedrental)454110 Electronic Shopping &Electronics and Appliance Stores Activities (including512200 Sound Recording IndustriesMail-Order Houses443111 Household Appliance Stores third-party administration of
454210 Vending Machine Operators Broadcasting (except Internet)443112 Radio, Television, & Other insurance and pension funds)
454311 Heating Oil DealersElectronics Stores 515100 Radio & Television Funds, Trusts, and Other Financial

Broadcasting454312 Liquefied Petroleum Gas443120 Computer & Software Stores Vehicles
(Bottled Gas) Dealers 515210 Cable & Other Subscription443130 Camera & Photographic 525100 Insurance & Employee

Programming454319 Other Fuel DealersSupplies Stores Benefit Funds
Internet Publishing and454390 Other Direct SellingBuilding Material and Garden 525910 Open-End Investment Funds
BroadcastingEstablishments (includingEquipment and Supplies Dealers (Form 1120-RIC)

door-to-door retailing, frozen 516110 Internet Publishing &444110 Home Centers 525920 Trusts, Estates, & Agencyfood plan providers, party Broadcasting Accounts444120 Paint & Wallpaper Stores plan merchandisers, &
525930 Real Estate Investment444130 Hardware Stores coffee-break service

Trusts (Form 1120-REIT)444190 Other Building Material providers)
525990 Other Financial VehiclesDealers

(including closed-end444200 Lawn & Garden Equipment &
investment funds)Supplies Stores
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Codes for Principal Business Activity and Principal Product or Service (continued)

Code Code Code Code

“Offices of Bank Holding Companies” 541519 Other Computer Related 621210 Offices of Dentists Accommodation and Food
and “Offices of Other Holding Services Offices of Other Health Practitioners ServicesCompanies” are located under Other Professional, Scientific, and 621310 Offices of Chiropractors AccommodationManagement of Companies (Holding Technical Services 621320 Offices of Optometrists 721110 Hotels (except Casino Hotels)Companies) below. 541600 Management, Scientific, & 621330 Offices of Mental Health & MotelsTechnical Consulting Practitioners (except 721120 Casino HotelsServicesReal Estate and Rental and Physicians) 721191 Bed & Breakfast Inns541700 Scientific Research &Leasing 621340 Offices of Physical, 721199 All Other TravelerDevelopment ServicesReal Estate Occupational & Speech Accommodation541800 Advertising & Related Therapists, & Audiologists531110 Lessors of Residential 721210 RV (Recreational Vehicle)ServicesBuildings & Dwellings 621391 Offices of Podiatrists Parks & Recreational Camps541910 Marketing Research & Public531114 Cooperative Housing 621399 Offices of All Other 721310 Rooming & Boarding HousesOpinion Polling Miscellaneous Health531120 Lessors of Nonresidential Food Services and Drinking Places541920 Photographic Services PractitionersBuildings (except

722110 Full-Service Restaurants541930 Translation & InterpretationMiniwarehouses) Outpatient Care Centers
Services 722210 Limited-Service Eating531130 Lessors of Miniwarehouses & 621410 Family Planning Centers

Places541940 Veterinary ServicesSelf-Storage Units 621420 Outpatient Mental Health &
722300 Special Food Services541990 All Other Professional,531190 Lessors of Other Real Estate Substance Abuse Centers

(including food serviceScientific, & TechnicalProperty 621491 HMO Medical Centers contractors & caterers)Services531210 Offices of Real Estate Agents 621492 Kidney Dialysis Centers 722410 Drinking Places (Alcoholic& Brokers 621493 Freestanding Ambulatory Beverages)Management of Companies531310 Real Estate Property Surgical & Emergency
Managers (Holding Companies) Centers Other Services531320 Offices of Real Estate 551111 Offices of Bank Holding 621498 All Other Outpatient Care

Repair and MaintenanceAppraisers Companies Centers
811110 Automotive Mechanical &531390 Other Activities Related to 551112 Offices of Other Holding Medical and Diagnostic Laboratories

Electrical Repair &Real Estate Companies 621510 Medical & Diagnostic MaintenanceRental and Leasing Services Laboratories
811120 Automotive Body, Paint,Administrative and Support532100 Automotive Equipment Rental Home Health Care Services Interior, & Glass Repair& Leasing and Waste Management and 621610 Home Health Care Services 811190 Other Automotive Repair &532210 Consumer Electronics & Remediation Services Other Ambulatory Health Care Maintenance (including oilAppliances Rental Administrative and Support Services Services change & lubrication shops &532220 Formal Wear & Costume 561110 Office Administrative car washes)621900 Other Ambulatory HealthRental Services Care Services (including 811210 Electronic & Precision532230 Video Tape & Disc Rental 561210 Facilities Support Services ambulance services & blood Equipment Repair &

532290 Other Consumer Goods & organ banks) Maintenance561300 Employment Services
Rental Hospitals 811310 Commercial & Industrial561410 Document Preparation

532310 General Rental Centers Machinery & EquipmentServices 622000 Hospitals
532400 Commercial & Industrial (except Automotive &561420 Telephone Call Centers Nursing and Residential CareMachinery & Equipment Electronic) Repair &Facilities561430 Business Service CentersRental & Leasing Maintenance(including private mail centers 623000 Nursing & Residential CareLessors of Nonfinancial Intangible 811410 Home & Garden Equipment && copy shops) FacilitiesAssets (except copyrighted works) Appliance Repair &561440 Collection Agencies Social Assistance Maintenance533110 Lessors of Nonfinancial 561450 Credit Bureaus 624100 Individual & Family ServicesIntangible Assets (except 811420 Reupholstery & Furniture

561490 Other Business Support 624200 Community Food & Housing,copyrighted works) Repair
Services (including & Emergency & Other Relief 811430 Footwear & Leather Goodsrepossession services, court Services RepairProfessional, Scientific, and reporting, & stenotype 624310 Vocational Rehabilitation 811490 Other Personal & HouseholdTechnical Services services) Services Goods Repair & MaintenanceLegal Services 561500 Travel Arrangement & 624410 Child Day Care Services Personal and Laundry ServicesReservation Services541110 Offices of Lawyers

812111 Barber Shops561600 Investigation & Security541190 Other Legal Services Arts, Entertainment, and 812112 Beauty SalonsServicesAccounting, Tax Preparation, Recreation 812113 Nail Salons561710 Exterminating & Pest ControlBookkeeping, and Payroll Services
Performing Arts, Spectator Sports,Services 812190 Other Personal Care541211 Offices of Certified Public and Related Industries Services (including diet &561720 Janitorial ServicesAccountants
711100 Performing Arts Companies weight reducing centers)561730 Landscaping Services541213 Tax Preparation Services
711210 Spectator Sports (including 812210 Funeral Homes & Funeral561740 Carpet & Upholstery Cleaning541214 Payroll Services sports clubs & racetracks) ServicesServices541219 Other Accounting Services 711300 Promoters of Performing Arts, 812220 Cemeteries & Crematories561790 Other Services to Buildings &Architectural, Engineering, and Sports, & Similar Events 812310 Coin-Operated Laundries &DwellingsRelated Services 711410 Agents & Managers for Drycleaners561900 Other Support Services541310 Architectural Services Artists, Athletes, Entertainers, 812320 Drycleaning & Laundry(including packaging &

541320 Landscape Architecture & Other Public Figures Services (exceptlabeling services, &
Services 711510 Independent Artists, Writers, Coin-Operated)convention & trade show

541330 Engineering Services & Performersorganizers) 812330 Linen & Uniform Supply
541340 Drafting Services Museums, Historical Sites, andWaste Management and 812910 Pet Care (except Veterinary)

Similar Institutions541350 Building Inspection Services Remediation Services Services
712100 Museums, Historical Sites, &541360 Geophysical Surveying & 562000 Waste Management & 812920 Photofinishing

Similar InstitutionsMapping Services Remediation Services 812930 Parking Lots & Garages
Amusement, Gambling, and541370 Surveying & Mapping (except 812990 All Other Personal ServicesRecreation IndustriesGeophysical) Services Educational Services Religious, Grantmaking, Civic,713100 Amusement Parks & Arcades541380 Testing Laboratories 611000 Educational Services Professional, and Similar
713200 Gambling Industries(including schools, colleges,Specialized Design Services Organizations

& universities) 713900 Other Amusement &541400 Specialized Design Services 813000 Religious, Grantmaking,
Recreation Industries(including interior, industrial, Civic, Professional, & Similar
(including golf courses, skiinggraphic, & fashion design) Health Care and Social Organizations (including
facilities, marinas, fitness condominium andComputer Systems Design and Assistance
centers, & bowling centers) homeowners associations)Related Services Offices of Physicians and Dentists

541511 Custom Computer 621111 Offices of Physicians (except
Programming Services mental health specialists)

541512 Computer Systems Design 621112 Offices of Physicians, Mental
Services Health Specialists

541513 Computer Facilities
Management Services
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