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Department of the Treasury
Internal Revenue Service2003

Instructions for Form 990-T
Exempt Organization Business Income Tax Return
Section references are to the Internal Revenue Code unless otherwise noted.

The organization may contact aContents Page Photographs of Missing
Taxpayer Advocate by calling a toll-freeGeneral Instructions Children number, 1-877-777-4778. Persons whoPurpose of Form . . . . . . . . . . . . . . . . 2
have access to TTY/TTD equipment mayThe Internal Revenue Service is a proudWho Must File . . . . . . . . . . . . . . . . . . 2
call 1-800-829-4059 and ask for Taxpayerpartner with the National Center forDefinitions . . . . . . . . . . . . . . . . . . . . . 2 Advocate assistance. If the organizationMissing and Exploited Children.When To File . . . . . . . . . . . . . . . . . . . 3 prefers, it may call, write, or fax to thePhotographs of missing children selected

Where To File . . . . . . . . . . . . . . . . . . 3 Taxpayer Advocate office in its area. Seeby the Center may appear in instructions
Estimated Taxes . . . . . . . . . . . . . . . . 3 Pub. 1546, The Taxpayer Advocateon pages that would otherwise be blank.
Depository Method of Tax Service of the IRS, for a list of addressesYou can help bring these children home

and fax numbers.Payment . . . . . . . . . . . . . . . . . . . . 3 by looking at the photographs and calling
1-800-THE-LOST (1-800-843-5678) if youInterest and Penalties . . . . . . . . . . . . . 4
recognize a child.Which Parts To Complete . . . . . . . . . . 4 Phone Help

Consolidated Returns . . . . . . . . . . . . . 5 If you have questions and/or need helpUnresolved Tax IssuesOther Forms That May Be completing this form, please call
Required . . . . . . . . . . . . . . . . . . . . 5 1-877-829-5500. This toll-free telephoneIf the organization has attempted to deal

service is available Monday throughAccounting Methods . . . . . . . . . . . . . . 6 with an IRS problem unsuccessfully, it
Friday from 8:00 a.m. to 6:30 p.m.should contact the Taxpayer Advocate.Accounting Period . . . . . . . . . . . . . . . 6
Eastern time.The Taxpayer Advocate independentlyReporting Form 990-T

represents the organization’s interest andInformation on Other Returns . . . . . . 6
concerns within the IRS by protecting the How To Get Forms andRounding Off to Whole Dollars . . . . . . 6
rights and resolving problems that have

Attachments . . . . . . . . . . . . . . . . . . . 7 not been fixed through normal channels. Publications
Specific Instructions

While Taxpayer Advocates cannotPeriod Covered . . . . . . . . . . . . . . . . . 7 Personal Computer
change the tax law or make a technicalName and Address . . . . . . . . . . . . . . 7 You can access the IRS website 24 hourstax decision, they can clear up problemsBlocks A through J . . . . . . . . . . . . . . . 7 a day, 7 days a week, at www.irs.gov to:that resulted from previous contacts and

Part l—Unrelated Trade or • Order IRS products on line.ensure that the organization’s case is • Download forms, instructions, andBusiness Income . . . . . . . . . . . . . . 7 given a complete and impartial review.
publications.Part ll—Deductions Not Taken

The organization’s assigned personal • See answers to frequently asked taxElsewhere . . . . . . . . . . . . . . . . . . . 9
advocate will listen to its point of view and questions.Part Ill—Tax Computation . . . . . . . . 12
will work with the organization to address • Search publications on line by topic orPart IV—Tax and Payments . . . . . . . 13 its concerns. The organization can expect keyword.

Part V—Statements Regarding the advocate to provide: • Send us comments or request help by
Certain Activities and Other • A “fresh look” at a new or on-going email.
Information . . . . . . . . . . . . . . . . . . 15 problem. • Sign up to receive local and national

Signature . . . . . . . . . . . . . . . . . . . . 15 • Timely acknowledgement. tax news by email.
Schedule A—Cost of Goods • The name and telephone number of the

You can also reach us using fileSold . . . . . . . . . . . . . . . . . . . . . . . 15 individual assigned to its case.
transfer protocol at ftp.irs.gov.• Updates on progress.Schedule C—Rent Income . . . . . . . . 16

• Timeframes for action.Schedule E—Unrelated Debt- CD-ROM• Speedy resolution.Financed Income . . . . . . . . . . . . . 16
Order Pub. 1796, Federal Tax Products• Courteous service.Schedule F— Interest, on CD-ROM, and get:

Annuities, Royalties, and When contacting the Taxpayer • Current year forms, instructions, and
Rents From Controlled Advocate, the organization should be publications.
Organizations . . . . . . . . . . . . . . . . 17 prepared to provide the following • Prior year forms, instructions, and

information:Schedule G—Investment publications.• The organization’s name, address, andIncome of a Section 501(c)(7), • Frequently requested forms that may
employer identification number (EIN).(9), or (17) Organization . . . . . . . . 18 be filled in electronically, printed out for• The name and telephone number of an submission, and saved for recordkeeping.Schedule I—Exploited Exempt
authorized contact person and the hours • Internal Revenue Bulletins.Activity Income, Other Than
he or she can be reached.Advertising Income . . . . . . . . . . . . 18 • The type of tax return and years Buy the CD-ROM on the Internet at

Schedule J—Advertising Income . . . 19 involved. www.irs.gov/cdorders from the National
Schedule K—Compensation of • A detailed description of the problem. Technical Information Service (NTIS) for

Officers, Directors, and • Previous attempts to solve the problem $22 (no handling fee) or call
Trustees . . . . . . . . . . . . . . . . . . . . 19 and the office that was contacted. 1-877-CDFORMS (1-877-233-6767)

Codes for Unrelated Business • A description of the hardship the toll-free to buy the CD-ROM for $22 (plus
Activity . . . . . . . . . . . . . . . . . . . . . 20 organization is facing (if applicable). a $5 handling fee).
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business gross income must file Form 4. That sells merchandiseBy Phone and In Person
990-T: substantially all of which was received byYou can order forms and publications 24

the organization as gifts or contributions;1. Individual Retirement Accountshours a day, 7 days a week, by calling
or(IRAs) described under section 408(a),1-800-TAX-FORM (1-800-829-3676). You

5. That consists of qualified public2. Simplified Employee Pensionscan also get most forms and publications
entertainment activities regularly carried(SEPs) described under sectionat your local IRS office.
on by a section 501(c)(3), (4), or (5)408(k),
organization as one of its substantial3. Simple Retirement AccountsGeneral Instructions exempt purposes (see section 513(d)(2)(SIMPLE) described under section
for the meaning of qualified public408(p),
entertainment activities); or4. Roth IRAs described under sectionPurpose of Form

6. That consists of qualified408A(b),Use Form 990-T, Exempt Organization convention or trade show activities5. Coverdell education savingsBusiness Income Tax Return, to: regularly conducted by a sectionaccounts (ESAs) described under• Report unrelated business income; 501(c)(3), (4), (5), or (6) organization assection 530(b),• Figure and report unrelated business one of its substantial exempt purposes6. Archer Medical Savings Accounts
income tax liability; (see section 513(d)(3) for the meaning of(Archer MSAs) described under• Report proxy tax liability; qualified convention and trade showsection 220(d), and

activities); or• Claim a refund of income tax paid by a 7. Qualified tuition programs described
7. That furnishes one or moreregulated investment company (RIC) or a under section 529.

services described in section 501(e)(1)(A)real estate investment trust (REIT) on
by a hospital to one or more hospitalsIRAs and other tax-exemptundistributed long-term capital gain.
subject to conditions in section 513(e); orshareholders in a RIC or REIT

Who Must File filing Form 990-T only to obtain a 8. That consists of qualified pole
TIP

refund of income tax paid on undistributed rentals (as defined in section• Any domestic or foreign organization
long-term capital gains should complete 501(c)(12)(D)), by a mutual orexempt under section 501(a) or section
Form 990-T as explained in IRAs and cooperative telephone or electric529(a) must file Form 990-T if it has gross
other tax exempt shareholders in a RIC company; orincome from an unrelated trade or
or REIT under Which Parts To 9. That includes activities relating tobusiness of $1,000 or more. See
Complete, on page 4. the distribution of low-cost articles, eachRegulations section 1.6012-2(e). Gross

costing $8.00 or less for 2003 ($8.20 orincome is gross receipts minus the cost of Definitions less for 2004), by an organizationgoods sold. (See Regulations section
described in section 501 and1.61-3.) Unrelated trade or business income.
contributions to which are deductibleUnrelated trade or business income is theNote — Disregarded entity. A under section 170(c)(2) or (3) if thegross income derived from any trade ordisregarded entity, as described in distribution is incidental to the solicitationbusiness (defined on page 3) that isRegulations sections 301.7701-1 through of charitable contributions; orregularly carried on, and not substantially301.7701-3, is treated as a branch or 10. That includes the exchange orrelated to (defined on page 3), thedivision of its parent organization for rental of donor or membership listsorganization’s exempt purpose or functionFederal tax purposes. Therefore, financial between organizations described in(aside from the organization’s need forinformation applicable to a disregarded section 501 and contributions to whichincome or funds or the use it makes of theentity must be reported as the parent are deductible under section 170(c)(2) orprofits).organization’s financial information. (3); or

Generally, for section 501(c)(7), (9), or• Organizations liable for the proxy tax 11. That consists of bingo games as
(17) organizations, unrelated trade oron lobbying and political expenditures defined in section 513(f). Generally, a
business income is derived frommust file Form 990-T. See the line 37 bingo game is not included in any
nonmembers with certain modificationsinstructions on page 13 for a discussion unrelated trade or business if:
(see section 512(a)(3)(A)).of the proxy tax. If your organization is a. Wagers are placed, winners

only required to file Form 990-T because determined, and prizes distributed in theFor a section 511(a)(2)(B) stateof the proxy tax, see Proxy Tax Only presence of all persons wagering in thatcollege or university, unrelated trade orunder Which Parts To Complete, on game, andbusiness income is derived from activitiespage 4. b. The game does not compete withnot substantially related to exercising or• Colleges and universities of states and bingo games conducted by for-profitperforming any purpose or function
other governmental units, as well as businesses in the same jurisdiction, anddescribed in section 501(c)(3).
subsidiary corporations wholly owned by c. The game does not violate state or

An unrelated trade or business doessuch colleges and universities, are also local law; or
not include a trade or business:subject to the Form 990-T filing 12. That consists of conducting any

requirements. However, a section game of chance by a nonprofit1. In which substantially all the work is
501(c)(1) corporation that is an organization in the state of North Dakota,performed for the organization without
instrumentality of the United States and and the conducting of the game does notcompensation; or
both organized and exempted from tax by violate any state or local law; or2. That is carried on by a section
an Act of Congress does not have to file. 501(c)(3) or 511(a)(2)(B) organization 13. That consists of soliciting and
• Organizations that are liable for other mainly for the convenience of its receiving qualified sponsorship payments
taxes (such as the section 1291 tax (line members, students, patients, officers, or that are solicited or received after
35c or 36 of Form 990-T) or recapture employees; or December 31, 1997. Generally, qualified
taxes (line 42 of Form 990-T)) must file 3. That sells items of work-related sponsorship payment means any
Form 990-T. See pages 13 and 14 of the equipment and clothes, and items payment to a tax-exempt organization by
instructions for a discussion of these normally sold through vending machines, a person engaged in a trade or business
items. If your organization is only required food dispensing facilities or by snack in which there is no arrangement or
to file Form 990-T because of these bars, by a local association of employees expectation of any substantial return
taxes, see Other Taxes under Which described in section 501(c)(4), organized benefit by that person—other than the
Parts To Complete, on page 4. before May 27, 1969, if the sales are for use or acknowledgment of that person’s
• Fiduciaries for the following trusts that the convenience of its members at their name, logo, or product lines in connection
have $1,000 or more of unrelated trade or usual place of employment; or with the activities of the tax-exempt
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organization. See section 513(i) for more Trusts may request an automatic Depository Method of Tax
information. 3-month extension of time to file by using Payment

Form 8868. Also, if more than the initial
The organization must pay the tax due inTrade or business. A trade or automatic 3 months is needed, trusts may full by the due date of the return withoutbusiness is any activity carried on for the file a second Form 8868 to request that extensions. Some organizationsproduction of income from selling goods an additional, but not automatic, 3 month (described below) are required toor performing services. An activity does extension be granted by the IRS. electronically deposit all depository taxes,not lose its identity as a trade or business
including their unrelated business incomemerely because it is carried on within a Amended return. To correct errors or
tax payments.larger group of similar activities that may change a previously filed return, write

or may not be related to the exempt “Amended Return” at the top of the return. Electronic Deposit Requirement
purpose of the organization. If, however, Also, include a statement that indicates The organization must make electronican activity carried on for profit is an the line number(s) on the original return deposits of all depository tax (such asunrelated trade or business, no part of it that was changed and give the reason for employment tax, excise tax, unrelatedcan be excluded from this classification each change. Generally, the amended business income tax) using the Electronicmerely because it does not result in profit. return must be filed within 3 years after Federal Tax Payment System (EFTPS) in

the date the original return was due or 3Not substantially related to. Not 2004 if:
years after the date the organization filedsubstantially related to means that the • The total deposits in 2002 were more
it, whichever is later.activity that produces the income does than $200,000 or

not contribute importantly to the exempt • The organization was required to use
purposes of the organization, other than Where To File EFTPS in 2003.
the need for funds, etc. Whether an To file Form 990-T, mail or deliver it to: If an organization is required to useactivity contributes importantly depends in Internal Revenue Service Center EFTPS and fails to do so, it may beeach case on the facts involved. Ogden, UT 84201-0027 subject to a 10% penalty. If an

For details, see Pub. 598, Tax on organization is not required to use
Private delivery services (PDSs). InUnrelated Business Income of Exempt EFTPS, it may participate voluntarily. To
addition to the United States mail, exemptOrganizations. enroll in or get more information about
organizations can use certain PDSs EFTPS, call 1-800-555-4477 orDirectly connected expenses. To be
designated by the IRS to meet the “timely 1-800-945-8400. To enroll on-line, visitdeductible in computing unrelated
mailing as timely filing/paying” rule for tax www.irs.gov.business taxable income, expenses,
returns and payments. The most recentdepreciation, and similar items must Depositing on time.  For EFTPSlist of designated PDSs was published byqualify as deductions allowed by section deposits to be made timely, thethe IRS in September 2002. This list162, 167, or other relevant provisions of organization must initiate the transactionincludes only the following:the Code, and must be directly connected at least 1 business day before the date• Airborne Express (Airborne): Overnightwith the carrying on of an unrelated trade the deposit is due.Air Express Service, Next Afternoonor business activity.
Service, and Second Day Service. Deposits With Form 8109To be directly connected with the • DHL Worldwide Express (DHL): DHL If the organization does not use EFTPS,carrying on of a trade or business activity,
“Same Day” Service, and DHL USA deposit unrelated business income taxexpenses, depreciation, and similar items
Overnight. payments (and estimated tax payments)must bear a proximate and primary

with Form 8109, Federal Tax Deposit• Federal Express (FedEx): FedExrelationship to the conduct of the activity.
Coupon. If you do not have a preprintedPriority Overnight, FedEx StandardFor example, where facilities and/or
Form 8109, you may use Form 8109-B toOvernight, FedEx 2 Day, FedExpersonnel are used both to carry on
make deposits. You can get this form onlyInternational Priority, and FedExexempt activities and to conduct
by calling 1-800-829-4933. Be sure toInternational First.unrelated trade or business activities,
have your EIN ready when you call.• United Parcel Service (UPS): UPS Nextexpenses and similar items attributable to

Day Air, UPS Next Day Air Saver, UPSsuch facilities and/or personnel must be Do not send deposits directly to an IRS
2nd Day Air, UPS 2nd Day Air A.M., UPSallocated between the two uses on a office; otherwise, the organization may
Worldwide Express Plus, and UPSreasonable basis. The portion of any such have to pay a penalty. Mail or deliver the
Worldwide Express.item allocated to the unrelated trade or completed Form 8109 with the payment

business activity must bear a proximate to an authorized depositary (i.e., a
The private delivery service can telland primary relationship to that business commercial bank or other financial

you how to get written proof of the mailingactivity. institution authorized to accept Federal
date. tax deposits).When To File

Make checks or money orders payableAn employees’ trust defined in section Estimated Taxes to the depositary. To help ensure proper401(a), an IRA (including SEPs and Generally, an organization filing Form crediting, write the organization’s EIN, theSIMPLEs), a Roth IRA, a Coverdell ESA, 990-T must make installment payments of tax period to which the deposit applies,and an Archer MSA must file Form 990-T estimated tax if its estimated tax (tax and “Form 990-T” on the check or moneyby the 15th day of the 4th month after minus allowable credits) is expected to be order. Be sure to darken the “990-T” boxthe end of its tax year. All other $500 or more. Both corporate and trust on the coupon. Records of these depositsorganizations must file Form 990-T by the organizations use Form 990-W, will be sent to the IRS.15th day of the 5th month after the end Estimated Tax on Unrelated Business
If the organization prefers, it may mailof their tax year. If the regular due date Taxable Income for Tax-Exempt

the coupon and payment to: Financialfalls on a Saturday, Sunday, or legal Organizations, to figure their estimated
Agent, Federal Tax Deposit Processing,holiday, file on the next business day. If tax liability. Do not include the proxy tax
P.O. Box 970030, St. Louis, MO 63197.the return is filed late, see the discussion when computing your estimated tax
Make the check or money order payableof Interest and Penalties on page 4. liability for 2004.
to “Financial Agent.”Extension. Corporations may request an

To figure estimated tax, trusts andextension of time to file Form 990-T by For more information on deposits, see
corporations must take the alternativeusing Form 8868, Application for the instructions in the coupon booklet
minimum tax (if applicable) into account.Extension of Time To File an Exempt (Form 8109) and Pub. 583, Starting a
See Form 990-W for more information.Organization Return. Business and Keeping Records.
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If the organization owes tax when Form 2220 if either of the following deductible expenses to include on line 13
it files Form 990-T, do not include applies: of column (B)).
the payment with the tax return. • The annualized income or adjustedCAUTION

!
Proxy Tax OnlyInstead, mail or deliver the payment with seasonal installment method is used.

Form 8109 to an authorized depositary, or • The organization is a “large Organizations that are required to file
use the EFTPS, if applicable. organization” computing its first required Form 990-T only because they are liable

installment based on the prior year’s tax. for the proxy tax on lobbying and politicalInterest and Penalties expenditures must:If you attach Form 2220, be sure toYour organization may be subject to • Fill-in the heading (the area abovecheck the box on line 46, page 2, Forminterest and penalty charges if it files a Part I) except items E, H, and I.990-T, and enter the amount of anylate return or fails to pay tax when due. • Enter the proxy tax on lines 37 and 39.penalty on this line.Generally, the organization is not required • Complete Part IV and the Signature
Trust fund recovery penalty. Thisto include the interest and penalty area.
penalty may apply if certain excise,charges on Form 990-T because the IRS • Attach a schedule showing the proxy
income, social security, and Medicarecan figure the amount and bill the tax computation.
taxes that must be collected or withheldorganization for it.
are not paid to the United States Other TaxesInterest. Interest is charged on taxes not Treasury. These taxes are generally Organizations that are required to filepaid by the due date even if an extension reported on: Form 990-T only because they are liableof time to file is granted. Interest is also • Form 720, Quarterly Federal Excise for recapture taxes, the section 1291 tax,charged on penalties imposed for failure Tax Return, or other items listed in the instructions forto file, negligence, fraud, substantial • Form 941, Employer’s Quarterly line 42 must:valuation misstatements, and substantial Federal Tax Return, • Fill-in the heading (the area aboveunderstatements of tax from the due date • Form 943, Employer’s Annual Tax Part I) except items E, H, and I.(including extensions) to the date of Return for Agricultural Employees, or • Complete the appropriate lines of Partspayment. The interest charge is figured at • Form 945, Annual Return of Withheld III and IV.the underpayment rate determined under Federal Income Tax. • Complete the Signature area.section 6621.

• Attach all appropriate forms and orThe trust fund recovery penalty mayPenalty for late filing of return. An
schedules showing the computation of thebe imposed on all persons who areorganization that fails to file its return
applicable tax or taxes.determined by the IRS to have beenwhen due (including extensions of time

responsible for collecting, accounting for,for filing) is subject to a penalty of 5% of Claim For Refundand paying over these taxes, and whothe unpaid tax for each month or part of a
If your only reason for filing a Form 990-Tacted willfully in not doing so. The penaltymonth the return is late, up to a maximum
is to claim a refund, complete theis equal to the unpaid trust fund tax. Seeof 25% of the unpaid tax. The minimum
following steps:the instructions for Form 720, Pub. 15penalty for a return that is more than 60

(Circular E), Employer’s Tax Guide, or 1. Fill-in the heading (the area abovedays late is the smaller of the tax due or
Pub. 51 (Circular A), Agricultural Part I) except items E, H, and I.$100. The penalty will not be imposed if
Employer’s Tax Guide, for details, 2. Enter -0- on line 13, column (A),the organization can show that the failure
including the definition of responsible line 34, and line 43.to file on time was due to reasonable
persons. 3. Enter the credit or payment on thecause. Organizations that file late must

appropriate line (44a-44f).Other penalties. There are alsoattach a statement explaining the
4. Complete lines 45, 48, and 49 andpenalties that can be imposed forreasonable cause.

the Signature area.negligence, substantial understatement ofPenalty for late payment of tax. The 5. For claims described below, followtax, and fraud. See sections 6662 andpenalty for late payment of taxes is
the additional instructions for that claim.6663.usually 1/2 of 1% of the unpaid tax for each

month or part of a month the tax is Which Parts To Complete IRAs and other tax-exemptunpaid. The penalty cannot exceed 25%
shareholders in a RIC or REIT. If youof the unpaid tax. The penalty will not be If you are filing Form 990-T only are an IRA or other tax-exemptimposed if the organization can show that because of the proxy tax, other shareholder that is invested in a RIC or athe failure to pay on time was due to taxes, or only to claim a refund, go REIT and file Form 990-T only to obtain a

TIP

reasonable cause. directly to Proxy Tax Only, Other Taxes, refund of income tax paid on undistributed
Estimated tax penalty. An organization or Claim for Refund (see below). long-term capital gains, follow steps 1-4
that fails to make estimated tax payments above; write “Claim for Refund Shown onIs Gross Income More Thanwhen due may be subject to an Form 2439” at the top of the Form 990-T;$10,000?underpayment penalty for the period of and attach to the return Copy B of Form
underpayment. Generally, an organization If the amount on line 13, column (A), Part 2439, Notice to Shareholder of
is subject to this penalty if its tax liability is I, is more than $10,000, complete all lines Undistributed Long-Term Capital Gains.
$500 or more and it did not make and schedules that apply.

Composite Form 990-T. If you are aestimated tax payments of at least the
Is Gross Income $10,000 or Less? trustee of more than one IRA invested insmaller of it tax liability for 2003, or 100%

a RIC, you may be able to file aIf Part I, line 13, column (A) is $10,000 orof the prior year’s tax. See section 6655
composite Form 990-T to claim a refundless, then complete:for details and exceptions.
of tax under section 852(b) instead of• The heading (the area above Part I).Form 2220, Underpayment of filing a separate Form 990-T for each• Part I, column (A) lines 1 - 13.Estimated Tax by Corporations, is used IRA. See Notice 90-18, 1990-1 C.B. 327,• Part I, line 13, for columns (B) and (C).by corporations and trusts filing Form for information on who can file a• Part II, lines 29 - 34.990-T to see if the organization owes a composite return. Complete steps 1-4• Parts III - V.penalty and to figure the amount of the above and follow the additional• Signature area.penalty. Generally, the organization is not requirements of the notice.required to file this form because the IRS Filers with $10,000 or less on line 13,

can figure the amount of any penalty and column (A) do not have to complete Backup withholding. If your only
bill the organization for it. However, even Schedules A through K (however, refer to reason for filing Form 990-T is to claim a
if the organization does not owe the applicable schedules when completing refund of backup withholding, complete
penalty, you must complete and attach column (A) and in determining the the parts discussed on page 4 in steps
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1-4 and attach a copy of the Form 1099 Form 941 or Form 943. The organization Form 5498-MSA. Use Form 5498-MSA,
showing the withholding. must file Form 941, Employer’s Quarterly Archer MSA or Medicare+Choice MSA

Federal Tax Return, or Form 943, Information, to report contributions to anConsolidated Returns Employer’s Annual Federal Tax Return Archer MSA and the fair market value of
The consolidated return provisions of for Agricultural Employees, to report an Archer MSA or Medicare+Choice
section 1501 do not apply to exempt income tax withheld, and employer and MSA. For more information see the
organizations, except for organizations employee social security and Medicare general and specific Instructions for
having title holding companies. If a title taxes. Also, see Trust fund recovery Forms 1099, 1098, 5498, and W-2G.
holding corporation described in section penalty on page 4. Form 5713. File Form 5713, International
501(c)(2) pays any amount of its net Boycott Report, if the organization hadForm 945. Use Form 945, Annual Returnincome for a tax year to an organization operations in, or related to, certainof Withheld Federal Income Tax, to reportexempt from tax under section 501(a) (or “boycotting” countries.income tax withheld from nonpayrollwould, except that the expenses of distributions or payments, including Form 6198. File Form 6198, At-Riskcollecting its income exceeded that pensions, annuities, IRAs, gambling Limitations, if the organization has a lossincome), and the corporation and winnings, and backup withholding. from an at-risk activity carried on as aorganization file a consolidated return as

trade or business or for the production ofForm 1098. Use Form 1098, Mortgagedescribed below, then treat the title
income.Interest Statement, to report the receiptholding corporation as being organized
Form 8275 and 8275-R. Taxpayers andfrom any individual of $600 or more ofand operated for the same purposes as
income tax return preparers use Formmortgage interest (including points) in thethe other exempt organization (in addition
8275, Disclosure Statement, and Formcourse of the organization’s trade orto the purposes described in section
8275-R, Regulation Disclosurebusiness and reimbursements of overpaid501(c)(2)).
Statement, to disclose items or positionsinterest.Two organizations exempt from tax
taken on a tax return or that are contraryunder section 501(a), one a title holding Information returns. Organizations to Treasury regulations (to avoid parts ofcompany, and the other earning income engaged in an unrelated trade or the accuracy-related penalty or certainfrom the first, will be includible business may be required to file an preparer penalties).corporations for purposes of section information return on Forms 1099-A, B,
Form 8300. File Form 8300, Report of1504(a). If the organizations meet the DIV, INT, LTC, MISC, MSA, OID, R, and
Cash Payments Over $10,000 Receiveddefinition of an affiliated group, and the S, to report acquisitions or abandonments
in a Trade or Business, if the organizationother relevant provisions of Chapter 6 of of secured property through foreclosure;
received more than $10,000 in cash orthe Code, then these organizations may proceeds from broker and barter
foreign currency in one transaction or in afile a consolidated return. The parent exchange transactions; certain dividends
series of related transactions. For moreorganization must attach Form 851, and distributions; interest income; certain
information, see Form 8300 andAffiliations Schedule, to the consolidated payments made on a per diem basis
Regulations section 1.6050I-1(c).return. For the first year a consolidated under a long-term care insurance

return is filed, the title holding company contract, and certain accelerated death Form 8697. Use Form 8697, Interest
must attach Form 1122, Authorization benefits; miscellaneous income (e.g., Computation Under the Look-Back
and Consent of Subsidiary Corporation payments to providers of health and Method for Completed Long-Term
To Be Included in a Consolidated Income medical services, miscellaneous income Contracts, to figure the interest due or to
Tax Return. See Regulations section payments, and nonemployee be refunded under the look-back method
1.1502-100 for more information on compensation); distributions from an of section 460(b)(2). The look-back
consolidated returns. Archer MSA; original issue discount; method applies to certain long-term

distributions from retirement or contracts that are accounted for underOther Forms That May Be profit-sharing plans, IRAs, SEPs, or either the percentage method or the
Required SIMPLEs, and insurance contracts; and completion-capitalized cost method.

proceeds from real estate transactions.Form W-2, Wage and Tax Statement, Form 8865, Return of U.S. Person With
and Form W-3, Transmittal of Wage and Respect To Certain Foreign Partnerships.When filing the above notedTax Statements. Use these forms to An organization may have to file Forminformation returns thereport wages, tips, other compensation, 8865 if it:organization must also file FormCAUTION

!
withheld income taxes, and withheld 1. Controlled a foreign partnership1096, Annual Summary and Transmittalsocial security/Medicare taxes for (i.e., owned more than a 50% direct orof U.S. Information Returns.employees. indirect interest in the partnership).

Form 4466. Use Form 4466, CorporationForm 720. Use this Form 720, Quarterly 2. Owned at least a 10% direct or
Application for Quick Refund ofFederal Excise Tax Return, to report indirect interest in a foreign partnership
Overpayment of Estimated Tax, to applyenvironmental excise taxes, while U.S. persons controlled that
for a quick refund, if the organization overcommunications and air transportation partnership.
paid its estimated tax for the year by attaxes, fuel taxes, manufacturers taxes, 3. Had an acquisition, disposition, or
least 10% of its expected income taxship passenger tax, and certain other change in proportional interest in a
liability and at least $500.excise taxes. foreign partnership that:
Form 5498. Use Form 5498, IRA a. Increased its direct interest to atSee Trust fund recovery penalty Contribution Information, to report least 10% or reduced its direct interest ofon page 4. contributions (including rollover at least 10% to less than 10%.CAUTION

!
contributions) to any IRA, including a b. Changed its direct interest by at
SEP, SIMPLE, Roth IRA, and to reportForm 926. File Form 926, Return by a least a 10% interest.
Roth IRA conversions, IRAU.S. Transferor of Property to a Foreign 4. Contributed property to a foreign
recharacterizations, and the fair marketCorporation, if the organization is required partnership in exchange for a partnership
value of the account.to report certain transfers to foreign interest if:

corporations under section 6038B. Form 5498-ESA. Use Form 5498-ESA, a. Immediately after the contribution,
Form 940 or Form 940-EZ. The Coverdell ESA Contribution Information, the corporation owned, directly or
organization must file Form 940 or Form to report contributions (including rollover indirectly, at least a 10% interest in the
940-EZ, Employers’s Annual Federal contributions) to and the fair market value foreign partnership; or
Unemployment (FUTA) Tax Return, if it is of a Coverdell education savings account b. The FMV of the property the
liable for FUTA tax. (ESA). corporation contributed to the foreign
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partnership in exchange for a partnership qualifying taxpayers and eligible adjustment under section 481(a) to
interest, when added to other businesses of qualifying small business prevent amounts of income or expense
contributions of property made to the taxpayers are excepted from using the from being duplicated or omitted. The
foreign partnership during the preceding accrual method for eligible trades or section 481(a) adjustment period is
12-month period, exceeds $100,000. businesses and may account for generally 1 year for a net negative

inventoriable items as materials and adjustment and 4 years for a net positive
Also, the organization may have to file supplies that are not incidental. For adjustment. However, an organization

Form 8865 to report certain dispositions details, see Cost of Goods Sold on may elect to use a 1-year adjustment
by a foreign partnership of property it page 15. period if the net section 481(a)
previously contributed to that foreign adjustment for the change is less thanUnder the accrual method, an amountpartnership if it was a partner at the time $25,000. The organization must completeis includible in income when:of the disposition. For more details, the appropriate lines of Form 3115 to• All the events have occurred that fix theincluding penalties that may apply, see make the election.right to receive the income, which is theForm 8865 and its separate instructions. Include any net positive section 481(a)earliest of the date: (a) the required
Form 8886. Use Form 8886, Reportable adjustment on Form 990-T, page 1, lineperformance takes place, (b) payment is
Transaction Disclosure Statement, to 12. If the net section 481(a) adjustment isdue, or (c) payment is received and
disclose information for each reportable negative, report it on Form 990-T, page 1,• The amount can be determined with
transaction in which the corporation line 28.reasonable accuracy.
participated. Form 8886 must be filed for  See Regulations section 1.451-1(a) Accounting Periodeach tax year that the Federal income tax for details. The return must be filed using theliability of the corporation is affected by its

Generally, an accrual basis taxpayer organization’s established annualparticipation in the transaction. The
can deduct accrued expenses in the tax accounting period. If the organization hasfollowing are reportable transactions.
year when: no established accounting period, file the• Any transaction that is the same as or
• All events that determine the liability return on the calendar-year basis.substantially similar to tax avoidance
have occurred,transactions identified by the IRS. To change an accounting period, some• The amount of the liability can be• Any transaction offered under organizations may make a notation on afigured with reasonable accuracy, andconditions of confidentially. timely filed Form 990, 990-EZ, 990-PF, or• Economic performance takes place• Any transaction for which the 990-T. Others may be required to filewith respect to the expense.corporation has contractual protection Form 1128, Application To Adopt,

against disallowance of the tax benefits. There are exceptions to the economic Change, or Retain a Tax Year. For details
• Any transaction resulting in a loss of at performance rule for certain items, on which procedure applies to your
least $10 million in any single year or $20 including recurring expenses. See section organization, see Rev. Proc. 85-58,
million in any combination of years. 461(h) and the related regulations for the 1985-2 C.B. 740, and the instructions for
• Any transaction resulting in a book-tax rules for determining when economic Form 1128.
difference of more than $10 million on a performance takes place. If the organization changes itsgross basis. Nonaccrual experience method. accounting period, file Form 990-T for the• Any transaction resulting in a tax credit Accrual method organizations are not short period that begins with the first dayof more than $250,000, if the corporation required to accrue certain amounts to be after the end of the old tax year and endsheld the asset generating the credit for 45 received from the performance of on the day before the first day of the newdays or less. services that, on the basis of their tax year. For the short period return,
Form 8873. Use Form 8873, experience, will not be collected, if: figure the tax by placing the
Extraterritorial Income Exclusion, to report • The services are in the fields of health, organization’s taxable income on an
the amount of extraterritorial income that law, engineering, architecture, annual basis. For details, see Pub. 538
is excluded from the organization’s gross accounting, actuarial science, performing and section 443.
income for the tax year. arts, or consulting or

Reporting Form 990-T Information• The organization’s average annualAccounting Methods on Other Returnsgross receipts for the 3 prior tax years
An accounting method is a set of rules does not exceed $5 million. Your organization may be required to file
used to determine when and how income an annual information return on:This provision does not apply to any
and expenses are reported. Figure • Form 990, Return of Organizationamount if interest is required to be paid
taxable income using the method of Exempt From Income Tax;on the amount or if there is any penalty
accounting regularly used in keeping the • Form 990-EZ, Short Form Return offor failure to timely pay the amount. For
organization’s books and records. Organization Exempt From Income Tax;more information, see section 448(d)(5),

• Form 990-PF, Return of Private Generally, permissible methods Temporary Regulations section
Foundation or Section 4947(a)(1)include: 1.448–2T, and Chapter 11 of Pub 535,
Nonexempt Charitable Trust Treated as a• Cash, Business Expenses.
Private Foundation; OR• Accrual, or Change in accounting method. To • Form 5500, Annual Return/Report of• Any other method authorized by the change its method of accounting used to Employee Benefit Plan.Internal Revenue Code. report taxable income (for income as a

If so, include on that information returnIn all cases, the method used must whole or for any material item), the
the unrelated business gross income andclearly show taxable income. organization must file with the IRS either
expenses (but not including the specifican (a) advanced consent request for aAccrual method. Generally, an
deduction claimed on line 33, page 1, orruling or (b) automatic change request fororganization must use the accrual method
any expense carryovers from prior years)certain specific changes in accountingof accounting if its average annual gross
reported on Form 990-T for the same taxmethod.receipts exceed $5 million. See section
year.448(c). An organization engaged in In either case, the organization must

farming operations also must use the Rounding Off to Whole Dollarsfile Form 3115, Application for Change in
accrual method. For exceptions, see Accounting Method. For more The organization may round off cents to
section 447. information, see Form 3115 and Pub. whole dollars on Form 990-T and its

538, Accounting Periods and Methods.If inventories are required, the accrual schedules. If the organization does round
method generally must be used for sales Section 481(a) adjustment. The to whole dollars, it must round all
and purchases of merchandise. However, organization may have to make an amounts. To round, drop amounts under
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50 cents and increase amount from 50 to • An association or an unincorporated describes the organization’s unrelated
99 cents to the next dollar. For example, association, an amendment to the articles business activity. If a specific activity code
$1.39 becomes $1 and $2.50 becomes of association, constitution, by-laws or does not accurately describe the
$3. other organizing document is required organization’s activities, then choose a

along with signatures of at least two general code that best describes itsIf two or more amounts must be added
officers/members. activity. These codes are listed on pageto figure the amount to enter on a line,

20.include cents when adding the amounts Blocks A through J
and round off only the total. Block F. If the organization is covered by

Block A. If the organization has changed a group exemption, enter the groupAttachments its address since it last filed a return, exemption number.
check Block A.If you need more space on the form or

Block G. Check the box that describesschedules, attach separate sheets. On If a change in address occurs after your organization.the attachment, write the corresponding the return is filed, use Form 8822, “Other trust” includes IRAs, SEPs,form or schedule number or letter and Change of Address, to notify the
TIP

SIMPLEs, Roth IRAs, Coverdell IRAs,follow the same format. Show totals on IRS of the new address. and Archer MSAs.the printed form. Also, include the
Block B. Check the box under which theorganization’s name and EIN. The Section 529 organizations check theorganization receives its tax exemption.separate sheets should be the same size 501(c) corporation or 501(c) trust box

as the printed form and should be Qualified pension, profit-sharing, and depending on whether the organization is
attached after the printed form. stock bonus plans should check the 501 a corporation or a trust. Also, be sure the

box and enter “a” between the first set of box for 529(a) in Block B is checked.
parenthesis.

If you check “501(c) corporation,”
For other organizations exempt underSpecific Instructions leave line 36 blank. If you check “501(c)

section 501, check the box for 501 and trust,” “401(a) trust,” or “Other trust” leave
enter the section that describes their tax lines 35a, b, and c blank.
exempt status, for example, 501(c)(3).Period Covered

Block H. Describe the primary unrelatedFile the 2003 return for calendar year For tax exempts that do not receive business activity of your organization2003 or a fiscal year beginning in 2003 their exemption under section 501, use based on unrelated income. Attach aand ending 2004. For a fiscal year, fill in the following guide. schedule if more space is needed.the tax year information at the top of the
Block I. Check the “Yes” box if yourIf you are a . . . . . . Then check this boxform.
organization is a corporation and either 1Note: The 2003 Form 990-T may also be IRA, SEP, or SIMPLE 408(e) or 2 below applies:used if:

Roth IRA 408A 1. The corporation is a subsidiary in• The organization has a tax year of less
an affiliated group (defined in sectionthan 12 months that begins and ends in Archer MSA 220(e) 1504) but is not filing a consolidated2004 and
return for the tax year with that group.Coverdell ESA 530(a)• The 2004 Form 990-T is not available

2. The corporation is a subsidiary in aat the time the organization is required to
Qualified State Tuition 529(a) parent-subsidiary controlled groupfile its return. The organization must show
Program (defined in section 1563).its 2004 tax year on the 2003 Form 990-T

and take into account any tax law
Excluded member. If the corporationBlock C. Enter the total of thechanges that are effective for tax years

is an “excluded member” of a controlledend-of-year assets from thebeginning after December 31, 2003.
group (see section 1563(b)(2)), it is stillorganization’s books of account.

Name and Address considered a member of a controlledBlock D. An employees’ trust described
group for purposes of Block I.The name and address on Form 990-T in section 401(a) and exempt under

should be the same as the name and Block J. Enter the name of the personsection 501(a) should enter its own trust
address shown on the preprinted mailing who has the organization’s books andidentification number in this block.
label on Package 990 (or 990-PF). If any records and the telephone number atAn IRA trust enters its own EIN in thisinformation on the label is incorrect or which he or she can be reached.block. An IRA trust never uses a socialmissing, cross out any errors, print the security number or the trustee’s EIN.correct information, and add any missing Part I—Unrelated Trade or

An EIN may be applied for:information. Business Income• Online - Click on the EIN link atInclude the suite, room, or other unit www.irs.gov/businesses/small. The EIN is Complete column (A), lines 1 through 13.number after the street address. If the issued immediately once the application If the amount on line 13 is $10,000 orPost Office does not deliver mail to the information is validated. less, you may complete only line 13 forstreet address and the organization has a • By telephone at 1-800-829-4933 from columns (B) and (C). These filers do notP.O. box, show the box number instead of 7:30 a.m. to 5:30 p.m. in the have to complete Schedules A through Kthe street address. organization’s local time zone. (however, refer to applicable schedules
• By mailing or faxing Form SS-4,Change of name. If the when completing column (A)). If the
Application for Employer Identificationorganization has changed its amount on line 13, column (A), is more
Number.name, it must check the box next than $10,000, complete all lines andCAUTION

!
If the organization has not received itsto “Name of organization” and also schedules that apply.
EIN by the time the return is due, writeprovide the following when filing this Extraterritorial income. Except as“Applied for” in the space for the EIN. Forreturn, if it is: otherwise provided in the Internalmore details, see Pub. 583.• A corporation or is incorporated with Revenue Code, gross income includes all
Note: The online application process isthe state, an amendment to the articles of income from whatever source derived.
not yet available for organizations withincorporation along with proof of filing with Gross income, however, does not include
addresses in foreign countries or Puertothe state is required. extraterritorial income that is qualifying
Rico• A trust, an amendment to the trust foreign trade income. Use Form 8873 to

agreement is required along with the Block E. Enter the applicable unrelated figure the exclusion. Report it on Form
trustee(s) signature. business activity code(s) that specifically 990-T under “Other deductions,” line 28.
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showing total gross receipts, amounts not December 31, 2003, for $640,000. At theLine 1a—Gross Receipts or
accrued as a result of the application of date of sale, the adjusted basis of theSales
section 448(d)(5), and the net amount building was $578,098 ($608,000 −

Enter the gross income from any accrued. Enter the net amount on line 1a. $29,902) and the indebtedness remained
unrelated trade or business regularly at $288,000. The adjusted basis of theLine 4a—Capital Gain Netcarried on that involves the sale of goods property on the first day of the year of
or performance of services. Income disposition was $593,037. The average

Generally, organizations required to file adjusted basis is $585,568 (($593,037 +A section 501(c)(7) social club
Form 990-T (except organizations $578,098) ÷ 2). The debt/basiswould report its restaurant and bar
described in sections 501(c)(7), (9), and percentage is 49% ($288,000 ÷receipts from nonmembers on line

TIP

(17)) are not taxed on the net gains from $585,568).1, but would report its investment income
the sale, exchange, or other disposition ofon line 9 and in Schedule G. The taxable gain is $30,332 (49% ×
property. However, net capital gains on ($640,000 − $578,098)). This is aAdvance payments. In general,
debt-financed property, capital gains on long-term capital gain. A corporationadvanced payments are reported in the
cutting timber, and ordinary gains on should enter the gain on line 6, Part II,year of receipt. To report income from
sections 1245, 1250, 1252, 1254, and Schedule D (Form 1120).  A trust shouldlong-term contracts, see section 460. For
1255 property are taxed. See Form 4797, enter the gain on Schedule D (Formspecial rules for reporting certain
Sales of Business Property, and its 1041). Both should attach a statement toadvanced payments for goods and
instructions for additional information. the return showing how the gain waslong-term contracts, see Regulations

 Also, any capital gain or loss passed figured.section 1.451-5. For permissible methods
through from an S corporation or any gainfor reporting advanced payments for Line 4b—Net Gain or (Loss)or loss on the disposition of S corporationservices by an accrual method

Show gains and losses on other thanstock by a qualified tax exempt (see Sorganization, see Rev. Proc. 71-21,
capital assets on Form 4797. Enter onCorporations under the line 51971-2 C.B. 549.
this line the net gain or (loss) from Part II,instructions) is taxed as a capital gain orInstallment sales. Generally, the
line 18, Form 4797.loss.installment method cannot be used for

Capital gains and losses should be An exempt organization using Formdealer dispositions of property. A “dealer
reported by a trust on Schedule D (Form 4797 to report ordinary gain on sectionsdisposition” is (a) any disposition of
1041), Capital Gains and Losses, and by 1245, 1250, 1252, 1254, and 1255personal property by a person who
a corporation on Schedule D (Form property will include only depreciation,regularly sells or otherwise disposes of
1120), Capital Gains and Losses. amortization, or depletion allowed orpersonal property of the same type on the

allowable in figuring unrelated businessinstallment plan or (b) any disposition of An organization that transfers
taxable income or taxable income of thereal property held for sale to customers in securities it owns for the contractual
organization (or a predecessorthe ordinary course of the taxpayer’s obligation of the borrower to return
organization) for a period when it was nottrade or business. These restrictions on identical securities recognizes no gain or
exempt.using the installment method do not apply loss. To qualify for this treatment, the

to dispositions of property used or organization must lend the securities Line 4c—Capital Lossproduced in a farming business or sales under an agreement that requires: Deduction for Trustsof timeshares and residential lots for 1. The return of identical securities; If a trust has a net capital loss, it iswhich the organization elects to pay 2. The payment of amounts subject to the limitations of Schedule Dinterest under section 453(l)(3). equivalent to the interest, dividends, and (Form 1041). Enter on this line the lossFor sales of timeshares and residential other distributions that the owner of the figured on Schedule D (Form 1041).lots reported under the installment securities would normally receive; and
method, the organization’s income tax is 3. The risk of loss or opportunity for Line 5—Income or (Loss) From
increased by the interest payable under gain not be lessened. Partnerships and S
section 453(l)(3). To report this addition to CorporationsSee section 512(a)(5) for details.the tax, see the instructions for line 42.

Combine all partnership income or lossDebt-financed property disposition.Enter on line 1a (and carry to line 3),
(determined below) with all S corporationThe amount of gain or loss to be reportedthe gross profit on collections from
income or loss and enter it on line 5.on the sale, exchange, or otherinstallment sales for any of the following:

disposition of debt-financed property is However, for limitations on losses for• Dealer dispositions of property before
the same percentage as the highest certain activities, see Form 6198 and, forMarch 1, 1986.
acquisition indebtedness for the property trusts, Form 8582, Passive Activity Loss• Dispositions of property used or
for the 12-month period before the date of Limitations, or, for corporations, Formproduced in the trade or business of
disposition is to the average adjusted 8810, Corporate Passive Activity Lossfarming.
basis of the property. The percentage and Credit Limitations, and sections 465• Certain dispositions of timeshares and
may not be more than 100%. See the and 469.residential lots reported under the
instructions for Schedule E, column 5, toinstallment method. Partnershipsdetermine adjusted basis and averageAttach a schedule showing the If the organization is a partner in aadjusted basis.following information for the current and partnership carrying on an unrelated tradeIf debt-financed property is depreciablethe 3 preceding years: or business, enter the organization’sor depletable property, the provisions of1. Gross sales, share (whether or not distributed) of thesections 1245, 1250, 1252, 1254, and2. Cost of goods sold, partnership’s income or loss from the1255 must be considered first.3. Gross profits, unrelated trade or business.

Example. On January 1, 2002, an4. Percentage of gross profits to gross Figure the gross income andexempt educational corporation, usingsales, deductions of the partnership in the same$288,000 of borrowed funds, purchased5. Amount collected, and way you figure unrelated trade oran office building for $608,000. The only6. Gross profit on amount collected. business income the organization earnsadjustment to basis was $29,902 for
directly.Nonaccrual experience method. depreciation (straight line method under

Organization’s that qualify to use the MACRS over the 39-year recovery period Attachment. Attach a statement to this
nonaccrual experience method (explained for nonresidential real property). The return showing the organization’s share of
on page 6) should attach a schedule corporation sold the building on the partnership’s gross income from the
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unrelated trade or business, and its share Any amount spent for a purpose allocable to advertising income is
of the partnership deductions directly described in section 170(c)(4) is first reported on Schedule J only, and should
connected with the unrelated gross considered paid from funds earned by the not be included on Schedule K or line 14
income. Also, see Attachments on page organization from insurance activities if of Part II.
7 for other information you need to the income is not used for the insurance

Limitations on Deductionsinclude. activities.
The following items discuss certain areasExpenditures for lobbying are notS Corporations in which the amount of the deduction mayconsidered section 170(c)(4) expenses.For tax years beginning after December to some extent be limited.• Income from property financed with31, 1997, qualified tax exempts can be qualified 501(c)(3) bonds. If any part of Activities Lacking a Profit Motiveshareholders in an S corporation without the property is used in a trade or businessthe S corporation losing its status as an S If income is attributable to an activityof any person other than a sectioncorporation. Qualified tax exempts that lacking a profit motive, a loss from the501(c)(3) organization or a governmentalhold stock in an S corporation treat their activity cannot be claimed on Form 990-T.unit, your section 501(c)(3) organization isstock interest as an unrelated trade or Therefore, in Part I, column (B) and Partconsidered to have received unrelatedbusiness. All items of income, loss, or II, the total of deductions for expensesbusiness income in the amount of thededuction are taken into account in directly connected with income from angreater of the actual rental income or thefiguring unrelated business taxable activity lacking a profit motive is limited tofair rental value of the property for theincome. Report on line 4 any gain or loss the amount of that income. Generally, anperiod it is used. No deduction is allowedon the disposition of S corporation stock. activity lacking a profit motive is one thatfor interest on the private activity bond.
is not conducted for the purpose ofQualified tax exempts. A qualified tax Report the greater of the actual rent or
producing a profit or one that hasexempt is an organization that is the fair rental value on line 12. Report
consistently produced losses when bothdescribed in section 401(a) (qualified allowable deductions in Part II. See
direct and indirect expenses are takenstock bonus, pension, and profit-sharing section 150(b)(3) for more information.
into account.plans) or 501(c)(3) and exempt from tax • Passive foreign investment company

under section 501(a). (PFIC) shareholders. If your organization Transactions Between Related
Exception. Employer stock ownership is a direct or indirect shareholder of a Taxpayers
plans (ESOPs) do not follow these S PFIC within the meaning of section 1296,

Generally, an accrual basis taxpayer maycorporation rules if the S corporation it may have income tax consequences
only deduct business expenses andstock is an employer security as defined under section 1291 on the disposition of
interest owed to a related party in thein section 409(l). the PFIC stock or on receipt of an excess
year the payment is included in thedistribution from the PFIC, described inAttachment. Attach a statement to this income of the related party. See sectionssection 1291(a). Your organization mayreturn showing the qualified tax exempt’s 163(e)(3), 163(j), and 267 for limitationshave current income under section 1293 ifshare of all items of income, loss, or on deductions for unpaid interest andthe PFIC is a qualified electing funddeduction. Show capital gains and losses expenses.(QEF) with respect to the organization.separately and include them on line 4a.

Combine the income, loss, and Preference ItemsInclude on line 12 the portion of an
deductions (except for the capital gains excess distribution or section 1293 Corporations may be required to adjust
and losses) on the statement. If you hold inclusion that is taxable as unrelated deductions for depletion of iron ore and
stock in more than one S corporation, business taxable income. See Form coal, intangible drilling and exploration
total the combined amounts. Also, see 8621, Return by a Shareholder of a and development costs, and the
Attachments on page 7 for other Passive Foreign Investment Company or amortizable basis of pollution control
information you need to include. Qualified Electing Fund, for more facilities. See section 291 to determine

information on reporting excess the amount of the adjustment.Line 12—Other Income
distributions and current incomeEnter on line 12 any item of unrelated Section 263A Uniforminclusions.business income that is not reportable Capitalization Rules

See the instructions for Lines 35c andelsewhere on the return. Include These rules require organizations to36 in Part III for reporting the deferred taxrecoveries of bad debts deducted in capitalize or include as inventory costamount that may be owed by yourearlier years under the specific charge-off certain costs incurred in connection with:organization with respect to an excessmethod. Attach a separate schedule of • The production of real property anddistribution.any items of other income to your return. tangible personal property held in• Organizations described in section inventory or held for sale in the ordinary501(c)(19). Enter the net income from Part II—Deductions Not course of business.insurance business that was not properly • Real property or personal property heldTaken Elsewhereset aside. These organizations may set in inventory (tangible and intangible)If the amount on Part I, line 13, columnaside income from payments received for acquired for resale.(A), is $10,000 or less, you do not have tolife, sick, accident, or health insurance for • The production of real property andcomplete lines 14 through 28 of Part II.members of the organization or their tangible personal property produced byHowever, you must complete lines 29dependents: the organization for use in its trade orthrough 34 of Part II.1. To provide for the payment of business or in an activity engaged in for
insurance benefits; or Directly connected expenses. Only profit.

2. For a purpose specified in section expenses directly connected with
Tangible personal property produced170(c)(4) (religious, charitable, scientific, unrelated trade or business income

by an organization includes a film, soundliterary, educational, etc.); or (except contributions) may be deducted
recording, videotape, book, or similar3. For administrative costs directly on these lines (see Directly connected
property.connected with benefits described in 1 expenses on page 3). Contributions may

and 2 above. be deducted, whether or not directly Indirect expenses. Organizations
Amounts set aside and used for connected. Do not separately include in subject to the section 263A uniform

purposes other than those in 1, 2, or 3 Part II any expenses that are reported in capitalization rules are required to
above, must be included in unrelated Schedules A through J, other than excess capitalize direct costs and an allocable
business taxable income for the tax year exempt expenses entered on line 26 and part of most indirect costs (including
if they were previously excluded from excess readership costs entered on line taxes) that benefit the assets produced or
taxable income. 27. For example, officers’ compensation acquired for resale or are incurred by
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reason of the performance of production employee, including a spouse or 6. The orphan drug credit.
or resale activities. dependent of the officer or employee,

If the organization has any of theseunless:For inventory, some of the indirect credits, be sure to figure each current• That individual is an employee of theexpenses that must be capitalized are: year credit before figuring the deductionorganization and• Administration expenses, for expenses on which the credit is based.• His or her travel is for a bona fide• Taxes,
business purpose and would otherwise be• Depreciation, Business Startup Expenses
deductible by that individual.• Insurance, Business startup expenses must be
Meals and entertainment. Generally,• Compensation paid to officers capitalized unless an election is made to
the organization can deduct only 50% ofattributable to services, amortize them over a period of 60
the amount otherwise allowable for meals• Rework labor, and months. See section 195 and Regulations
and entertainment expenses paid or• Contributions to pension, stock bonus, section 1.195-1.
incurred in its trade or business. Inand certain profit-sharing, annuity, or

Line 16—Repairs andaddition (subject to exceptions underdeferred compensation plans.
section 274(k)(2)): MaintenanceRegulations section 1.263A-1(e)(3) • Meals must not be lavish or Enter the cost of incidental repairs andspecifies other indirect costs that relate to
extravagant; maintenance not claimed elsewhere onproduction or resale activities that must • A bona fide business discussion must the return, such as labor and supplies,be capitalized and those that may be
occur during, immediately before, or that do not add to the value orcurrently deductible.
immediately after the meal; and appreciably prolong the life of theInterest expense. Interest expense paid • An employee of the organization must property.or incurred during the production period of be present at the meal.designated property must be capitalized Line 17—Bad DebtsMembership dues. The organizationand is governed by special rules. For

Enter the total receivables from unrelatedmay deduct amounts paid or incurred formore details, see Regulations section
business activities that were previouslymembership dues in civic or public1.263A-8 through 1.263A-15.
included in taxable income and thatservice organizations, professionalWhen are section 263A capitalized became worthless in whole or in partorganizations (such as bar and medicalcosts deductible? The costs required to during the tax year.associations), business leagues, tradebe capitalized under section 263A are not associations, chambers of commerce, Line 18—Interestdeductible until the property (to which the boards of trade, and real estate boards.costs relate) is sold, used, or otherwise Attach a separate schedule listing theHowever, no deduction is allowed if adisposed of by the organization. interest being claimed on this line.principal purpose of the organization is to

Exceptions. Section 263A does not • Interest allocation. If the proceeds ofentertain, or provide entertainment
apply to: a loan were used for more than onefacilities for members or their guests. In• Personal property acquired for resale if purpose (e.g., to purchase a portfolioaddition, organizations may not deduct
the organization’s average annual gross investment and to acquire an interest in amembership dues in any club organized
receipts for the 3 prior tax years were $10 passive activity), an interest allocationfor business, pleasure, recreation, or
million or less. must be made. See Temporaryother social purpose. This includes• Timber. Regulations section 1.163-8T for thecountry clubs, golf and athletic clubs,• Most property produced under interest allocation rules.airline and hotel clubs, and clubs
long-term contract. • Tax-exempt interest. Do not includeoperated to provide meals under• Certain property produced in a farming interest on indebtedness incurred orconditions favorable to business
business. continued to purchase or carrydiscussion.• Research and experimental costs obligations, on which the interest incomeEntertainment facilities. Theunder section 174. is totally exempt from income tax. Fororganization cannot deduct an expense• Intangible drilling costs for oil, gas, and exceptions, see section 265(b).paid or incurred for a facility (such as ageothermal property. • Prepaid interest. Generally, a cashyacht or hunting lodge) used for an• Mining exploration and development basis taxpayer cannot deduct prepaidactivity usually considered entertainment,costs. interest allocable to years following theamusement, or recreation.• Inventory of an organization that current tax year. For example, in 2003 a
accounts for inventories in the same The organization may be able to cash basis calendar year taxpayer
manner as materials and supplies that are deduct otherwise nondeductible prepaid interest on a loan. The taxpayer
not incidental. See Schedule A—Cost of travel, meals, and entertainment can deduct only that part of the prepaid

TIP

Goods Sold on page 15 for details. expenses if the amounts are treated as interest that was for the use of the loan
compensation and reported on Form W-2 before January 1, 2004.Additional information. For more
for an employee or Form 1099-MISC for • Straddle interest. Generally, thedetails on the uniform capitalization rules,
an independent contractor. interest and carrying charges on straddlessee Regulations sections 1.263A-1

cannot be deducted and must bethrough 1.263A-3. Certain Expenses For Which
capitalized. See section 263(g).Credits Are AllowableTravel, Meals, and Entertainment • Original issue discount. See section

For each of the credits listed below, theSubject to limitations and restrictions 163(e)(5) for special rules for the
organization must reduce the otherwisediscussed below, an organization can disqualified portion of original issue
allowable deductions for expenses useddeduct ordinary and necessary travel, discount on a high yield discount
to figure the credit by the amount of themeals, and entertainment expenses paid obligation.
current year credit:or incurred in its trade or business. Also, • Related party interest. Certain interest

special rules apply to deductions for gifts, 1. The credit for increasing research paid or accrued by the organization
skybox rentals, luxury water travel, activities, (directly or indirectly) to a related person
convention expenses, and entertainment 2. The enhanced oil recovery credit, may be limited if no tax is imposed on
tickets. See section 274 and Pub. 463, 3. The disabled access credit, such interest. See section 163(j) for more
Travel, Entertainment, Gift, and Car 4. The employer credit for social details.
Expenses, for more details. security and Medicare taxes paid on • Interest allocable to the production
Travel. The organization cannot deduct certain employee tips, of designated property. Do not deduct
travel expenses of any individual 5. The credit for employer-provided interest on debt allocable to the
accompanying an organization’s officer or child care, and production of designated property.
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Interest that is allocable to such property conservation purpose furthered by the Contributions not allowable in
produced by an organization for its own donation. whole or in part because of the
use or for sale must be capitalized. An limitations may not be deducted

TIP

If a contribution carryover is included,organization must also capitalize any as a business expense, but may be
show the amount and how it wasinterest on debt allocable to an asset carried over to the next 5 tax years.
determined.used to produce the above property. See Substantiation requirements.

section 263A(f) and Regulations sections Generally, no deduction is allowed for anyFor special rules for certain1.263A-8 through 1.263A-15 for contribution of $250 or more, unless thecontributions of ordinary income anddefinitions and more information. organization gets a writtencapital gain property, see section 170(e).• Interest on below-market loans. See acknowledgment from the charitable
section 7872 for special rules regarding organization by the earlier of the due dateIf a charitable contribution deduction isthe deductibility of foregone interest on (including extensions) for filing Formtaken for property sold to a charitablecertain below-market-rate loans. 990-T, or the date Form 990-T is filed.organization, the adjusted basis for

However, see section 170(f)(8) and thedetermining gain from the sale is anLine 19—Taxes and Licenses related regulations for exceptions to thisamount that is in the same ratio to theEnter taxes and license fees paid or rule. Do not attach the writtenadjusted basis as the amount realized isaccrued during the year, but do not acknowledgment to Form 990-T, but keepto the FMV of the property.include the following: it with the organization’s records.• Federal income taxes. Corporations. The total amount claimed The written acknowledgment must• Foreign or U.S. possession income cannot be more than 10% of unrelated show:taxes if a tax credit is claimed. Note: For business taxable income figured without 1. The amount of cash contributed,special rules on possession income regard to the deduction for charitable 2. A description of any propertytaxes, see the Instructions for Form 5735, contributions. contributed,Possessions Corporation Tax Credit
3. Whether the charitable organization(Under Sections 936 and 30A). Charitable contributions over the 10% provided any goods or services to the• Taxes not imposed on your limitation cannot be deducted for the tax donor, andorganization. year, but may be carried over to the next 4. A description and a good-faith• Taxes, including state or local sales 5 tax years. estimate of the value of any goods andtaxes, paid or incurred in connection with

services provided to the donor inan acquisition or disposition of property In figuring the charitable contributions
exchange for the donation, unless:(these taxes must be treated as part of deduction, if the corporation has an NOL

the cost of the acquired property or, in the a. The goods and services havecarryover to the tax year, the 10% limit is
case of a disposition, as a reduction in the insubstantial value,applied using the taxable income after
amount realized on the disposition). b. A statement is included that thesetaking into account any deduction for the
• Taxes assessed against local benefits goods and services consist solely ofNOL.
that increase the value of the property intangible religious benefits, or
assessed (such as for paving, etc.). To figure the amount of any remaining c. Certain types of benefits are
• Taxes deducted elsewhere on the NOL carryover to later years, taxable received that are customarily provided in
return, such as those reflected in cost of income must be modified. See section exchange for membership payments of
good sold. 172(b). To the extent charitable $75 or less a year.

contributions are used to reduce taxableSee section 164(d) for apportionment Generally, if your organization makesincome for this purpose and increase aof taxes on real property between the a charitable contribution of more than $75net operating loss carryover, abuyer and seller. and receives something in return (a quidcontributions carryover is not allowed.
pro quo contribution), the amount of theSee section 170(d)(2)(B).Line 20—Charitable
contribution deductible for Federal incomeContributions tax purposes is limited to the amount byCorporations on the accrual basis may

Enter contributions or gifts actually paid to which the contribution exceeds the valueelect to deduct contributions paid by the
another organization within the tax year to of the goods or services received. The15th day of the 3rd month after the end of
or for the use of charitable and charitable organization that solicits orthe tax year if the contributions are
governmental organizations described in receives the contribution must inform youauthorized by the board of directors
section 170(c). Also, enter any unused of this by written statement and mustduring the tax year. Attach a declaration
contributions carried over from earlier provide your organization with ato the return stating that the resolution
years. The deduction for contributions will good-faith estimate of the value of goodsauthorizing the contributions was adopted
be allowed whether or not directly or services given in return for theby the board of directors during the tax
connected with the carrying on of a trade contribution.year. The declaration must also include
or business. the date the resolution was adopted. An organization must keep records,
Contributions of property other than required by the regulations under section

Trusts. In general:cash. If a contribution is in property other 170, for all its charitable contributions.
than cash and the deduction claimed for 1. For contributions to organizations Contributions to organizations
the property exceeds $500, attach a described in section 170(b)(1)(A), the conducting lobbying activities.
schedule describing the kind of property amount claimed may not be more than Charitable contributions made to an
contributed and the method used in 50% of the unrelated business taxable organization conducting lobbying
determining its FMV. If the total claimed income figured without this deduction; activities are not deductible if:
deduction for all property contributed was and • The lobbying activities relate to matters
more than $5,000, attach Form 8283, 2. For contributions to other of direct financial interest to the donor’s
Noncash Charitable Contributions, to the organizations, the amount claimed may trade or business, and
return. not be more than the smaller of: • The principal purpose of the

a. 30% of unrelated business taxableIf the organization made a qualified contribution was to avoid Federal income
income figured without this deduction; orconservation contribution under section tax by obtaining a deduction for activities

170(h), also include the FMV of the b. The amount by which 50% of the that would have been nondeductible
underlying property before and after the unrelated business taxable income is under the lobbying expense rules if
donation, the type of legal interest more than the contributions allowed in 1 conducted directly by the donor. See
contributed, and describe the above. section 170(f)(9) for more details.
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Contributions of computer technology section 1.512(b)-1(e). For more of a controlled group must divide the
and equipment to schools. A information about NOLs, see Pub. 536, amount in each taxable income bracket
corporation may take an increased Net Operating Losses. equally among themselves. For example,
deduction under section 170(e)(6) for Controlled Group AB consists of

Line 33—Specific Deductionqualified contributions of computer Corporation A and Corporation B. They
technology or equipment for educational A specific deduction of $1,000 is allowed do not elect an apportionment plan.
purposes. except for computing the net operating Therefore, Corporation A and Corporation

loss and the net operating loss deduction B are each entitled to $25,000 (one-halfLine 21—Depreciation under section 172. of $50,000) in the $50,000 taxable
Besides depreciation, include on line 21 income bracket on line 35a(1), $12,500Only one specific deduction may bethe part of the cost, under section 179, (one-half of $25,000) in the $25,000taken, regardless of the number ofthat the organization elected to expense taxable income bracket on line 35a(2),unrelated businesses conducted.for certain tangible property placed in and $4,962,500 (one-half of $9,925,000)However, a diocese, province of aservice during tax year 2003 or carried in the $9,925,000 taxable income bracketreligious order, or convention orover from 2002. See Form 4562, on line 35a(3).association of churches is allowed oneDepreciation and Amortization, and its

specific deduction for each parish, Unequal apportionment plan.instructions.
individual church, district, or other local Members of a controlled group may elect
unit that regularly conducts an unrelatedLine 23—Depletion an unequal apportionment plan and divide
trade or business. This applies only toSee sections 613 and 613A for the taxable income brackets as they want.
those parishes, districts, or other localpercentage depletion rates for natural There is no need for consistency among
units that are not separate legal entities,deposits. Attach Form T, Forest Activities taxable income brackets. Any member of
but are components of a larger entitySchedules, if a deduction is taken for the controlled group may be entitled to all,
(diocese, province, convention, ordepletion of timber. some, or none of the taxable income
association). Each specific deduction will bracket. However, the total amount for allLine 24—Contributions to be the smaller of $1,000 or the gross members cannot be more than the total
income from any unrelated trade orDeferred Compensation Plans amount in each taxable income bracket.
business the local unit conducts. If youEmployers who maintain pension,
claim a total specific deduction larger than Additional 5% tax and additional 3%profit-sharing, or other funded deferred
$1,000, attach a schedule showing how tax. Members of a controlled group arecompensation plans are generally
you figured the amount. treated as one corporation to figure therequired to file Form 5500. This

applicability of the additional 5% tax thatrequirement applies whether or not the The diocese, province of a religious
must be paid by corporations with taxableplan is qualified under the Internal order, or convention or association of
income over $100,000 and the additionalRevenue Code and whether or not a churches must file a return reporting the
3% tax that must be paid by corporationsdeduction is claimed for the current tax gross income and deductions of all its
with taxable income over $15 million. Ifyear. Section 6652(e) imposes a penalty units that are not separate legal entities.
either additional tax applies, eachfor late filing of these forms. In addition, These local units cannot file separate
member of the controlled group will paythere is a penalty for overstating the returns because they are not separately
that tax based on the part of the amountpension plan deduction. See section incorporated. Local units that are
that is used in each taxable income6662(f). separately incorporated must file their
bracket to reduce that member’s tax. Seeown returns and cannot be included withLine 25—Employee Benefit section 1561(a). Each member mustany other entity except for a title holdingPrograms enter its share of the additional 5% tax oncompany. See the instructions under
line 35b(1) and its share of the additionalEnter the amount of contributions to Consolidated Returns on page 4.
3% tax on line 35b(2) and attach to its taxemployee benefit programs (e.g.,

For details on the specific deduction, return a schedule that shows the taxableinsurance, health and welfare programs)
see section 512(b)(12) and the related income of the entire group, as well asthat are not an incidental part of a
regulations. how its share of the additional tax wasdeferred compensation plan included on

figured.line 24.
Part III—Tax Computation

Line 28—Other Deductions Lines 35c and 36
Lines 35a and 35bEnter on this line the deduction taken for Deferred tax amount under sectionamortization (see Form 4562) as well as Corporate members of a controlled 1291. If your organization has an excessother authorized deductions for which no group, as defined in section 1563, must distribution from a passive foreignspace is provided on the return. Attach a check the box on line 35 and complete investment company (PFIC) that isseparate schedule listing the deductions lines 35a and 35b. taxable as unrelated business taxableclaimed on this line. Deduct only items income, the organization may owe theMembers of a controlled group aredirectly connected with the unrelated deferred tax amount defined in sectionentitled to one $50,000, one $25,000, andtrade or business for which income is

1291(c)(1). The portion of the deferred taxone $9,925,000 taxable income bracketreported in Part I.
amount that is the aggregate increases inamount (in that order) on line 35a.Do not deduct fines or penalties paid taxes (described in section 1291(c)(2))

When a controlled group adopts orto a government for violating any law. must be included in the amount entered
later amends an apportionment plan, on line 35c or 36. Write to the left of lineLine 31—Net Operating Loss each member must attach to its tax return 35c or 36, “Sec. 1291” and the amount.(NOL) Deduction a copy of its consent to this plan. The Do not include on line 35c or 36 the
copy (or an attached statement) mustThe NOL deduction is the total of the net portion of the deferred tax amount that is
show the part of the amount in eachoperating loss carryovers and carrybacks the aggregate amount of interest
taxable income bracket apportioned tothat can be deducted in the tax year. See determined under section 1291(c)(3).
that member. See Regulations sectionsection 172(a). Instead, write “Sec. 1291 interest” and the
1.1561-3(b) for other requirements and amount in the bottom right margin of pageTo be deductible, an NOL must have
for the time and manner of making the 2, Form 990-T. See Part IV of Formbeen incurred in an unrelated trade or
consent. 8621, Return by a Shareholder of abusiness activity. The amount of an NOL

Passive Foreign Investment Company orcarryback or carryover is determined Equal apportionment plan. If no
under section 172. See Regulations apportionment plan is adopted, members Qualified Electing Fund.
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to employees’ trusts that qualify under from Form 4626 on this line. See theLine 35c—Corporations
section 401(a). Most trusts figure the tax Instructions for Form 4626 for theUse the Tax Rate Schedule for
on the amount on line 34 using the Tax definition of a small corporation.Corporations below to figure the tax.
Rate Schedule for Trusts, below. If the taxException: Members of a controlled
rate schedule is used, enter the tax on Part IV—Tax andgroup use the Tax Computation
line 36 and check the “tax rate schedule”Worksheet for Members of a Controlled Paymentsbox on line 36. If the trust is eligible forGroup on this page to figure the tax.
the rates on net capital gains, completeMembers of a controlled group should Line 40a—Foreign Tax CreditSchedule D (Form 1041) and enter thesee the instructions on page 12 for lines • Corporations. See Form 1118,tax from Schedule D (Form 1041) on35a and 35b. Members of a controlled

Foreign Tax Credit—Corporations, for anpage 2, line 36. Check the “Schedule D”group must attach a statement
explanation of when a corporation canbox on line 36 and attach Schedule Dshowing the computation of the tax
take this credit for payment of income tax(Form 1041) to Form 990-T.entered on line 35c.
to a foreign country or U.S. possession.
• Trusts. See Form 1116, Foreign TaxTax Rate Schedule Trust
Credit (Individual, Estate, Trust, orTax Rate Schedule for Corporations (Internal Revenue Code – Section 1(e))
Nonresident Alien Individual), for rules on(Internal Revenue Code – Section 11)
how the trust computes the foreign taxIf the amount on line Enter on line 36, page 2:
credit.34, page 1 is:If the amount on line Enter on line 35c, page 2:

34, page 1 is Complete the form that applies to theOf the
But not amount organization and attach the form to itsOf the

Over — over — Tax is: over —But not amount Form 990-T. Enter the credit on this line.
 Over over — Tax is: over —

$0 $1,900 15% $0 Line 40b—Other Credits
1,900 4,500 $ 285 + 25% 1,900$0 $50,000 15% $0 • Possessions tax credit. The Small
4,500 6,850 935 + 28% 4,50050,000 75,000 $ 7,500 + 25% 50,000 Business Job Protection Act of 1996
6,850 9,350 1,593 + 33% 6,85075,000 100,000 13,750 + 34% 75,000 repealed the possessions credit.9,350 - - - - -  2,418 + 35% 9,350100,000 335,000 22,250 + 39% 100,000 However, existing claimants may qualify335,000 10,000,000 113,900 + 34% 335,000

for a credit under the transitional rules.10,000,000 15,000,000 3,400,000 + 35% 10,000,000
See the Instructions for Form 5735.Line 37— Proxy Tax15,000,000 18,333,333 5,150,000 + 38% 15,000,000
• Nonconventional source fuel credit.18,333,333 - - - - - 35% 0 To pay the section 6033(e)(2) proxy tax
A credit is allowed for the sale of qualifiedon nondeductible lobbying and political
fuels produced from a nonconventionalexpenditures, enter the proxy tax on lineTax Computation Worksheet for source. Section 29 contains a definition of37 and attach a schedule showing theMembers of a Controlled Group qualified fuels, provisions for figuring thecomputation.
credit, and other special rules. Attach a(Keep for your records)

Exempt organizations, except section separate schedule to the return showing
Each member of a controlled group must compute the tax 501(c)(3) and certain other the computation of the credit. Also, seeusing the computation below: organizations, must include certain Form 8801, Credit for Prior Year

1. Enter unrelated business taxable information regarding lobbying Minimum Tax—Individuals, Estates, and
income (line 34, page 1, Form 990-T) expenditures on Form 990. In addition, Trusts, or Form 8827, Credit for Prior

2. Enter line 1 or corporation’s share of organizations may have to provide Year Minimum Tax—Corporations, if any
the $50,000 taxable income bracket, notices to members regarding their share of the 2002 nonconventional source fuelwhichever is less . . . . . . . . . . . . .

of dues to which the expenditures are credit was disallowed solely because of3. Subtract line 2 from line 1 . . . . . . . .
allocable. See Form 990 instructions and the tentative minimum tax limitation. See4. Enter line 3 or corporation’s share of
Rev. Proc. 98-19, 1998-1 C.B. 547 forthe $25,000 taxable income bracket, section 53(d).

whichever is less . . . . . . . . . . . . . exceptions and other details. • Qualified electric vehicle credit.
5. Subtract line 4 from line 3 . . . . . . . . Include on line 40b any credit from FormIf the organization elects not to provide6. Enter line 5 or corporation’s share of 8834, Qualified Electric Vehicle Credit.the notices described above, it must paythe $9,925,000 taxable income bracket, Vehicles that qualify for this credit are notthe proxy tax described in sectionwhichever is less . . . . . . . . . . . . .

eligible for the deduction for clean-fuel7. Subtract line 6 from line 5 . . . . . . . . 6033(e)(2). If the organization does not
vehicles under section 179A.8. Enter 15% of line 2 . . . . . . . . . . . . include the entire amount of allocable

9. Enter 25% of line 4 . . . . . . . . . . . . dues in the notices, it may have to pay Line 40c—General Business10. Enter 34% of line 6 . . . . . . . . . . . . the proxy tax. This tax is not applicable Credit11. Enter 35% of line 7 . . . . . . . . . . . . to section 501(c)(3) organizations.
12. If the taxable income of the controlled Complete Form 3800, General BusinessFigure the proxy tax by multiplying the

group exceeds $100,000, enter this Credit, if the organization has:aggregate amount not included in themember’s share of the smaller of: (a)
notices described above by 35%. No 1. Two or more of the credits listed5% of the excess over $100,000, or (b)

$11,750 (see instructions for additional deductions are allowed. below; or
5% and additional 3% tax). . . . . . . . 2. A credit carryforward or carryback

Line 38—Alternative Minimum13. If the taxable income of the controlled (including one from an ESOP credit); or
group exceeds $15 million, enter this Tax 3. A passive activity credit (other thanmember’s share of the smaller of: (a)

the low-income housing credit); orOrganizations liable for tax on unrelated3% of the excess over $15 million, or
4. General credits from an electing(b) $100,000 (see instructions for business taxable income may be liable for

additional 5% and additional 3% tax). large partnership.alternative minimum tax on certain
14. Add lines 8 through 13. Enter here and adjustments and tax preference items.

on line 35c, page 2, Form 990-T . . . . Enter the amount of the generalTrusts attach Schedule I, Alternative
business credit on line 40c and check theMinimum Tax, of Form 1041 and enter
Form 3800 box on that line. Attach Formany tax from Schedule I on this line. A
3800 and the other applicable creditLine 36—Trusts corporation, unless it is treated as a
forms to Form 990-T.Trusts exempt under section 501(a), “small corporation” exempt from the

which otherwise would be subject to alternative minimum tax, may have to Form 3800 is not required if the
subchapter J (estates, trusts, etc.), are attach Form 4626, Alternative Minimum organization has only one of the general
taxed at trust rates. This rule also applies Tax—Corporations, and enter any tax business credits (and items 2-4 above do
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not apply). Instead, attach the applicable See How to report, below, for details on 1042-S, Foreign Person’s U.S. Source
credit form(s) to the return; check the reporting these amounts on an attached Income Subject to Withholding, or other
“Form(s)” box; specify the form number(s) schedule. form which verifies the tax withheld
in the space provided, and include the • Recapture of qualified electric vehicle reported on line 44d.
amount of the credit(s) on line 40c. (QEV) credit. The organization must

Line 44e—Backup Withholdingrecapture part of the QEV credit it claimedFor Form 990-T filers, the general
Recipients of dividend or interestin a prior year if within 3 years of the datebusiness credit includes:
payments must generally certify theirthe vehicle was placed in service, it• Investment Credit, Form 3468.
correct tax identification number to theceases to qualify for the credit. See• Credit for Alcohol Used as Fuel, Form
bank or other payer on Form W-9. If theRegulations section 1.30-1 for details on6478.
payer does not get this information, ithow to figure the recapture.• Credit for Increasing Research
must withhold part of the payments as• Tax and interest on a nonqualifiedActivities, Form 6765.
“backup withholding.” If your organizationwithdrawal from a capital construction• Low-Income Housing Credit, Form
was subject to erroneous backupfund (section 7518).8586.
withholding because the payer did not• Interest on deferred tax attributable to• Orphan Drug Credit, Form 8820.
realize you were an exempt organization(a) installment sales of certain timeshares• Disabled Access Credit, Form 8826.
and not subject to this withholding, youand residential lots (section 453(l)(3)) and• Enhanced Oil Recovery Credit, Form
can claim credit for the amount withheld(b) certain nondealer installment8830.
by including it on line 44e. See Backupobligations (section 453A(c)).• Renewable Electricity Production
Withholding under Which Parts To• Interest due on deferred gain (sectionCredit, Form 8835.
Complete on page 4.1260(b)).• Credit for Employer Social Security and

Medicare Taxes Paid on Certain How to report. If the organization Line 44f—Other Credits and
Employee Tips, Form 8846. checked the “Other” box, attach a Payments• Credit for Contributions to Selected schedule showing the computation of

Enter on this line the total of the following:Community Development Corporations, each item included in the total for line 42.
• Credit from regulated investmentForm 8847. In addition, identify (a) the applicable
company (RIC) or real estate• New Markets Credit, Form 8874. Code section, (b) the type of tax or
investment trust (REIT). Attach Form• Credit for Small Employer Pension interest, and (c) enter the amount of tax
2439, Notice to Shareholder ofStartup Cost, Form 8881. or interest. For example, if the
Undistributed Long-Term Capital Gains. If• Credit for Employer-Provided Child organization is reporting $100 of tax due
you are filing a composite Form 990-T,Care Facilities and Services, Form 8882. from the recapture of the QEV credit,
see Composite Form 990-T underwrite “Section 30-QEV recaptureLine 40d—Credit for Prior Year Which Parts To Complete on page 4 oftax-$100” on the attached schedule.
these instructions.Minimum Tax

Line 43—Total Tax • Credit for Federal tax paid on fuels.Use Form 8801 to figure the minimum tax
Attach Form 4136, Credit for Federal TaxInclude any deferred tax on thecredit and any carryforward of that credit
Paid on Fuels, if the organization qualifiestermination of a section 1294 electionfor trusts. For corporations, use Form
to take this credit.applicable to shareholders in a qualified8827.
• Credit for ozone-depletingelecting fund in the amount entered on

Line 42—Other Taxes chemicals. Include on line 44f any creditline 43. See Form 8621, Part V, and How
the organization is claiming under sectionto report, below.Recapture of investment credit. If
4682(g) for taxes paid on chemicals usedproperty is disposed of, or ceases to be Subtract from the total entered on line as propellants in metered-dose inhalers.qualified property, before the end of the 43 any deferred tax on the corporation’s

recapture period or the useful life share of undistributed earnings of a Form 8849, Claim for Refund of
applicable to the property, there may be a qualified electing fund (see Form 8621, Excise Taxes, may be used to
recapture of the credit. See Form 4255, Part II). claim a periodic refund of excise

TIP

Recapture of Investment Credit. taxes instead of waiting to claim a creditHow to report. Attach a schedule
on Form 4136. See the instructions forRecapture of low-income housing showing the computation of each item
Form 8849 and Pub. 378, Fuel Taxcredit. If the organization disposed of included in, or subtracted from, the total
Credits and Refunds, for moreproperty (or there was a reduction in the on line 43. On the dotted line next to line
information.qualified basis of the property) for which it 43, specify (a) the applicable Code

took the low-income housing credit, it may section, (b) the type of tax, and (c) enter Line 47—Tax Dueowe a tax. See Form 8611, Recapture of the amount of tax.
Domestic organizations owing less thanLow-Income Housing Credit, and section

Line 44b—Estimated Tax $500 and foreign organizations that do42(j) for details.
not have an office or place of business inEnter the total estimated tax paymentsInterest due under the look-back
the United States should enclose a checkmade for the tax year.method. If the organization used the
or money order (in U.S. funds), madelook-back method for certain long-term If an organization is the beneficiary of payable to the United States Treasury,contracts, see Form 8697 for information a trust, and the trust makes a section with Form 990-T.on figuring the interest the organization 643(g) election to credit its estimated tax

may have to include. The organization Domestic organizations owing $500 orpayments to its beneficiaries, include the
may also have to include interest due more and foreign organizations with anorganization’s share of the estimated tax
under the look-back method for property office or place of business in the Unitedpayment in the total amount entered here.
depreciated under the income forecast States should see Depository Method ofIn the entry space to the left of line 44b,
method. See Form 8866, Interest Tax Payment on page 3.write “T” and the amount attributable to it.
Computation Under the Look-Back

Line 44d—ForeignMethod for Property Depreciated Under Part V—Statements
the Income Forecast Method. Organizations

Regarding CertainOther. Additional taxes and interest Enter the tax withheld on unrelated
amounts may be included in the total business taxable income from U.S. Activities and Other
entered on line 42. Check the box for sources that is not effectively connected Information“Other” if the organization includes any of with the conduct of a trade or business
the taxes and interest discussed below. within the United States. Attach Form Complete all items in Part V.
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Line 1. Check “Yes” if either 1 or 2 below This authorization applies only to theSignature
applies: individual whose signature appears in the

Corporations.  The return must be “Paid Preparer’s Use Only” section of its1. At any time during the year the signed and dated by the president, vice return. It does not apply to the firm, if any,organization had an interest in or president, treasurer, assistant treasurer, shown in that section.signature or other authority over a chief accounting officer, or by any other
financial account in a foreign country If the “Yes” box is checked, thecorporate officer (such as tax officer)
(such as a bank account, securities organization is authorizing the IRS to callauthorized to sign. Receivers, trustees, or
account, or other financial account); and the paid preparer to:assignees must also sign and date any • Give the IRS any information that isa. The combined value of the return filed on behalf of the organization.

missing from its return,accounts was more than $10,000 at any Trusts.  The return must be signed and • Call the IRS for information about thetime during the year; and dated by the individual fiduciary, or by the processing of its return or the status of itsb. The accounts were not with a U.S. authorized officer of the trust receiving or refund or payment(s), andmilitary banking facility operated by a U.S. having custody or control and • Respond to certain IRS notices that thefinancial institution. management of the income of the trust. If organization has shared with the preparer2. The organization owns more than two or more individuals act jointly as about a math error, offsets, and return50% of the stock in any corporation that fiduciaries, any one of them may sign. preparation. The notices will not be sentwould answer “Yes” to item 1 above.
Special rule for IRA trusts.  A to the preparer.

trustee of IRA trusts may use a facsimile The organization is not authorizing theIf the “Yes” box is checked, write the signature if all of the following conditions paid preparer to receive any refundname of the foreign country or countries. are met: check, bind the organization to anythingAttach a separate sheet if more space is • Each group of returns sent to the IRS (including any additional tax liability), orneeded. must be accompanied by a letter signed otherwise represent the organization
by the person authorized to sign the before the IRS. If the organization wantsGet Form TD F 90-22.1, Report of returns declaring, under penalties of to expand the paid preparer’sForeign Bank and Financial Accounts, to perjury, that the facsimile signature authorization, see Pub. 947, Practicesee if the organization is considered to appearing on the returns is the signature Before the IRS and Power of Attorney.have an interest in or signature or other adopted by that person to sign the returnsauthority over a financial account in a The authorization cannot be revoked.filed and that the signature was affixed toforeign country (such as a bank account, However, the authorization willthe returns by that person or at thatsecurities account, or other financial automatically end no later than the dueperson’s direction.account). The organization can obtain date (excluding extensions) for filing the• The letter must also list each return byForm TD F 90-22.1 from the IRS Forms 2004 Form 990-T.the name and EIN of the IRA trust.Distribution Center or by calling • After the facsimile signature is affixed,1-800-TAX-FORM (1-800-829-3676) or no entries on the return may be alteredby downloading it from the IRS website at Schedule A—Cost ofother than to correct discernible arithmeticwww.irs.gov. If the organization is errors.required to file this form, file it by June 30, Goods Sold• A manually signed copy (of the letter2004, with the Department of the Generally, inventories are required at thesubmitted to the IRS with the returns andTreasury at the address shown on the beginning and end of each tax year if thea record of any arithmetic errorsform. Do not file it with the IRS or attach it production, purchase, or sale ofcorrected) must be retained on behalf ofto Form 990-T. merchandise is an income-producingthe IRA trusts listed in the letter and it

factor. See Regulations section 1.471-1.must be available for inspection by theLine 2. The organization may be required
IRS. However, if the organization is ato file Form 3520, Annual Return To

qualifying taxpayer or a qualifying smallReport Transactions With Foreign Trusts The above instructions regarding business taxpayer, it may adopt orand Receipt of Certain Foreign Gifts, if: facsimile signatures do not apply change its accounting method to account• It directly or indirectly transferred to paid preparers.CAUTION
!

for inventoriable items in the samemoney or property to a foreign trust. For
manner as materials and supplies that arePaid preparer.  If an officer of thethis purpose, any U.S. person who
not incidental.organization filled in its return, the paidcreated a foreign trust is considered a

preparer’s space should remain blank.transferor. A qualifying taxpayer is a taxpayer
Anyone who prepares the return but does• It is treated as the owner of any part of (a) whose average annual gross receipts
not charge the organization should notthe assets of a foreign trust under the are $1 million or less for each tax year
sign the return. Certain others whograntor trust rules. ending on or after December 17, 1998
prepare the return should not sign. For• It received a distribution from a foreign and (b) whose business is not a tax
example, a regular, full-time employee oftrust. shelter (as defined in section 448(d)(3)).
the organization, such as a clerk,

A qualifying small businesssecretary, etc., should not sign.For more information, see the
taxpayer is a taxpayer (a) whose averageinstructions for Form 3520. Generally, anyone who is paid to annual gross receipts are more than $1

prepare the organization’s tax return must million but not more than $10 million forAn owner of a foreign trust must sign it and fill in the “Paid Preparer’s Use each tax year ending on or afterensure that the trust files an Only” area. December 31, 2000, (b) whose businessannual information return on FormCAUTION
!

is not a tax shelter (as defined in sectionThe paid preparer must complete the3520-A, Annual Information Return of 448(d)(3)), and (c) whose principalrequired preparer information:Foreign Trust With a U.S. Owner. For business activity is not an ineligible• Sign the return in the space provideddetails, see the Instructions for Form business as explained in Rev. Proc.for the preparer’s signature.3520-A. 2002-28, 2002-18 I.R.B. 815.• Give a copy of the return to the
organization.Line 3. Report any tax-exempt interest Under this accounting method,

received or accrued in the space Paid Preparer Authorization. If the inventory cost for raw materials
provided. Include any exempt-interest organization wants to allow the IRS to purchased for use in producing finished
dividends received as a shareholder in a discuss its 2003 tax return with the paid goods and merchandise purchased for
mutual fund or other regulated investment preparer who signed it, check the “Yes” resale are deductible in the year the
company. box in the signature area of the return. finished goods or merchandise are sold
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(but not before the year the organization LIFO Inventory Method, or a statement line 6, and applicable expenses on Part II,
paid for the raw materials or merchandise with the information required by Form lines 14 through 28. All rents except those
if it is also using the cash method). 970. that are exempt function income must be

included.If the organization changed orFor additional guidance on this method
extended its inventory method to LIFOof accounting for inventoriable items, see

All organizations that have applicableand had to write up the opening inventoryRev. Proc. 2001-10, 2001-2 I.R.B. 272 if
rent income, other than section 501(c)(7),to cost in the year of election, report thethe organization is a qualifying taxpayer
(9), and (17) organizations, shouldeffect of this write up as other incomeor Rev. Proc. 2002-28 if the organization
complete Schedule C on page 3 of the(line 12, page 1) proportionately over ais a qualifying small business taxpayer.
return. For organizations other than3-year period that begins in the tax yearAlso, see Pub.538.
section 501(c)(7), (9), and (17)the LIFO election was made (sectionEnter amounts paid for all raw organizations, only the following rents are472(d)).materials and merchandise during the tax taxable in Part I, line 6:

Schedule A, line 1. If the organization isyear on line 2. The amount the
1. Rents from personal propertychanging its method of accounting to noorganization can deduct for the tax year is

leased with real property, if the rents fromlonger account for inventories, it mustfigured on line 7.
the personal property are more than 10%refigure last year’s closing inventory usingAll filers not using the cash method of of the total rents received or accruedthe new method of accounting and enteraccounting should see Section 263A under the lease, determined at the timethe result on line 1. If there is a differenceuniform capitalization rules in the the personal property is placed in service.between last year’s closing inventory andinstructions for Limitations on 2. Rents from real and personalthe refigured amount, attach anDeductions on page 9 before completing property if:explanation and take it into account whenSchedule A. The instructions for lines 4a, a. More than 50% of the total rentsfiguring the organization’s section 481(a)4b, and 6 below apply to Schedule A. received or accrued under the lease areadjustment (explained on page 6).

Inventory valuation methods. for personal property; orSchedule A, line 4a. An entry is requiredInventories can be valued at: b. The amount of the rent depends onon this line only for organizations that
1. Cost as described in Regulations the income or profits derived by anyhave elected a simplified method of

section 1.471-3, person from the property leased (exceptaccounting.
2. Lower of cost or market as an amount based on a fixed percentage

For organizations that have elected thedescribed in Regulations section 1.471-4, of receipts or sales).
simplified production method,or
additional section 263A costs are3. Any other method approved by the A redetermination of the percentage ofgenerally those costs, other than interest,IRS that conforms to the requirements of rent for personal property is requiredthat are now required to be capitalizedthe applicable regulations cited below. when either:under section 263A but that were not
capitalized under the organization’s 1. There is an increase of 100% orHowever, if the organization is using
method of accounting immediately prior to more by the placing of additional orthe cash method of accounting, it is
the effective date of section 263A. For substitute personal property in service; orrequired to use cost.
details, see Regulations section 2. There is a modification of the leaseA small producer is one whose
1.263A-2(b). that changes the rent charged.average annual gross receipts are $1

For organizations that have elected themillion or less. Small producers that
simplified resale method, additional Rents from both real and personalaccount for inventories in the same
section 263A costs are generally those property not taxable in Part I, line 6, maymanner as materials and supplies that are
costs incurred with respect to the be taxable on line 8 if the income is fromnot incidental may currently deduct
following categories: off-site storage or a controlled organization or on line 7 if theexpenditures for direct labor and all
warehousing; purchasing; handling, such property is debt-financed. Taxability of theindirect costs that would otherwise be
as processing, assembling, repackaging rents must be considered in that order;included in inventory costs.
and transporting; and general and that is, rents not taxed on line 6 may beThe average cost (rolling average)
administrative costs (mixed service taxed on line 8 and rents not taxed on linemethod of valuing inventories generally
costs). For details, see Regulations 6 or line 8 may be taxed on line 7.does not conform to the requirement of
section 1.263A-3(d).the regulations. See Rev. Rul. 71-234,

Rents from personal property that isEnter on line 4a the balance of section1971-1 C.B. 148.
not leased with real property should be263A costs paid or incurred during the taxOrganizations that use erroneous reported on line 12 of Part I.year not included on lines 2 and 3.valuation methods must change to a

Schedule A, line 4b. Enter on line 4bmethod permitted for Federal income tax See Form 8582 (for trusts) or Form
any costs paid or incurred during the taxpurposes. File Form 3115 to make this 8810 (for corporations) and section 469
year not entered on lines 2 through 4a.change. for limitations on losses from rental
Schedule A, line 6. See Regulations activities.Inventory may be valued below cost
sections 1.263A-1 through 3 for details onwhen the merchandise is unsalable at
figuring the amount of additional sectionnormal prices, or unusable in the normal
263A costs to be included in endingway because the goods are subnormal Schedule E—Unrelatedinventory.because of damage, imperfections, shop

If the organization accounts forwear, etc., within the meaning of Debt-Financed Income
inventories in the same manner asRegulations section 1.471-2(c). The Schedule E applies to all organizations
materials and supplies that are notgoods may be valued at the current bona except sections 501(c)(7), (9), and (17)
incidental, enter on line 6 the portion of itsfide selling price, minus direct cost of organizations.
raw materials and merchandisedisposition (but not less than scrap value)
purchased for resale that are included onif such a price can be established. When debt-financed property is held
line 5 and were not sold during the year.If this is the first year the Last-in for exempt purposes and other purposes,

First-out (LIFO) inventory method was the organization must allocate the basis,
either adopted or extended to inventory debt, income, and deductions among theSchedule C—Rent Incomegoods not previously valued under the purposes for which the property is held.
LIFO method provided in section 472, Section 501(c)(7), (9), and (17) Do not include in Schedule E amounts
attach Form 970, Application To Use organizations, enter gross rents on Part I, allocated to exempt purposes.
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For section 514 purposes, do not on the first day of each calendar month debt-basis percentage(s)) included in
treat an interest in a qualified during that part of the tax year that the column 8.
state tuition program (QSTP) as organization holds the property. AddCAUTION

!
When a capital loss for the tax yeardebt. However, a QSTP’s investment these amounts together, and divide the

may be carried back or carried over toincome is treated as debt-financed result by the total number of months
another tax year, the amount to carry overincome if the QSTP incurs indebtedness during the tax year that the organization
or back is figured by using the percentagewhen acquiring or improving held the property. See section 514(a) and
determined above. However, in the yearincome-producing property. the related regulations for property
to which the amounts are carried, do notacquired for an indeterminate price.Column 1—Description of apply the debt-basis percentage to

debt-financed property. Any property Column 5. The average adjusted basis determine the deduction for that year.
held to produce income is debt-financed for debt-financed property is the average

Example 1. An exempt organizationproperty if at any time during the tax year of the adjusted basis of the property on
owns a four-story building. Two floors arethere was acquisition indebtedness the first and last days during the tax year
used for an exempt purpose and twooutstanding for the property. When any that the organization holds the property.
floors are rented (as an unrelated trade orproperty held for the production of income Determine the adjusted basis of property
business) for $10,000. Expenses areby an organization is disposed of at a under section 1011. Adjust the basis of
$1,000 for depreciation and $5,000 forgain during the tax year, and there was the property by the depreciation for all
other expenses that relate to the entireacquisition indebtedness outstanding for earlier tax years, whether or not the
building. The average acquisitionthat property at any time during the organization was exempt from tax for any
indebtedness is $6,000, and the average12-month period before the date of of these years. Similarly, for tax years
adjusted basis is $10,000. Both apply todisposition, the property is debt-financed during which the organization is subject to
the entire building.property. Securities purchased on margin tax on unrelated business taxable

are considered debt-financed property if income, adjust the basis of the property
To complete Schedule E for thisthe liability incurred in purchasing them by the entire amount of allowable

example, describe the property in columnremains outstanding. depreciation, even though only a part of
1. Enter $10,000 in column 2 (since thethe deduction for depreciation is takenAcquisition indebtedness is the entire amount is for debt-financedinto account in figuring unrelatedoutstanding amount of principal debt property), $500 and $2,500 in columnsbusiness taxable income.incurred by the organization to acquire or 3(a) and 3(b), respectively (since only

improve the property: If no adjustments to the basis of one-half of the expenses are for the
property under section 1011 apply, the1. Before the property was acquired debt-financed property), $3,000 and
basis of the property is cost.or improved, if the debt was incurred $5,000 in columns 4 and 5, respectively

because of the acquisition or (since only one-half of the acquisitionSee section 514(d) and the related
improvement of the property; or indebtedness and the average adjustedregulations for the basis of debt-financed

2. After the property was acquired or basis are for debt-financed property),property acquired in a complete or partial
improved, if the debt was incurred 60% in column 6, $6,000 in column 7, andliquidation of a corporation in exchange
because of the acquisition or $1,800 in column 8.for its stock.
improvement, and the organization could Column 7. The amount of income from Example 2. Assume the same factsreasonably foresee the need to incur the debt-financed property included in as in Example 1, except the entiredebt at the time the property was unrelated trade or business income is building is rented out as an unrelatedacquired or improved. figured by multiplying the property’s gross trade or business for $20,000. To

income by the percentage obtained from complete Schedule E for this example,With certain exceptions, acquisition
dividing the property’s average acquisition enter $20,000 in column 2, $1,000 andindebtedness does not include debt
indebtedness for the tax year by the $5,000 in columns 3(a) and 3(b),incurred by:
property’s average adjusted basis during respectively (since the entire amount is1. A qualified (section 401) trust in the period it is held in the tax year. This for debt-financed property), $6,000 andacquiring or improving real property. See percentage cannot be more than 100%. $10,000 in columns 4 and 5 (since thesection 514(c)(9) for more details.

entire amount is for debt-financedColumn 8. For each debt-financed2. A tax-exempt school (section
property), 60% in column 6, $12,000 inproperty, deduct the same percentage (as170(b)(1)(A)(ii)) and its affiliated support
column 7, and $3,600 in column 8.determined above) of the total deductionsorganizations (section 509(a)(3)) for

that are directly connected to the incomeindebtedness incurred after July 18, 1984.
(including the dividends-received3. An organization described in
deductions allowed by sections 243, 244,section 501(c)(25) in tax years beginning Schedule F—Interest,
and 245). However, if the debt-financedafter December 31, 1986. Annuities, Royalties, andproperty is depreciable property, figure
the depreciation deduction by the straightSee Pub. 598 for additional exceptions Rents From Controlledline method only, and enter the amount into the rules for debt-financed property.
column 3(a). OrganizationsColumn 2. Income is not unrelated

Interest, annuities, royalties, and rentsFor each debt-financed property,debt-financed income if it is otherwise
received or accrued (directly or indirectly)attach schedules showing separately aincluded in unrelated business taxable
by a controlling organization from acomputation of the depreciation deductionincome. For example, do not include rents
controlled organization are subject to tax,(if any) reported in column 3(a) and afrom personal property shown in
whether or not the activity conducted bybreakdown of the expenses included inSchedule C, or rents and interest from
the controlling organization to earn thesecolumn 3(b). Corporations owning stockcontrolled organizations shown in
amounts is a trade or business or isthat is unrelated debt-financed propertySchedule F.
regularly carried on.should see Schedule C (Dividends andColumn 4. Average acquisition

Special Deductions) of Form 1120, U.S.indebtedness for any tax year is the Controlled OrganizationCorporation Income Tax Return, toaverage amount of the outstanding
determine the dividends-received An entity is a “controlled organization” ifprincipal debt during the part of the tax
deductions to include in column 3(b). the controlling organization owns:year the property is held by the

organization. To figure the average Enter on the last line of Schedule E, • By vote or value more than 50% of a
amount of acquisition debt, determine the the total dividends-received deductions corporation’s stock (for an organization
amount of the outstanding principal debt (after reduction, when applicable, by the that is a corporation);
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• More than 50% of a partnership’s where necessary. The organization may years after the date of the sale, the gain
profits or capital interests (for an not take the dividends-received from the sale will be recognized only to
organization that is a partnership); or deductions in figuring net investment the extent that the sales price of the old
• More than 50% of the beneficial income because they are not treated as property is more than the cost of the other
interests in an organization (for an directly connected with the production of property. The other property need not be
organization other than a corporation or gross income. similar in type or use to the old property.
partnership). The organization must notify the IRS ofSection 501(c)(7), (9), and (17)

the sale by a statement attached to theTo determine the ownership of stock in organizations may set aside income that
return, or other written notice.a corporation, apply the principles of would otherwise be taxable under section

section 318 (constructive ownership of 512(a)(3). However, income derived from To compute the gain on the sale of
stock). Apply similar principles to an unrelated trade or business may not depreciable property, see the instructions
determine the ownership of interests in a be set aside and thus cannot be exempt for column 5 of Schedule E to determine
partnership or any other organization. function income. In addition, any income the adjusted basis of the property.

set aside and later expended for otherSpecified payment means any
purposes must be included in income.payment of interest, annuity, royalty, or

Schedule I—Exploitedrent. Include the specified payment in Sections 501(c)(7), (9), and (17)
gross income to the extent that the organizations will not be taxed on income Exempt Activity Income,payment reduces the net unrelated set aside for:
income (or increases the net unrelated Other Than Advertising1. Religious, charitable, scientific,
loss) of the controlled organization. literary, or educational purposes, or for Income

If any part of a specified payment is the prevention of cruelty to children or
A section 501(c)(7), (9), or (17)included in gross income, Schedule F animals;
organization does not report exploitedmust be completed. 2. The payment of life, sick, accident,
exempt activity income in Schedule I.or other benefits by a section 501(c)(9) orNet unrelated income means: Report the income in Part I, line 1a(17) organization. The amount allowed as• For a controlled organization that is instead, or the appropriate line for thea set aside may not exceed a limitexempt from tax under section 501(a), particular kind of income.determined using section 419A. Seethe unrelated business taxable income of

sections 419A and 512(a)(3)(E) for Exempt organizations (other thanthe controlled organization.
details; section 501(c)(7), (9), or (17)• For a controlled organization that is not

3. Reasonable administration costs organizations) that have gross incomeexempt from tax under section 501(a),
directly connected with 1 and 2 above. from an unrelated trade or businessthe part of the controlled organization’s

activity that exploits an exempt activitytaxable income that would be unrelated
Report income set aside in column 4 of (other than advertising income) shouldbusiness taxable income if the controlled

Schedule G. Amounts set aside are not complete Schedule I. See Regulationsorganization was tax exempt under
deductible under section 170 or any other section 1.513-1(d)(4)(iv) for a definition ofsection 501(a) and had the same
section of the Code. exploited exempt activity.tax-exempt purpose as the controlling

The organization may elect to treatorganization. An organization may take all
income set aside by the date for filing the deductions directly connected with theNet unrelated loss means the net
return, including any extensions of time, gross income from the unrelated trade oroperating loss using rules similar to those
as income set aside in the tax year for business activity. In addition, thediscussed under Net unrelated income.
which the return is filed. The income set organization may take into account all
aside must have been includible in gross deductible items attributable to the
income for that earlier tax year. exploited exempt activity, with theSchedule G—Investment

following limitations:Although set aside income may beIncome of a Section accumulated, any accumulation that is 1. Reduce the deductible items of the
unreasonable will be evidence that the set exempt activity by the income from the501(c)(7), (9), or (17)
aside was not for the purposes described activity;Organization above. 2. Limit the net amount of deductible

items arrived at in 1 above for the exemptGenerally, for section 501(c)(7), (9), or Net investment income set aside must
activity to the net unrelated business(17) organizations, unrelated trade or be specifically earmarked as such, or
income from the exploited exempt activity;business income includes all gross placed in a separate account or fund

3. Exclude income and expenses ofincome from nonmembers with certain (except for an employees’ association
the exempt activity in figuring a lossmodifications. See section 512(a)(3)(A). which, by the terms of its governing
carryover or carryback from the unrelatedReport on Schedule G all income from instrument, must use its net investment
trade or business activity exploiting theinvestments in securities and other similar income for the purposes stated in 2
exempt activity; andinvestment income from nonmembers, above).

4. Exclude deductible items of theincluding 100% of income and directly These rules apply to a corporation exempt activity in figuring unrelated tradeconnected expenses from debt-financed described in section 501(c)(2) (title or business income from an activity that isproperty. Do not report nonmember holding corporation) whose income is not exploiting the same exempt activity.income from debt-financed property on payable to an organization described inSchedule E. section 501(c)(7), (9), or (17) if it files a Therefore, the net includible exploitedAll section 501(c)(7), (9), and (17) consolidated return with the section exempt activity income is the unrelatedorganizations figure their investment 501(c)(7), (9), or (17) organization. business taxable income minus theincome using Schedule G. Do not include
If a section 501(c)(7), (9), or (17) excess of the exempt activity expensesinterest on state and local governmental

organization (or a title holding corporation over the exempt activity income. If theobligations described in section 103(a).
described above) sells property that was income from the exempt activity exceeds

Investment income includes all income used for the exempt function of the the exempt activity expenses, do not add
from debt-financed property. section 501(c)(7), (9), or (17) that profit to the net income from the

Deduct only those expenses that are organization, and buys other property unrelated business activity. If two or more
directly connected to the net investment used for the organization’s exempt unrelated trade or business activities
income. Allocate deductions between function within a period beginning 1 year exploit the same exempt activity, treat
exempt activities and other activities before the date of the sale, and ending 3 those activities as one on Schedule I.
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Attach a separate schedule showing the Consolidated periodicals. If an directly attributable to the organization’s
computation. organization publishes two or more unrelated trade or business activities.

periodicals, it may elect to treat the gross If taxable fringe benefits are provided
income for all (but not less than all) to your employees, such as personal use
periodicals, and deductions directlySchedule J—Advertising of a car, do not deduct as salaries and
connected with those periodicals wages the amounts you deducted forIncome (including excess readership costs), as if depreciation and other deductions.

A section 501(c)(7), (9), or (17) the periodicals were one to determine its
organization does not report advertising unrelated business taxable income. This

Paperwork Reduction Act Notice. Weincome on Schedule J. Instead, report rule only applies to periodicals published
ask for the information on this form tothat income in Part I, line 1a. for the production of income. A periodical
carry out the Internal Revenue laws of theis considered published for the productionAn exempt organization (other than a
United States. You are required to give usof income if gross advertising income ofsection 501(c)(7), (9), or (17)
the information. We need it to ensure thatthe periodical is at least 25% of theorganization) that earned gross income
you are complying with these laws and toreadership costs, and the periodical is anfrom the sale of advertising in an exempt
allow us to figure and collect the rightactivity engaged in for profit.organization periodical must complete
amount of tax.Schedule J. The part of the advertising

You are not required to provide theincome taken into account is determined
information requested on a form that isSchedule K—as follows:
subject to the Paperwork Reduction Act1. If direct advertising costs Compensation of Officers, unless the form displays a valid OMB(expenses directly connected with
control number. Books or records relatingDirectors, and Trusteesadvertising income) are more than
to a form or its instructions must beadvertising income (unrelated business Complete columns 1 through 4, Schedule retained as long as their contents mayincome), deduct that excess in figuring K, for those officers, directors, and become material in the administration ofunrelated business taxable income from trustees whose salaries or other any Internal Revenue law. Generally, taxany other unrelated trade or business compensation are allocable to unrelated returns and return information areactivity carried on by the organization. business gross income. Do not include in confidential, as required by section 6103.2. If advertising income is more than column 4 compensation that is deducted

The time needed to complete and filedirect advertising costs, and circulation on lines 15, 28, or Schedules A through J
this form will vary depending on individualincome (exempt activity income) equals of Form 990-T.
circumstances. The estimated averageor exceeds readership costs (exempt Include on Schedule K (or elsewhere time is:activity expenses), then unrelated on the return) only compensation that is

business taxable income is the excess of Recordkeeping . . . . . . . 66 hr., 28 min.directly attributable to the unrelated trade
advertising income over direct advertising or business activities of the organization. Learning about the law orcosts. If personnel is used both to carry on the form . . . . . . . . . . . . 25 hr., 41 min.3. If advertising income is more than exempt activities and to conduct
direct advertising costs, and readership Preparing the form . . . . . 41 hr., 51 min.unrelated trade or business activities, the
costs are more than circulation income, salaries and wages of those individuals Copying, assembling, andthen unrelated business taxable income is will be allocated between the activities. sending the form to the
the excess of total income (advertising For example, assume an exempt IRS . . . . . . . . . . . . . . . . 4 hr., 1 min.
income and circulation income) over total organization derives gross income from
periodical costs (direct advertising costs If you have comments concerning thethe conduct of certain unrelated trade or
and readership costs). accuracy of these time estimates orbusiness activities. The organization pays

4. If the readership costs are more suggestions for making this form simpler,its president a salary of $65,000 a year.
than the circulation income, and the net we would be happy to hear from you. YouTen percent of the president’s time is
readership costs are more than the can write to the Tax Productsdevoted to the unrelated business activity.
excess of advertising income over direct Coordinating Committee, Western AreaOn Form 990-T, the organization enters
advertising costs, no loss is allowable. Distribution Center, Rancho Cordova, CA$6,500 (10% of $65,000) on Schedule K
See Regulations section 95743-0001. Do not send the Formfor the part of the president’s salary
1.512(a)-1(f)(2)(ii)(b). 990-T to this address. Instead, seeallocable to the unrelated trade or

Where To File on page 3.business activity. However, the remainingFor allocating membership receipts to
$58,500 (90% of $65,000) cannot becirculation income, see Rev. Rul. 81-101,
deducted on Form 990-T because it is not1981-1 C.B. 352.
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Codes for Unrelated Business Activity
(If engaged in more than one unrelated business activity, select up to two codes for the principal activities. List first the largest in terms of gross
unrelated income, then the next largest. Be sure to classify your unrelated activities, rather than your related activities. For example, code income
from advertising in publications as 541800, Advertising and related services, rather than selecting a code describing a printing or publishing
activity. Also, if possible, select a code that more specifically describes your unrelated activity, rather than a code for a more general activity.)

AGRICULTURE, FORESTRY, HUNTING,
AND FISHING

Code
110000 Agriculture, forestry, hunting, and fishing
111000 Crop production

MINING
Code
211110 Oil and gas extraction
212000 Mining (except oil and gas)

CONSTRUCTION
Code
230000 Construction
236000 Construction of buildings

MANUFACTURING
Code
310000 Manufacturing
323100 Printing and related support activities

Merchant wholesalers, nondurable goods

RETAIL TRADE
Code

442000 Furniture and home furnishings stores

444100 Building materials and supplies dealers
445100 Grocery stores

446110 Pharmacies and drug stores

TRANSPORTATION AND WAREHOUSING
Code
480000
485000

FINANCE AND INSURANCE
Code

REAL ESTATE AND RENTAL AND LEASING
Code

Code
621110

Medical equipment and supplies manufacturing339110

WHOLESALE TRADE
CodeCode
423000 Merchant wholesalers, durable goods
424000

448000
451110
451211
452000

453220
453310
454110

Clothing and clothing accessories stores
Sporting goods stores
Book stores
General merchandise stores

Gift, novelty, and souvenir stores
Used merchandise stores
Electronic shopping and mail-order houses

Transportation
Transit and ground passenger transportation

INFORMATION

Newspaper publishers (except Internet)
Periodical publishers (except Internet)

Other publishers (except Internet)

Depository credit intermediation (including
commercial banking, savings institutions, and
credit unions)

Direct life insurance carriers

Direct property and casualty insurance carriers
Third-party administration of insurance and
pension funds
All other insurance-related activities
Insurance and employee benefit funds
Trusts, estates, and agency accounts

Accounting, tax preparation, bookkeeping, and
payroll services
Architectural, engineering, and related services
Testing laboratories

Other computer-related services
Management consulting services
Scientific research and development services

HEALTHCARE AND SOCIAL ASSISTANCE

Offices of physicians
Offices of other health practitioners
Outpatient care centers
Medical and diagnostic laboratories
Home health care services
Ambulance services
All other ambulatory health care services
Nursing and residential care facilities
Other residential care facilities
Individual and family services

Vocational rehabilitation services
Child day care services

ARTS, ENTERTAINMENT, AND
RECREATION

Theater companies and dinner theaters
Dance companies
Musical groups and artists

Amusement and theme parks

Hotels (except casino hotels) and motels
RV (recreational vehicle) parks and recreational
camps
Rooming and boarding houses
Full-service restaurants
Limited-service eating places
Caterers
Drinking places (alcoholic beverages)

Code
511110
511120

511190

522100

524113

524126
524292

524298
525100
525920

Code

PROFESSIONAL, SCIENTIFIC, AND
TECHNICAL SERVICES

541200

541300
541380
541511

541610
541700

EDUCATIONAL SERVICES
Code

611710

611600

Educational support services

Other schools and instruction (other than
elementary and secondary schools or colleges
and universities, which should select a code to
describe their unrelated activities)

621300
621400
621500
621610
621910
621990
623000
623990
624100

624310
624410

Code

ACCOMMODATION AND FOOD SERVICES

711110
711120
711130

713110

Code

721110
721210

721310
722100
722210
722320
722410

UTILITIES

221000 Utilities

441100 Automobile dealers

Specialty food stores

511130 Book publishers (except Internet)

541100 Legal services

624200 Community food and housing, and emergency
and other relief services

721000 Accomodation

713200 Gambling industries

713990 All other amusement and recreation industries
(including skiing facilities, marinas, and bowling
centers)

OTHER SERVICES

811000 Repair and maintenance
812300 Drycleaning and laundry services
812900 Other personal services
812930 Parking lots and garages

OTHER

900000 Unrelated debt-financed activities other than
rental of real estate

900001 Investment activities of section 501(c)(7), (9), or
(17) organizations

900002 Rental of personal property
900003 Passive income activities with controlled

organizations
900004 Exploited exempt activities

512000 Motion picture and sound recording industries
515100 Radio and television broadcasting (except

Internet)

517000 Telecommunications (including paging, cellular,
satellite, cable, and other telecommunications)

523000 Securities, commodity contracts, and other
financial investments and related activities

525990 Other financial vehicles

531110 Lessors of residential buildings and dwellings
531120 Lessors of nonresidential buildings (except

miniwarehouses)
531190 Lessors of other real estate property
531310 Real estate property managers
531390 Other activities related to real estate
532000 Rental and leasing services
532420 Office machinery and equipment rental and

leasing
533110 Lessors of nonfinancial intangible assets

(except copyrighted works)

541800 Advertising and related services
541860 Direct mail advertising
541900 Other professional, scientific, and technical

services

ADMINISTRATIVE AND SUPPORT AND
WASTE MANAGEMENT AND

REMEDIATION SERVICES

561000 Administrative and support services
561300 Employment services
561439 Other business service centers (including copy

shops)
561499 All other business support services
561500 Travel arrangement and reservation services
561520 Tour operators
561700 Services to buildings and dwellings

Code

445200

Code

Code
Code

443120 Computer and software stores

493000 Warehousing and storage

MANAGEMENT OF COMPANIES AND
ENTERPRISES

551111 Offices of bank holding companies
551112 Offices of other holding companies

Code

453000 Miscellaneous store retailers

524114 Direct health and medical insurance carriers

541519
Custom computer programming services446199 All other health and personal care stores

511140 Directory and mailing list publishers (except
Internet)

516110 Internet publishing and broadcasting

518112 Web search portals
518111 Internet service providers

518210
519100

Data processing, hosting, and related services
Other information services

522200 Nondepository credit intermediation (including
credit card issuing and sales financing)

Golf courses and country clubs
713940 Fitness and recreational sports centers
713910

Other performing art companies
Spectator sports (including sports clubs
and racetracks
Promoters of performing arts, sports, and
simiilar events

711190
711210

711300

Waste Management and Remediation Services
Code
562000 Waste management and remediation services

(sanitary services)

Administrative and Support Services
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