
Userid: ________ DTD INSTR04 Leadpct: 0% Pt. size: 9.5 ❏ Draft ❏ Ok to Print

PAGER/SGML Fileid: ...\documents\epicfiles\2007 Epic Files\I1120SOKToPrintDec212007.sgm (Init. & date)

Page 1 of 41 Instructions for Form 1120S 16:42 - 21-DEC-2007

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

Department of the Treasury
Internal Revenue Service2007

Instructions for Form 1120S
U.S. Income Tax Return for an S Corporation

Section references are to the Internal • The election to deduct GO ZoneContents Page
Revenue Code unless otherwise noted. clean-up costs does not apply to costsSpecific Instructions

paid or incurred after December 31,(Schedules K and K-1, PartContents Page
2007.III) . . . . . . . . . . . . . . . . . . . . . . . .22What’s New . . . . . . . . . . . . . . . . . . . .1 • The foreign tax credit categoriesSchedule L . . . . . . . . . . . . . . . . . . .34Photographs of Missing
have changed. See page 29.Schedule M-1 . . . . . . . . . . . . . . . . .35Children . . . . . . . . . . . . . . . . . . . . .1 • Changes have been made to the listSchedule M-2 . . . . . . . . . . . . . . . . .35Unresolved Tax Issues . . . . . . . . . . .1 of principal business activity codes. See

Privacy Act and PaperworkDirect Deposit of Refund . . . . . . . . . .2 the list beginning on page 38.
Reduction Act Notice . . . . . . . . . .37How To Get Forms and

Principal Business ActivityPublications . . . . . . . . . . . . . . . . . .2 Photographs of
Codes . . . . . . . . . . . . . . . . . . . . .38General Instructions . . . . . . . . . . . .2

Missing ChildrenIndex . . . . . . . . . . . . . . . . . . . . . . .41Purpose of Form . . . . . . . . . . . . . . . .2
Who Must File . . . . . . . . . . . . . . . . . .2 The Internal Revenue Service is a

proud partner with the National CenterTermination of Election . . . . . . . . . . .2 What’s New
for Missing and Exploited Children.Electronic Filing . . . . . . . . . . . . . . . . .3 • For tax years ending on or after Photographs of missing childrenWhen To File . . . . . . . . . . . . . . . . . .3 December 31, 2007, corporations (and selected by the Center may appear inWhere To File . . . . . . . . . . . . . . . . . .3 entities eligible to elect to be treated as instructions on pages that wouldWho Must Sign . . . . . . . . . . . . . . . . .3 corporations) may be able to make an otherwise be blank. You can help bring

election to be an S corporation by filingPaid Preparer Authorization . . . . . . . .4 these children home by looking at the
Form 2553, Election by a SmallAssembling the Return . . . . . . . . . . .4 photographs and calling
Business Corporation, with FormDepository Methods of Tax 1-800-THE-LOST (1-800-843-5678) if
1120S. For details, see the InstructionsPayment . . . . . . . . . . . . . . . . . . . .4 you recognize a child.
for Form 2553.Estimated Tax Payments . . . . . . . . . .4 • A corporation that voluntarily filesInterest and Penalties . . . . . . . . . . . .5 Unresolved Tax IssuesSchedule M-3 (Form 1120S) will now

Accounting Methods . . . . . . . . . . . . .5 If the corporation has attempted to dealfile with the Ogden Service Center. See
Accounting Period . . . . . . . . . . . . . . .5 with an IRS problem unsuccessfully, itWhere To File on page 3.
Rounding Off to Whole Dollars . . . . .6 should contact the Taxpayer Advocate.• For returns required to be filed after
Recordkeeping . . . . . . . . . . . . . . . . .6 The Taxpayer Advocate independentlyDecember 20, 2007, a new late filing

represents the corporation’s interestsAmended Return . . . . . . . . . . . . . . . .6 penalty may apply. See Late filing of
and concerns within the IRS byreturn on page 5.Other Forms and Statements
protecting its rights and resolving• A corporation that is a policyholderThat May Be Required . . . . . . . . . .6
problems that have not been fixedon certain life insurance contractsPassive Activity Limitations . . . . . . . .6
through normal channels.issued after August 17, 2006, must fileExtraterritorial Income

Form 8925, Report of Employer-Owned While Taxpayer Advocates cannotExclusion . . . . . . . . . . . . . . . . . . .11
Life Insurance Contracts. change the tax law or make a technicalSpecific Instructions . . . . . . . . . . .11 • The extraterritorial income exclusion tax decision, they can clear upPeriod Covered . . . . . . . . . . . . . . . .11 generally does not apply to transactions problems that resulted from previousName and Address . . . . . . . . . . . . .11 after 2006. However, income from contacts and ensure that theBusiness Code . . . . . . . . . . . . . . . .11 certain transactions may still be eligible corporation’s case is given a complete

Schedule M-3 Information . . . . . . . .11 for the exclusion. See the Instructions and impartial review.
Employer Identification for Form 8873 for details.

The corporation’s assigned personalNumber (EIN) . . . . . . . . . . . . . . .11 • For tax years beginning after May 25,
advocate will listen to its point of viewTotal Assets . . . . . . . . . . . . . . . . . .11 2007, gains from sales or exchanges of
and will work with the corporation tostock or securities will not be treated asFinal Return, Name Change, address its concerns. The corporationan item of passive investment incomeAddress Change, Amended can expect the advocate to provide:when figuring the excess net passiveReturn, or S Election • An impartial and independent look atincome tax on Form 1120S, line 22a.Termination or Revocation . . . . . .12 your problem,• The telephone excise tax credit wasIncome . . . . . . . . . . . . . . . . . . . . . .12 • Timely acknowledgment,available only on the 2006 FormDeductions . . . . . . . . . . . . . . . . . . .13 • The name and phone number of the1120S. If you filed but did not request itTax and Payments . . . . . . . . . . . . .18 individual assigned to its case,on the 2006 Form 1120S, file an • Updates on progress,Schedule A . . . . . . . . . . . . . . . . . .18 amended return. • Time frames for action,Schedule B . . . . . . . . . . . . . . . . . .19 • The increased deduction for • Speedy resolution, andSchedules K and K-1 reforestation expenses for small timber • Courteous service.(General Instructions) . . . . . . . .20 producers does not apply to expenses

Specific Instructions paid or incurred after December 31, When contacting the Taxpayer
2007.(Schedule K-1 Only) . . . . . . . . . .21 Advocate, the corporation should be
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prepared to provide the following The CD/DVD is released twice 1. The corporation is no longer a
information. during the year. The first release will small business corporation as defined
• The corporation’s name, address, ship the beginning of January and the in section 1361(b). This kind of
and employer identification number. final release will ship the beginning of termination of an election is effective as
• The name and telephone number of March. of the day the corporation no longer
an authorized contact person and the meets the definition of a small business

 Buy the CD/DVD from the Nationalhours he or she can be reached. corporation. Attach to Form 1120S for
Technical Information Service (NTIS) at• The type of tax return and year(s) the final year of the S corporation a
www.irs.gov/cdorders for $35 (noinvolved. statement notifying the IRS of the
handling fee) or call 1-877-CDFORMS• A detailed description of the problem. termination and the date it occurred.
(1-877-233-6767) toll free to buy the• Previous attempts to solve the 2. The corporation, for each of three
CD/DVD for $35 (plus a $5 handlingproblem and the office that was consecutive tax years, (a) has
fee). Price is subject to change.contacted. accumulated earnings and profits and

• A description of the hardship the (b) derives more than 25% of its grossBy phone and in person. You can
corporation is facing and supporting receipts from passive investmentorder forms and publications by calling
documentation (if applicable). income as defined in section1-800-TAX-FORM (1-800-829-3676).

1362(d)(3)(C). The election terminatesYou can also get most forms andThe corporation can contact a
on the first day of the first tax yearpublications at your local IRS office.Taxpayer Advocate as follows.
beginning after the third consecutive tax• Call the Taxpayer Advocate’s toll-free
year. The corporation must pay a taxnumber: 1-877-777-4778.
for each year it has excess net passive• Call, write, or fax the Taxpayer General Instructions income. See the instructions for excessAdvocate office in its area (see Pub.
net passive income tax on line 22a on1546 for addresses and phone Purpose of Form page 18 for details on how to figure thenumbers).
tax.Use Form 1120S to report the income,• TTY/TDD help is available by calling

3. The election is revoked. Angains, losses, deductions, credits, etc.,1-800-829-4059.
election can be revoked only with theof a domestic corporation or other entity• Visit the website at www.irs.gov/
consent of shareholders who, at thefor any tax year covered by an electionadvocate.
time the revocation is made, hold moreto be an S corporation. For details
than 50% of the number of issued andabout the election, see Form 2553,Direct Deposit of Refund outstanding shares of stock (includingElection by a Small Business

To request a direct deposit of the non-voting stock). The revocation canCorporation, and its instructions.
corporation’s income tax refund into an specify an effective revocation date that
account at a U.S. bank or other is on or after the day the revocation isWho Must Filefinancial institution, attach Form 8050, filed. If no date is specified, the

A corporation or other entity must fileDirect Deposit of Corporate Tax revocation is effective at the start of the
Form 1120S if (a) it elected to be an SRefund. See the instructions for line 27 tax year if the revocation is made on or
corporation by filing Form 2553, (b) theon page 18. before the 15th day of the 3rd month of
IRS accepted the election, and (c) the that tax year. If no date is specified and
election remains in effect. After filingHow To Get Forms the revocation is made after the 15th
Form 2553, you should have received day of the 3rd month of the tax year,
confirmation that Form 2553 wasand Publications the revocation is effective at the start of
accepted. If you did not receive the next tax year.Internet. You can access the IRS notification of acceptance or

website 24 hours a day, 7 days a week, nonacceptance of the election within 2 To revoke the election, theat www.irs.gov to: months of filing Form 2553 (5 months if corporation must file a statement with• Download forms, instructions, and you checked box Q1 to request a letter the service center where it filed itspublications; ruling), take follow-up action by calling election to be an S corporation. In the• Order IRS products online; 1-800-829-4933. Do not file Form statement, the corporation must notify• Research your tax questions online; 1120S for any tax year before the year the IRS that it is revoking its election to• Search publications online by topic or the election takes effect. be an S corporation. The statementkeyword; and
must be signed by each shareholder• Sign up to receive local and national If you have not filed Form 2553, or
who consents to the revocation andtax news by email. did not file Form 2553 on time, you may
contain the information required bybe entitled to relief for a late filedIRS Tax Products CD/DVD.  You can
Regulations section 1.1362-6(a)(3).election to be an S corporation. See theorder Pub. 1796, IRS Tax Products CD/

Instructions for Form 2553 for details.DVD, and obtain: A revocation can be rescinded
• Current year forms, instructions, and before it takes effect. See Regulations
publications; section 1.1362-6(a)(4) for details.Termination of Election
• Prior year forms, instructions, and Once the election is made, it stays in For rules on allocating income andpublications; effect until it is terminated. If the deductions between an S short year• Bonus: Historical Tax Products DVD election is terminated, the corporation and a C short year and other special— Ships with the final release; (or a successor corporation) can make rules that apply when an election is• Tax Map: an electronic research tool another election on Form 2553 only terminated, see section 1362(e) andand finding aid; with IRS consent for any tax year Regulations section 1.1362-3.• Tax law frequently asked questions; before the 5th tax year after the first tax• Tax Topics from the IRS telephone If an election was terminated under 1year in which the termination took
response system; or 2 on page 2, and the corporationeffect. See Regulations section• Fill-in, print, and save features for believes the termination was1.1362-5 for details.
most tax forms; inadvertent, the corporation can request
• Internal Revenue Bulletins; and An election terminates automatically permission from the IRS to continue to
• Toll-free and email technical support. in any of the following cases. be treated as an S corporation. See
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Regulations section 1.1362-4 for the • Federal Express (FedEx): FedExWhen To Filespecific requirements that must be met Priority Overnight, FedEx Standard
Generally, an S corporation must fileto qualify for inadvertent termination Overnight, FedEx 2Day, FedEx
Form 1120S by the 15th day of the 3rdrelief. International Priority, and FedEx
month after the end of its tax year. For International First.
calendar year corporations, the due • United Parcel Service (UPS): UPSElectronic Filing date is March 17, 2008. A corporation Next Day Air, UPS Next Day Air Saver,

Corporations can generally that has dissolved must generally file by UPS 2nd Day Air, UPS 2nd Day Air
electronically file (e-file) Form 1120S, the 15th day of the 3rd month after the A.M., UPS Worldwide Express Plus,
related forms, schedules, and date it dissolved. and UPS Worldwide Express.
attachments, Form 7004, Form 940 and

If the due date falls on a Saturday, The private delivery service can tell941 employment tax returns. Form
Sunday, or legal holiday, the you how to get written proof of the1099 and other information returns can
corporation can file on the next day that mailing date.also be electronically filed. However,
is not a Saturday, Sunday, or legalthe option to e-file does not apply to

Private delivery services cannotholiday.certain returns, including:
deliver items to P.O. boxes. You• Returns with precomputed penalty

If the S corporation election was must use the U.S. Postaland interest, CAUTION
!

terminated during the tax year and the Service to mail any item to an IRS P.O.• Returns with reasonable cause for
corporation reverts to a C corporation, box address.failing to file timely,
file Form 1120S for the S corporation’s• Returns with reasonable cause for
short year by the due date (including Extension of Time To Filefailing to pay timely, and
extensions) of the C corporation’s short• Returns with request for File Form 7004, Application foryear return.overpayment to be applied to another Automatic 6-Month Extension of Time

account. To File Certain Business Income Tax,Private Delivery Services Information, and Other Returns, toRequired filers. Certain corporations Corporations can use certain private request a 6-month extension of time towith total assets of $10 million or more delivery services designated by the IRS file. Generally, the corporation must filethat file at least 250 returns a year are to meet the “timely mailing as timely Form 7004 by the regular due date ofrequired to e-file Form 1120S. See filing/paying” rule for tax returns and the return.Regulations section 301.6037-2. payments. These private deliveryHowever, these corporations can services include only the following.request a waiver of the electronic filing • DHL Express (DHL): DHL Same Day Who Must Signrequirements. See Notice 2005-88, Service, DHL Next Day 10:30 am, DHL2005-48 I.R.B. 1060. The return must be signed and datedNext Day 12:00 pm, DHL Next Day
by:Visit www.irs.gov/efile for details. 3:00 pm, and DHL 2nd Day Service. • The president, vice president,
treasurer, assistant treasurer, chief
accounting officer; or
• Any other corporate officer (such asWhere To File tax officer) authorized to sign.

File the corporation’s return at the applicable IRS address listed below. If a return is filed on behalf of a
corporation by a receiver, trustee, or

If the corporation’s principal And the total assets at the assignee, the fiduciary must sign the
business, office, or agency end of the tax year (Form return, instead of the corporate officer.is located in: 1120S, page 1, item F) are: Returns and forms signed by a receiverUse the following address:

or trustee in bankruptcy on behalf of a
Connecticut, Delaware, District Department of the Treasury corporation must be accompanied by a
of Columbia, Illinois, Indiana, Internal Revenue Service copy of the order or instructions of the
Kentucky, Maine, Maryland, Less than $10 million and Center court authorizing signing of the return
Massachusetts, Michigan, New Schedule M-3 is not filed Cincinnati, OH 45999-0013 or form.
Hampshire, New Jersey, New
York, North Carolina, Ohio, If an employee of the corporation
Pennsylvania, Rhode Island, Department of the Treasury completes Form 1120S, the paid
South Carolina, Vermont, $10 million or more or Internal Revenue Service preparer’s space should remain blank.
Virginia, West Virginia, less than $10 million and Center Anyone who prepares Form 1120S butWisconsin Schedule M-3 is filed Ogden, UT 84201-0013

does not charge the corporation should
Alabama, Alaska, Arizona, not complete that section. Generally,
Arkansas, California, anyone who is paid to prepare the
Colorado, Florida, Georgia, return must sign it and fill in the “Paid
Hawaii, Idaho, Iowa, Kansas, Preparer’s Use Only” area.Department of the TreasuryLouisiana, Minnesota, Internal Revenue ServiceMississippi, Missouri, Any amount The paid preparer must complete theCenterMontana, Nebraska, Nevada, required preparer information and:Ogden, UT 84201-0013New Mexico, North Dakota, • Sign the return in the space provided
Oklahoma, Oregon, South for the preparer’s signature.Dakota, Tennessee, Texas, • Give a copy of the return to theUtah, Washington, Wyoming

taxpayer.
Internal Revenue Service

Note. A paid preparer may signA foreign country or U.S. CenterAny amount original or amended returns by rubberpossession P.O. Box 409101
Ogden, UT 84409 stamp, mechanical device, or computer

software program.
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attach them last. Show the totals on the  To help ensure proper crediting,Paid Preparer printed forms. Enter the corporation’s enter the corporation’s EIN, the tax
name and EIN on each supporting period to which the deposit applies, andAuthorization
statement or attachment. “Form 1120S” on the check or money

If the corporation wants to allow the order. Darken the “1120” box under
IRS to discuss its 2007 tax return with “Type of Tax” and the appropriateDepository Methodsthe paid preparer who signed it, check “Quarter” box under “Tax Period” on the
the “Yes” box in the signature area of coupon. Records of these deposits willof Tax Paymentthe return. This authorization applies be sent to the IRS. For moreThe corporation must pay any tax dueonly to the individual whose signature information, see “Marking the Properin full no later than the 15th day of theappears in the “Paid Preparer’s Use Tax Period” in the instructions for Form3rd month after the end of the tax year.Only” section of the return. It does not 8109.The two methods of depositing taxesapply to the firm, if any, shown in that

are discussed below.section. For more information on deposits,
see the instructions in the couponIf the “Yes” box is checked, the Electronic Deposit booklet (Form 8109) and Pub. 583,corporation is authorizing the IRS to call Starting a Business and KeepingRequirementthe paid preparer to answer any Records.The corporation must make electronicquestions that may arise during the

deposits of all depository taxes (suchprocessing of its return. The corporation
as employment tax, excise tax, and Estimated Tax Paymentsis also authorizing the paid preparer to:
corporate income tax) using the• Give the IRS any information that is Generally, the corporation must make
Electronic Federal Tax Paymentmissing from the return, installment payments of estimated tax
System (EFTPS) in 2008 if:• Call the IRS for information about the for the following taxes if the total of• The total deposits of such taxes inprocessing of the return or the status of these taxes is $500 or more: (a) the tax
2006 were more than $200,000 orany related refund or payment(s), and on built-in gains, (b) the excess net• The corporation was required to use• Respond to certain IRS notices about passive income tax, and (c) the
EFTPS in 2007.math errors, offsets, and return investment credit recapture tax.

preparation. If the corporation is required to use The amount of estimated taxEFTPS and fails to do so, it may beThe corporation is not authorizing required to be paid annually is thesubject to a 10% penalty. If thethe paid preparer to receive any refund smaller of: (a) the total of the abovecorporation is not required to usecheck, bind the corporation to anything taxes shown on the return for the taxEFTPS, it can participate voluntarily. To(including any additional tax liability), or year (or if no return is filed, the total ofenroll in or get more information aboutotherwise represent the corporation these taxes for the year) or (b) the sumEFTPS, call 1-800-555-4477. To enrollbefore the IRS. of (i) the investment credit recapture taxonline, visit www.eftps.gov. and the built-in gains tax shown on theThe authorization will automatically
return for the tax year (or if no return isDepositing on time. For EFTPSend no later than the due date
filed, the total of these taxes for the taxdeposits to be made timely, the(excluding extensions) for filing the
year) and (ii) any excess net passivecorporation must initiate the transactioncorporation’s 2008 tax return. If the
income tax shown on the corporation’sat least 1 business day before the datecorporation wants to expand the paid
return for the preceding tax year. If thethe deposit is due.preparer’s authorization or revoke the
preceding tax year was less than 12authorization before it ends, see Pub.
months, the estimated tax must beDeposits With Form 8109947, Practice Before the IRS and
determined under (a).If the corporation does not use EFTPS,Power of Attorney.

deposit corporation income tax The estimated tax is generally
payments (and estimated tax payable in four equal installments.Assembling the Return payments) with Form 8109, Federal However, the corporation may be ableTo ensure that the corporation’s tax Tax Deposit Coupon. If you do not have to lower the amount of one or morereturn is correctly processed, attach all a preprinted Form 8109, use Form installments by using the annualizedschedules and other forms after page 4 8109-B to make deposits. You can get income installment method or adjustedof Form 1120S in the following order. this form by calling 1-800-829-4933 or seasonal installment method under
visiting an IRS taxpayer assistance1. Schedule N (Form 1120). section 6655(e).
center. Have your EIN ready when you2. Form 8825.

For a calendar year corporation, thecall or visit.3. Form 8050.
payments are due for 2008 by April 15,4. Form 4136. Do not send deposits directly to an June 16, September 15, and December5. Additional schedules in IRS office; otherwise, the corporation 15. For a fiscal year corporation, theyalphabetical order. may have to pay a penalty. Mail or are due by the 15th day of the 4th, 6th,6. Additional forms in numerical deliver the completed Form 8109 with 9th, and 12th months of the year. If anyorder. the payment to an authorized date falls on a Saturday, Sunday, or

depositary (a commercial bank or other legal holiday, the installment is due onComplete every applicable entry financial institution authorized to accept the next day that is not a Saturday,space on Form 1120S and Schedule federal tax deposits). Make checks or Sunday, or legal holiday.K-1. Do not enter “See Attached” money orders payable to the
instead of completing the entry spaces. The corporation must make thedepositary.
If more space is needed on the forms payments using the depository method
or schedules, attach separate sheets If the corporation prefers, it can mail described on page 4.
using the same size and format as the the coupon and payment to: Financial
printed forms. If there are supporting Agent, Federal Tax Deposit Processing, For information on penalties that
statements and attachments, arrange P.O. Box 970030, St. Louis, MO 63197. apply if the corporation fails to make
them in the same order as the Make the check or money order required payments, see the Instructions
schedules or forms they support and payable to “Financial Agent.” for Form 2220.

-4- Instructions for Form 1120S
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Trust fund recovery penalty. This 3115, Application for Change inInterest and Penalties penalty may apply if certain excise, Accounting Method.
income, social security, and MedicareInterest. Interest is charged on taxes See Form 3115 and Pub. 538,
taxes that must be collected or withheldpaid late even if an extension of time to Accounting Periods and Methods, for
are not collected or withheld, or thesefile is granted. Interest is also charged more information on accounting
taxes are not paid. These taxes areon penalties imposed for failure to file, methods.
generally reported on:negligence, fraud, substantial valuation
• Form 720, Quarterly Federal Excisemisstatements, substantial Accounting PeriodTax Return;understatements of tax, and reportable

A corporation must figure its income on• Form 941, Employer’s QUARTERLYtransaction understatements from the
the basis of a tax year. A tax year is theFederal Tax Return;due date (including extensions) to the
annual accounting period a corporation• Form 943, Employer’s Annualdate of payment. The interest charge is
uses to keep its records and report itsFederal Tax Return for Agriculturalfigured at a rate determined under
income and expenses.Employees; orsection 6621.

• Form 945, Annual Return of Withheld An S corporation must use one ofLate filing of return. A penalty may
Federal Income Tax. the following tax years.be charged if the return is filed after the • A tax year ending December 31.The trust fund recovery penalty maydue date (including extensions) or the • A natural business year.be imposed on all persons who arereturn does not show all the information • An ownership tax year.determined by the IRS to have beenrequired, unless each failure is due to • A tax year elected under section 444.responsible for collecting, accountingreasonable cause. If the failure is due • A 52-53 week tax year that ends withfor, and paying over these taxes, andto reasonable cause, attach an

reference to a year listed above.who acted willfully in not doing so. Theexplanation to the return. For returns • Any other tax year (including apenalty is equal to the unpaid trust fundrequired to be filed after December 20,
52-53-week tax year) for which thetax. See the Instructions for Form 720,2007, on which no tax is due, the
corporation establishes a businessPub. 15 (Circular E), Employer’s Taxpenalty is $85 for each month or part of
purpose.Guide, or Pub. 51 (Circular A),a month (up to 12 months) the return is

Agricultural Employer’s Tax Guide, for A new S corporation must use Formlate or does not include the required
details, including the definition of 2553 to elect a tax year. To laterinformation, multiplied by the total
responsible persons. change the corporation’s tax year, seenumber of persons who were

Form 1128, Application To Adopt,shareholders in the corporation during Other penalties.  Other penalties can
Change, or Retain a Tax Year, and itsany part of the corporation’s tax year be imposed for negligence, substantial
instructions (unless the corporation isfor which the return is due. If tax is due, understatement of tax, reportable
making an election under section 444,the penalty is the amount stated above transaction understatements, and fraud.
discussed next).plus 5% of the unpaid tax for each See sections 6662, 6662A, and 6663.

month or part of a month the return is Electing a tax year under section
late, up to a maximum of 25% of the 444. Under the provisions of sectionAccounting Methods
unpaid tax, or if the return is more than 444, an S corporation can elect to haveFigure income using the method of
60 days late, a $100 minimum or the a tax year other than a permitted year,accounting regularly used in keeping
balance of the tax due on the return, but only if the deferral period of the taxthe corporation’s books and records.
whichever is smaller. year is not longer than the shorter of 3The method used must clearly reflect

months or the deferral period of the taxLate payment of tax. A corporation income. Permissible methods include
year being changed. This election isthat does not pay the tax when due cash, accrual, or any other method
made by filing Form 8716, Election Togenerally may be penalized 1/2 of 1% of authorized by the Internal Revenue
Have a Tax Year Other Than athe unpaid tax for each month or part of Code.
Required Tax Year.a month the tax is not paid, up to a The following rules apply.

maximum of 25% of the unpaid tax. An S corporation may not make or• Generally, an S corporation cannot
The penalty will not be imposed if the continue an election under section 444use the cash method of accounting if it
corporation can show that the failure to if it is a member of a tiered structure,is a tax shelter (as defined in section
pay on time was due to reasonable other than a tiered structure that448(d)(3)). See section 448 for details.
cause. consists entirely of partnerships and S• Unless it is a qualifying taxpayer or a

corporations that have the same taxFailure to furnish information timely. qualifying small business taxpayer, a
year. For the S corporation to have aFor each failure to furnish Schedule K-1 corporation must use the accrual
section 444 election in effect, it mustto a shareholder when due and each method for sales and purchases of
make the payments required by sectionfailure to include on Schedule K-1 all inventory items. See Schedule A. Cost
7519. See Form 8752, Requiredthe information required to be shown of Goods Sold on page 18.
Payment or Refund Under Section(or the inclusion of incorrect • Special rules apply to long-term
7519.information), a $50 penalty may be contracts. See section 460.

imposed with respect to each Schedule A section 444 election ends if an S• Generally, dealers in securities must
K-1 for which a failure occurs. If the corporation:use the mark-to-market accounting
requirement to report correct • Changes its accounting period to amethod. Dealers in commodities and
information is intentionally disregarded, calendar year or some other permittedtraders in securities and commodities
each $50 penalty is increased to $100 year,can elect to use the mark-to-market
or, if greater, 10% of the aggregate • Is penalized for willfully failing toaccounting method. See section 475.
amount of items required to be comply with the requirements of sectionChange in accounting method.
reported. See sections 6722 and 6724 7519, orGenerally, the corporation must get IRS
for more information. • Terminates its S election (unless itconsent to change the method of

immediately becomes a personalThe penalty will not be imposed if accounting used to report income (for
service corporation).the corporation can show that not income as a whole or for the treatment

furnishing information timely was due to of any material item). To do so, the  If the termination results in a short
reasonable cause. corporation generally must file Form tax year, type or legibly print at the top
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of the first page of Form 1120S for the Transfers to a corporation controlledOther Forms andshort tax year, “SECTION 444 by the transferor. If a person
ELECTION TERMINATED.” receives stock of a corporation inStatements That May Be exchange for property, and no gain or

loss is recognized under section 351,RequiredRounding Off to the person (transferor) and the
Reportable transaction disclosure corporation (transferee) must eachWhole Dollars statement. Disclose information for attach to their tax returns the

The corporation can round off cents to each reportable transaction in which the statements required by Regulations
whole dollars on its return and corporation participated. Form 8886, section 1.351-3.
schedules. If the corporation does Reportable Transaction Disclosure

Election to reduce basis underround to whole dollars, it must round all Statement, must be filed for each tax
section 362(e)(2)(C). The transferoramounts. To round, drop amounts year the corporation participated in the
and transferee in certain section 351under 50 cents and increase amounts transaction. The corporation may have
transactions can make a joint electionfrom 50 to 99 cents to the next dollar. to pay a penalty if it is required to file
under section 362(e)(2)(C) to limit theFor example, $1.39 becomes $1 and Form 8886 and does not do so. The
transferor’s basis in the stock received$2.50 becomes $3. following are reportable transactions.
instead of the transferee’s basis in the

1. Any listed transaction, which is aIf two or more amounts must be transferred property. The transferor and
transaction that is the same as oradded to figure the amount to enter on transferee may make the election by
substantially similar to tax avoidancea line, include cents when adding the attaching the statement as provided in
transactions identified by the IRS.amounts and round off only the total. Notice 2005-70, 2005-41 I.R.B. 694, to

2. Any transaction offered under their tax returns filed by the due date
conditions of confidentiality for which (including extensions) for the tax year inRecordkeeping the corporation paid an advisor a fee of which the transaction occurred. Once
at least $50,000. made, the election is irrevocable. SeeKeep the corporation’s records for as

3. Certain transactions for which the section 362(e)(2)(C) and Noticelong as they may be needed for the
corporation has contractual protection 2005-70.administration of any provision of the
against disallowance of the tax benefits.Internal Revenue Code. Usually, Other forms and statements.  See

records that support an item of income, 4. Certain transactions resulting in a Pub. 542 for a list of other forms and
deduction, or credit on the return must loss of at least $2 million in any single statements a corporation may need to
be kept for 3 years from the date each year or $4 million in any combination of file in addition to the forms and
shareholder’s return is due or filed, years. statements discussed throughout these
whichever is later. Keep records that 5. Certain transactions resulting in a instructions.
verify the corporation’s basis in property tax credit of more than $250,000, if the
for as long as they are needed to figure corporation held the asset generating Passive Activitythe basis of the original or replacement the credit for 45 days or less.
property. Limitations6. Any transaction identified by the

IRS in published guidance as a In general, section 469 limits theThe corporation should keep copies
“transaction of interest” (a transaction amount of losses, deductions, andof all filed returns. They help in
that the IRS believes has a potential for credits that shareholders can claimpreparing future and amended returns.
tax avoidance or evasion, but has not from “passive activities.” The passive
yet been identified as a listed activity limitations do not apply to the

Amended Return transaction). corporation. Instead, they apply to each
shareholder’s share of any income orTo correct a previously filed Form
loss and credit attributable to a passivePenalties.  The corporation may1120S, file an amended Form 1120S
activity. Because the treatment of eachhave to pay a penalty if it is required toand check box H(4) on page 1. Attach a
shareholder’s share of corporatedisclose a reportable transaction understatement that identifies the line
income or loss and credit depends onsection 6011 and fails to properlynumber of each amended item, the
the nature of the activity that generatedcomplete and file Form 8886. Penaltiescorrected amount or treatment of the
it, the corporation must report incomeapply under section 6707A if theitem, and an explanation of the reasons
or loss and credits separately for eachcorporation fails to file Form 8886 withfor each change.
activity.its corporate return, fails to provide a

If the income, deductions, credits, or copy of Form 8886 to the Office of Tax The following instructions and the
other information provided to any Shelter Analysis (OTSA), or files a form instructions for Schedules K and K-1
shareholder on Schedule K-1 is that fails to include all the information (pages 20 through 34) explain the
incorrect, file an amended Schedule required (or includes incorrect applicable passive activity limitation
K-1 (Form 1120S) for that shareholder information). Other penalties, such as rules and specify the type of
with the amended Form 1120S. Also an accuracy-related penalty under information the corporation must
give a copy of the amended Schedule section 6662A, may also apply. See the provide to its shareholders for each
K-1 to that shareholder. Check the Instructions for Form 8886 for details on activity. If the corporation had more
“Amended K-1” box at the top of the these and other penalties. than one activity, it must report
Schedule K-1 to indicate that it is an information for each activity on anReportable transactions by materialamended Schedule K-1. attachment to Schedules K and K-1.advisors. Material advisors to any

A change to the corporation’s federal reportable transaction must disclose Generally, passive activities include
return may affect its state return. This certain information about the reportable (a) activities that involve the conduct of
includes changes made as the result of transaction by filing Form 8918, a trade or business if the shareholder
an IRS examination. For more Material Advisor Disclosure Statement, does not materially participate in the
information, contact the state tax with the IRS. Form 8918 replaces Form activity and (b) all rental activities
agency for the state(s) in which the 8264, which was previously used by (defined below) regardless of the
corporation’s return was filed. material advisors for disclosure. shareholder’s participation. For
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exceptions, see Activities That Are Not rental, operation, management, leasing, Rental Activities
Passive Activities below. The level of or brokerage trade or business.

Generally, except as noted below, if theeach shareholder’s participation in an Services the shareholder performed as
gross income from an activity consistsactivity must be determined by the an employee are not treated as
of amounts paid principally for the useshareholder. performed in a real property trade or
of real or personal tangible propertybusiness unless he or she owned moreThe passive activity rules provide held by the corporation, the activity is athan 5% of the stock in the employer.that losses and credits from passive rental activity.

3. The rental of a dwelling unit usedactivities can generally be applied only
There are several exceptions to thisby a shareholder for personal purposesagainst income and tax from passive

general rule. Under these exceptions,during the year for more than theactivities. Thus, passive losses and
an activity involving the use of real orgreater of 14 days or 10% of thecredits cannot be applied against
personal tangible property is not anumber of days that the residence wasincome from salaries, wages,
rental activity if any of the followingrented at fair rental value.professional fees, or a business in
apply.which the shareholder materially 4. An activity of trading personal • The average period of customer useparticipates; against “portfolio income” property for the account of owners of
(defined on page 7) for such property is(defined on page 8); or against the tax interests in the activity. For purposes of
7 days or less.related to any of these types of income. this rule, personal property means • The average period of customer useproperty that is actively traded, such asSpecial rules require that net income for such property is 30 days or less andstocks, bonds, and other securities.from certain activities that would significant personal services (definedSee Temporary Regulations sectionotherwise be treated as passive income on page 7) are provided by or on behalf1.469-1T(e)(6).must be recharacterized as nonpassive of the corporation.income for purposes of the passive • Extraordinary personal servicesNote. The section 469(c)(3) exceptionactivity limitations. See (defined on page 8) are provided by orfor a working interest in oil and gasRecharacterization of Passive Income on behalf of the corporation.properties does not apply to an Son page 9. • Rental of the property is treated ascorporation because state law generallyTo allow each shareholder to incidental to a nonrental activity of thelimits the liability of shareholders.correctly apply the passive activity corporation under Temporary

limitations, the corporation must report Regulations section 1.469-1T(e)(3)(vi)Trade or Business Activitiesincome or loss and credits separately and Regulations section
for each of the following: trade or A trade or business activity is an 1.469-1(e)(3)(vi).
business activities, rental real estate activity (other than a rental activity or • The corporation customarily makes
activities, rental activities other than an activity treated as incidental to an the property available during defined
rental real estate, and portfolio income. activity of holding property for business hours for nonexclusive use by

investment) that: various customers.Activities That Are Not • The corporation provides property for1. Involves the conduct of a trade orPassive Activities use in a nonrental activity of abusiness (within the meaning of section
partnership in its capacity as an ownerThe following are not passive activities. 162),
of an interest in such partnership.1. Trade or business activities in 2. Is conducted in anticipation of
Whether the corporation provideswhich the shareholder materially starting a trade or business, or
property used in an activity of aparticipated for the tax year. 3. Involves research or experimental partnership in the corporation’s capacity2. Any rental real estate activity in expenditures deductible under section as an owner of an interest in thewhich the shareholder materially 174 (or that would be if you chose to partnership is determined on the basisparticipated if the shareholder met both deduct rather than capitalize them). of all the facts and circumstances.of the following conditions for the tax

year. In addition, a guaranteed paymentIf the shareholder does not
described in section 707(c) is nevera. More than half of the personal materially participate in the activity, a
income from a rental activity.services the shareholder performed in trade or business activity of the

trades or businesses were performed in corporation is a passive activity for the Average period of customer use.
real property trades or businesses in shareholder. Figure the average period of customer
which he or she materially participated. use for a class of property by dividingEach shareholder must determine ifb. The shareholder performed more the total number of days in all rentalhe or she materially participated in anthan 750 hours of services in real periods by the number of rentals duringactivity. As a result, while theproperty trades or businesses in which the tax year. If the activity involvescorporation’s ordinary business incomehe or she materially participated. renting more than one class of(loss) is reported on page 1 of FormFor purposes of this rule, each property, multiply the average period of1120S, the specific income andinterest in rental real estate is a customer use of each class by the ratiodeductions from each separate trade orseparate activity unless the shareholder of the gross rental income from thatbusiness activity must be reported onelects to treat all interests in rental real class to the activity’s total gross rentalattachments to Form 1120S. Similarly,estate as one activity. income. The activity’s average period ofwhile each shareholder’s allocable

customer use equals the sum of theseIf the shareholder is married filing share of the corporation’s ordinary
class-by-class average periodsjointly, either the shareholder or his or business income (loss) is reported in
weighted by gross income. Seeher spouse must separately meet both box 1 of Schedule K-1, each
Regulations section 1.469-1(e)(3)(iii).of the above conditions, without taking shareholder’s allocable share of the

into account services performed by the income and deductions from each trade Significant personal services.
other spouse. or business activity must be reported on Personal services include only services

A real property trade or business is attachments to each Schedule K-1. See performed by individuals. To determine
any real property development, Passive Activity Reporting if personal services are significant
redevelopment, construction, Requirements on page 10 for more personal services, consider all the
reconstruction, acquisition, conversion, information. relevant facts and circumstances.
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Relevant facts and circumstances • The corporation owns an interest in Portfolio Income
include: the trade or business at all times during

Generally, portfolio income includes all• How often the services are provided, the year.
gross income, other than income• The type and amount of labor • The rental property was mainly used
derived in the ordinary course of arequired to perform the services, and in the trade or business activity during
trade or business, that is attributable to• The value of the services in relation the tax year or during at least 2 of the 5
interest; dividends; royalties; incometo the amount charged for use of the preceding tax years.
from a real estate investment trust, aproperty. • The gross rental income from the
regulated investment company, a realproperty for the tax year is less than 2%

The following services are not estate mortgage investment conduit, aof the smaller of the property’s
considered in determining whether common trust fund, a controlled foreignunadjusted basis or its fair market
personal services are significant. corporation, a qualified electing fund, orvalue.• Services necessary to permit the a cooperative; income from the

The sale or exchange of propertylawful use of the rental property. disposition of property that produces
that is also rented during the tax year• Services performed in connection income of a type defined as portfolio
(in which the gain or loss is recognized)with improvements or repairs to the income; and income from the
is treated as incidental to the activity ofrental property that extend the useful disposition of property held for
dealing in property if, at the time of thelife of the property substantially beyond investment. See Self-Charged Interest
sale or exchange, the property wasthe average rental period. on page 9 for an exception.
held primarily for sale to customers in• Services provided in connection with

Solely for purposes of the precedingthe ordinary course of the corporation’sthe use of any improved real property
paragraph, gross income derived in thetrade or business.that are similar to those commonly
ordinary course of a trade or businessprovided in connection with long-term

See Temporary Regulations section includes (and portfolio income,rentals of high-grade commercial or
1.469-1T(e)(3) and Regulations section therefore, does not include) theresidential property. Examples include
1.469-1(e)(3) for more information on following types of income.cleaning and maintenance of common
the definition of rental activities forareas, routine repairs, trash collection, • Interest income on loans andpurposes of the passive activityelevator service, and security at investments made in the ordinarylimitations.entrances. course of a trade or business of lending
Reporting of rental activities. In money.Extraordinary personal services.
reporting the corporation’s income or • Interest on accounts receivableServices provided in connection with
losses and credits from rental activities, arising from the performance ofmaking rental property available for
the corporation must separately report services or the sale of property in thecustomer use are extraordinary
rental real estate activities and rental ordinary course of a trade or businesspersonal services only if the services
activities other than rental real estate of performing such services or sellingare performed by individuals and the
activities. such property, but only if credit iscustomers’ use of the rental property is

customarily offered to customers of theincidental to their receipt of the Shareholders who actively
business.services. participate in a rental real estate activity
• Income from investments made inmay be able to deduct part or all of theirFor example, a patient’s use of a the ordinary course of a trade orrental real estate losses (and thehospital room generally is incidental to business of furnishing insurance ordeduction equivalent of rental realthe care received from the hospital’s annuity contracts or reinsuring risksestate credits) against income (or tax)medical staff. Similarly, a student’s use underwritten by insurance companies.from nonpassive activities. Generally,of a dormitory room in a boarding • Income or gain derived in thethe combined amount of rental realschool is incidental to the personal ordinary course of an activity of tradingestate losses and the deductionservices provided by the school’s or dealing in any property if suchequivalent of rental real estate creditsteaching staff. activity constitutes a trade or businessfrom all sources (including rental real
(unless the dealer held the property forRental activity incidental to a estate activities not held through the
investment at any time before suchnonrental activity. An activity is not a corporation) that may be claimed is
income or gain is recognized).rental activity if the rental of the limited to $25,000.

property is incidental to a nonrental • Royalties derived by the taxpayer inReport rental real estate activityactivity, such as the activity of holding the ordinary course of a trade orincome (loss) on Form 8825, Rentalproperty for investment, a trade or business of licensing intangibleReal Estate Income and Expenses of abusiness activity, or the activity of property.Partnership or an S Corporation, anddealing in property. • Amounts included in the grossline 2 of Schedule K and box 2 of
income of a patron of a cooperative byRental of property is incidental to an Schedule K-1, rather than on page 1 of
reason of any payment or allocation toactivity of holding property for Form 1120S. Report credits related to
the patron based on patronageinvestment if both of the following rental real estate activities on lines 13c
occurring with respect to a trade orapply. and 13d of Schedule K (box 13, codes
business of the patron.• The main purpose for holding the C and D, of Schedule K-1) and
• Other income identified by the IRS asproperty is to realize a gain from the low-income housing credits on lines
income derived by the taxpayer in theappreciation of the property. 13a and 13b of Schedule K (box 13,
ordinary course of a trade or business.• The gross rental income from such codes A and B, of Schedule K-1).

property for the tax year is less than 2%
Report income (loss) from rental See Temporary Regulations sectionof the smaller of the property’s

activities other than rental real estate 1.469-2T(c)(3) for more information onunadjusted basis or its fair market
on line 3 of Schedule K and credits portfolio income.value.
related to rental activities other than

Report portfolio income and relatedRental of property is incidental to a rental real estate on line 13e of
deductions on Schedule K rather thantrade or business activity if all of the Schedule K and in box 13, code E, of
on page 1 of Form 1120S.following apply. Schedule K-1.

-8- Instructions for Form 1120S



Page 9 of 41 Instructions for Form 1120S 16:42 - 21-DEC-2007

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

• A movie theater activity and a bakerySelf-Charged Interest Recharacterization of
activity.

Certain self-charged interest income Passive Income• A Baltimore activity and aand deductions may be treated as Under Temporary Regulations sectionPhiladelphia activity.passive activity gross income and 1.469-2T(f) and Regulations section• Four separate activities.passive activity deductions if the loan 1.469-2(f), net passive income from
proceeds are used in a passive activity. Once the corporation chooses a certain passive activities must be
Generally, self-charged interest income grouping under these rules, it must treated as nonpassive income. Net
and deductions result from loans continue using that grouping in later tax passive income is the excess of an
between the corporation and its years unless a material change in the activity’s passive activity gross income
shareholders. Self-charged interest also facts and circumstances makes it over its passive activity deductions
occurs in loans between the corporation clearly inappropriate. (current year deductions and prior year
and another S corporation or unallowed losses).The IRS may regroup thepartnership if each owner in the

Income from the following sixcorporation’s activities if theborrowing entity has the same
sources is subject to recharacterization.corporation’s grouping fails to reflectproportional ownership interest in the

one or more appropriate economic unitslending entity. Note. Any net passive income
and one of the primary purposes for the recharacterized as nonpassive incomeThe self-charged interest rules do grouping is to avoid the passive activity is treated as investment income fornot apply to a shareholder’s interest in limitations. purposes of figuring investment interestan S corporation if the S corporation

expense limitations if it is from (a) anmakes an election under Regulations Limitation on grouping certain
activity of renting substantiallysection 1.469-7(g) to avoid the activities. The following activities may
nondepreciable property from anapplication of these rules. To make the not be grouped together.
equity-financed lending activity or (b) anelection, the S corporation must attach 1. A rental activity with a trade or activity related to an interest in ato its original or amended Form 1120S business activity unless the activities pass-through entity that licensesa statement that includes the name, being grouped together make up an intangible property.address, and EIN of the S corporation appropriate economic unit and:

and a declaration that the election is 1. Significant participationa. The rental activity is insubstantialbeing made under Regulations section passive activities. A significantrelative to the trade or business activity1.469-7(g). The election will apply to participation passive activity is anyor vice versa orthe tax year for which it was made and trade or business activity in which the
b. Each owner of the trade orall subsequent tax years. Once made, shareholder participated for more than

business activity has the samethe election can only be revoked with 100 hours during the tax year but did
proportionate ownership interest in thethe consent of the IRS. not materially participate. Because
rental activity. If so, the portion of the each shareholder must determine his orFor more details on the self-charged rental activity involving the rental of her level of participation, theinterest rules, see Regulations section property to be used in the trade or corporation will not be able to identify1.469-7. business activity can be grouped with significant participation passive
the trade or business activity.Grouping Activities activities.

2. An activity involving the rental of 2. Certain nondepreciable rentalGenerally, one or more trade or real property with an activity involving property activities. Net passivebusiness or rental activities may be the rental of personal property (except income from a rental activity istreated as a single activity if the personal property provided in nonpassive income if less than 30% ofactivities make up an appropriate connection with the real property or vice the unadjusted basis of the propertyeconomic unit for measurement of gain versa). used or held for use by customers inor loss under the passive activity rules. 3. Any activity with another activity the activity is subject to depreciationWhether activities make up an in a different type of business and in under section 167.appropriate economic unit depends on which the corporation holds an interest 3. Passive equity-financedall the relevant facts and as a limited partner or as a limited lending activities. If the corporationcircumstances. The factors given the entrepreneur (as defined in section has net income from a passivegreatest weight in determining whether 464(e)(2)) if that other activity engages equity-financed lending activity, theactivities make up an appropriate in holding, producing, or distributing smaller of the net passive income oreconomic unit are: motion picture films or videotapes; the equity-financed interest income• Similarities and differences in types farming; leasing section 1245 property; from the activity is nonpassive income.of trades or businesses, or exploring for or exploiting oil and gas• The extent of common control, Note. The amount of income from theresources or geothermal deposits.• The extent of common ownership, activities in items 1 through 3 above
• Geographical location, and that any shareholder will be required toActivities conducted through• Reliance between or among the recharacterize as nonpassive incomepartnerships. Once a partnershipactivities. may be limited under Temporarydetermines its activities under these

Regulations section 1.469-2T(f)(8).Example. The corporation has a rules, the corporation as a partner can
Because the corporation will not havesignificant ownership interest in a use these rules to group those activities
information regarding all of abakery and a movie theater in Baltimore with:
shareholder’s activities, it must identifyand a bakery and a movie theater in • Each other,
all corporate activities meeting thePhiladelphia. Depending on the • Activities conducted directly by the
definitions in items 2 and 3 as activitiesrelevant facts and circumstances, there corporation, or
that may be subject tomay be more than one reasonable • Activities conducted through other recharacterization.method for grouping the corporation’s partnerships.

activities. For instance, the following 4. Rental of property incidental to
groupings may or may not be The corporation cannot treat as a development activity. Net rental
permissible. separate activities those activities activity income is the excess of passive
• A single activity. grouped together by a partnership. activity gross income from renting or
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disposing of property over passive positive or a net negative adjustment)Passive Activity Reporting
allocable to each corporate activity.activity deductions (current year Requirementsdeductions and prior year unallowed 8. Identify any gross income from

To allow shareholders to correctly applylosses) that are reasonably allocable to sources specifically excluded from
the passive activity loss and credit passive activity gross income,the rented property. Net rental activity
limitation rules, any corporation that including:income is nonpassive income for a
carries on more than one activity must:shareholder if all of the following apply. a. Income from intangible property,

1. Provide an attachment for each if the shareholder is an individuala. The corporation recognizes gain
activity conducted through the whose personal efforts significantlyfrom the sale, exchange, or other corporation that identifies the type of contributed to the creation of thedisposition of the rental property during activity conducted (trade or business, property;the tax year. rental real estate, rental activity other b. Income from state, local, orb. The use of the item of property in than rental real estate, or investment). foreign income tax refunds; andthe rental activity started less than 12 2. On the attachment for each

c. Income from a covenant not tomonths before the date of disposition. activity, provide a statement, using the
compete, if the shareholder is ansame box numbers as shown onThe use of an item of rental property
individual who contributed the covenantSchedule K-1, detailing the net incomebegins on the first day on which (a) the to the corporation.(loss), credits, and all items required tocorporation owns an interest in the

9. Identify any deductions that arebe separately stated under sectionproperty, (b) substantially all of the
not passive activity deductions.1366(a)(1) from each trade or businessproperty is either rented or held out for

10. If the corporation makes a full oractivity, from each rental real estaterent and ready to be rented, and (c) no
partial disposition of its interest inactivity, from each rental activity othersignificant value-enhancing services
another entity, identify the gain (loss)than a rental real estate activity, andremain to be performed.
allocable to each activity conductedfrom investments.

c. The shareholder materially or through the entity, and the gain3. Identify the net income (loss) and
significantly participated for any tax allocable to a passive activity thatthe shareholder’s share of corporation
year in an activity that involved would have been recharacterized asinterest expense from each activity of
performing services to enhance the nonpassive gain had the corporationrenting a dwelling unit that any
value of the property (or any other item disposed of its interest in property usedshareholder uses for personal purposes
of property, if the basis of the property in the activity (because the propertyduring the year for more than the
disposed of is determined in whole or in was substantially appreciated at thegreater of 14 days or 10% of the

time of the disposition, and the gainpart by reference to the basis of that number of days that the residence is
represented more than 10% of therented at fair rental value.item of property).
shareholder’s total gain from the4. Identify the net income (loss) andBecause the corporation cannot
disposition).the shareholder’s share of interestdetermine a shareholder’s level of

expense from each activity of trading 11. Identify the following items fromparticipation, the corporation must
personal property conducted through activities that may be subject to theidentify net income from property
the corporation. recharacterization rules underdescribed above (without regard to the 5. For any gain (loss) from the Temporary Regulations sectionshareholder’s level of participation) as disposition of an interest in an activity 1.469-2T(f) and Regulations sectionincome that may be subject to or of an interest in property used in an 1.469-2(f).recharacterization. activity (including dispositions before a. Net income from an activity of

5. Rental of property to a 1987 from which gain is being renting substantially nondepreciable
nonpassive activity. If a taxpayer recognized after 1986): property.
rents property to a trade or business a. Identify the activity in which the b. The smaller of equity-financedactivity in which the taxpayer materially property was used at the time of interest income or net passive income
participates, the taxpayer’s net rental disposition, from an equity-financed lending activity.
activity income (defined in item 4) from b. If the property was used in more c. Net rental activity income fromthe property is nonpassive income. than one activity during the 12 months property developed (by the shareholder

preceding the disposition, identify the6. Acquisition of an interest in a or the corporation), rented, and sold
activities in which the property waspass-through entity that licenses within 12 months after the rental of the
used and the adjusted basis allocatedintangible property. Generally, net property commenced.
to each activity, androyalty income from intangible property d. Net rental activity income fromc. For gains only, if the propertyis nonpassive income if the taxpayer the rental of property by the corporationwas substantially appreciated at theacquired an interest in the pass-through to a trade or business activity in whichtime of the disposition and theentity after the pass-through entity the shareholder had an interest (eitherapplicable holding period specified increated the intangible property or directly or indirectly).Regulations section 1.469-2(c)(2)(iii)(A)performed substantial services or e. Net royalty income fromwas not satisfied, identify the amount ofincurred substantial costs in developing intangible property if the shareholderthe nonpassive gain and indicate

or marketing the intangible property. acquired the shareholder’s interest inwhether or not the gain is investment
Net royalty income is the excess of the corporation after the corporationincome under Regulations section
passive activity gross income from created the intangible property or1.469-2(c)(2)(iii)(F).
licensing or transferring any right in performed substantial services, or6. Specify the amount of gross

incurred substantial costs in developingintangible property over passive activity portfolio income, the interest expense
or marketing the intangible property.deductions (current year deductions properly allocable to portfolio income,

and prior year unallowed losses) that 12. Identify separately the creditsand expenses other than interest
from each activity conducted by orare reasonably allocable to the expense that are clearly and directly
through the corporation.intangible property. See Temporary allocable to portfolio income.

Regulations section 1.469-2T(f)(7)(iii) 7. Identify the ratable portion of any 13. Identify the shareholder’s pro rata
for exceptions to this rule. section 481 adjustment (whether a net share of the corporation’s self-charged
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interest income or expense (see exclusion as a nonseparately stated corporation’s principal office is located
Self-Charged Interest on page 9). item on its return. Instead, the in Little Rock, AR, the corporation

corporation must report the following should enter the Little Rock address.a. Loans between a shareholder
separately stated items to theand the corporation. Identify the If the corporation receives its mail inshareholders on Schedule K-1, box 14.lending or borrowing shareholder’s care of a third party (such as an

share of the self-charged interest accountant or an attorney), enter on the• Foreign trading gross receipts (code
income or expense. If the shareholder street address line “C/O” followed byO). Report each shareholder’s pro rata
made the loan to the corporation, also the third party’s name and streetshare of foreign trading gross receipts
identify the activity in which the loan address or P.O. box.from line 15 of Form 8873 in box 14
proceeds were used. If the proceeds using code O. If the corporation received a Formwere used in more than one activity, • Extraterritorial income exclusion 1120S tax package, use the preprintedallocate the interest to each activity (code P). Report each shareholder’s label. Cross out any errors and print thebased on the amount of the proceeds pro rata share of the extraterritorial correct information on the label.used in each activity. income exclusion from line 52 of Form

b. Loans between the corporation 8873 in box 14 using code P and Item B. Business Codeand another S corporation or identify on an attached statement the
partnership. If the corporation’s See the Principal Business Activityactivity to which the exclusion relates. If
shareholders have the same Codes on pages 38 through 40 of thesethe corporation is required to complete
proportional ownership interest in the instructions.more than one Form 8873, combine the
corporation and the other S corporation exclusions and report a single exclusion
or partnership, identify each amount in box 14. Item C. Schedule M-3
shareholder’s share of the interest Note. Upon request of a shareholder, Informationincome or expense from the loan. If the the corporation should furnish a copy ofcorporation was the borrower, also A corporation with total assets of $10the corporation’s Form 8873 if thatidentify the activity in which the loan million or more on the last day of theshareholder has a reduction forproceeds were used. If the proceeds tax year must complete Schedule M-3international boycott operations, illegalwere used in more than one activity, (Form 1120S), Net Income (Loss)bribes, kickbacks, etc.allocate the interest to each activity Reconciliation for S Corporations With
based on the amount of the proceeds Total Assets of $10 Million or More,
used in each activity. instead of Schedule M-1. A corporation

filing Form 1120S that is not required toSpecific Instructions
file Schedule M-3 may voluntarily fileExtraterritorial Income Schedule M-3 instead of Schedule M-1.Period CoveredExclusion If you are filing Schedule M-3, checkFile the 2007 return for calendar year
the “Check if Sch. M-3 attached” box.2007 and fiscal years that begin inGenerally, no exclusion is See the Instructions for Schedule M-32007 and end in 2008. For a fiscal orallowed for transactions after for more details.short tax year return, fill in the tax year2006. However, transactionsCAUTION

!
space at the top of the form.that meet the transition rules may still Item D. EmployerThe 2007 Form 1120S can also bebe eligible for the exclusion. See the
used if: Identification NumberInstructions for Form 8873 for details.
• The corporation has a tax year of

For details and to figure the amount (EIN)less than 12 months that begins and
of the exclusion, see Form 8873, ends in 2008, and Enter the corporation’s EIN. If the
Extraterritorial Income Exclusion, and • The 2008 Form 1120S is not corporation does not have an EIN, it
its separate instructions. The available at the time the corporation is must apply for one. An EIN can be
corporation must report the required to file its return. applied for:
extraterritorial income exclusion on its • Online—Click on the EIN link atThe corporation must show its 2008return as follows. www.irs.gov/businesses/small. The EINtax year on the 2007 Form 1120S and

1. If the corporation met the foreign is issued immediately once thetake into account any tax law changes
economic process requirements application information is validated.that are effective for tax years
explained in the Instructions for Form • By telephone at 1-800-829-4933 frombeginning after December 31, 2007.
8873, it can report the exclusion as a 7:00 a.m. to 10:00 p.m. in the
nonseparately stated item on whichever corporation’s local time zone.Name and Addressof the following lines apply to that • By mailing or faxing Form SS-4,

Enter the corporation’s true name (asactivity. Application for Employer Identification
set forth in the charter or other legal• Form 1120S, page 1, line 19. Number.
document creating it), address, and EIN• Form 8825, line 15. If the corporation has not received itson the appropriate lines. Enter the• Form 1120S, Schedule K, line 3b. EIN by the time the return is due, enteraddress of the corporation’s principalIn addition, the corporation must “Applied for” and the date you appliedoffice or place of business. Include thereport as an item of information on in the space for the EIN. For moresuite, room, or other unit number afterSchedule K-1, box 14, using code O, details, see the Instructions for Formthe street address. If the post officethe shareholder’s pro rata share of SS-4.does not deliver mail to the streetforeign trading gross receipts from
address and the corporation has a P.O.Form 8873, line 15. Item F. Total Assetsbox, show the box number instead.2. If the foreign trading gross

receipts of the corporation for the tax Note. Do not use the address of the Enter the corporation’s total assets (as
year are $5 million or less and the registered agent for the state in which determined by the accounting method
corporation did not meet the foreign the corporation is incorporated. For regularly used in keeping the
economic process requirements, it example, if a business is incorporated corporation’s books and records) at the
cannot report the extraterritorial income in Delaware or Nevada and the end of the tax year. If there were no
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assets at the end of the tax year, enter tax-exempt income, reports this income • Dispositions of property used or
-0-. on line 16b of Schedule K and in box produced in the trade or business of

16 of Schedule K-1 using code B. farming.If the corporation is required to • Certain dispositions of timesharescomplete Schedule L, enter total assets Report tax-exempt interest income,
and residential lots reported under thefrom Schedule L, line 15, column (d) on including exempt-interest dividends
installment method.page 1, item F. If the S election received as a shareholder in a mutual

terminated during the tax year, see the Attach a statement showing thefund or other regulated investment
instructions for Schedule L on page 34 following information for the current andcompany, on line 16a of Schedule K
for special rules that may apply when the 3 preceding years: (a) gross sales,and in box 16 of Schedule K-1 using
figuring the corporation’s year-end (b) cost of goods sold, (c) gross profits,code A.
assets. (d) percentage of gross profits to grossSee Deductions on page 13 for sales, (e) amount collected, and (f)information on how to report expenses gross profit on the amount collected.Item H. Final Return, related to tax-exempt income.

Line 2. Cost of Goods SoldCancelled debt exclusion. If theName Change, Address
corporation has had debt discharged See the Schedule A instructions onChange, Amended resulting from a title 11 bankruptcy page 18.
proceeding or while insolvent, see FormReturn, or S Election
982, Reduction of Tax Attributes Due to Line 4. Net Gain (Loss) From

Termination or Discharge of Indebtedness (and Form 4797
Section 1082 Basis Adjustment), andRevocation Pub. 908, Bankruptcy Tax Guide. Include only ordinary gains or• If this is the corporation’s final return losses from the sale, exchange,and it will no longer exist, check the Line 1. Gross Receipts or or involuntary conversion ofCAUTION

!
“Final return” box. Also check the “Final Sales assets used in a trade or businessK-1” box on each Schedule K-1. activity. Ordinary gains or losses fromEnter gross receipts or sales from all• If the corporation changed its name the sale, exchange, or involuntarybusiness operations except those thatsince it last filed a return, check the conversion of rental activity assets aremust be reported on lines 4 and 5.“Name change” box. Generally, a reported separately on line 19 of FormIn general, advance payments arecorporation also must have amended 8825 or line 3 of Schedule K and box 3reported in the year of receipt. Toits articles of incorporation and filed the of Schedule K-1, generally as a part ofreport income from long-term contracts,amendment with the state in which it the net income (loss) from the rentalsee section 460. For special rules forwas incorporated. activity.reporting certain advance payments for• If the corporation has changed its

A corporation that is a partner in agoods and long-term contracts, seeaddress since it last filed a return
partnership must include on Form 4797,Regulations section 1.451-5. For(including a change to an “in care of”
Sales of Business Property, its share ofpermissible methods for reportingaddress), check the “Address change”
ordinary gains (losses) from sales,advance payments for services andbox. If a change in address occurs after
exchanges, or involuntary conversionscertain goods by an accrual methodthe return is filed, use Form 8822,
(other than casualties or thefts) of thecorporation, see Rev. Proc. 2004-34,Change of Address, to notify the IRS of
partnership’s trade or business assets.2004-22 I.R.B. 991.the new address.

• If this amends a previously filed Corporations should not use FormInstallment sales. Generally, the
return, check the “Amended return” 4797 to report the sale or otherinstallment method cannot be used for
box. If Schedules K-1 are also being disposition of property if a section 179dealer dispositions of property. A
amended, check the “Amended K-1” expense deduction was previously“dealer disposition” is any disposition
box on each Schedule K-1. passed through to any of itsof: (a) personal property by a person• If the corporation has terminated or shareholders for that property. Instead,who regularly sells or otherwise
revoked its S election, check the “S report it in box 17 of Schedule K-1disposes of personal property of the
election termination or revocation” box. using code K. See the instructions onsame type on the installment plan or (b)
See Termination of Election on page 2. page 33 for Dispositions of propertyreal property held for sale to customers

with section 179 deductions (code K),in the ordinary course of the taxpayer’s
for details.Income trade or business.

These restrictions on using the Line 5. Other Income (Loss)Report only trade or business installment method do not apply to Enter any other trade or businessactivity income on lines 1a dispositions of property used or income (loss) not included on lines 1athrough 6. Do not report rentalCAUTION
!

produced in a farming business or sales through 4. List the type and amount ofactivity income or portfolio income on of timeshares and residential lots for income on an attached statement.these lines. See Passive Activity which the corporation elects to payLimitations beginning on page 6 for  Examples of other income includeinterest under section 453(l)(3).definitions of rental income and portfolio the following.
For sales of timeshares andincome. Rental activity income and • Interest income derived in the

residential lots reported under theportfolio income are reported on ordinary course of the corporation’s
installment method, each shareholder’sSchedules K and K-1. Rental real trade or business, such as interest
income tax is increased by theestate activities are also reported on charged on receivable balances. See
shareholder’s pro rata share of theForm 8825. Temporary Regulations section
interest payable under section 453(l)(3).Tax-exempt income. Do not include 1.469-2T(c)(3).

any tax-exempt income on lines 1a Enter on line 1a the gross profit on • Recoveries of bad debts deducted in
through 5. A corporation that receives collections from installment sales for prior years under the specific charge-off
any tax-exempt income other than any of the following. method.
interest, or holds any property or • Dealer dispositions of property before • Taxable income from insurance
engages in any activity that produces March 1, 1986. proceeds.
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• The amount included in income from If the tax year of the S corporation recording, videotape, book, or similar
line 4 of Form 6478, Credit for Alcohol does not coincide with the tax year of property.
Used as Fuel. the partnership, estate, or trust, include The costs required to be capitalized• The amount included in income from the ordinary income (loss) from the under section 263A are not deductible
line 8 of Form 8864, Biodiesel and other entity in the tax year in which the until the property to which the costs
Renewable Diesel Fuels Credit. other entity’s tax year ends. relate is sold, used, or otherwise• The recapture amount under section disposed of by the corporation.
280F if the business use of listed Deductions Exceptions. Section 263A doesproperty drops to 50% or less. To figure

not apply to the following.the recapture amount, complete Part IV Report only trade or business • Inventoriable items accounted for inof Form 4797. activity deductions on lines 7 the same manner as materials and• Any recapture amount under section through 19.CAUTION
!

supplies that are not incidental. See179A for certain clean-fuel vehicle
Schedule A. Cost of Goods Sold onDo not report the following expensesproperty (or clean-fuel vehicle refueling
page 18 for details.on lines 7 through 19.property) that ceases to qualify. See • Personal property acquired for resale• Rental activity expenses. ReportRegulations section 1.179A-1 for
if the corporation’s (or anythese expenses on Form 8825 or linedetails.
predecessor’s) average annual gross3b of Schedule K.• All section 481 income adjustments
receipts for the 3 prior tax years were• Deductions allocable to portfolioresulting from changes in accounting
$10 million or less.income. Report these deductions onmethods. Show the computation of the • Timber.line 12d of Schedule K and in box 12 ofsection 481 adjustments on an • Most property produced under aSchedule K-1 using code H, J, or K.attached statement.
long-term contract.• Nondeductible expenses (for• Part or all of the proceeds received • Certain property produced in aexample, expenses connected with thefrom certain corporate-owned life
farming business. See Special rules forproduction of tax-exempt income).insurance contracts issued after August
certain corporations engaged in farmingReport nondeductible expenses on line17, 2006. See section 101(j) for details.
on page 14.16c of Schedule K and in box 16 of

Do not include items requiring • Geological and geophysical costsSchedule K-1 using code C.
separate computations by shareholders amortized under section 167(h).• Qualified expenditures to which an
that must be reported on Schedules K • Capital costs incurred to comply withelection under section 59(e) may apply.
and K-1. See the instructions for EPA sulfur regulations.The instructions for line 12c of
Schedules K and K-1 later in these Schedule K and for Schedule K-1, box The corporation must report the
instructions. 12, code I, explain how to report these following costs separately to the

amounts. shareholders for purposes ofOrdinary Income (Loss) From a • Items the corporation must state determinations under section 59(e).Partnership, Estate, or Trust separately that require separate • Research and experimental costs
computations by the shareholders.Enter the ordinary income (loss) shown under section 174.
Examples include expenses incurredon Schedule K-1 (Form 1065) or • Intangible drilling costs for oil, gas,
for the production of income instead ofSchedule K-1 (Form 1041), or other and geothermal property.
in a trade or business, charitableordinary income (loss) from a foreign • Mining exploration and development
contributions, foreign taxes paid orpartnership, estate, or trust. Show the costs.
accrued, intangible drilling andpartnership’s, estate’s, or trust’s name, Indirect costs. Corporationsdevelopment costs, soil and wateraddress, and EIN on a separate subject to the uniform capitalizationconservation expenditures, amortizablestatement attached to this return. If the rules are required to capitalize not onlybasis of reforestation expenditures, andamount entered is from more than one direct costs but an allocable part ofexploration expenditures. The pro ratasource, identify the amount from each most indirect costs (including taxes)shares of these expenses are reportedsource. that benefit the assets produced orseparately to each shareholder on

acquired for resale, or are incurredDo not include portfolio income or Schedule K-1.
because of the performance ofrental activity income (loss) from a
production or resale activities.partnership, estate, or trust on this line. Limitations on Deductions

Instead, report these amounts on For inventory, some of the indirectSection 263A uniform capitalizationSchedules K and K-1, or on line 20a of costs that must be capitalized are:rules. The uniform capitalization rulesForm 8825 if the amount is from a • Administration expenses;of section 263A generally requirerental real estate activity. • Taxes;corporations to capitalize, or include in • Depreciation;inventory, certain costs incurred inOrdinary income or loss from a • Insurance;connection with the following.partnership that is a publicly traded • Compensation paid to officers• The production of real property andpartnership is not reported on this line. attributable to services;tangible personal property held inInstead, report the amount separately • Rework labor; andinventory or held for sale in the ordinaryon line 10 of Schedule K and in box 10 • Contributions to pension, stockcourse of business.of Schedule K-1 using code E. bonus, and certain profit-sharing,• Real property or personal property
annuity, or deferred compensationTreat shares of other items (tangible and intangible) acquired for
plans.separately reported on Schedule K-1 resale.

issued by the other entity as if the items Regulations section 1.263A-1(e)(3)• The production of real property and
were realized or incurred by this specifies other indirect costs that relatetangible personal property by a
corporation. to production or resale activities thatcorporation for use in its trade or

must be capitalized and those that maybusiness or in an activity engaged in forIf there is a loss from a partnership,
be currently deductible.profit.the amount of the loss that may be

claimed is subject to the at-risk and Tangible personal property produced Interest expense paid or incurred
basis limitations as appropriate. by a corporation includes a film, sound during the production period of
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designated property must be capitalized costs exceed $50,000. If the total costs for services rendered to the
and is governed by special rules. For are $55,000 or more, the deduction is corporation.
more details, see Regulations sections reduced to zero. Enter on line 7 the total
1.263A-8 through 1.263A-15. • If the election is made, any costs that compensation of all officers paid or

are not deducted must be amortized incurred in the trade or businessFor more details on the uniform
ratably over a 180-month period. activities of the corporation. Thecapitalization rules, see Regulations

corporation determines who is ansections 1.263A-1 through 1.263A-3. For costs paid or incurred before
officer under the laws of the stateOctober 23, 2004, the corporation canSpecial rules for certain
where it is incorporated.elect to amortize the costs over acorporations engaged in farming.

period of 60 months or more. Enter on line 8 the total salaries andFor S corporations not required to use
wages paid or incurred to employeesthe accrual method of accounting, the In all cases, the amortization period (other than officers) during the tax year.rules of section 263A do not apply to begins the month the corporation

expenses of raising any: If the corporation claims a credit forbegins business operations. For more• Animal or any wages paid or incurred, it maydetails on the election, see Pub. 535.• Plant that has a preproductive period need to reduce the amounts on lines 7
Attach any statement required byof 2 years or less. and 8. See Reducing certain expenses

Regulations sections 1.195-1(b) or for which credits are allowable on thisShareholders of S corporations not
1.248-1(c). Report the deductible page for details.required to use the accrual method of
amount of these costs and anyaccounting may elect to currently Do not include salaries and wagesamortization on line 19. Fordeduct the preproductive period reported elsewhere on the return, suchamortization that begins during theexpenses of certain plants that have a as amounts included in cost of goods2007 tax year, complete and attachpreproductive period of more than 2 sold, elective contributions to a sectionForm 4562.years. Because each shareholder 401(k) cash or deferred arrangement,

makes the election to deduct these Reducing certain expenses for which or amounts contributed under a salary
expenses, the corporation should not credits are allowable. If the reduction SEP agreement or a SIMPLE
capitalize them. Instead, the corporation claims a credit on any of IRA plan.
corporation should report the expenses the following forms, it may need to Include fringe benefit expenditures
separately on line 12d of Schedule K reduce the otherwise allowable made on behalf of officers and
and report each shareholder’s pro rata deductions for expenses used to figure employees owning more than 2% of the
share in box 12 of Schedule K-1 using the credit. corporation’s stock. Also report these
code L. • Form 5884, Work Opportunity Credit. fringe benefits as wages in box 1 of• Form 6765, Credit for IncreasingSee Uniform Capitalization Rules in Form W-2. Do not include amounts paid

Research Activities.chapter 6 of Pub. 225, Farmer’s Tax or incurred for fringe benefits of officers• Form 8820, Orphan Drug Credit.Guide, sections 263A(d) and (e), and and employees owning 2% or less of• Form 8826, Disabled Access Credit.Regulations section 1.263A-4 for the corporation’s stock. These amounts• Form 8844, Empowerment Zone anddefinitions and other details. are reported on line 18. See the
Renewal Community Employment instructions for that line for informationTransactions between related Credit. on the types of expenditures that aretaxpayers. Generally, an accrual • Form 8845, Indian Employment treated as fringe benefits and for thebasis S corporation can deduct Credit. stock ownership rules.business expenses and interest owed • Form 8846, Credit for Employer

to a related party (including any Report amounts paid for healthSocial Security and Medicare Taxes
shareholder) only in the tax year of the insurance coverage for a more than 2%Paid on Certain Employee Tips.
corporation that includes the day on shareholder (including that• Form 8861, Welfare-to-Work Credit.
which the payment is includible in the shareholder’s spouse and dependents)• Form 8881, Credit for Small
income of the related party. See section as an information item in box 14 of thatEmployer Pension Plan Startup Costs.
267 for details. shareholder’s Form W-2. A• Form 8882, Credit for

more-than-2% shareholder may beSection 291 limitations. If the S Employer-Provided Childcare Facilities
allowed to deduct such amounts oncorporation was a C corporation for any and Services.
Form 1040, line 29.of the 3 immediately preceding years, • Form 8896, Low Sulfur Diesel Fuel

the corporation may be required to If a shareholder or a member of theProduction Credit.
adjust deductions for depletion of iron family of one or more shareholders of• Form 8923, Mine Rescue Team
ore and coal, and the amortizable basis the corporation renders services orTraining Credit.
of pollution control facilities. If this furnishes capital to the corporation for

If the corporation has any of theseapplies, see section 291 to figure the which reasonable compensation is not
credits, figure each current year creditadjustment. paid, the IRS may make adjustments in
before figuring the deduction for the items taken into account by suchBusiness start-up and organizational expenses on which the credit is based. individuals to reflect the value of suchcosts. Business start-up and See the instructions for the form used services or capital. See sectionorganizational costs must be capitalized to figure the credit for details. 1366(e).unless an election is made to deduct or

amortize them. For costs paid or Line 7. Compensation of Line 9. Repairs and
incurred after October 22, 2004, the Officers and Maintenancefollowing rules apply separately to each
category of costs. Line 8. Salaries and Wages Enter the cost of incidental repairs and
• The corporation can elect to deduct maintenance not claimed elsewhere on
up to $5,000 of such costs for the year Distributions and other the return, such as labor and supplies,
the corporation begins business payments by an S corporation to that do not add to the value of the
operations. a corporate officer must be property or appreciably prolong its life.CAUTION

!
• The $5,000 deduction is reduced (but treated as wages to the extent the The corporation can deduct these
not below zero) by the amount the total amounts are reasonable compensation repairs only to the extent they relate to
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a trade or business activity. New Do not deduct the following taxes on reported on line 3c of Schedule K and
buildings, machinery, or permanent line 12. in box 3 of Schedule K-1.
improvements that increase the value • Federal income taxes (except for the • On debt used to buy property held for
of the property are not deductible. They portion of built-in gains tax allocable to investment. Interest that is clearly and
must be depreciated or amortized. ordinary income), or taxes reported directly allocable to interest, dividend,

elsewhere on the return. royalty, or annuity income not derived in
• Section 901 foreign taxes. ReportLine 10. Bad Debts the ordinary course of a trade or
these taxes on line 14l of Schedule K business is reported on line 12b ofEnter the total debts that became
and in box 14 of Schedule K-1 using Schedule K and in box 12 of Scheduleworthless in whole or in part during the
codes L and M. K-1 using code G. See the instructionstax year, but only to the extent such • Taxes allocable to a rental activity. for line 12b of Schedule K, for box 12,debts relate to a trade or business
Taxes allocable to a rental real estate code G of Schedule K-1, and Formactivity. Report deductible nonbusiness
activity are reported on Form 8825. 4952, Investment Interest Expensebad debts as a short-term capital loss
Taxes allocable to a rental activity other Deduction, for more information onon Schedule D (Form 1120S), Capital
than a rental real estate activity are investment property.Gains and Losses and Built-In Gains. A
reported on line 3b of Schedule K. • On debt proceeds allocated tocash method taxpayer cannot claim a • Taxes allocable to portfolio income. distributions made to shareholdersbad debt deduction unless the amount
Report these taxes on line 12d of during the tax year. Instead, reportwas previously included in income.
Schedule K and in box 12 of Schedule such interest on line 12d of Schedule K
K-1 using code J. and in box 12 of Schedule K-1 usingLine 11. Rents • Taxes paid or incurred for the code R. To determine the amount toEnter rent paid on business property production or collection of income, or allocate to distributions to shareholders,used in a trade or business activity. Do for the management, conservation, or see Notice 89-35, 1989-1 C.B. 675.not deduct rent for a dwelling unit maintenance of property held to • On debt required to be allocated tooccupied by any shareholder for produce income. Report these taxes the production of designated property.personal use. separately on line 12d of Schedule K Designated property includes real
and in box 12 of Schedule K-1 usingIf the corporation rented or leased a property, personal property that has a
code R.vehicle, enter the total annual rent or class life of 20 years or more, and other

lease expense paid or incurred in the tangible property requiring more than 2See section 263A(a) for rules on
trade or business activities of the years (1 year in the case of propertycapitalization of allocable costs
corporation during the tax year. Also with a cost of more than $1 million) to(including taxes) for any property.
complete Part V of Form 4562, produce or construct. Interest allocable• Taxes not imposed on theDepreciation and Amortization. If the to designated property produced by a

corporation.corporation leased a vehicle for a term corporation for its own use or for sale• Taxes, including state or local salesof 30 days or more, the deduction for must be capitalized. In addition, a
taxes, that are paid or incurred invehicle lease expense may have to be corporation must also capitalize any
connection with an acquisition orreduced by an amount called the interest on debt allocable to an asset
disposition of property (these taxesinclusion amount. The corporation may used to produce designated property. A
must be treated as a part of the cost ofhave an inclusion amount if: shareholder may have to capitalize
the acquired property or, in the case of interest that the shareholder incurs
a disposition, as a reduction in theAnd the during the tax year for the S
amount realized on the disposition).vehicle’s corporation’s production expenditures.

FMV on • Taxes assessed against local Similarly, interest incurred by an S
the first benefits that increase the value of the corporation may have to be capitalizedday of the property assessed (such as for paving, by a shareholder for the shareholder’slease etc.). own production expenditures. TheThe lease term began: exceeded:

information required by the shareholderSee section 164(d) for
to properly capitalize interest for thisAfter 12/31/06 but before 1/1/08 $15,500 apportionment of taxes on real property
purpose must be provided by thebetween seller and purchaser.After 12/31/04 but before 1/1/07 $15,200 corporation on an attachment for box

After 12/31/03 but before 1/1/05 $17,500 17 of Schedule K-1 using code P. SeeLine 13. Interest
If the lease term began before January 1, 2004, see section 263A(f) and RegulationsInclude only interest incurred in thePub. 463, Travel, Entertainment, Gift, and Car sections 1.263A-8 through 1.263A-15.trade or business activities of theExpenses, to find out if the corporation has an
inclusion amount. The inclusion amount for lease corporation that is not claimed Special rules apply to:
terms beginning in 2008 will be published in the elsewhere on the return. • Allocating interest expense amongInternal Revenue Bulletin in early 2008.

activities so that the limitations onDo not include interest expense:
passive activity losses, investment• On debt used to purchase rental

See Pub. 463 for instructions on interest, and personal interest can beproperty or debt used in a rental
figuring the inclusion amount. properly figured. Generally, interestactivity. Interest allocable to a rental

expense is allocated in the samereal estate activity is reported on Form
Line 12. Taxes and Licenses manner as debt is allocated. Debt is8825 and is used in arriving at net

allocated by tracing disbursements ofEnter taxes and licenses paid or income (loss) from rental real estate
the debt proceeds to specificincurred in the trade or business activities on line 2 of Schedule K and in
expenditures. Temporary Regulationsactivities of the corporation, unless they box 2 of Schedule K-1. Interest
section 1.163-8T gives rules for tracingare reflected elsewhere on the return. allocable to a rental activity other than a
debt proceeds to expenditures.Federal import duties and federal rental real estate activity is included on

excise and stamp taxes are deductible line 3b of Schedule K and is used in • Prepaid interest, which generally can
only if paid or incurred in carrying on arriving at net income (loss) from a only be deducted over the period to
the trade or business of the rental activity (other than a rental real which the prepayment applies. See
corporation. estate activity). This net amount is section 461(g) for details.
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• Interest which is allocable to year, generally must file the applicable • Travel, meal, and entertainment
unborrowed policy cash values of life form listed below. expenses. Special rules apply
insurance, endowment, or annuity • Form 5500, Annual Return/Report of (discussed below).
contracts issued after June 8, 1997. Employee Benefit Plan. File this form • Utilities.
See section 264(f). Attach a statement for a plan that is not a one-participant • Deduction for certain energy efficient
showing the computation of the plan. commercial building property. See
deduction. • Form 5500-EZ, Annual Return of section 179D and Notice 2006-52,

One-Participant (Owners and Their 2006-26 I.R.B. 1175.
Line 14. Depreciation Spouses) Retirement Plan. File this • Any negative net section 481(a)

form for a plan that only covers the adjustment.Enter the depreciation claimed on
owner (or the owner and his or herassets used in a trade or business Do not deduct the following on line
spouse) but only if the owner (or theactivity less any depreciation reported 19.
owner and his or her spouse) owns theelsewhere on the return (for example, • Items that must be reported
entire business.on Schedule A). See the Instructions separately on Schedules K and K-1.

for Form 4562 or Pub. 946, How To • Fines or penalties paid to aThere are penalties for not filing
Depreciate Property, to figure the government for violating any law.these forms on time and for overstating
amount of depreciation to enter on this Report these expenses on Schedule K,the pension plan deduction. See
line. line 16c.sections 6652(e) and 6662(f).

• Expenses allocable to tax-exemptComplete and attach Form 4562
income. Report these expenses ononly if the corporation placed property Line 18. Employee Benefit
Schedule K, line 16c.in service during the tax year or claims Programs

depreciation on any car or other listed Special RulesEnter amounts for fringe benefits paidproperty. There is different treatment for
or incurred on behalf of employees Commercial revitalization deduction.property located in a GO Zone. See the
owning 2% or less of the corporation’s If the corporation constructs,Instructions for Form 4562 for details.
stock. These fringe benefits include (a) purchases, or substantially rehabilitatesDo not include any section 179 employer contributions to certain a qualified building in a renewalexpense deduction on this line. This accident and health plans, (b) the cost community, it may qualify for aamount is not deducted by the of up to $50,000 of group-term life deduction of either (a) 50% of qualifiedcorporation. Instead, it is passed insurance on an employee’s life, and (c) capital expenditures in the year thethrough to the shareholders in box 11 meals and lodging furnished for the building is placed in service or (b)of Schedule K-1. employer’s convenience. amortization of 100% of the qualified

capital expenditures over a 120-monthDo not deduct amounts that are anLine 15. Depletion
period beginning with the month theincidental part of a pension,If the corporation claims a deduction for building is placed in service. If theprofit-sharing, etc., plan included on linetimber depletion, complete and attach corporation elects to amortize these17 or amounts reported elsewhere onForm T (Timber), Forest Activities expenditures, complete and attachthe return.Schedule. Form 4562. To qualify, the building

Report amounts for fringe benefits must be nonresidential (as defined inDo not deduct depletion for oil paid on behalf of employees owning section 168(e)(2)) and placed in serviceand gas properties. Each more than 2% of the corporate stock on by the corporation. The corporationshareholder figures depletion onCAUTION
!

line 7 or 8, whichever applies. An must be the original user of the buildingoil and gas properties. See the employee is considered to own more unless it is substantially rehabilitated.instructions for Schedule K-1, box 17, than 2% of the corporation’s stock if The qualified expenditures cannotcode R, for the information on oil and that person owns on any day during the exceed the lesser of $10 million or thegas depletion that must be supplied to tax year more than 2% of the amount allocated to the building by thethe shareholders by the corporation. outstanding stock of the corporation or commercial revitalization agency of the
stock possessing more than 2% of the state in which the building is located.Line 17. Pension, combined voting power of all stock of Any remaining expenditures areProfit-Sharing, etc., Plans the corporation. See section 318 for depreciated over the regular
attribution rules.Enter the deductible contributions not depreciation recovery period. See Pub.

claimed elsewhere on the return made 954, Tax Incentives for Distressed
by the corporation for its employees Line 19. Other Deductions Communities, and section 1400I for
under a qualified pension, details.Enter the total allowable trade or
profit-sharing, annuity, or simplified business deductions that are not Rental real estate. Do not reportemployee pension (SEP) or SIMPLE deductible elsewhere on page 1 of this deduction on line 19 if the buildingplan, or any other deferred Form 1120S. Attach a statement listing is placed in service as rental realcompensation plan. by type and amount each deduction estate. A commercial revitalization

included on this line.If the corporation contributes to an deduction for rental real estate is not
individual retirement arrangement (IRA) deducted by the corporation but isExamples of other deductions
for employees, include the contribution passed through to the shareholders ininclude the following.
in salaries and wages on page 1, line 8, box 12 of Schedule K-1 using code M.• Amortization. See Part VI of Form
or Schedule A, line 3, and not on line 4562. Travel, meals, and entertainment.
17. • Certain business start-up and Subject to limitations and restrictions

Employers who maintain a pension, organizational costs the corporation discussed below, a corporation can
profit-sharing, or other funded deferred elects to deduct. See page 14. deduct ordinary and necessary travel,
compensation plan, whether or not the • Insurance premiums. meals, and entertainment expenses
plan is qualified under the Internal • Legal and professional fees. paid or incurred in its trade or business.
Revenue Code and whether or not a • Supplies used and consumed in the Also, special rules apply to deductions
deduction is claimed for the current tax business. for gifts, skybox rentals, luxury water
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travel, convention expenses, and operated to provide meals under contributions to charitable organizations
entertainment tickets. See section 274 conditions favorable to business that conduct lobbying activities, see
and Pub. 463 for details. discussion. section 170(f)(9).

Travel. The corporation cannot Entertainment facilities. The Certain corporations engaged in
deduct travel expenses of any corporation cannot deduct an expense farming. Section 464(f) limits the
individual accompanying a corporate paid or incurred for a facility (such as a deduction for certain expenditures of S
officer or employee, including a spouse yacht or hunting lodge) used for an corporations engaged in farming if they
or dependent of the officer or activity usually considered use the cash method of accounting,
employee, unless: entertainment, amusement, or and their prepaid farm supplies are• That individual is an employee of the recreation. more than 50% of other deductible
corporation, and farming expenses.Amounts treated as• His or her travel is for a bona fide compensation. The corporation maybusiness purpose and would otherwise Prepaid farm supplies includebe able to deduct otherwisebe deductible by that individual. expenses for feed, seed, fertilizer, andnondeductible entertainment,

similar farm supplies not used orMeals and entertainment. amusement, or recreation expenses if
consumed during the year. They alsoGenerally, the corporation can deduct the amounts are treated as
include the cost of poultry that would beonly 50% of the amount otherwise compensation to the recipient and
allowable as a deduction in a later taxallowable for meals and entertainment reported on Form W-2 for an employee
year if the corporation were to (a)expenses paid or incurred in its trade or or on Form 1099-MISC for an
capitalize the cost of poultry bought forbusiness. In addition (subject to independent contractor.
use in its farm business and deduct itexceptions under section 274(k)(2)):

However, if the recipient is an officer, ratably over the lesser of 12 months or• Meals must not be lavish or
director, or beneficial owner (directly or the useful life of the poultry and (b)extravagant;
indirectly) of more than 10% of the deduct the cost of poultry bought for• A bona fide business discussion
corporation’s stock, the deductible resale in the year it sells or otherwisemust occur during, immediately before,
expense is limited. See section disposes of it.or immediately after the meal; and
274(e)(2) and Notice 2005-45, 2005-24• An employee of the corporation must

If the limit applies, the corporationI.R.B. 1228.be present at the meal.
can deduct prepaid farm supplies thatLobbying expenses. Generally,See section 274(n)(3) for a special do not exceed 50% of its otherlobbying expenses are not deductible.rule that applies to expenses for meals deductible farm expenses in the year ofReport nondeductible expenses onconsumed by individuals subject to the payment. The excess is deductible onlySchedule K, line 16c. These expenseshours of service limits of the in the year the corporation uses orinclude:Department of Transportation. consumes the supplies (other than• Amounts paid or incurred inMembership dues. The poultry, which is deductible asconnection with influencing federal orcorporation can deduct amounts paid or explained above). For exceptions andstate legislation (but not localincurred for membership dues in civic more details on these rules, see Pub.legislation) oror public service organizations, 225.• Amounts paid or incurred inprofessional organizations (such as bar

connection with any communication Reforestation expenditures. If theand medical associations), business
with certain federal executive branch corporation made an election to deductleagues, trade associations, chambers
officials in an attempt to influence the a portion of its reforestationof commerce, boards of trade, and real
official actions or positions of the expenditures on line 12d of Scheduleestate boards. However, no deduction
officials. See Regulations section K, it must amortize over an 84-monthis allowed if a principal purpose of the
1.162-29 for the definition of period the portion of these expendituresorganization is to entertain, or provide
“influencing legislation.” in excess of the amount deducted onentertainment facilities for, members or

Schedule K (see section 194). Deducttheir guests. In addition, corporations Dues and other similar amounts paid
on line 19 only the amortization ofcannot deduct membership dues in any to certain tax-exempt organizations
these excess reforestationclub organized for business, pleasure, may not be deductible. See section
expenditures. See Reforestationrecreation, or other social purpose. This 162(e)(3). If certain in-house lobbying
expense deduction (code N) on pageincludes country clubs, golf and athletic expenditures do not exceed $2,000,
26.clubs, airline and hotel clubs, and clubs they are deductible. For information on

1. Enter gross receipts for the tax year
(see section 1362(d)(3)(B) for gross
receipts from the sale of capital
assets)*

2. Enter passive investment income as
defined in section 1362(d)(3)(C)*

3. Enter 25% of line 1 (If line 2 is less than
line 3, stop here. You are not liable for
this tax.)

4. Excess passive investment income—
Subtract line 3 from line 2

5. Enter deductions directly connected
with the production of income on line
2 (see section 1375(b)(2))*

6. Net passive income—Subtract line 5
from line 2

7. Divide amount on line 4 by amount on
line 2 %

8. Excess net passive income—Multiply
line 6 by line 7

9. Enter taxable income (see instructions
for taxable income below)

10. Enter smaller of line 8 or line 9
11. Excess net passive income tax—Enter

35% of line 10. Enter here and on line
22a, page 1, Form 1120S

*Income and deductions on lines 1, 2, and 5 are from total operations for the tax year. This includes applicable income and expenses from page 1, Form 1120S, as
well as those reported separately on Schedule K. See section 1375(b)(4) for an exception regarding lines 2 and 5.

Line 9 of Worksheet—Taxable income

Line 9 taxable income is defined in Regulations section 1.1374-1A(d). Figure this income by completing lines 1 through 28 of Form
1120, U.S. Corporation Income Tax Return. Include the Form 1120 computation with the worksheet computation you attach to Form
1120S. You do not have to attach the schedules, etc., called for on Form 1120. However, you may want to complete certain Form 1120
schedules, such as Schedule D (Form 1120), if you have capital gains or losses.

Excess Net Passive Income Tax Worksheet for Line 22a
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Do not deduct amortization of The additional tax due to LIFO Line 24. Estimated Tax
reforestation expenditures paid recapture is figured for the corporation’s Penaltyor incurred before October 23, last tax year as a C corporation or forCAUTION

!
If Form 2220 is attached, check the box2004. If the corporation elected to the tax year of the transfer, whichever
on line 24 and enter the amount of anyamortize these expenditures, report the applies. See the Instructions for Form
penalty on this line.amortizable basis on line 17d of 1120 to figure the tax.

Schedule K. See Amortization of The tax is paid in four equal Line 27reforestation costs (code S) on page 34 installments. The C corporation mustfor details. Direct deposit of refund. If thepay the first installment by the due date
corporation wants its refund directly(not including extensions) of Form 1120Line 21. Ordinary Business deposited into its checking or savingsfor the corporation’s last tax year as a
account at any U.S. bank or otherIncome (Loss) C corporation or for the tax year of the
financial institution instead of having atransfer, whichever applies. The SEnter this income or loss on line 1 of
check sent to the corporation, completecorporation must pay each of theSchedule K. Line 21 income is not
Form 8050 and attach it to theremaining installments by the due dateused in figuring the excess net passive
corporation’s return. However, the(not including extensions) of Formincome or built-in gains taxes. See the
corporation cannot have its refund from1120S for the 3 succeeding tax years.instructions for line 22a for figuring
an amended return directly deposited.Include this year’s installment in thetaxable income for purposes of these

total amount to be entered on line 22a.taxes.
To the left of the total on line 22a, enter
the installment amount and “LIFO tax.” Schedule A.Tax and Payments

Cost of Goods SoldLine 22b. Tax From ScheduleLine 22a. Excess Net Passive Generally, inventories are required atD (Form 1120S)Income and LIFO Recapture the beginning and end of each tax year
Enter the built-in gains tax from line 21 if the production, purchase, or sale ofTax of Part III of Schedule D. See the merchandise is an income-producingThese taxes can apply if the instructions for Part III of Schedule D to factor. See Regulations sectioncorporation was previously a C determine if the corporation is liable for 1.471-1.corporation or if the corporation the tax.

However, if the corporation is aengaged in a tax-free reorganization
qualifying taxpayer or a qualifying smallwith a C corporation. Line 22c
business taxpayer, it can adopt orInclude the following in the total for lineExcess net passive income tax. If change its accounting method to22c.the corporation has accumulated account for inventoriable items in the

earnings and profits (AE&P) at the Investment credit recapture tax. The same manner as materials and supplies
close of its tax year, has passive corporation is liable for investment that are not incidental, unless its
investment income for the tax year that credit recapture attributable to credits business is a tax shelter as defined in
is in excess of 25% of gross receipts, allowed for tax years for which the section 448(d)(3).
and has taxable income at year-end, corporation was not an S corporation. A qualifying taxpayer is a taxpayerthe corporation must pay a tax on the Figure the corporation’s investment that, for each prior tax year ending afterexcess net passive income. Complete credit recapture tax by completing Form December 16, 1998, has averagelines 1 through 3 and line 9 of the 4255, Recapture of Investment Credit. annual gross receipts of $1 million orworksheet on page 17 to make this

less for the 3-tax-year period endingTo the left of the line 22c total, enterdetermination. If line 2 is greater than
with that prior tax year.the amount of recapture tax and “Taxline 3 and the corporation has taxable

From Form 4255.” Attach Form 4255 toincome (see instructions for line 9 of A qualifying small business taxpayer
Form 1120S.the worksheet), it must pay the tax. is a taxpayer (a) that, for each prior tax

Complete a separate schedule using year ending on or after December 31,Interest due under the look-back
the format of lines 1 through 11 of the 2000, has average annual grossmethod for completed long-term
worksheet to figure the tax. Enter the receipts of $10 million or less for thecontracts. If the corporation owes this
tax on line 22a, page 1, Form 1120S, 3-tax-year period ending with that priorinterest, attach Form 8697. To the left
and attach the computation schedule to tax year and (b) whose principalof the total on line 22c, enter the
Form 1120S. business activity is not an ineligibleamount owed and “From Form 8697.”

activity.Reduce each item of passive income Interest due under the look-back
passed through to shareholders by its Under this accounting method,method for property depreciated
portion of any excess net passive inventory costs for raw materialsunder the income forecast method.
income tax reported on line 22a. See purchased for use in producing finishedIf the corporation owes this interest,
section 1366(f)(3). goods and merchandise purchased forattach Form 8866. To the left of the

resale are deductible in the year thetotal on line 22c, enter the amountLIFO recapture tax. The corporation
finished goods or merchandise are soldowed and “From Form 8866.”may be liable for the additional tax due
(but not before the year the corporationto LIFO recapture under Regulations
paid for the raw materials orLine 23dsection 1.1363-2 if:
merchandise, if it is also using the cash• The corporation used the LIFO If the corporation is the beneficiary of a
method). For additional guidance oninventory pricing method for its last tax trust, and the trust makes a section
this method of accounting foryear as a C corporation, or 643(g) election to credit its estimated
inventoriable items, see Pub. 538 and• A C corporation transferred LIFO tax payments to its beneficiaries,
the Instructions for Form 3115.inventory to the corporation in a include the corporation’s share of the

nonrecognition transaction in which payment in the total for line 23d. Enter Enter amounts paid for all raw
those assets were transferred basis “T” and the amount on the dotted line to materials and merchandise during the
property. the left of the entry space. tax year on line 2. The amount the
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corporation can deduct for the tax year inventory. If the corporation accounts If this is the first year the Last-in,
is figured on line 8. for inventoriable items in the same First-out (LIFO) inventory method was

manner as materials and supplies that either adopted or extended to inventoryAll filers that have not elected to
are not incidental, enter on line 7 the goods not previously valued under thetreat inventoriable items as materials
portion of its raw materials and LIFO method provided in section 472,and supplies that are not incidental
merchandise purchased for resale that attach Form 970, Application To Useshould see Section 263A uniform
is included on line 6 and was not sold LIFO Inventory Method, or a statementcapitalization rules on page 13 before
during the year. with the information required by Formcompleting Schedule A.

970. Also check the LIFO box on line
Lines 9a Through 9f. 9c. On line 9d, enter the amount or theLine 1. Inventory at

percent of total closing inventoriesInventory Valuation MethodsBeginning of Year
covered under section 472. EstimatesInventories can be valued at:If the corporation is changing its are acceptable.• Cost,method of accounting for the current

If the corporation changed or• Cost or market value (whichever istax year, it must refigure last year’s
extended its inventory method to LIFOlower), orclosing inventory using its new method
and had to write up the opening• Any other method approved by theof accounting and enter the result on
inventory to cost in the year of election,IRS that conforms to the requirementsline 1. If there is a difference between
report the effect of the write-up as otherof the applicable regulations citedlast year’s closing inventory and the
income (line 5, page 1), proportionatelybelow.refigured amount, attach an explanation
over a 3-year period that begins withand take it into account when figuring However, if the corporation is using
the year of the LIFO election (sectionthe corporation’s section 481(a) the cash method of accounting, it is
472(d)).adjustment. required to use cost.

For more information on inventoryCorporations that account forLine 4. Additional Section valuation methods, see Pub. 538.inventoriable items in the same manner263A Costs as materials and supplies that are not
An entry is required on this line only for incidental can currently deduct Schedule B. Othercorporations that have elected a expenditures for direct labor and all
simplified method of accounting. indirect costs that would otherwise be Information

included in inventory costs.For corporations that have elected Complete all items that apply to thethe simplified production method, The average cost (rolling average) corporation.additional section 263A costs are method of valuing inventories generally
generally those costs, other than does not conform to the requirements Item 2
interest, that were not capitalized under of the regulations. See Rev. Rul. See page 38 and enter the businessthe corporation’s method of accounting 71-234, 1971-1 C.B. 148. activity and product or service.immediately prior to the effective date Corporations that use erroneousof section 263A but are now required to Question 4valuation methods must change to abe capitalized under section 263A. For method permitted for federal income tax Answer “Yes” if the corporation filed, ordetails, see Regulations section purposes. Use Form 3115 to make this is required to file, a return under section1.263A-2(b). change. 6111 to provide information on any

For corporations that have elected reportable transaction by a materialOn line 9a, check the method(s)the simplified resale method, additional advisor. Use Form 8918 to provide theused for valuing inventories. Undersection 263A costs are generally those information. For details, see thelower of cost or market, the termcosts incurred with respect to the Instructions for Form 8918.“market” (for normal goods) means thefollowing categories.
current bid price prevailing on the• Off-site storage or warehousing. Item 6inventory valuation date for the• Purchasing. Complete item 6 if the corporation: (a)particular merchandise in the volume• Handling, such as processing, was a C corporation before it elected tousually purchased by the taxpayer. Forassembling, repackaging, and be an S corporation or the corporationa manufacturer, market applies to thetransporting. acquired an asset with a basisbasic elements of cost—raw materials,• General and administrative costs determined by reference to its basis (orlabor, and burden. If section 263A(mixed service costs). the basis of any other property) in theapplies to the taxpayer, the basic

For details, see Regulations section hands of a C corporation and (b) haselements of cost must reflect the
1.263A-3(d). net unrealized built-in gain (definedcurrent bid price of all direct costs and

below) in excess of the net recognizedall indirect costs properly allocable toEnter on line 4 the balance of
built-in gain from prior years.goods on hand at the inventory date.section 263A costs paid or incurred

during the tax year not includible on The corporation is liable for sectionInventory may be valued below cost
lines 2, 3, and 5. 1374 tax if (a) and (b) above apply andwhen the merchandise is unsalable at

it has a net recognized built-in gainnormal prices or unusable in the normalLine 5. Other Costs (section 1374(d)(2)) for its tax year.way because the goods are subnormal
Enter on line 5 any costs paid or due to damage, imperfections, The corporation’s net unrealized
incurred during the tax year not entered shopwear, etc., within the meaning of built-in gain is the amount, if any, by
on lines 2 through 4. Regulations section 1.471-2(c). The which the fair market value of the

goods may be valued at the bona fide assets of the corporation at theLine 7. Inventory at End of
selling price minus the direct cost of beginning of its first S corporation year

Year disposition (but not less than scrap (or as of the date the assets were
See Regulations sections 1.263A-1 value). Bona fide selling price means acquired, for any asset with a basis
through 1.263A-3 for details on figuring actual offering of goods during a period determined by reference to its basis (or
the amount of additional section 263A ending not later than 30 days after the the basis of any other property) in the
costs to be included in ending inventory date. hands of a C corporation) exceeds the
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aggregate adjusted basis of such Give each shareholder a copy of the 2 separate tax years, the first of which
assets at that time. Shareholder’s Instructions for Schedule ends on the date of the shareholder’s

K-1 (Form 1120S) or specific termination.Enter the corporation’s net instructions for each item reported onunrealized built-in gain reduced by the To make the election, thethe shareholder’s Schedule K-1.net recognized built-in gain for prior corporation must attach a statement to
years. See sections 1374(c)(2) and a timely filed original or amended FormSubstitute Forms
(d)(1). 1120S for the tax year for which theThe corporation does not need IRS election is made. In the statement, theapproval to use a substitute ScheduleItem 7 corporation must state that it is electingK-1 if it is an exact copy of the IRS under section 1377(a)(2) andIf the corporation was a C corporation schedule. The boxes must use the Regulations section 1.1377-1(b) to treatin a prior year, or if it engaged in a same numbers and titles and must be the tax year as if it consisted of 2tax-free reorganization with a C in the same order and format as on the separate tax years. The statement mustcorporation, enter the amount of any comparable IRS Schedule K-1. The also explain how the shareholder’saccumulated earnings and profits substitute schedule must include the entire interest was terminated (for(AE&P) at the close of its 2007 tax OMB number. The corporation must example, sale or gift), and state that theyear. For details on figuring AE&P, see provide each shareholder with the corporation and each affectedsection 312. Estimates based on Shareholder’s Instructions for Schedule shareholder consent to the corporationretained earnings at the end of the tax K-1 (Form 1120S) or instructions that making the election. A single statementyear are acceptable. If the corporation apply to the specific items reported on may be filed for all terminating electionshas AE&P, it may be liable for tax the shareholder’s Schedule K-1. made for the tax year. If the election isimposed on excess net passive income. The corporation must request IRS made, enter “Section 1377(a)(2)See the instructions for line 22a, page approval to use other substitute Election Made” at the top of each1, of Form 1120S for details on this tax. Schedules K-1. To request approval, affected shareholder’s Schedule K-1.

write to Internal Revenue Service,Question 8 For more details, see RegulationsAttention: Substitute Forms Program,
Total receipts is the sum of the section 1.1377-1(b).SE:W:CAR:MP:T:T:SP, 1111
following amounts. Constitution Avenue, NW, IR-6526, Qualifying dispositions. If a• Gross receipts or sales (page 1, line Washington, DC 20224. qualifying disposition takes place during1a). Each shareholder’s information must the tax year, the corporation may make• All other income (page 1, lines 4 and be on a separate sheet of paper. an irrevocable election to allocate5). Therefore, separate all continuously income and expenses, etc., as if the• Income reported on Schedule K, printed substitutes before you file them corporation’s tax year consisted of 2 taxlines 3a, 4, 5a, and 6. with the IRS. years, the first of which ends on the• Income or net gain reported on

close of the day the qualifyingThe corporation may be subject to aSchedule K, lines 7, 8a, 9, and 10.
disposition occurs.penalty if it files a substitute Schedule• Income or net gain reported on Form

K-1 that does not conform to the8825, lines 2, 19, and 20a.  A qualifying disposition is:
specifications discussed in Pub. 1167,

1. A disposition by a shareholder ofGeneral Rules and Specifications for
at least 20% of the corporation’sSubstitute Forms and Schedules.
outstanding stock in one or moreSchedules K and K-1
transactions in any 30-day periodShareholder’s Pro Rata(General Instructions) during the tax year,Share Items 2. A redemption treated as an

Purpose of Schedules exchange under section 302(a) orGeneral Rule 303(a) of at least 20% of theThe corporation is liable for taxes on
Items of income, gain, loss, deduction, corporation’s outstanding stock in onelines 22a, 22b, and 22c, on page 1 of
or credit are allocated to a shareholder or more transactions in any 30-dayForm 1120S. Shareholders are liable
on a daily basis, according to the period during the tax year, orfor tax on their shares of the
number of shares of stock held by the 3. An issuance of stock that equalscorporation’s income (reduced by any
shareholder on each day of the at least 25% of the previouslytaxes paid by the corporation on
corporation’s tax year. See the detailed outstanding stock to one or more newincome). Shareholders must include
instructions for item F in Part II. shareholders in any 30-day periodtheir share of the income on their tax
Information About the Shareholder on during the tax year.return whether or not it is distributed to
page 21.them. Unlike most partnership income,

Shareholders who dispose of stock To make the election, theS corporation income is not
are treated as shareholders for the day corporation must attach a statement toself-employment income and is not
of their disposition. Shareholders who a timely filed original or amended Formsubject to self-employment tax.
die are treated as shareholders for the 1120S for the tax year for which theSchedule K. Schedule K is a day of their death. election is made. In the statement, thesummary schedule of all shareholders’ corporation must state that it is electingSpecial Rulesshares of the corporation’s income, under Regulations sectiondeductions, credits, etc. All corporations Termination of shareholder’s 1.1368-1(g)(2)(i) to treat the tax year asmust complete Schedule K. interest. If a shareholder terminates if it consisted of two separate tax years,

Schedule K-1. Schedule K-1 shows his or her interest in a corporation give the facts relating to the qualifying
each shareholder’s separate share. during the tax year, the corporation, disposition (for example, sale, gift,
Attach a copy of each Schedule K-1 to with the consent of all affected stock issuance, or redemption), and
the Form 1120S filed with the IRS. shareholders (including those whose state that each shareholder who held
Keep a copy for the corporation’s interest is terminated), may elect to stock in the corporation during the tax
records and give each shareholder a allocate income and expenses, etc., as year consents to the election. A single
copy. if the corporation’s tax year consisted of election statement may be filed for all
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qualifying disposition elections for the attached statement and provide the box corporation, and the LLC is treated as a
tax year. number, the code, description, and disregarded entity for federal income

dollar amount or information for each tax purposes, enter the owner’sFor more details, see Regulations
additional item. For example: “Box 13, identifying number in item D and thesection 1.1368-1(g)(2).
code H—Work opportunity credit— owner’s name and address in item E.
$1,000.” The owner must be eligible to be an S

corporation shareholder. An LLC thatSpecific Instructions Special Reporting elects to be treated as a corporation for
Requirements for Corporations federal income tax purposes is not(Schedule K-1 Only)
With Multiple Activities eligible to be an S corporation

shareholder.If items of income, loss, deduction, orGeneral Information
credit from more than one activityGenerally, the corporation is required to Item F(determined for purposes of the passiveprepare and give a Schedule K-1 to activity loss and credit limitations) are If there was no change in shareholderseach person who was a shareholder in reported on Schedule K-1, the or in the relative interest in stock thethe corporation at any time during the corporation must provide information shareholders owned during the taxtax year. Schedule K-1 must be separately for each activity to its year, enter the percentage of total stockprovided to each shareholder on or shareholders. See Passive Activity owned by each shareholder during thebefore the day on which the Reporting Requirements on page 10 for tax year. For example, if shareholderscorporation’s Form 1120S is required to details on the reporting requirements. X and Y each owned 50% for the entirebe filed. tax year, enter 50% in item F for eachSpecial Reporting shareholder. Each shareholder’s proHow To Complete Schedule K-1 Requirements for At-Risk rata share items (boxes 1 through 17 ofIf the return is for a fiscal year or a Activities Schedule K-1) are figured byshort tax year, fill in the tax year space

multiplying the corresponding ScheduleIf the corporation is involved in one orat the top of each Schedule K-1. On
K amount by the percentage in item F.more at-risk activities for which a loss iseach Schedule K-1, enter the

reported on Schedule K-1, theinformation about the corporation and If there was a change incorporation must report informationthe shareholder in Parts I and II (items shareholders or in the relative interestseparately for each activity. See sectionA through F). In Part III, enter the in stock the shareholders owned during465(c) for a definition of activities.shareholder’s pro rata share of each the tax year, figure the percentage as
item of income, deduction, and credit The following information must be follows.
and any other information the provided on an attachment to Schedule • Each shareholder’s percentage of
shareholder needs to prepare his or her K-1 for each activity. ownership is weighted for the number
tax return. • A statement that the information is a of days in the tax year that stock was

breakdown of at-risk activity lossCodes. In box 10 and boxes 12 owned. For example, A and B each
amounts.through 17, identify each item by held 50% for half the tax year and A, B,
• The identity of the at-risk activity, theentering a code in the left column of the and C held 40%, 40%, and 20%,
loss amount for the activity, otherentry space. These codes are identified respectively, for the remaining half of
income and deductions, and any otherin these instructions and on the back of the tax year. The percentage of
information that relates to the activity.Schedule K-1. ownership for the year for A, B, and C

is figured as presented in the illustrationAttached statements. Enter an Part I. Information About the and is then entered in item F.asterisk (*) after the code, if any, in the Corporationleft column of the entry space for each
On each Schedule K-1, enter theitem for which you have attached a
corporation’s name, address, andstatement providing additional
identifying number.information. For items that cannot be

reported as a single dollar amount, Item Center the code and asterisk in the left
If the corporation is filing its returncolumn and enter “STMT” in the right
electronically, enter “e-file.” Otherwise,column to indicate that the information
enter the name of the IRS serviceis provided on an attached statement.
center where the corporation will file itsMore than one attached statement can
return. See Where To File on page 3.be placed on the same sheet of paper

a b c (a � b)

% of total
stock owned

% of tax
year held

% of ownership
for the year

A 50 50 25
40 50 +20 45

B 50 50 25
40 50 +20 45

C 20 50 10 10

Total 100%

and should be identified in Part II. Information About the • Each shareholder’s pro rata sharealphanumeric order by box number
items generally are figured byShareholderfollowed by the letter code (if any). For
multiplying the Schedule K amount byexample: “Box 17, code R— On each Schedule K-1, enter the the percentage in item F. However, if aInformation needed to figure shareholder’s name, address, shareholder terminated his or her entiredepletion—oil and gas” (followed by identifying number, and pro rata share interest in the corporation during thethe information the shareholder needs). items. year or a qualifying disposition took

Too few entry spaces on Schedule place, the corporation may elect toItems D and E
K-1?  If the corporation has more allocate income and expenses, etc., asFor an individual shareholder, enter thecoded items than the number of entry if the tax year consisted of 2 tax years,shareholder’s social security numberspaces in box 10, or boxes 12 through the first of which ends on the day of the(SSN) or individual taxpayer17, do not enter a code or dollar termination or qualifying disposition.identification number (ITIN) in item D.amount in the last entry space of the

For all other shareholders, enter thebox. In the last entry space, enter an See Special Rules on page 20 for
shareholder’s EIN.asterisk in the left column and enter more details. Each shareholder’s pro

“STMT” in the entry space to the right. If a single member limited liability rata share items are figured separately
Report the additional items on an company (LLC) owns stock in the for each period on a daily basis, based

-21-Instructions for Form 1120S



Page 22 of 41 Instructions for Form 1120S 16:42 - 21-DEC-2007

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

on the percentage of stock held by the Line 3. Other Net Rental Income Line 5b. Qualified Dividends
shareholder on each day. (Loss) Enter qualified dividends on line 5b.

Except as provided below, qualifiedEnter on line 3a the gross income from
dividends are dividends received fromrental activities other than those
domestic corporations and qualifiedSpecific Instructions reported on Form 8825. Include on line
foreign corporations.3a the gain (loss) from line 17 of Form(Schedules K and K-1, 4797 that is attributable to the sale, Exceptions. The following dividends

exchange, or involuntary conversion of are not qualified dividends.Part III)
an asset used in a rental activity other • Dividends the corporation received
than a rental real estate activity. on any share of stock held for less thanIncome (Loss)

61 days during the 121-day period thatEnter on line 3b the deductibleReminder: Before entering income began 60 days before the ex-dividendexpenses of the activity. Attach aitems on Schedule K or K-1, reduce the date. When determining the number ofstatement of these expenses to Formitems of income for the following. days the corporation held the stock, do1120S.• Built-in gains tax (Schedule D, Part not count certain days during which the
III, line 21). Each recognized built-in corporation’s risk of loss wasEnter on line 3c the net income
gain item (within the meaning of section diminished. The ex-dividend date is the(loss).
1374(d)(3)) is reduced by its first date following the declaration of a

See Rental Activities on page 7 andproportionate share of the built-in gains dividend on which the purchaser of a
Pub. 925, Passive Activity and At-Risktax. stock is not entitled to receive the next
Rules, for more information on rental• Excess net passive income tax (see dividend payment. When counting the
activities.line 22a, page 1, Form 1120S). Each number of days the corporation held

item of passive investment income the stock, include the day theSchedule K-1. Enter in box 3 of(within the meaning of section corporation disposed of the stock butSchedule K-1 each shareholder’s pro1362(d)(3)(C)) is reduced by its not the day the corporation acquired it.rata share of other net rental incomeproportionate share of the net passive • Dividends attributable to periods(loss) reported on line 3c of Scheduleincome tax. totaling more than 366 days that theK. If the corporation has more than one
corporation received on any share ofrental activity reported in box 3, identifyLine 1. Ordinary Business
preferred stock held for less than 91on an attachment to Schedule K-1 theIncome (Loss) days during the 181-day period thatamount from each activity. See Passive

Enter the amount from Form 1120S, began 90 days before the ex-dividendActivity Reporting Requirements on
page 1, line 21. Enter the income (loss) date. When determining the number ofpage 10.
without reference to the shareholder’s: days the corporation held the stock, do
• Basis in the stock of the corporation not count certain days during which thePortfolio Income
and in any indebtedness of the corporation’s risk of loss wasSee Portfolio Income on page 8 for a
corporation to the shareholders (section diminished. Preferred dividendsdefinition of portfolio income.
1366(d)), attributable to periods totaling less than
• At-risk limitations, and Do not reduce portfolio income by 367 days are subject to the 61-day
• Passive activity limitations. deductions allocated to it. Report such holding period rule above.

deductions (other than interest • Dividends that relate to paymentsThese limitations, if applicable, are
expense) on line 12d of Schedule K. that the corporation is obligated todetermined at the shareholder level.
Report each shareholder’s pro rata make with respect to short sales or

Line 1 should not include rental share of deductions in box 12 of positions in substantially similar or
activity income (loss) or portfolio Schedule K-1 using codes H, J, and K. related property.
income (loss). •  Dividends paid by a regulatedInterest expense allocable to investment company that are notSchedule K-1. Enter each portfolio income is generally investment treated as qualified dividend incomeshareholder’s pro rata share of ordinary interest expense reported on line 12b of under section 854.business income (loss) in box 1 of Schedule K. Report each shareholder’s • Dividends paid by a real estateSchedule K-1. If the corporation has pro rata share of interest expense investment trust that are not treated asmore than one trade or business allocable to portfolio income in box 12 qualified dividend income under sectionactivity, identify on an attachment to of Schedule K-1 using code G. 857(c).Schedule K-1 the amount from each
separate activity. See Passive Activity Line 4. Interest Income See Pub. 550 for more details.
Reporting Requirements on page 10. Enter only taxable portfolio interest on Qualified foreign corporation. A

this line. Taxable interest is interest foreign corporation is a qualified foreignLine 2. Net Rental Real Estate
from all sources except interest exempt corporation if it is:Income (Loss) from tax and interest on tax-free 1. Incorporated in a possession ofEnter the net income (loss) from rental covenant bonds. the United States orreal estate activities of the corporation

2. Eligible for benefits of aSchedule K-1. Enter eachfrom Form 8825. Attach the form to
comprehensive income tax treaty withshareholder’s pro rata share of interestForm 1120S.
the United States that the Secretaryincome in box 4 of Schedule K-1.

Schedule K-1. Enter each determines is satisfactory for this
shareholder’s pro rata share of net purpose and that includes an exchangeLine 5a. Ordinary Dividends
rental real estate income (loss) in box 2 of information program. See NoticeEnter only taxable ordinary dividendsof Schedule K-1. If the corporation has 2006-101, 2006-47 I.R.B. 930, foron line 5a, including any qualifiedmore than one rental real estate details.dividends reported on line 5b.activity, identify on an attachment to
Schedule K-1 the amount attributable to Schedule K-1.  Enter each If the foreign corporation does not
each activity. See Passive Activity shareholder’s pro rata share of ordinary meet either 1 or 2, then it may be
Reporting Requirements on page 10. dividends in box 5a of Schedule K-1. treated as a qualified foreign
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corporation for any dividend paid by the year and attributable to unrealized partnership attributable to unrecaptured
corporation if the stock associated with appreciation of collectibles. For details, section 1250 gain. See Regulations
the dividend paid is readily tradable on see Regulations section 1.1(h)-1. Also section 1.1(h)-1 and attach the
an established securities market in the attach the statement required under statement required under Regulations
United States. Regulations section 1.1(h)-1(e). section 1.1(h)-1(e).

Schedule K-1. Report eachHowever, qualified dividends do not From an estate, trust, REIT, or RIC.
shareholder’s pro rata share of theinclude dividends paid by an entity If the corporation received a Schedule
collectibles (28%) gain (loss) in box 8bwhich was a passive foreign investment K-1 or Form 1099-DIV from an estate, a
of Schedule K-1.company (defined in section 1297) in trust, a real estate investment trust

either the tax year of the distribution or (REIT), or a regulated investmentLine 8c. Unrecaptured Sectionthe preceding tax year. company (RIC) reporting “unrecaptured1250 Gain section 1250 gain,” do not add it to theSee Notice 2004-71, 2004-45 I.R.B.
The three types of unrecaptured section corporation’s own unrecaptured section793, for more details.
1250 gain must be reported separately 1250 gain. Instead, report it as aSchedule K-1. Enter each on an attached statement to Form separate amount. For example, if theshareholder’s pro rata share of qualified 1120S. corporation received a Form 1099-DIVdividends in box 5b of Schedule K-1. from a REIT with unrecaptured sectionFrom the sale or exchange of the

1250 gain, report it as “Unrecapturedcorporation’s business assets.Line 6. Royalties
section 1250 gain from a REIT.”Figure this amount in Part III of FormEnter the royalties received by the

4797 for each section 1250 propertycorporation. Schedule K-1. Report each
(except property for which gain is shareholder’s pro rata share ofSchedule K-1. Enter each reported using the installment method unrecaptured section 1250 gain fromshareholder’s pro rata share of royalties on Form 6252, Installment Sale the sale or exchange of thein box 6 of Schedule K-1. Income) for which you had an entry in corporation’s business assets in box 8c
Part I of Form 4797. Subtract line 26gLine 7. Net Short-Term Capital of Schedule K-1. If the corporation is
of Form 4797 from the smaller of lineGain (Loss) reporting unrecaptured section 1250
22 or line 24. Figure the total of these gain from an estate, trust, REIT, or RIC,Enter the gain (loss) from line 6 of amounts for all section 1250 properties. or from the corporation’s sale orSchedule D (Form 1120S). Generally, the result is the corporation’s exchange of an interest in a partnershipSchedule K-1. Enter each unrecaptured section 1250 gain. (as explained above), enter “STMT” inshareholder’s pro rata share of net However, if the corporation is reporting box 8c and an asterisk (*) in the leftshort-term capital gain (loss) in box 7 of gain on the installment method for a column of the box and attach aSchedule K-1. section 1250 property held more than 1 statement that separately identifies the
year, see the next paragraph.Line 8a. Net Long-Term Capital amount of unrecaptured section 1250

The total unrecaptured section 1250 gain from:Gain (Loss)
gain for an installment sale of section • The sale or exchange of theEnter the gain or loss that is portfolio
1250 property held more than 1 year is corporation’s business assets.income (loss) from Schedule D (Form
figured in a manner similar to that used • The sale or exchange of an interest1120S), line 13.
in the preceding paragraph. However, in a partnership.

Schedule K-1. Enter each the total unrecaptured section 1250 • An estate, trust, REIT, or RIC.
shareholder’s pro rata share of net gain must be allocated to the
long-term capital gain (loss) in box 8a Line 9. Net Section 1231 Gaininstallment payments received from the
of Schedule K-1. (Loss)sale. To do so, the corporation

generally must treat the gain allocable Enter the net section 1231 gain (loss)If any gain or loss from lines 6
to each installment payment as from Form 4797, line 7, column (g).or 13 of Schedule D is from the
unrecaptured section 1250 gain until alldisposition of nondepreciableCAUTION

!
Do not include net gain or loss fromsuch gain has been used in full. Figurepersonal property used in a trade or involuntary conversions due to casualtythe unrecaptured section 1250 gain forbusiness, it may not be treated as or theft. Report net loss frominstallment payments received duringportfolio income. Instead, report it on involuntary conversions due to casualtythe tax year as the smaller of (a) theline 10 of Schedule K and report each or theft on line 10 of Schedule K (boxamount from line 26 or line 37 of Formshareholder’s pro rata share in box 10 10, code B, of Schedule K-1). See the6252 (whichever applies) or (b) the totalof Schedule K-1 using code E. instructions for line 10 on how to reportunrecaptured section 1250 gain for the net gain from involuntary conversions.Line 8b. Collectibles (28%) Gain sale reduced by all gain reported in

Schedule K-1. Report each(Loss) prior years (excluding section 1250
shareholder’s pro rata share of netordinary income recapture).Figure the amount attributable to
section 1231 gain (loss) in box 9 ofcollectibles from the amount reported If the corporation chose not to Schedule K-1. If the corporation hason Schedule D (Form 1120S) line 13. A treat all of the gain from more than one rental, trade, orcollectibles gain (loss) is any long-term payments received after May 6,CAUTION

!
business activity, identify on angain or deductible long-term loss from 1997, and before August 24, 1999, as attachment to Schedule K-1 the amountthe sale or exchange of a collectible unrecaptured section 1250 gain, use of section 1231 gain (loss) from eachthat is a capital asset. only the amount the corporation chose separate activity. See Passive Activity

Collectibles include works of art, to treat as unrecaptured section 1250 Reporting Requirements on page 10.
rugs, antiques, metal (such as gold, gain for those payments to reduce the
silver, or platinum bullion), gems, Line 10. Other Income (Loss)total unrecaptured section 1250 gain
stamps, coins, alcoholic beverages, remaining to be reported for the sale. Enter any other item of income or loss
and certain other tangible property. From the sale or exchange of an not included on lines 1 through 9. On

Also, include gain (but not loss) from interest in a partnership. Also report the line to the left of the entry space for
the sale or exchange of an interest in a as a separate amount any gain from line 10, identify the type of income. If
partnership or trust held for more than 1 the sale or exchange of an interest in a there is more than one type of income,
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attach a statement to Form 1120S that • Disposition of an interest in oil, gas, corporation held for more than 6
separately identifies each type and geothermal, or other mineral properties. months but that was not deferred by the
amount of income for each of the Report the following information on a corporation under section 1045. See
following categories. The codes needed statement attached to Schedule K-1: (a) the Instructions for Schedule D for more
for Schedule K-1 reporting are provided a description of the property, (b) the details. A shareholder may be eligible
for each category. shareholder’s share of the amount to defer his or her pro rata share of this

realized on the sale, exchange, or gain under section 1045 if he or sheOther portfolio income (loss) (code
involuntary conversion of each property purchases other QSB stock during theA). Portfolio income not reported on
(fair market value of the property for 60-day period that began on the datelines 4 through 8. Report and identify
any other disposition, such as a the QSB stock was sold by theother portfolio income or loss on an
distribution), (c) the shareholder’s share corporation. Additional limitations applyattachment for line 10.
of the corporation’s adjusted basis in at the shareholder level. Report on anIf the corporation holds a residual the property (except for oil or gas attachment to Schedule K-1 for eachinterest in a REMIC, report on an properties), and (d) total intangible sale or exchange (a) the name of theattachment the shareholder’s share of drilling costs, development costs, and corporation that issued the QSB stock,the following. mining exploration costs (section 59(e) (b) the shareholder’s pro rata share of• Taxable income (net loss) from the expenditures) passed through to the the corporation’s adjusted basis andREMIC (line 1b of Schedules Q (Form shareholder for the property. See sales price of the QSB stock, and (c)1066)). Regulations section 1.1254-4 for more the dates the QSB stock was bought• Excess inclusion (line 2c of information. and sold.Schedules Q (Form 1066)). • Any gain or loss from lines 5 or 12 of• Gain from the sale or exchange of• Section 212 expenses (line 3b of Schedule D that is not portfolio incomequalified small business (QSB) stockSchedules Q (Form 1066)). (for example, gain or loss from the(as defined in the Instructions for

Because Schedule Q (Form 1066) is disposition of nondepreciable personalSchedule D) that is eligible for the
a quarterly statement, the corporation property used in a trade or business).partial section 1202 exclusion. The
must follow the Schedule Q instructions section 1202 exclusion applies only to Schedule K-1. Enter eachto figure the amounts to report to QSB stock held by the corporation for shareholder’s pro rata share of theshareholders for the corporation’s tax more than 5 years. Additional other income categories listed above inyear. limitations apply at the shareholder box 10 of Schedule K-1. Enter the
Involuntary conversions (code B). level. Report each shareholder’s share applicable code A, B, C, D, or E (as
Report net loss from involuntary of section 1202 gain on Schedule K-1. shown above).
conversions due to casualty or theft. Each shareholder will determine if he or If you are reporting eachThe amount for this item is shown on she qualifies for the exclusion. Report shareholder’s pro rata share of onlyForm 4684, Casualties and Thefts, line on an attachment to Schedule K-1 for one type of income under code E, enter38a or 38b. each sale or exchange (a) the name of the code with an asterisk (E*) and thethe corporation that issued the QSBEach shareholder’s pro rata share dollar amount in the entry space in boxstock, (b) the shareholder’s pro ratamust be entered on Schedule K-1. 10 and attach a statement that showsshare of the corporation’s adjustedEnter the net gain from involuntary “Box 10, code E,” and the type ofbasis and sales price of the QSB stock,conversions of property used in a trade income. If you are reporting multipleand (c) the dates the QSB stock wasor business (line 39 of Form 4684) on types of income under code E, enterbought and sold.line 3 of Form 4797. the code with an asterisk (E*) and enter• Gain eligible for section 1045 rollover “STMT” in the entry space in box 10If there was a gain (loss) from a (replacement stock purchased by the and attach a statement that shows “Boxcasualty or theft to property not used in corporation). Include only gain from the 10, code E,” and the dollar amount ofa trade or business or for sale or exchange of qualified small each type of income.income-producing purposes, notify the business (QSB) stock (as defined in theshareholder. The corporation should If the corporation has more than oneInstructions for Schedule D) that wasnot complete Form 4684 for this type of trade or business or rental activity (fordeferred by the corporation undercasualty or theft. Instead, each codes B through E), identify on ansection 1045 and reported on Scheduleshareholder will complete his or her attachment to Schedule K-1 the amountD. See the Instructions for Schedule Down Form 4684. from each separate activity. Seefor more details. Additional limitations
Section 1256 contracts and straddles Passive Activity Reportingapply at the shareholder level. Report
(code C). Report any net gain or loss Requirements on page 10.each shareholder’s share of the gain
from section 1256 contracts from Form eligible for section 1045 rollover on Deductions6781, Gains and Losses From Section Schedule K-1. Each shareholder will
1256 Contracts and Straddles. determine if he or she qualifies for the Line 11. Section 179 DeductionMining exploration costs recapture rollover. Report on an attachment to

A corporation can elect to expense part(code D). Provide the information Schedule K-1 for each sale or
of the cost of certain property theshareholders need to recapture certain exchange (a) the name of the
corporation purchased during the taxmining exploration expenditures. See corporation that issued the QSB stock,
year for use in its trade or business orRegulations section 1.617-3. (b) the shareholder’s pro rata share of
certain rental activities. See Pub. 946the corporation’s adjusted basis andOther income (loss) (code E).
for a definition of what kind of propertysales price of the QSB stock, and (c)Include any other type of income, such
qualifies for the section 179 expensethe dates the QSB stock was boughtas:
deduction and the Instructions for Formand sold.• Recoveries of tax benefit items
4562 for limitations on the amount of(section 111). • Gain eligible for section 1045 rollover
the section 179 expense deduction.• Gambling gains and losses subject to (replacement stock not purchased by

the limitations in section 165(d). the corporation). Include only gain from Complete Part I of Form 4562 to
Indicate on an attached statement the sale or exchange of qualified small figure the corporation’s section 179
whether or not the corporation is in the business (QSB) stock (as defined in the expense deduction. The corporation
trade or business of gambling. Instructions for Schedule D) the does not take the deduction itself, but
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instead passes it through to the Charitable Contributions, described livestock production.  The AGI limit
shareholders. Attach Form 4562 to below under Contributions of property. for qualified conservation contributions
Form 1120S and show the total section of property used in agriculture orEnter the charitable contributions
179 expense deduction on Schedule K, livestock production (or available formade during the tax year. Attach a
line 11. such production) is 100%. Thestatement to Form 1120S that

contribution must be subject to aseparately identifies the corporation’sAlthough the corporation cannot take
restriction that the property remaincontributions for each of the followingthe section 179 deduction, it generally
available for such production. Seecategories. See Limits on Deductions inmust still reduce the basis of the asset
section 170(b) for details. Attach aPub. 526, Charitable Contributions, forby the amount of the section 179
statement to Schedule K-1 that showsinformation on adjusted gross incomededuction it elected, regardless of
the amount of conservation(AGI) limitations on deductions forwhether any shareholder can use the
contributions that qualify for the 100%charitable contributions.deduction. However, the corporation
AGI limitation. Do not include thesedoes not reduce the basis for any The codes needed for Schedule K-1 contributions in the amounts reported insection 179 deduction allocable to a reporting are provided for each box 12 of Schedule K-1 becausetrust or estate because they are not category. shareholders must separatelyeligible to take the section 179
determine if they qualify for the 50% orCash contributions (50%) (code A).deduction. See Regulations section
100% AGI limitation for theseEnter cash contributions subject to the1.179-1(f).
contributions.50% AGI limitation.

Identify on an attachment to
Cash contributions (30%) (code B). Noncash contributions (30%) (codeSchedules K and K-1 the cost of any
Enter cash contributions subject to the D). Enter noncash contributionssection 179 property placed in service
30% AGI limitation. subject to the 30% AGI limitation.during the year that is qualified
Noncash contributions (50%) (codeenterprise zone, renewal community, Capital gain property to a 50%
C). Enter noncash contributionsNew York Liberty Zone, or section 179 organization (30%) (code E).  Enter
subject to the 50% AGI limitation. DoGulf Opportunity Zone property. capital gain property contributions
not include food inventory contributions subject to the 30% AGI limitation.See the instructions for line 17d of reported separately on an attachedSchedule K for sales or other Capital gain property (20%) (code F).statement. If property other than cash isdispositions of property for which a Enter capital gain property contributionscontributed and the claimed deductionsection 179 deduction has passed subject to the 20% AGI limitation.for one item or group of similar items ofthrough to shareholders and for the property exceeds $5,000, the Contributions of property. Seerecapture rules if the business use of corporation must give each shareholder Contributions of Property in Pub. 526the property dropped to 50% or less. a copy of Form 8283, Noncash and Pub. 561, Determining the Value of

Schedule K-1. Report each Charitable Contributions, to attach to Donated Property, for information on
shareholder’s pro rata share of the the shareholder’s return. Attach a noncash contributions and contributions
section 179 expense deduction in box statement to Schedule K-1 that shows: of capital gain property. If the deduction
11 of Schedule K-1. If the corporation • The shareholder’s pro rata share of claimed for noncash contributions
has more than one rental, trade, or the amount of the charitable exceeds $500, complete Form 8283
business activity, identify on an contributions under section 170(e)(3) and attach it to Form 1120S.
attachment to Schedule K-1 the amount for qualified food inventory that was

Shareholders can deduct their proof section 179 deduction from each donated to charitable organizations for
rata share of the fair market value ofseparate activity. See Passive Activity the care of the ill, needy, and infants.
property contributions, but will onlyReporting Requirements on page 10. The food must meet all the quality and
need to adjust their stock basis by theirlabeling standards imposed by federal,Do not complete box 11 of Schedule pro rata share of the property’sstate, and local laws and regulations.K-1 for any shareholder that is an adjusted basis. Give each shareholderThe charitable contribution for donatedestate or trust; estates and trusts are a statement identifying their pro ratafood inventory is the lesser of (a) thenot eligible for the section 179 expense share of both the fair market value andbasis of the donated food plus one-halfdeduction. adjusted basis of the property.of the appreciation (gain if the donated

Line 12a. Contributions food were sold at fair market value on If the corporation made a qualified
the date of the gift) or (b) twice the conservation contribution under sectionCash contributions must be supported
basis of the donated food. See section 170(h), also include the fair marketby a dated bank record or receipt.
170(e)(3)(C) for more details. value of the underlying property beforeGenerally, no deduction is allowed • The shareholder’s pro rata share of and after the donation, as well as thefor any contribution of $250 or more the net income for the tax year from the type of legal interest contributed, andunless the corporation obtains a written corporation’s trades or businesses that describe the conservation purposeacknowledgment from the charitable made the contributions of food furthered by the donation. Give a copyorganization that shows the amount of inventory. of this information to each shareholder.cash contributed, describes any
Qualified conservationproperty contributed, and gives an If the corporation made a
contributions. The AGI limit forestimate of the value of any goods or contribution of real property located in a
qualified conservation contributionsservices provided in return for the registered historic district, restrictions
under section 170(h) is 50%. Thecontribution. The acknowledgment must apply. Generally, no deductions are
carryover period is 15 years. Seebe obtained by the due date (including allowed for structures or land
section 170(b) and Notice 2007-50,extensions) of the corporation’s return, (deductions are only allowed for
2007-25 I.R.B. 1430, for details. Reportor if earlier, the date the return is filed. buildings), and the charitable
qualified conservation contributions withDo not attach the acknowledgment to contribution may be reduced if
a 50% AGI limitation on Schedule K-1the tax return, but keep it with the rehabilitation credits were claimed for
in box 12 using code C.corporation’s records. These rules the building. For contributions made

apply in addition to the filing Special rule for contributions of after February 12, 2007, a $500 filing
requirements for Form 8283, Noncash property used in agriculture or fee may apply to certain deductions
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over $10,000. See Publication 526 for expenditures). The deduction is taken Line 12d. Other Deductions
details. beginning with the tax year in which the Enter deductions not included on lines

expenditures were made (or forNondeductible contributions. 11, 12a, 12b, 12c(2), or 14l. On the line
intangible drilling and developmentCertain contributions made to an to the left of the entry space for line
costs, over the 60-month periodorganization conducting lobbying 12d, identify the type of deduction. If
beginning with the month in which suchactivities are not deductible. See there is more than one type of
costs were paid or incurred).section 170(f)(9) for more details. Also, deduction, attach a statement to Form

see Contributions You Cannot Deduct 1120S that separately identifies theThe term “qualified expenditures”
in Pub. 526 for more examples of type and amount of each deduction forincludes only the following types of
nondeductible contributions. the following categories. The codesexpenditures paid or incurred during the

needed for Schedule K-1 reporting aretax year.An accrual basis S corporation provided for each category.• Circulation expenditures.cannot elect to treat a • Research and experimental Deductions—royalty income (codecontribution as having been paidCAUTION
!

expenditures. H). Enter deductions related to royaltyin the tax year the board of directors • Intangible drilling and development income.authorizes the payment if the costs. Deductions—portfolio (2% floor)contribution is not actually paid until the • Mining exploration and development (code J).  Enter deductions related tonext tax year. costs. portfolio income that are subject to theSchedule K-1. Report each
If a shareholder makes the election, 2% of AGI floor (see the instructions forshareholder’s pro rata share of

these items are not treated as AMT tax Schedule A (Form 1040)).charitable contributions in box 12 of
preference items. Deductions—portfolio (other) (codeSchedule K-1 using codes A through F

K). Enter any other deductions relatedBecause the shareholders make thisfor each of the contribution categories
to portfolio income.election, the corporation cannot deductshown on page 25. See Contributions

these amounts or include them as AMTof property on page 25 for information  No deduction is allowed under
items on Schedule K-1. Instead, theon statements you may be required to section 212 for expenses allocable to a
corporation passes through theattach to Schedule K-1. The corporation convention, seminar, or similar meeting.
information the shareholders need tomust attach a copy of its Form 8283 to Because these expenses are not
figure their separate deductions.the Schedule K-1 of each shareholder if deductible by shareholders, the

the deduction for any item or group of corporation does not report theseOn line 12c(1), enter the type of
similar items of contributed property expenses on line 12d of Schedule K.expenditures claimed on line 12c(2).
exceeds $5,000, even if the amount The expenses are nondeductible andEnter on line 12c(2) the qualified
allocated to any shareholder is $5,000 are reported as such on line 16c ofexpenditures paid or incurred during the
or less. Schedule K and in box 16 of Scheduletax year for which a shareholder may

K-1 using code C.make an election under section 59(e).Line 12b. Investment Interest
Enter this amount for all shareholders Preproductive period expensesExpense
whether or not any shareholder makes (code L).  If the corporation is requiredInclude on this line the interest properly an election under section 59(e). to use an accrual method of accountingallocable to debt on property held for under section 448(a)(3), it mustOn an attached statement, identifyinvestment purposes. Property held for capitalize these expenses. If thethe property for which the expendituresinvestment includes property that corporation is permitted to use the cashwere paid or incurred. If theproduces income (unless derived in the method, enter the amount ofexpenditures were for intangible drillingordinary course of a trade or business) preproductive period expenses thator development costs for oil and gasfrom interest, dividends, annuities, or qualify under Regulations sectionproperties, identify the month(s) inroyalties; and gains from the disposition 1.263A-4(d). An election not towhich the expenditures were paid orof property that produces those types of capitalize these expenses must beincurred. If there is more than one typeincome or is held for investment. made at the shareholder level. Seeof expenditure or more than one

Investment interest expense does Uniform Capitalization Rules in Pub.property, provide the amounts (and the
not include interest expense allocable 225.months paid or incurred, if required) for
to a passive activity. each type of expenditure separately for Commercial revitalization deduction

Investment income and investment each property. from rental real estate activities
expenses other than interest are (code M). Enter the commercialSchedule K-1. Report each
reported on lines 17a and 17b revitalization deduction on line 12d onlyshareholder’s pro rata share of section
respectively. This information is needed if it is for a rental real estate activity. If59(e) expenditures in box 12 of
by shareholders to determine the the deduction is for a nonrentalSchedule K-1 using code I. On an
investment interest expense limitation building, enter it on line 19 of Formattached statement, identify (a) the type
(see Form 4952 for details). 1120S. See Special Rules on page 16of expenditure, (b) the property for

for more information.Schedule K-1. Report each which the expenditures are paid or
shareholder’s pro rata share of incurred, and (c) for oil and gas Reforestation expense deduction
investment interest expense in box 12 properties only, the month in which (code N).  The corporation can elect
of Schedule K-1 using code G. intangible drilling costs and to deduct a limited amount of its

development costs were paid or reforestation expenditures paid orLines 12c(1) and 12c(2). Section incurred. If there is more than one type incurred during the tax year. Generally,
59(e)(2) Expenditures of expenditure or the expenditures are the amount the corporation can elect to
Generally, section 59(e) allows each for more than one property, provide deduct is limited to $10,000 for each
shareholder to make an election to each shareholder’s pro rata share of qualified timber property. However, see
deduct their pro rata share of the the amounts (and the months paid or the exception for timber property
corporation’s otherwise deductible incurred for oil and gas properties) for located in the Gulf Opportunity Zones
qualified expenditures ratably over 10 each type of expenditure separately for below. See section 194(c) for a
years (3 years for circulation each property. definition of reforestation expenditures
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and qualified timber property. See See Form 8903, Domestic statement to Schedule K-1 that shows
Notice 2006-47, 2006-20 I.R.B. 892, for Production Activities Deduction, and its each shareholder’s pro rata share of
details on making the election. The instructions for details. If the the qualified expenditures separately
corporation must amortize over 84 corporation is eligible and chooses to for each production. The deduction is
months any amount not deducted. See figure QPAI at the corporate level, see subject to recapture under section 1245
Reforestation expenditures on page 17. the instructions below. if the election is voluntarily revoked or

the production fails to meet theIncreased deduction for qualified Qualified production activities requirements for the deduction. Seetimber property located in the Gulf income (code P). If the corporation is Temporary Regulations sectionsOpportunity Zones (GO Zones). For eligible and chooses to figure qualified 1.181-1T through 6T for details.qualified timber property located in the production activities income (QPAI) at
Schedule K-1. Enter eachGO Zones for Hurricanes Katrina, Rita, the corporate level, use code P to
shareholder’s pro rata share of theand Wilma, the $10,000 limitation for report the shareholder’s pro rata share
deduction categories listed above ineach property is increased by the lesser of the corporation’s QPAI. This amount
box 12 of Schedule K-1 or provide theof $10,000 or the amount of qualified may be less than zero. See the
required information on an attachedreforestation expenses paid or incurred Instructions for Form 8903 for details.
statement. Enter the applicable codeby the corporation during the tax year

Employer’s Form W-2 wages (code shown above.for the qualified timber property.
Q). If the corporation is eligible and

If you are reporting only one type ofThe increased deduction does not chooses to report QPAI with code P,
deduction under code R, enter code Rapply to corporations that held more use code Q to report the shareholder’s
with an asterisk (R*) and the dollarthan 500 acres of qualified timber pro rata share of employer’s Form W-2
amount in the entry space in box 12property at any time during the tax wages properly allocable to domestic
and attach a statement that shows theyear. The increased deduction also production gross receipts. See the
box number, code, and type ofdoes not apply to expenditures paid or Instructions for Form 8903 for details.
deduction. If you are reporting multipleincurred after December 31, 2007. See

Other deductions (code R).  Include types of deductions under code R,section 1400N(i)(1) for details.
any other deductions, such as: enter the code with an asterisk (R*),Schedule K-1. Enter the • Amounts paid by the corporation that enter “STMT” in the dollar amount entryshareholder’s pro rata share of would be allowed as itemized space in box 12, and attach aallowable reforestation expense in box deductions on any of the shareholders’ statement that shows the box number,12 of Schedule K-1 using code N and income tax returns if they were paid code, and dollar amount of each type ofattach a statement that provides a directly by a shareholder for the same deduction.description of the qualified timber purpose. These amounts include, but

If the corporation has more than oneproperty. If the corporation is electing to are not limited to, expenses under
trade or business activity, identify on andeduct amounts from more than one section 212 for the production of
attachment to Schedule K-1 the amountqualified timber property, provide a income other than from the
for each separate activity. See Passivedescription and the amount for each corporation’s trade or business.
Activity Reporting Requirements onproperty. Indicate if the property is However, do not enter expenses
page 10.located in the GO Zone for Hurricane related to portfolio income or

Katrina, the GO Zone for Hurricane Rita investment interest expense reported Credits(other than the Katrina GO Zone), or on line 12b of Schedule K on this line.
the GO Zone for Hurricane Wilma. Note. Do not attach Form 3800,• Soil and water conservation

General Business Credit, to FormDomestic production activities expenditures (section 175). See Pub.
1120S.information (code O). If the 225.

corporation is not eligible or chooses • Expenditures paid or incurred for the Low-Income Housing Credit
not to figure qualified production removal of architectural and

Section 42 provides a credit that can beactivities income (QPAI) at the transportation barriers to the elderly
claimed by owners of low-incomecorporate level, attach a statement with and disabled that the corporation has
residential rental buildings. To qualifythe following information to enable each elected to treat as a current expense.
for the credit, the corporation must fileshareholder to figure the domestic See section 190.
Form 8609, Low-Income Housingproduction activities deduction. • Interest expense allocated to
Credit Allocation and Certification,• Domestic production gross receipts debt-financed distributions. See Notice
separately with the IRS. Do not attach(DPGR). 89-35, 1989-1 C.B. 675, or Pub. 535,
Form 8609 to Form 1120S. Complete• Gross receipts from all sources. chapter 4, for more information.
and attach Form 8586, Low-Income• Cost of goods sold allocable to • Contributions to a capital
Housing Credit, and Form 8609-A,DPGR. construction fund. See Pub. 595.
Annual Statement for Low-Income• Cost of goods sold from all sources. • Any penalty on early withdrawal of
Housing Credit, to Form 1120S.• Total deductions, expenses, and savings because the corporation

losses directly allocable to DPGR. withdrew funds from its time savings Line 13a. Low-Income Housing• Total deductions, expenses, and deposit before its maturity. Credit (Section 42(j)(5))
losses directly allocable to a non-DPGR • Film and television production

If the corporation invested in aclass of income. expenses. The corporation can elect to
partnership to which the provisions of• Other deductions, expenses, and deduct certain costs of a qualified film
section 42(j)(5) apply, report on line 13alosses not directly allocable to DPGR or or television production if the aggregate
the credit reported to the corporation inanother class of income. cost of the production does not exceed
box 15 of Schedule K-1 (Form 1065)• Form W-2 wages. $15 million. There is a higher dollar
using code A.• Any other information a shareholder limitation for productions in certain

using the section 861 method will need areas. Provide a description of the film Schedule K-1. Report in box 13 of
to allocate and apportion cost of goods or television production on an attached Schedule K-1 each shareholder’s pro
sold and deductions between domestic statement. If the corporation makes the rata share of the low-income housing
production gross receipts and other election for more than one film or credit reported on line 13a of Schedule
receipts. television production, attach a K using code A. If the corporation has
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credits from more than one activity, Schedule K-1. Report in box 13 of amount shown on line 4 of Form 6478
identify on an attachment to Schedule Schedule K-1 each shareholder’s pro in the corporation’s income on line 5 of
K-1 the amount for each separate rata share of other rental real estate Form 1120S.
activity. See Passive Activity Reporting credits using code D. If you are See section 40(f) for an election theRequirements on page 10. reporting each shareholder’s pro rata corporation can make to have the creditshare of only one type of rental real not apply.Line 13b. Low-Income Housing estate credit under code D, enter the

Schedule K-1. Report in box 13 ofCredit (Other) code with an asterisk (D*) and the
Schedule K-1 each shareholder’s prodollar amount in the entry space in boxReport on line 13b any low-income
rata share of the credit for alcohol used13 and attach a statement that showshousing credit not reported on line 13a.
as a fuel reported on line 13f using“Box 13, code D,” and the type ofThis includes any credit reported to the
code G.credit. If you are reporting multiplecorporation in box 15 of Schedule K-1

types of rental real estate credit under(Form 1065) using code B.  If this credit includes the small
code D, enter the code with an asterisk ethanol producer credit, identify on aSchedule K-1. Report in box 13 of (D*) and enter “STMT” in the entry statement attached to each ScheduleSchedule K-1 each shareholder’s pro space in box 13 and attach a statement K-1 (a) the amount of the small ethanolrata share of the low-income housing that shows “Box 13, code D” and the producer credit included in the totalcredit reported on line 13b of Schedule dollar amount of each type of credit. If credit allocated to the shareholder, (b)K using code B. If the corporation has the corporation has credits from more the number of gallons for which thecredits from more than one rental than one rental real estate activity, corporation claimed the small ethanolactivity, identify on an attachment to identify on the attached statement the producer credit, and (c) theSchedule K-1 the amount for each amount of each type of credit for each corporation’s productive capacity forseparate activity. See Passive Activity separate activity. See Passive Activity alcohol. If the corporation has creditsReporting Requirements on page 10. Reporting Requirements on page 10. from more than one activity, identify on

an attachment to Schedule K-1 theLine 13c. Qualified Line 13e. Other Rental Credits
amount for each separate activity. SeeRehabilitation Expenditures Enter on line 13e any other credit (other Passive Activity Reporting(Rental Real Estate) than credits reported on lines 13a Requirements on page 10.through 13d) related to rental activities.Enter on line 13c the total qualified

On the dotted line to the left of the entryrehabilitation expenditures related to Line 13g. Other Credits
space for line 13e, identify the type ofrental real estate activities of the Enter on line 13g any other credit,credit. If there is more than one type ofcorporation. See Form 3468 for details except credits or expenditures shown orcredit, attach a statement to Formon qualified rehabilitation expenditures. listed for lines 13a through 13f or the1120S that identifies the type and credit for federal tax paid on fuelsQualified rehabilitation amount for each credit. These credits (which is reported on line 23c of pageexpenditures for property not may include any type of credit listed in 1). On the line to the left of the entryrelated to rental real estate the instructions for line 13g.CAUTION

!
space for line 13g, identify the type ofactivities must be reported in box 17 Schedule K-1. Report in box 13 of credit. If there is more than one type ofusing code C. Schedule K-1 each shareholder’s pro credit, attach a statement to Form

rata share of other rental credits usingSchedule K-1. Report each 1120S that separately identifies each
code E. If you are reporting eachshareholder’s pro rata share of qualified type and amount of credit for the
shareholder’s pro rata share of onlyrehabilitation expenditures related to following categories. The codes needed
one type of rental credit under code E,rental real estate activities in box 13 of for box 13 of Schedule K-1 are
enter the code with an asterisk (E*) andSchedule K-1 using code C. Attach a provided in the heading of each
the dollar amount in the entry space instatement to Schedule K-1 that category.
box 13 and attach a statement thatprovides the information and the Undistributed capital gains creditshows “Box 13, code E” and the type ofshareholder’s pro rata share of the (code F).  This credit represents taxescredit. If you are reporting multipleamounts for lines 1b through 1h of

paid on undistributed capital gains by atypes of rental credit under code E,Form 3468. See the instructions for
regulated investment company (RIC) orenter the code with an asterisk (E*) andForm 3468 for details. If the corporation
a real estate investment trust (REIT).enter “STMT” in the entry space in boxhas expenditures from more than one
As a shareholder of a RIC or REIT, the13 and attach a statement that showsrental real estate activity, identify on an
corporation will receive notice of the“Box 13, code E” and the dollar amountattachment to Schedule K-1 the
amount of tax paid on undistributedof each type of credit. If the corporationinformation and amounts for each
capital gains on Form 2439, Notice tohas credits from more than one rentalseparate activity. See Passive Activity
Shareholder of Undistributedactivity, identify on the attachedReporting Requirements on page 10.
Long-Term Capital Gains.statement the amount of each type of

Line 13d. Other Rental Real credit for each separate activity. See Work opportunity credit (code H).
Passive Activity ReportingEstate Credits Complete Form 5884 to figure the
Requirements on page 10. credit. Attach it to Form 1120S.Enter on line 13d any other credit (other

than credits reported on lines 13a Welfare-to-work credit (code I).Line 13f. Credit for Alcohol
through 13c) related to rental real Complete Form 8861 to figure theUsed as Fuel
estate activities. On the dotted line to credit. Attach it to Form 1120S.Enter on line 13f the credit for alcoholthe left of the entry space for line 13d,

Disabled access credit (code J).used as fuel attributable to trade oridentify the type of credit. If there is
Complete Form 8826 to figure thebusiness activities. If the credit formore than one type of credit, attach a
credit. Attach it to Form 1120S.alcohol used as fuel is attributable tostatement to Form 1120S that identifies

rental activities, enter the amount onthe type and amount for each credit. Empowerment zone and renewal
line 13d or 13e.These credits may include any type of community employment credit (code

credit listed in the instructions for line Figure this credit on Form 6478. K). Complete Form 8844 to figure the
13g. Attach it to Form 1120S. Include the credit. Attach it to Form 1120S.
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Credit for increasing research and (c) the corporation’s productive amount of each type of credit for each
activities (code L). Complete Form capacity for agri-biodiesel. separate activity. See Passive Activity
6765 to figure the credit. Attach it to Reporting Requirements on page 10.• Low sulfur diesel fuel production
Form 1120S. credit. Complete Form 8896 to figure

Foreign Transactionsthe credit and attach it to Form 1120S.New markets credit (code M).
Lines 14a through 14n must be• General credits from an electingComplete Form 8874 to figure the
completed if the corporation has foreignlarge partnership.credit. Attach it to Form 1120S.
income, deductions, or losses, or has• Qualified zone academy bond credit.

Credit for employer social security paid or accrued foreign taxes.See Form 8860. Include the proper
and Medicare taxes paid on certain amount in income as explained in the On Schedule K-1, for items thatemployee tips (code N). Complete instructions for Form 8860. Also see the require an attached statement, enterForm 8846 to figure the credit. Attach it instructions for line 17d, code T. the code followed by an asterisk andto Form 1120S. • Distilled spirits credit. Complete Form the shareholder’s pro rata share of the
Backup withholding (code O).  This 8906 to figure the credit and attach it to dollar amount. Attach a statement to
credit is for backup withholding on Form 1120S. Schedule K-1 providing the information
dividends, interest, and other types of • Energy efficient home credit. described below. If the corporation had
income of the corporation. Complete Form 8908 to figure the credit income from, or paid or accrued taxes

and attach it to Form 1120S. to, more than one country or U.S.Other credits (code P). Attach a • Energy efficient appliance credit. possession, see the requirement for anstatement to Form 1120S that identifies
Complete Form 8909 to figure the credit attached statement in the instruction forthe type and amount of any other
and attach it to Form 1120S. line 14a below. See Pub. 514, Foreigncredits not reported elsewhere, such • Alternative motor vehicle credit. Tax Credit for Individuals, and theas:
Complete Form 8910 to figure the credit Instructions for Form 1116, Foreign Tax• Nonconventional source fuel credit.
and attach it to Form 1120S. Credit, for more information.Complete Form 8907 to figure the credit • Alternative fuel vehicle refuelingand attach it to Form 1120S. Line 14a. Name of Country orproperty credit. Complete Form 8911 to• Unused investment credit from

U.S. Possession (Code A)figure the credit and attach it to Formcooperatives. See Form 3468.
1120S. Enter the name of the foreign country• Renewable electricity, refined coal, • Clean renewable energy bond credit. or U.S. possession from which theand Indian coal production credit.
Complete Form 8912 to figure the credit corporation had income or to which theComplete Form 8835 to figure the
and attach it to Form 1120S. See the corporation paid or accrued taxes. If thecredit. Attach a statement to Form
instructions for Form 8912 to determine corporation had income from, or paid or1120S and Schedule K-1 showing
if the corporation must include the accrued taxes to, more than oneseparately the amount of the credit
amount of the credit in interest income. foreign country or U.S. possession,from Section A and from Section B of
Also see the instructions for line 17d, enter “See attached” and attach aForm 8835. Attach Form 8835 to Form
code T. statement for each country for lines 14a1120S. • Gulf bond credit. Complete Form through 14n (codes A through N and• Indian employment credit. Complete
8912 to figure the credit and attach it to code Q of Schedule K-1). On ScheduleForm 8845 to figure the credit and
Form 1120S. See the instructions for K-1, if there is more than one country,attach it to Form 1120S.
Form 8912 to determine if the enter code A followed by an asterisk• Orphan drug credit. Complete Form
corporation must include the amount of (A*), enter “STMT,” and attach a8820 to figure the credit and attach it to
the credit in interest income. Also see statement to Schedule K-1 for eachForm 1120S.
the instructions for line 17d, code T. country for the information and amounts• Credit for contributions to selected • Mine rescue team training credit. coded A through N and Q.community development corporations.
Complete Form 8923 to figure the creditComplete Form 8847 to figure the credit Line 14b. Gross Income Fromand attach it to Form 1120S.and attach it to Form 1120S. all Sources (Code B)• Credit for small employer pension Schedule K-1. Enter in box 13 of Enter the corporation’s gross incomeplan startup costs. Complete Form Schedule K-1 each shareholder’s pro from all sources (both U.S. and8881 to figure the credit and attach it to rata share of the credits listed above. foreign).Form 1120S. See additional Schedule K-1 reporting• Credit for employer-provided information provided in the instructions Line 14c. Gross Income

childcare facilities and services. above. Enter the applicable code, F Sourced at Shareholder LevelComplete Form 8882 to figure the credit through P, in the column to the left of (Code C)and attach it to Form 1120S. the dollar amount entry space.• Qualified railroad track maintenance Enter the total gross income of the
credit. Complete Form 8900 to figure If you are reporting each corporation that is required to be
the credit and attach it to Form 1120S. shareholder’s pro rata share of only sourced at the shareholder level. This
• Biodiesel and renewable diesel fuels one type of credit under code P, enter includes income from the sale of most
credit. Complete Form 8864 to figure the code with an asterisk (P*) and the personal property, other than inventory,
the credit and attach it to Form 1120S. dollar amount in the entry space in box depreciable property, and certain
Include the amount from line 8 of Form 13 and attach a statement that shows intangible property. See Pub. 514 and
8864 in the corporation’s income on “Box 13, code P” and the type of credit. section 865 for details. Attach a
line 5 of Form 1120S. If this credit If you are reporting multiple types of statement to Form 1120S showing the
includes the small agri-biodiesel credit under code P, enter the code following information.
producer credit, identify on a statement with an asterisk (P*) and enter “STMT” • The amount of this gross income
attached to Schedule K-1 (a) the small in the entry space in box 13 and attach (without regard to its source) in each
agri-biodiesel producer credit included a statement that shows “Box 13, code category identified in the instructions for
in the total credit allocated to the P” and the dollar amount of each type lines 14d, 14e, and 14f.
shareholder, (b) the number of gallons of credit. If the corporation has credits • Specifically identify gains on the sale
for which the corporation claimed the from more than one activity, identify on of personal property other than
small agri-biodiesel producer credit, an attachment to Schedule K-1 the inventory, depreciable property, and
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certain intangible property on which a level to (a) passive category foreign Line 14m. Reduction in Taxes
foreign tax of 10% or more was paid or source income, (b) general category Available for Credit (Code N)
accrued. Also list losses on the sale of foreign source income, and (c) other Enter the total reduction in taxessuch property if the foreign country foreign source income (see the available for credit. Attach a statementwould have imposed a 10% or higher instructions for lines 14d-14f). Attach a showing the reductions for:tax had the sale resulted in a gain. See statement showing the amount of • Taxes on foreign mineral incomeDetermining the Source of Income deductions allocated and apportioned (section 901(e)).From the Sales or Exchanges of at the corporate level to each of the • Taxes on foreign oil and gasCertain Personal Property in Pub. 514 listed categories from line 14f. See extraction income (section 907(a)).and section 865. Pub. 514 for more information. • Taxes attributable to boycott• Specify foreign source capital gains operations (section 908).or losses within each separate limitation • Failure to timely file (or furnish all ofLine 14l. Total Foreign Taxescategory. Also separately identify the information required on) FormsPaid or Accruedforeign source gains or losses within 5471 and 8865.each separate limitation category that Enter in U.S. dollars the total foreign • Any other items (specify).are collectibles (28%) gains and losses taxes (described in section 901 or
or unrecaptured section 1250 gains. section 903) that were paid or accrued Line 14n. Other Foreign Tax

according to the corporation’s method InformationLines 14d–14f. Foreign Gross
of accounting for such taxes. Translate • Foreign trading gross receiptsIncome Sourced at Corporate these amounts into U.S. dollars by (code O). Report each shareholder’sLevel using the applicable exchange rate (see pro rata share of foreign trading gross

Separately report gross income from Pub. 514). receipts from line 15 of Form 8873 in
sources outside the United States by box 14 using code O. SeeForeign taxes paid (code L).  If thecategory of income as follows. See Extraterritorial Income Exclusion on
Pub. 514 for more information on the corporation used the cash method of page 11.
categories of income. accounting, check the “Paid” box and • Extraterritorial income exclusion

enter foreign taxes paid during the taxLine 14d. Passive category (code D). (code P). If the corporation is not
year. Report each shareholder’s proPassive category foreign source permitted to deduct the extraterritorial
rata share in box 14 of Schedule K-1income. income exclusion as a non-separately
using code L. stated item, attach a statement toLine 14e. General category (code E).

Schedule K-1 showing theGeneral category foreign source Foreign taxes accrued (code M). If shareholder’s pro rata share of theincome. Include all foreign income the corporation used the accrual extraterritorial income exclusionsourced at the corporate level that is method of accounting, check the reported on line 52 of Form 8873. Alsonot reported on lines 14d and 14f. “Accrued” box and enter foreign taxes identify the activity to which the
Line 14f. Other (code F). Attach a accrued. Report each shareholder’s pro exclusion is related.
statement showing the amount of rata share in box 14 of Schedule K-1 • Other foreign transactions (code
foreign source income included in each using code M. Q). Report any other foreign transaction
of the following categories. information the shareholders need to• Section 901(j) income. A corporation reporting foreign taxes prepare their tax returns.• Income re-sourced by treaty. using the cash method can make an

irrevocable election to report the taxes Alternative Minimum TaxLines 14g–14h. Deductions
using the accrual method for the year of (AMT) ItemsAllocated and Apportioned at
the election and all future years. Make Lines 15a through 15f must beShareholder Level this election by reporting all foreign completed for all shareholders.

Line 14g. Interest expense (code G). taxes using the accrual method on line
Enter items of income andEnter the corporation’s total interest 14l and checking the “Accrued” box

deductions that are adjustments or taxexpense (including interest equivalents (see Regulations section 1.905-1).
preference items for the AMT. Seeunder Temporary Regulations section
Form 6251, Alternative Minimum Tax—Attach a statement reporting the1.861-9T(b)). Do not include interest
Individuals, or Schedule I of Formdirectly allocable under Temporary following information.
1041, U.S. Income Tax Return forRegulations section 1.861-10T to 1. The total amount of foreign taxes
Estates and Trusts, for moreincome from a specific property. This (including foreign taxes on income information.type of interest is allocated and sourced at the shareholder level)

apportioned at the corporate level and Do not include as a tax preferencerelating to each category of income
is included on lines 14i through 14k. item any qualified expenditures to(see instructions for lines 14d-14f).

which an election under section 59(e)Line 14h. Other (code H). Enter the 2. The dates on which the taxes
may apply. Instead, report thesetotal of all other deductions or losses were paid or accrued, the exchange
expenditures on line 12(c)(2). Becausethat are required to be allocated at the rates used, and the amounts in both
these expenditures are subject to anshareholder level. For example, include foreign currency and U.S. dollars, for
election by each shareholder, theon line 14h research and experimental the following.
corporation cannot figure the amount ofexpenditures (see Regulations section

a. Taxes withheld at source on any tax preference related to them.1.861-17(f)).
interest. Instead, the corporation must pass

Lines 14i–14k. Deductions b. Taxes withheld at source on through to each shareholder in box 12,
Allocated and Apportioned at dividends. code I, of Schedule K-1 the information
Corporate Level to Foreign needed to figure the deduction.c. Taxes withheld at source on rents
Source Income and royalties. Schedule K-1.  Report each

d. Other foreign taxes paid orSeparately report corporate deductions shareholder’s pro rata share of
accrued.that are apportioned at the corporate amounts reported on lines 15a through
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15f in box 15 of Schedule K-1 using deduction, enter the difference as a previous years that affect basis (other
codes A through F respectively. negative amount. Depreciation than the current year’s depletion).

capitalized to inventory must also beIf the corporation is reporting items Enter the difference between the
refigured using the AMT rules. Includeof income or deduction for oil, gas, and regular tax and AMT deduction. If the
on this line the current year adjustmentgeothermal properties, you may be AMT deduction is greater, enter the
to income, if any, resulting from therequired to identify these items on a difference as a negative amount.
difference.statement attached to Schedule K-1

Oil, Gas, and Geothermal(see the instructions for lines 15d and Line 15b. Adjusted Gain or Properties—Gross Income and15e). Also see the requirement for an
Lossattached statement in the instructions Deductions
If the corporation disposed of anyfor line 15f. Generally, the amounts to be enteredtangible property placed in service after on lines 15d and 15e are only theLine 15a. Post-1986 1986 (or after July 31, 1986, if an income and deductions for oil, gas, andDepreciation Adjustment election was made to use the General geothermal properties that are used toDepreciation System), or if it disposedFigure the adjustment for line 15a figure the corporation’s ordinaryof a certified pollution control facilitybased only on tangible property placed business income (loss) on line 21, pageplaced in service after 1986, refigurein service after 1986 (and tangible 1, Form 1120S.the gain or loss from the dispositionproperty placed in service after July 31,

If there are any items of income orusing the adjusted basis for the AMT.1986, and before 1987 for which the
deductions for oil, gas, and geothermalThe property’s adjusted basis for thecorporation elected to use the General
properties included in the amounts thatAMT is its cost or other basis minus allDepreciation System). Do not make an
are required to be passed throughdepreciation or amortization deductionsadjustment for motion picture films,
separately to the shareholders onallowed or allowable for the AMT duringvideotapes, sound recordings, certain
Schedule K-1 (items not reported onthe current tax year and previous taxpublic utility property (see section
line 1 of Schedule K-1), give eachyears. Enter on this line the difference168(f)(2)), property depreciated under
shareholder a statement that shows, forbetween the regular tax gain (loss) andthe unit-of-production method (or any
the box in which the income orthe AMT gain (loss). If the AMT gain isother method not expressed in a term
deduction is included, the amount ofless than the regular tax gain, or theof years), qualified Indian reservation
income or deductions included in theAMT loss is more than the regular taxproperty, property eligible for a special
total amount for that box. Do notloss, or there is an AMT loss and adepreciation allowance, qualified
include any of these directregular tax gain, enter the difference asrevitalization expenditures, or the
pass-through amounts on line 15d ora negative amount.section 179 expense deduction.
15e. The shareholder is told in theFor property placed in service before If any part of the adjustment is Shareholder’s Instructions for Schedule1999, refigure depreciation for the AMT allocable to net short-term capital gain K-1 (Form 1120S) to adjust theas follows (using the same convention (loss), net long-term capital gain (loss), amounts in box 15, code D or E, for anyused for the regular tax). or net section 1231 gain (loss), attach a other income or deductions from oil,• For section 1250 property (generally, statement that identifies the amount of gas, or geothermal properties includedresidential rental and nonresidential the adjustment allocable to each type of in boxes 2 through 12, 16, or 17 ofreal property), use the straight line gain or loss. Schedule K-1 in order to determine themethod over 40 years.
total income and deductions from oil, For a net long-term capital gain• For tangible property (other than
gas, and geothermal properties for the(loss), also identify the amount of thesection 1250 property) depreciated
corporation.adjustment that is collectibles (28%)using the straight line method for the

gain (loss). Figure the amounts for lines 15d andregular tax, use the straight line method
15e separately for oil and gasover the property’s class life. Use 12  For a net section 1231 gain (loss),
properties that are not geothermalyears if the property has no class life. also identify the amount of adjustment
deposits and for all properties that are• For any other tangible property, use that is unrecaptured section 1250 gain.
geothermal deposits.the 150% declining balance method,

Line 15c. Depletion (Other Thanswitching to the straight line method the Give each shareholder a statement
first tax year it gives a larger deduction, Oil and Gas) that shows the separate amounts
over the property’s AMT class life. Use Do not include any depletion on oil and included in the computation of the
12 years if the property has no class gas wells. The shareholders must figure amounts on lines 15d and 15e of
life. their oil and gas depletion deductions Schedule K.
Note. See Pub. 946 for a table of and preference items separately under

Line 15d. Oil, Gas, andclass lives. section 613A.
Geothermal Properties—GrossFor property placed in service after Refigure the depletion deduction Income1998, refigure depreciation for the AMT under section 611 for mines, wells

only for property depreciated for the Enter the total amount of gross income(other than oil and gas wells), and other
regular tax using the 200% declining (within the meaning of section 613(a))natural deposits for the AMT.
balance method. For the AMT, use the from all oil, gas, and geothermalPercentage depletion is limited to 50%
150% declining balance method, properties received or accrued duringof the taxable income from the property
switching to the straight line method the the tax year and included on page 1,as figured under section 613(a), using
first tax year it gives a larger deduction, Form 1120S.only income and deductions for the
and the same convention and recovery AMT. Also, the deduction is limited to Line 15e. Oil, Gas, andperiod used for the regular tax. the property’s adjusted basis at the end Geothermal Properties—Figure the adjustment by subtracting of the year as figured for the AMT.

Deductionsthe AMT deduction for depreciation Figure this limit separately for each
from the regular tax deduction and property. When refiguring the property’s Enter any deductions allowed for the
enter the result on line 15a. If the AMT adjusted basis, take into account any AMT that are allocable to oil, gas, and
deduction is more than the regular tax AMT adjustments made this year or in geothermal properties.
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investment expenses do not includeLine 15f. Other AMT Items Line 16c. Nondeductible
any income or expenses from a passiveExpensesAttach a statement to Form 1120S and
activity. See Regulations sectionSchedule K-1 that shows other items Enter on line 16c nondeductible 1.469-2(f)(10) for exceptions.not shown on lines 15a through 15e expenses paid or incurred by the

Property subject to a net lease is notthat are adjustments or tax preference corporation.
treated as investment property becauseitems or that the shareholder needs to Do not include separately stated it is subject to the passive loss rules.complete Form 6251 or Schedule I of deductions shown elsewhere on Do not reduce investment income byForm 1041. See these forms and their Schedules K and K-1, capital losses from passive activities.instructions to determine the amount to expenditures, or items for which the

enter. Investment expenses are deductiblededuction is deferred to a later tax year.
expenses (other than interest) directly

Generally, under sectionOther AMT items include the connected with the production of
1367(a)(2)(D), the basis of thefollowing. investment income. See the instructions
shareholder’s stock is decreased by the• Accelerated depreciation of real for Form 4952 for more information.
amount shown on this line.property under pre-1987 rules. Schedule K-1. Report each• Accelerated depreciation of leased Line 16d. Property Distributions shareholder’s pro rata share of

personal property under pre-1987 rules. amounts reported on lines 17a and 17bEnter the total property distributions• Long-term contracts entered into (investment income and expenses) in(including cash) made to each
after February 28, 1986. Except for box 17 of Schedule K-1 using codes Ashareholder other than dividends
certain home construction contracts, and B respectively.reported on line 17c of Schedule K.
the taxable income from these Distributions of appreciated property If there are other items of investment
contracts must be figured using the are valued at fair market value. See income or expense included in the
percentage of completion method of Distributions on page 36 for the amounts that are required to be passed
accounting for the AMT. ordering rules. through separately to the shareholders• Losses from tax shelter farm on Schedule K-1, such as netLine 16e. Repayment of Loansactivities. No loss from any tax shelter short-term capital gain or loss, net

From Shareholdersfarm activity is allowed for the AMT. long-term capital gain or loss, and other
Enter any repayments made to portfolio gains or losses, give eachSchedule K-1. If you are reporting shareholders during the current tax shareholder a statement identifyingeach shareholder’s pro rata share of year. these amounts.only one type of AMT item under code
Schedule K-1. Report eachF, enter the code with an asterisk (F*) Line 17c. Dividend Distributions
shareholder’s pro rata share ofand the dollar amount in the entry Paid From Accumulatedamounts reported on lines 16a, 16b,space in box 15 and attach a statement Earnings and Profits (Scheduleand 16c (concerning items affectingthat shows the type of AMT item. If you K Only)shareholder basis) in box 16 ofare reporting multiple types of AMT
Schedule K-1 using codes A through C Enter total dividends paid toitems under code F, enter the code with
respectively. Report property shareholders from accumulatedan asterisk (F*) and enter “STMT” in the
distributions (line 16d) and repayment earnings and profits. Report theseentry space in box 15 and attach a
of loans from shareholders (line 16e) on dividends to shareholders on Formstatement that shows the dollar amount
the Schedule K-1 of the shareholder(s) 1099-DIV. Do not report them onof each type of AMT item.
that received the distributions or Schedule K-1.
repayments (using codes D and E).Items Affecting Shareholder Line 17d. Other Items and

AmountsOther InformationBasis
Report the following information on a

Lines 17a and 17b. InvestmentLine 16a. Tax-Exempt Interest statement attached to Form 1120S. On
Income and Expenses Schedule K-1, enter the appropriateIncome

code in box 17 for each informationEnter on line 17a the investmentEnter on line 16a tax-exempt interest
item followed by an asterisk in theincome included on lines 4, 5a, 6, andincome, including any exempt-interest
left-hand column of the entry space (for10, of Schedule K. Do not include otherdividends received from a mutual fund
example, C*). In the right-hand column,portfolio gains or losses on this line.or other regulated investment company.
enter “STMT.” The codes are providedIndividual shareholders must report this Enter on line 17b the investment for each information category.information on line 8b of Form 1040. expense included on line 12d of
Qualified rehabilitation expendituresGenerally, under section 1367(a)(1)(A), Schedule K.
(other than rental real estate) (codethe basis of the shareholder’s stock is

Investment income includes gross C). Enter total qualified rehabilitationincreased by the amount shown on this
income from property held for expenditures from activities other thanline.
investment, the excess of net gain rental real estate activities. See Form
attributable to the disposition of 3468 for details on qualifiedLine 16b. Other Tax-Exempt property held for investment over net rehabilitation expenditures.Income capital gain from the disposition of

Note. Report qualified rehabilitationEnter on line 16b all income of the property held for investment, any net
expenditures related to rental realcorporation exempt from tax other than capital gain from the disposition of
estate activities on line 13c.tax-exempt interest (for example, life property held for investment that each

insurance proceeds, but see section shareholder elects to include in Schedule K-1. Report each
101(j) for new limits and reporting investment income under section shareholder’s pro rata share of qualified
requirements). Generally, under section 163(d)(4)(B)(iii), and any qualified rehabilitation expenditures related to
1367(a)(1)(A), the basis of the dividend income that the shareholder other than rental real estate activities in
shareholder’s stock is increased by the elects to include in investment income. box 17 of Schedule K-1 using code C.
amount shown on this line. Generally, investment income and Attach a statement to Schedule K-1
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that provides the information and the See Form 8586, Form 8611, and Look-back interest—income
shareholder’s pro rata share of the section 42 for more information. forecast method (code J). If the
amounts for lines 1b through 1h of corporation is closely held (defined in

Recapture of investment credit (codeForm 3468. See the instructions for section 460(b)(4)(C)(iii)) and it
G). Complete and attach Form 4255Form 3468 for details. If the corporation depreciated certain property placed in
when investment credit property ishas expenditures from more than one service after September 13, 1995,
disposed of, or it no longer qualifies foractivity, identify on a statement under the income forecast method, it
the credit, before the end of theattached to Schedule K-1 the must attach to Form 1120S the
recapture period or the useful lifeinformation and amounts for each information specified in the instructions
applicable to the property. State theseparate activity. See Passive Activity for Form 8866, line 2, for the 3rd and
type of property at the top of FormReporting Requirements on page 10. 10th tax years beginning after the tax
4255, and complete lines 2, 4, and 5, year the property was placed in service.Basis of energy property (code D). whether or not any shareholder is It must also report the line 2 amounts toSee Form 3468 for details on basis of subject to recapture of the credit. its shareholders. See the Instructionsenergy property. In box 17 of Schedule for Form 8866 for more details.Attach to each Schedule K-1 aK-1, enter code D followed by an

Dispositions of property with sectionseparate statement providing theasterisk and enter “STMT” in the entry
179 deductions (code K). Thisinformation the corporation is requiredspace for the dollar amount. Attach a
represents gain or loss on the sale,to show on Form 4255, but list only thestatement to Schedule K-1 showing
exchange, or other disposition ofshareholder’s pro rata share of the costseparately the shareholder’s pro rata
property for which a section 179of the property subject to recapture.share of the following items:
deduction has been passed through toAlso indicate the lines of Form 4255 on• Basis of property using geothermal
shareholders. The corporation mustwhich the shareholders should reportenergy placed in service during the tax
provide all the following information withthese amounts.year.
respect to such dispositions (see the• Basis of property using solar The corporation itself is liable for instructions for line 4 on page 12).illumination or solar energy placed in investment credit recapture in certain • Description of the property.service during the tax year. cases. See the instructions for line 22c, • Date the property was acquired and• Basis of qualified fuel cell property page 1, Form 1120S, for details. placed in service.installed during the tax year. • Date of the sale or other disposition• Kilowatt capacity of the qualified fuel Recapture of other credits (code H).
of the property.cell property. On an attached statement to Schedule • The shareholder’s pro rata share of• Basis of qualified microturbine K-1, provide any information
the gross sales price or amountproperty installed during the tax year. shareholders will need to report
realized.• Kilowatt capacity of the qualified recapture of credits (other than • The shareholder’s pro rata share ofmicroturbine property. recapture of low-income housing credit
the cost or other basis plus expense ofand investment credit reported onAttach Form 3468 to Form 1120S. sale (reduced as explained in theSchedule K-1 using codes E, F, and G).
Instructions for Form 4797, line 21).Recapture of low-income housing Examples of credits subject to • The shareholder’s pro rata share ofcredit (codes E and F).  If recapture recapture and reported using code H
the depreciation allowed or allowable,of part or all of the low-income housing include:
determined as described in thecredit is required because (a) the prior • The qualified electric vehicle credit.
Instructions for Form 4797, line 22, butyear qualified basis of a building See section 30(d) for details.
excluding the section 179 deduction.decreased or (b) the corporation • The new markets credit. See Form • The shareholder’s pro rata share ofdisposed of a building or part of its 8874 for details on recapture.
the section 179 deduction (if any)interest in a building, see Form 8611, • The Indian employment credit. See
passed through for the property and theRecapture of Low-Income Housing section 45A(d) for details.
corporation’s tax year(s) in which theCredit. Complete lines 1 through 7 of • The credit for employer-provided amount was passed through.Form 8611 to figure the amount of the childcare facilities and services. See • If the disposition is due to a casualtycredit to recapture. section 45F(d) for details. or theft, a statement indicating so, and• The alternative motor vehicle credit.Use code E on Schedule K-1 to any additional information needed by

See section 30B(h)(8) for details.report recapture of the low-income the shareholder.• The alternative fuel vehicle refuelinghousing credit from a section 42(j)(5) • For an installment sale made during
property credit. See section 30C(e)(5)partnership. Use code F to report the corporation’s tax year, any
for details.recapture of any other low-income information the shareholder needs to

housing credit. See the instructions for complete Form 6252. The corporationLook-back interest—completed
lines 13a and 13b starting on page 27 also must separately report thelong-term contracts (code I). If the
for more information. shareholder’s pro rata share of allcorporation is closely held (defined in

payments received for the property insection 460(b)(4)(C)(iii)) and it enteredNote. If a shareholder’s ownership
future tax years. (Installment paymentsinto any long-term contracts afterinterest in a building decreased
received for installment sales made inFebruary 28, 1986, that are accountedbecause of a transaction at the
prior tax years should be reported infor under either the percentage ofshareholder level, the corporation must
the same manner used in prior taxcompletion-capitalized cost method orprovide the necessary information to
years.) See the instructions for Formthe percentage of completion method, itthe shareholder to enable the
6252 for details.must attach a statement to Form 1120Sshareholder to figure the recapture.

showing the information required in Recapture of section 179 deduction
If the corporation filed Form items (a) and (b) of the instructions for (code L). This amount represents
8693, Low-Income Housing lines 1 and 3 of Part II of Form 8697. It recapture of the section 179 deduction
Credit Disposition Bond, to must also report the amounts for Part II, if business use of the property droppedCAUTION

!
avoid recapture of the low-income lines 1 and 3, to its shareholders. See to 50% or less. If the business use of
housing credit, no entry should be the Instructions for Form 8697 for more any property (placed in service after
made on Schedule K-1. information. 1986) for which a section 179
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deduction was passed through to for oil and gas well properties. Allocate K-1 using code T. Attach a statement to
shareholders dropped to 50% or less to each shareholder a proportionate Schedule K-1 that shows the
(for a reason other than disposition), share of the adjusted basis of each shareholder’s pro rata share of the
the corporation must provide all the corporate oil or gas well property. See amount of each type of income or gain
following information. section 613A(c)(11) for details. included in the inversion gain.
• The shareholder’s pro rata share of • Basis in qualifying advanced coal The corporation cannot deductthe original basis and depreciation project property. Complete lines 3a anddepletion on oil and gas wells. Eachallowed or allowable (not including the 3b of Form 3468 and attach it to Formshareholder must determine thesection 179 deduction). 1120S. See the instructions for Formallowable amount to report on his or her• The shareholder’s pro rata share of 3468 for details. Attach a statement toreturn. See Pub. 535 for morethe section 179 deduction (if any) Schedule K-1 that separately identifiesinformation.passed through for the property and the each shareholder’s pro rata share of

Amortization of reforestation costscorporation’s tax year(s) in which the the corporation’s (a) basis in certified
(code S). Report the amortizableamount was passed through. and qualified investment in integrated
basis of reforestation expenditures paid gasification combined cycle propertySection 453(l)(3) information (code
or incurred before October 23, 2004, for placed in service during the tax yearM). Supply any information needed by
which the corporation elected and (b) basis of qualified investment ina shareholder to compute the interest
amortization and the tax year the other advanced coal project propertydue under section 453(l)(3). If the
amortization began for the current tax placed in service during the tax year.corporation elected to report the
year and the 7 preceding tax years.dispositions of certain timeshares and • Basis in qualifying gasification project
The amortizable basis cannot exceedresidential lots on the installment property. Complete line 4 of Form 3468
$10,000 for each of those tax years.method, each shareholder’s tax liability and attach it to Form 1120S.

must be increased by the shareholder’s • Any other information theOther information (code T). Report
pro rata share of the interest on tax shareholders need to prepare their taxto each shareholder:
attributable to the installment payments returns.• If the corporation participates in a
received during the tax year. transaction that must be disclosed on

Form 8886 (see page 6), both theSection 453A(c) information (code Reconciliationcorporation and its shareholders mayN). Supply any information needed by
be required to file Form 8886. Thea shareholder to compute the interest Line 18. Income/Losscorporation must determine if any of itsdue under section 453A(c). If an
shareholders are required to discloseobligation arising from the disposition of Reconciliation (Schedule K
the transaction and provide thoseproperty to which section 453A applies Only)
shareholders with information they willis outstanding at the close of the year,

To the extent the corporation has anneed to file Form 8886. Thiseach shareholder’s tax liability must be
amount on line 12d for code Odetermination is based on theincreased by the tax due under section
(Domestic production activitiescategory(s) under which a transaction453A(c) on the shareholder’s pro rata
information), P (Qualified productionqualified for disclosures. See theshare of the tax deferred under the
activities income), or Q (Employer’sInstructions for Form 8886 for details.installment method.
Form W-2 wages), exclude the• If the corporation is involved inSection 1260(b) information (code amount(s) from line 18. If thefarming or fishing activities, report theO). Supply any information needed by corporation has an amount on line 14lgross income from these activities.a shareholder to figure the interest due of Schedule K (foreign taxes paid and• The shareholder’s pro rata share ofunder section 1260(b). If the accrued), add that amount for purposesany amount included in interest incomecorporation had gain from certain of computing the corporation’s neton line 4 with respect to qualified zoneconstructive ownership transactions, income (loss). The amount reported onacademy bonds. Shareholders needeach shareholder’s tax liability must be line 18 must be the same as thethis information to properly adjust theirincreased by the shareholder’s pro rata amount reported on line 8 of Schedulestock basis. See Form 8860.share of interest due on any deferral of M-1 or line 26, column d, in Part II of• The shareholder’s pro rata share ofgain recognition. See section 1260(b) Schedule M-3 (Form 1120S).any amount included in interest incomefor details, including how to figure the

on line 4 with respect to cleaninterest.
renewable energy bonds. ShareholdersInterest allocable to production need this information to properly adjust Schedule L. Balanceexpenditures (code P). Supply any their stock basis. See Form 8912.information needed by a shareholder to Sheets per Books• The shareholder’s pro rata share ofproperly capitalize interest as required any amount included in interest income The balance sheet should agree withby section 263A(f). See Section 263A on line 4 with respect to gulf tax credit the corporation’s books and records.uniform capitalization rules on page 13 bonds. Shareholders need this Schedule L is not required to befor more information. information to properly adjust their completed if the corporation answeredCCF nonqualified withdrawal (code stock basis. See Form 8912. “Yes” to question 8 on Schedule B. IfQ).  Report nonqualified withdrawals • Any income or gain reported on lines the corporation is required to completeby the corporation from a capital 1 through 10 of Schedule K that Schedule L, include total assetsconstruction fund. Attach a statement to qualifies as inversion gain, if the reported on Schedule L, line 15,the shareholder’s Schedule K-1 corporation is an expatriated entity or is column (d), on page 1, item F.providing details of the withdrawal. See a partner in an expatriated entity. For

Pub. 595. details, see section 7874. Attach a Corporations with total assets of $10
Information needed to figure statement to Form 1120S that shows million or more on the last day of the
depletion—oil and gas (code R). the amount of each type of income or tax year must complete Schedule M-3
Report gross income and other gain included in the inversion gain. The (Form 1120S) instead of Schedule M-1.
information relating to oil and gas well corporation must report each See the separate instructions for
properties to shareholders to allow shareholder’s pro rata share of the Schedule M-3 (Form 1120S) for
them to figure the depletion deduction inversion gain in box 17 of Schedule provisions that also affect Schedule L.
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Schedule M-2 Worksheet

(a) Accumulated (b) Other adjustments (c) Shareholders’ undistributed
adjustments account account taxable income previously taxed

1. Balance at beginning of tax year . . . . -0- -0-

2 Ordinary income from page 1, line 21 10,000

3 Other additions . . . . . . . . . . . . . . . . 20,000 5,000

4 Loss from page 1, line 21 . . . . . . . . . ( )

5 Other reductions . . . . . . . . . . . . . . . ( 36,000 ) ( )

6 Combine line 1 through 5 . . . . . . . . . ( 6,000 ) 5,000

7 Distributions other than dividend
distributions . . . . . . . . . . . . . . . . . . -0- 5,000

8 Balance at end of tax year. Subtract
line 7 from line 6 . . . . . . . . . . . . . . . ( 6,000 ) -0-

If the S election terminated during • The excess of additional pension • The part of business gifts over $25.
the tax year and the corporation liability over unrecognized prior service • Expenses of an individual over
reverted to a C corporation, the cost. $2,000, which are allocable to
year-end balance sheet generally • Guarantees of employee stock conventions on cruise ships.
should agree with the books and (ESOP) debt. • Employee achievement awards over
records at the end of the C short year. • Compensation related to employee $400.
However, if the corporation elected stock award plans. • The cost of entertainment tickets
under section 1362(e)(3) to have items over face value (also subject to 50%If the total adjustment to be entered
assigned to each short year under limit under section 274(n)).is a negative amount, enter the amount
normal tax accounting rules, the • The cost of skyboxes over the facein parentheses.
year-end balance sheet should agree value of nonluxury box seat tickets.
with the books and records at the end • The part of luxury water travel
of the S short year. expenses not deductible under sectionSchedule M-1. 274(m).

• Expenses for travel as a form ofLine 5. Tax-Exempt Reconciliation of Income
education.Securities (Loss) per Books With • Other nondeductible travel and

Include on this line: entertainment expenses.Income (Loss) per• State and local government
Note. If the corporation has an amountobligations, the interest on which is Return on line 14l of Schedule K (foreign taxesexcludable from gross income under

Schedule M-1 is not required to be paid and accrued), take that amountsection 103(a), and
completed if the corporation answered into account for purposes of figuring• Stock in a mutual fund or other “Yes” to question 8 on Schedule B. expenses and deductions to enter onregulated investment company that

lines 3 and 6.Corporations with total assets of $10distributed exempt-interest dividends
million or more on the last day of theduring the tax year of the corporation.
tax year must complete Schedule M-3
instead of Schedule M-1. See Item C.Line 24. Retained Earnings Schedule M-2. AnalysisSchedule M-3 Information on page 11.If the corporation maintains separate A corporation filing Form 1120S that is of Accumulatedaccounts for appropriated and not required to file Schedule M-3 mayunappropriated retained earnings, it Adjustments Account,voluntarily file Schedule M-3. See themay want to continue such accounting Instructions for Schedule M-3 (Formfor purposes of preparing its financial Other Adjustments1120S) for more information.balance sheet. Also, if the corporation Account, andconverts to C corporation status in a Line 2

subsequent year, it will be required to Shareholders’Report on this line income included onreport its appropriated and
Schedule K, lines 1, 2, 3c, 4, 5a, 6, 7, Undistributed Taxableunappropriated retained earnings on
8a, 9, and 10 not recorded on theseparate lines of Schedule L of Form
books this year. Describe each such Income Previously1120.
item of income. Attach a statement if Taxednecessary.Line 25. Adjustments to

Column (a). AccumulatedShareholders’ Equity Line 3b. Travel and
Some examples of adjustments to Adjustments AccountEntertainment
report on this line include: Include any of the following. The accumulated adjustments account
• Unrealized gains and losses on • Meal and entertainment expenses (AAA) is an account of the S
securities held “available for sale.” not deductible under section 274(n). corporation that generally reflects the
• Foreign currency translation • Expenses for the use of an accumulated undistributed net income
adjustments. entertainment facility. of the corporation for the corporation’s
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post-1982 years. S corporations with Note. The AAA may have a negative distributed E&P accumulated in prior
balance at year end. See section years when the S corporation was a Caccumulated E&P must maintain the
1368(e). corporation (section 1361(a)(2)). SeeAAA to determine the tax effect of

section 312 for information on E&P.distributions during S years and the
The only adjustments that can be madeColumn (b). Otherpost-termination transition period. An S
to the accumulated E&P of an Scorporation without accumulated E&P Adjustments Account
corporation are (a) reductions fordoes not need to maintain the AAA in The other adjustments account is dividend distributions; (b) adjustmentsorder to determine the tax effect of adjusted for tax-exempt income (and for redemptions, liquidations,distributions. Nevertheless, if an S related expenses) and federal taxes reorganizations, etc.; and (c) reductionscorporation without accumulated E&P attributable to a C corporation tax year. for investment credit recapture tax forengages in certain transactions to After these adjustments are made, the which the corporation is liable. Seewhich section 381(a) applies, such as a account is reduced for any distributions sections 1371(c) and (d)(3).merger into an S corporation with made during the year. See Distributions 4. Reduce the other adjustmentsaccumulated E&P, the S corporation below. account (OAA).must be able to calculate its AAA at the

5. Reduce any remainingtime of the merger for purposes of Column (c). Shareholders’ shareholders’ equity accounts.determining the tax effect of Undistributed Taxable
post-merger distributions. Therefore, it Elections relating to source ofIncome Previously Taxedis recommended that the AAA be distributions. The corporation may

The shareholders’ undistributed taxablemaintained by all S corporations. modify the above ordering rules by
income previously taxed account, also making one or more of the followingOn the first day of the corporation’s called previously taxed income (PTI), is elections:first tax year as an S corporation, the maintained only if the corporation had a

Election to distribute accumulatedbalance of the AAA is zero. At the end balance in this account at the start of its
E&P first. If the corporation hasof the tax year, adjust the AAA for the 2007 tax year. If there is a beginning
accumulated E&P and wants toitems as explained below and in the balance for the 2007 tax year, no
distribute from this account beforeorder listed. adjustments are made to the account
making distributions from the AAA, itexcept to reduce the account for1. Increase the AAA by income may elect to do so with the consent ofdistributions made under section(other than tax-exempt income) and the all its affected shareholders (section1375(d) (as in effect before theexcess of the deduction for depletion 1368(e)(3)(B)). This election isenactment of the Subchapter Sover the basis of the property subject to irrevocable and applies only for the taxRevision Act of 1982). See Distributionsdepletion (unless the property is an oil year for which it is made. For details onbelow for the order of distributions fromand gas property the basis of which has making the election, see Statementthe account.been allocated to shareholders). regarding elections below.

2. Generally, decrease the AAA by Each shareholder’s right to Election to make a deemed
deductible losses and expenses, nontaxable distributions from PTI is dividend. If the corporation wants to

personal and cannot be transferred tonondeductible expenses (other than distribute all or part of its accumulated
another person. The corporation isexpenses related to tax-exempt E&P through a deemed dividend, it may
required to keep records of eachincome), and the sum of the elect to do so with the consent of all its
shareholder’s net share of PTI.shareholders’ deductions for depletion affected shareholders (section

for any oil or gas property held by the 1368(e)(3)(B)). Under this election, theDistributionscorporation as described in section corporation will be treated as also
1367(a)(2)(E). If deductible losses and General rule. Unless the corporation having made the election to distribute
expenses include the fair market value makes one of the elections described accumulated E&P first. The amount of
of contributed property (see page 25), below, property distributions (including the deemed dividend cannot exceed
further adjust AAA by adding back the cash) are applied in the following order the accumulated E&P at the end of the
fair market value of the contributed (to reduce accounts of the S tax year. The E&P at year end is first
property and subtracting instead the corporation that are used to figure the reduced by any actual distributions of
property’s adjusted basis. If the total tax effect of distributions made by the accumulated E&P made during the tax
decreases under 2 exceed the total corporation to its shareholders): year. A deemed dividend is treated as if
increases under 1 above, the excess is it were a pro rata distribution of money1. Reduce the AAA determineda “net negative adjustment.” If the to the shareholders, received by thewithout regard to any net negativecorporation has a net negative shareholders, and immediatelyadjustment for the tax year (but notadjustment, do not take it into account contributed back to the corporation, allbelow zero). If distributions during theunder 2. Instead, take it into account on the last day of the tax year. Thistax year exceed the AAA at the close of
only under 4 below. election is irrevocable and applies onlythe tax year determined without regard

3. Decrease AAA (but not below for the tax year for which it is made. Forto any net negative adjustment for the
zero) by property distributions (other details on making the election, seetax year, the AAA is allocated pro rata
than dividend distributions from Statement regarding elections below.to each distribution made during the tax
accumulated E&P), unless the year. See section 1368. Election to forego PTI. If the
corporation elects to reduce 2. Reduce shareholders’ PTI corporation wants to forego
accumulated E&P first. See account for any section 1375(d) (as in distributions of PTI, it may elect to do
Distributions below for definitions and effect before 1983) distributions. A so with the consent of all its affected
other details. distribution from the PTI account is tax shareholders (section 1368(e)(3)(B)).

4. Decrease AAA by any net free to the extent of a shareholder’s Under this election, paragraph 2 under
negative adjustment. For adjustments basis in his or her stock in the General rule on page 36 does not apply
to the AAA for redemptions, corporation. to any distribution made during the tax
reorganizations, and corporate 3. Reduce accumulated E&P. year. This election is irrevocable and
separations, see Regulations section Generally, the S corporation has applies only for the tax year for which it
1.1368-2(d). accumulated E&P only if it has not is made. For details on making the
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election, see Statement regarding 2. Schedule K, line 2 loss— For the AAA, the worksheet line 3—
elections. ($3,000) $20,000 amount is the total of the

3. Schedule K, line 4 income— Schedule K, lines 4 and 5a income ofStatement regarding elections. To
$4,000 $4,000 and $16,000. The worksheetmake any of the above elections, the

4. Schedule K, line 5a income—corporation must attach a statement to line 5—$36,000 amount is the total of
$16,000a timely filed original or amended Form the Schedule K, line 2 loss of ($3,000),

5. Schedule K, line 12a deduction—1120S for the tax year for which the line 12a (code A) deduction of $24,000,
$24,000election is made. In the statement, the line 12d (code R) deduction of $3,000,

corporation must identify the election it 6. Schedule K, line 12d deduction— and the line 16c nondeductible
is making and must state that each $3,000 expenses of $6,000. The worksheet line
shareholder consents to the election. 7. Schedule K, line 13g work 7 is zero. The AAA at the end of the tax
The statement of election to make a opportunity credit—$6,000 year (figured without regard todeemed dividend must include the 8. Schedule K, line 16a tax-exempt distributions and the net negativeamount of the deemed dividend interest—$5,000 adjustment of $6,000) is zero, anddistributed to each shareholder. For 9. Schedule K, line 16c distributions cannot reduce the AAAmore details on the election, see nondeductible expenses—$6,000 below zero.Regulations section 1.1368-1(f)(5). (reduction in salaries and wages for

work opportunity credit), andExample For the other adjustments account,10. Schedule K, line 16d
The following example shows how the the worksheet line 3 amount is thedistributions—$65,000.
Schedule M-2 accounts are adjusted for Schedule K, line 16a, tax-exempt
items of income (loss), deductions, and interest income of $5,000. TheBased on items 1 through 10 above
distributions reported on Form 1120S. worksheet line 7 amount is $5,000,and starting balances of zero, the
In this example, the corporation has no reducing the other adjustments accountcolumns for the AAA and the other
PTI or accumulated E&P. to zero. The remaining $60,000 ofadjustments account are completed as
Items per return are: distributions are not entered onshown in the Schedule M-2 Worksheet

1. Page 1, line 21 income—$10,000 on page 35. Schedule M-2.

Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal
Revenue laws of the United States. You are required to give us the information. We need it to ensure that you are complying
with these laws and to allow us to figure and collect the right amount of tax. Section 6109 requires return preparers to provide
their identifying numbers on the return.

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

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

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

1120S 62 hr., 10 min. 30 hr., 28 min. 56 hr., 3 min. 6 hr., 42 min.

Sch. D (1120S) 7 hr., 53 min. 4 hr., 30 min. 6 hr., 42 min. 0 hr., 32 min.

Sch. K-1 (1120S) 8 hr., 15 min. 6 hr., 3 min. 10 hr., 22 min. 1 hr., 4 min.

Sch. M-3 (1120S) 61 hr., 27 min. 3 hr., 3 min. 5 hr., 7 min. 0 hr., 16 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making this form and related
schedules simpler, we would be happy to hear from you. You can write to the Internal Revenue Service, Tax Products
Coordinating Committee, SE:W:CAR:MP:T:T:SP, 1111 Constitution Ave. NW, IR-6526, Washington, DC 20224. Do not send
the tax form to this address. Instead, see Where To File on page 3.
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Using the list of activities and codes below, product, but retains title to the product, the companyPrincipal Business Activity determine from which activity the company derives is considered a manufacturer and must use one of
the largest percentage of its “total receipts.” Total the manufacturing codes (311110-339900).Codes
receipts is defined as the sum of gross receipts or Once the principal business activity is determined,sales (page 1, line 1a); all other income (page 1,This list of principal business activities and their enter the six-digit code from the list below on page 1,lines 4 and 5); income reported on Schedule K, linesassociated codes is designed to classify an item B. Also enter a brief description of the business4, 5a, and 6; income or net gain reported onenterprise by the type of activity in which it is activity on page 2, Schedule B, line 2(a) and theSchedule K, lines 7, 8a, 9 and 10; and income or netengaged to facilitate the administration of the principal product or service of the business on linegain reported on Form 8825, lines 2, 19 and 20a. IfInternal Revenue Code. These principal business 2(b).the company purchases raw materials and suppliesactivity codes are based on the North American
them to a subcontractor to produce the finishedIndustry Classification System.

Code Code Code Code

 Heavy and Civil Engineering Wood Product Manufacturing 332810 Coating, Engraving, HeatAgriculture, Forestry, Fishing
Construction Treating, & Allied Activities321110 Sawmills & Woodand Hunting
237100 Utility System Construction Preservation 332900 Other Fabricated MetalCrop Production Product Mfg237210 Land Subdivision 321210 Veneer, Plywood, &111100 Oilseed & Grain Farming Engineered Wood Product Machinery Manufacturing237310 Highway, Street, & Bridge111210 Vegetable & Melon Farming MfgConstruction 333100 Agriculture, Construction, &(including potatoes & yams) 321900 Other Wood Product Mfg Mining Machinery Mfg237990 Other Heavy & Civil111300 Fruit & Tree Nut Farming Engineering Construction Paper Manufacturing 333200 Industrial Machinery Mfg

111400 Greenhouse, Nursery, & Specialty Trade Contractors 322100 Pulp, Paper, & Paperboard 333310 Commercial & ServiceFloriculture Production Mills Industry Machinery Mfg238100 Foundation, Structure, &111900 Other Crop Farming Building Exterior Contractors 322200 Converted Paper Product Mfg 333410 Ventilation, Heating,(including tobacco, cotton, (including framing carpentry, Air-Conditioning, &Printing and Related Supportsugarcane, hay, peanut, masonry, glass, roofing, & Commercial RefrigerationActivitiessugar beet & all other crop siding) Equipment Mfg323100 Printing & Related Supportfarming)
238210 Electrical Contractors 333510 Metalworking Machinery MfgActivitiesAnimal Production
238220 Plumbing, Heating, & 333610 Engine, Turbine & PowerPetroleum and Coal Products112111 Beef Cattle Ranching & Air-Conditioning Contractors Transmission Equipment MfgManufacturingFarming
238290 Other Building Equipment 333900 Other General Purpose324110 Petroleum Refineries112112 Cattle Feedlots Contractors Machinery Mfg(including integrated)112120 Dairy Cattle & Milk 238300 Building Finishing Computer and Electronic Product324120 Asphalt Paving, Roofing, &Production Contractors (including ManufacturingSaturated Materials Mfg112210 Hog & Pig Farming drywall, insulation, painting, 334110 Computer & Peripheral324190 Other Petroleum & Coal112300 Poultry & Egg Production wallcovering, flooring, tile, & Equipment MfgProducts Mfgfinish carpentry)112400 Sheep & Goat Farming 334200 Communications EquipmentChemical Manufacturing238900 Other Specialty Trade112510 Aquaculture (including Mfg325100 Basic Chemical MfgContractors (including siteshellfish & finfish farms & 334310 Audio & Video Equipment325200 Resin, Synthetic Rubber, &preparation)hatcheries) MfgArtificial & Synthetic Fibers &112900 Other Animal Production 334410 Semiconductor & OtherFilaments MfgManufacturingForestry and Logging Electronic Component Mfg325300 Pesticide, Fertilizer, & OtherFood Manufacturing113110 Timber Tract Operations 334500 Navigational, Measuring,Agricultural Chemical Mfg
311110 Animal Food Mfg Electromedical, & Control113210 Forest Nurseries & Gathering 325410 Pharmaceutical & Medicine Instruments Mfgof Forest Products 311200 Grain & Oilseed Milling Mfg

334610 Manufacturing & Reproducing113310  Logging 311300 Sugar & Confectionery 325500 Paint, Coating, & Adhesive Magnetic & Optical MediaProduct MfgFishing, Hunting and Trapping Mfg
Electrical Equipment, Appliance, and311400 Fruit & Vegetable Preserving114110 Fishing 325600 Soap, Cleaning Compound, & Component Manufacturing& Specialty Food Mfg Toilet Preparation Mfg114210  Hunting & Trapping
335100 Electric Lighting Equipment311500 Dairy Product Mfg 325900 Other Chemical Product &Support Activities for Agriculture Mfg311610 Animal Slaughtering and Preparation Mfgand Forestry
335200 Household Appliance MfgProcessing Plastics and Rubber Products115110 Support Activities for Crop
335310 Electrical Equipment Mfg311710 Seafood Product Preparation ManufacturingProduction (including cotton

& Packaging 335900 Other Electrical Equipment &ginning, soil preparation, 326100 Plastics Product Mfg
Component Mfg311800 Bakeries & Tortilla Mfgplanting, & cultivating) 326200 Rubber Product Mfg

311900 Other Food Mfg (including Transportation Equipment115210 Support Activities for Animal Nonmetallic Mineral Productcoffee, tea, flavorings & ManufacturingProduction Manufacturingseasonings) 336100 Motor Vehicle Mfg115310 Support Activities For 327100 Clay Product & RefractoryBeverage and Tobacco ProductForestry 336210 Motor Vehicle Body & TrailerMfgManufacturing Mfg327210 Glass & Glass Product Mfg312110 Soft Drink & Ice Mfg 336300 Motor Vehicle Parts MfgMining 327300 Cement & Concrete Product312120 Breweries 336410 Aerospace Product & Parts211110 Oil & Gas Extraction Mfg
Mfg312130 Wineries212110 Coal Mining 327400 Lime & Gypsum Product Mfg

336510 Railroad Rolling Stock Mfg312140 Distilleries212200 Metal Ore Mining 327900 Other Nonmetallic Mineral
336610 Ship & Boat Building312200 Tobacco Manufacturing212310 Stone Mining & Quarrying Product Mfg
336990 Other TransportationTextile Mills and Textile Product212320 Sand, Gravel, Clay, & Primary Metal Manufacturing

Equipment MfgMillsCeramic & Refractory 331110 Iron & Steel Mills & Ferroalloy
Minerals Mining & Quarrying Furniture and Related Product313000 Textile Mills Mfg

Manufacturing212390 Other Nonmetallic Mineral 314000 Textile Product Mills 331200 Steel Product Mfg from
Mining & Quarrying 337000 Furniture & Related ProductApparel Manufacturing Purchased Steel

Manufacturing213110 Support Activities for Mining 315100 Apparel Knitting Mills 331310 Alumina & Aluminum
Miscellaneous ManufacturingProduction & Processing315210 Cut & Sew Apparel
339110 Medical Equipment &Utilities Contractors 331400 Nonferrous Metal (except

Supplies Mfg221100 Electric Power Generation, Aluminum) Production &315220 Men’s & Boys’ Cut & Sew
339900 Other MiscellaneousTransmission & Distribution ProcessingApparel Mfg

Manufacturing221210 Natural Gas Distribution 331500 Foundries315230 Women’s & Girls’ Cut & Sew
221300 Water, Sewage & Other Apparel Mfg Fabricated Metal Product

Wholesale TradeSystems Manufacturing315290 Other Cut & Sew Apparel Mfg
Merchant Wholesalers, Durable221500 Combination Gas & Electric 332110 Forging & Stamping315990 Apparel Accessories & Other
GoodsApparel Mfg 332210 Cutlery & Handtool Mfg
423100 Motor Vehicle & MotorConstruction Leather and Allied Product 332300 Architectural & Structural

Vehicle Parts & SuppliesManufacturing Metals MfgConstruction of Buildings
423200 Furniture & Home316110 Leather & Hide Tanning & 332400 Boiler, Tank, & Shipping236110 Residential Building

FurnishingsFinishing Container MfgConstruction
423300 Lumber & Other Construction316210 Footwear Mfg (including 332510 Hardware Mfg236200 Nonresidential Building

Materialsrubber & plastics)Construction 332610 Spring & Wire Product Mfg
423400 Professional & Commercial316990 Other Leather & Allied 332700 Machine Shops; Turned Equipment & SuppliesProduct Mfg Product; & Screw, Nut, & Bolt

Mfg
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Principal Business Activity Codes (continued)

Code Code Code Code

423500 Metal & Mineral (except 445120 Convenience Stores Truck Transportation Finance and Insurance
Petroleum) 445210 Meat Markets 484110 General Freight Trucking, Depository Credit Intermediation

423600 Electrical & Electronic Goods Local445220 Fish & Seafood Markets 522110 Commercial Banking
423700 Hardware, & Plumbing & 484120 General Freight Trucking,445230 Fruit & Vegetable Markets 522120 Savings InstitutionsHeating Equipment & Long-distance445291 Baked Goods Stores 522130 Credit UnionsSupplies 484200 Specialized Freight Trucking445292 Confectionery & Nut Stores 522190 Other Depository Credit423800 Machinery, Equipment, & Transit and Ground Passenger445299 All Other Specialty Food IntermediationSupplies TransportationStores Nondepository Credit Intermediation423910 Sporting & Recreational 485110 Urban Transit Systems445310 Beer, Wine, & Liquor Stores 522210 Credit Card IssuingGoods & Supplies 485210 Interurban & Rural BusHealth and Personal Care Stores 522220 Sales Financing423920 Toy & Hobby Goods & Transportation

446110 Pharmacies & Drug StoresSupplies 522291 Consumer Lending485310 Taxi Service
446120 Cosmetics, Beauty Supplies,423930 Recyclable Materials 522292 Real Estate Credit (including485320 Limousine Service& Perfume Stores mortgage bankers &423940 Jewelry, Watch, Precious 485410 School & Employee Bus446130 Optical Goods Stores originators)Stone, & Precious Metals Transportation
446190 Other Health & Personal 522293 International Trade Financing423990 Other Miscellaneous Durable 485510 Charter Bus IndustryCare StoresGoods 522294 Secondary Market Financing485990 Other Transit & GroundGasoline StationsMerchant Wholesalers, Nondurable 522298 All Other NondepositoryPassenger Transportation

Goods 447100 Gasoline Stations (including Credit IntermediationPipeline Transportationconvenience stores with gas)424100 Paper & Paper Products Activities Related to Credit486000 Pipeline TransportationClothing and Clothing Accessories Intermediation424210 Drugs & Druggists’ Sundries
Scenic & Sightseeing TransportationStores 522300 Activities Related to Credit424300 Apparel, Piece Goods, &
487000 Scenic & Sightseeing448110 Men’s Clothing Stores Intermediation (including loanNotions

Transportation brokers, check clearing, &448120 Women’s Clothing Stores424400 Grocery & Related Products
money transmitting)Support Activities for Transportation448130 Children’s & Infants’ Clothing424500 Farm Product Raw Materials

488100 Support Activities for Air Securities, Commodity Contracts,Stores424600 Chemical & Allied Products Transportation and Other Financial Investments and448140 Family Clothing Stores424700 Petroleum & Petroleum Related Activities488210 Support Activities for Rail448150 Clothing Accessories StoresProducts Transportation 523110 Investment Banking &448190 Other Clothing Stores424800 Beer, Wine, & Distilled Securities Dealing488300 Support Activities for WaterAlcoholic Beverages 448210 Shoe Stores Transportation 523120 Securities Brokerage
424910 Farm Supplies 448310 Jewelry Stores 488410 Motor Vehicle Towing 523130 Commodity Contracts
424920 Book, Periodical, & 448320 Luggage & Leather Goods Dealing488490 Other Support Activities forNewspapers Stores Road Transportation 523140 Commodity Contracts
424930 Flower, Nursery Stock, & Sporting Goods, Hobby, Book, and Brokerage488510 Freight TransportationFlorists’ Supplies Music Stores Arrangement 523210 Securities & Commodity
424940 Tobacco & Tobacco Products 451110 Sporting Goods Stores Exchanges488990 Other Support Activities for
424950 Paint, Varnish, & Supplies 451120 Hobby, Toy, & Game Stores Transportation 523900 Other Financial Investment
424990 Other Miscellaneous 451130 Sewing, Needlework, & Piece Activities (including portfolioCouriers and Messengers

Nondurable Goods Goods Stores management & investment492110 Couriers
advice)Wholesale Electronic Markets and 451140 Musical Instrument & 492210 Local Messengers & LocalAgents and Brokers Supplies Stores Insurance Carriers and RelatedDelivery

425110 Business to Business Activities451211 Book Stores Warehousing and StorageElectronic Markets 524140 Direct Life, Health, & Medical451212 News Dealers & Newsstands 493100 Warehousing & Storage425120 Wholesale Trade Agents & Insurance & Reinsurance451220 Prerecorded Tape, Compact (except lessors ofBrokers CarriersDisc, & Record Stores miniwarehouses &
524150 Direct Insurance &General Merchandise Stores self-storage units)

Reinsurance (except Life,Retail Trade 452110 Department Stores Health & Medical) Carriers Motor Vehicle and Parts Dealers 452900 Other General Merchandise Information 524210 Insurance Agencies &441110 New Car Dealers Stores Publishing Industries (except Brokerages441120 Used Car Dealers Miscellaneous Store Retailers Internet) 524290 Other Insurance Related441210 Recreational Vehicle Dealers 453110 Florists 511110 Newspaper Publishers Activities (including
441221 Motorcycle Dealers 453210 Office Supplies & Stationery 511120 Periodical Publishers third-party administration of
441222 Boat Dealers Stores insurance and pension funds)511130 Book Publishers
441229 All Other Motor Vehicle 453220 Gift, Novelty, & Souvenir Funds, Trusts, and Other Financial511140 Directory & Mailing List

Dealers Stores VehiclesPublishers
441300 Automotive Parts, 453310 Used Merchandise Stores 525100 Insurance & Employee511190 Other Publishers

Accessories, & Tire Stores Benefit Funds453910 Pet & Pet Supplies Stores 511210 Software Publishers
Furniture and Home Furnishings 525910 Open-End Investment Funds453920 Art Dealers Motion Picture and Sound
Stores (Form 1120-RIC)453930 Manufactured (Mobile) Home Recording Industries
442110 Furniture Stores 525920 Trusts, Estates, & AgencyDealers 512100 Motion Picture & Video

Accounts442210 Floor Covering Stores 453990 All Other Miscellaneous Store Industries (except video
525990 Other Financial VehiclesRetailers (including tobacco,442291 Window Treatment Stores rental)

(including mortgage REITs &candle, & trophy shops)442299 All Other Home Furnishings 512200 Sound Recording Industries
closed-end investment funds)Stores Nonstore Retailers Broadcasting (except Internet)

“Offices of Bank Holding Companies”454110 Electronic Shopping &Electronics and Appliance Stores 515100 Radio & Television and “Offices of Other HoldingMail-Order Houses443111 Household Appliance Stores Broadcasting Companies” are located under454210 Vending Machine Operators443112 Radio, Television, & Other 515210 Cable & Other Subscription Management of Companies (Holding
454311 Heating Oil DealersElectronics Stores Programming Companies) below.
454312 Liquefied Petroleum Gas443120 Computer & Software Stores Telecommunications

(Bottled Gas) Dealers443130 Camera & Photographic 517000 Telecommunications Real Estate and Rental and
454319 Other Fuel DealersSupplies Stores (including paging, cellular, Leasingsatellite, cable & other454390 Other Direct SellingBuilding Material and Garden

Real Estateprogram distribution,Establishments (includingEquipment and Supplies Dealers
resellers, other 531110 Lessors of Residentialdoor-to-door retailing, frozen444110 Home Centers
telecommunications, & Buildings & Dwellingsfood plan providers, party444120 Paint & Wallpaper Stores Internet service providers) (including equity REITs)plan merchandisers, &

444130 Hardware Stores coffee-break service 531114 Cooperative HousingData Processing Services
444190 Other Building Material providers) (including equity REITs)518210 Data Processing, Hosting, &Dealers 531120 Lessors of NonresidentialRelated Services
444200 Lawn & Garden Equipment & Transportation and Buildings (exceptOther Information ServicesSupplies Stores Miniwarehouses) (includingWarehousing 519100 Other Information ServicesFood and Beverage Stores equity REITs)Air, Rail, and Water Transportation (including news syndicates,
445110 Supermarkets and Other 531130 Lessors of Miniwarehouses &libraries, Internet publishing,481000 Air TransportationGrocery (except Self-Storage Units (including& broadcasting)482110 Rail TransportationConvenience) Stores equity REITs)

483000 Water Transportation
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Principal Business Activity Codes (continued)

Code Code Code Code

531190 Lessors of Other Real Estate 541920 Photographic Services 621391 Offices of Podiatrists 721120 Casino Hotels
Property (including equity 541930 Translation & Interpretation 621399 Offices of All Other 721191 Bed & Breakfast Inns
REITs) Services Miscellaneous Health 721199 All Other Traveler

531210 Offices of Real Estate Agents Practitioners541940 Veterinary Services Accommodation
& Brokers Outpatient Care Centers541990 All Other Professional, 721210 RV (Recreational Vehicle)

531310 Real Estate Property Scientific, & Technical Parks & Recreational Camps621410 Family Planning Centers
Managers Services 721310 Rooming & Boarding Houses621420 Outpatient Mental Health &

531320 Offices of Real Estate Substance Abuse Centers Food Services and Drinking PlacesAppraisers Management of Companies 621491 HMO Medical Centers 722110 Full-Service Restaurants531390 Other Activities Related to (Holding Companies) 621492 Kidney Dialysis Centers 722210 Limited-Service EatingReal Estate 551111 Offices of Bank Holding 621493 Freestanding Ambulatory Places
Rental and Leasing Services Companies Surgical & Emergency 722300 Special Food Services
532100 Automotive Equipment Rental Centers551112 Offices of Other Holding (including food service

& Leasing Companies 621498 All Other Outpatient Care contractors & caterers)
532210 Consumer Electronics & Centers 722410 Drinking Places (Alcoholic

Appliances Rental Beverages)Administrative and Support Medical and Diagnostic Laboratories
532220 Formal Wear & Costume and Waste Management and 621510 Medical & DiagnosticRental Laboratories Other ServicesRemediation Services532230 Video Tape & Disc Rental Home Health Care Services Repair and MaintenanceAdministrative and Support Services532290 Other Consumer Goods 621610 Home Health Care Services 811110 Automotive Mechanical &561110 Office AdministrativeRental Electrical Repair &Services Other Ambulatory Health Care532310 General Rental Centers MaintenanceServices561210 Facilities Support Services532400 Commercial & Industrial 811120 Automotive Body, Paint,621900 Other Ambulatory Health561300 Employment ServicesMachinery & Equipment Interior, & Glass RepairCare Services (including561410 Document PreparationRental & Leasing ambulance services & blood 811190 Other Automotive Repair &ServicesLessors of Nonfinancial Intangible & organ banks) Maintenance (including oil

561420 Telephone Call CentersAssets (except copyrighted works) change & lubrication shops &Hospitals561430 Business Service Centers533110 Lessors of Nonfinancial car washes)622000 Hospitals(including private mail centersIntangible Assets (except 811210 Electronic & PrecisionNursing and Residential Care& copy shops)copyrighted works) Equipment Repair &Facilities561440 Collection Agencies Maintenance
623000 Nursing & Residential Care561450 Credit BureausProfessional, Scientific, and 811310 Commercial & IndustrialFacilities561490 Other Business Support Machinery & EquipmentTechnical Services
Social AssistanceServices (including (except Automotive &Legal Services
624100 Individual & Family Servicesrepossession services, court Electronic) Repair &541110 Offices of Lawyers reporting, & stenotype Maintenance624200 Community Food & Housing,541190 Other Legal Services services) & Emergency & Other Relief 811410 Home & Garden Equipment &

Accounting, Tax Preparation, Services561500 Travel Arrangement & Appliance Repair &
Bookkeeping, and Payroll Services Reservation Services Maintenance624310 Vocational Rehabilitation
541211 Offices of Certified Public Services561600 Investigation & Security 811420 Reupholstery & Furniture

Accountants Services Repair624410 Child Day Care Services
541213 Tax Preparation Services 561710 Exterminating & Pest Control 811430 Footwear & Leather Goods
541214 Payroll Services Services RepairArts, Entertainment, and
541219 Other Accounting Services 561720 Janitorial Services 811490 Other Personal & HouseholdRecreation

Goods Repair & Maintenance561730 Landscaping ServicesArchitectural, Engineering, and Performing Arts, Spectator Sports,
Related Services Personal and Laundry Services561740 Carpet & Upholstery Cleaning and Related Industries

Services541310 Architectural Services 812111 Barber Shops711100 Performing Arts Companies
561790 Other Services to Buildings &541320 Landscape Architecture 812112 Beauty Salons711210 Spectator Sports (including

DwellingsServices 812113 Nail Salonssports clubs & racetracks)
561900 Other Support Services541330 Engineering Services 812190 Other Personal Care711300 Promoters of Performing Arts,

(including packaging &541340 Drafting Services Services (including diet &Sports, & Similar Events
labeling services, & weight reducing centers)541350 Building Inspection Services 711410 Agents & Managers forconvention & trade show 812210 Funeral Homes & FuneralArtists, Athletes, Entertainers,541360 Geophysical Surveying & organizers) Services& Other Public FiguresMapping Services

Waste Management and 812220 Cemeteries & Crematories711510 Independent Artists, Writers,541370 Surveying & Mapping (except Remediation Services & PerformersGeophysical) Services 812310 Coin-Operated Laundries &
562000 Waste Management & Drycleaners541380 Testing Laboratories Museums, Historical Sites, andRemediation Services

Similar Institutions 812320 Drycleaning & LaundrySpecialized Design Services
Services (except712100 Museums, Historical Sites, &541400 Specialized Design Services Educational Services Coin-Operated)Similar Institutions(including interior, industrial, 611000 Educational Services 812330 Linen & Uniform Supplygraphic, & fashion design) Amusement, Gambling, and(including schools, colleges, 812910 Pet Care (except Veterinary)Recreation IndustriesComputer Systems Design and & universities) Services713100 Amusement Parks & ArcadesRelated Services

812920 Photofinishing713200 Gambling Industries541511 Custom Computer Health Care and Social
812930 Parking Lots & GaragesProgramming Services 713900 Other Amusement &Assistance 812990 All Other Personal ServicesRecreation Industries541512 Computer Systems Design

Offices of Physicians and Dentists (including golf courses, skiingServices Religious, Grantmaking, Civic,
621111 Offices of Physicians (except facilities, marinas, fitness541513 Computer Facilities Professional, and Similar

mental health specialists) centers, & bowling centers)Management Services Organizations
621112 Offices of Physicians, Mental541519 Other Computer Related 813000 Religious, Grantmaking,

Health Specialists Accommodation and FoodServices Civic, Professional, & Similar
621210 Offices of Dentists Organizations (includingServicesOther Professional, Scientific, and

condominium andOffices of Other Health PractitionersTechnical Services Accommodation
homeowners associations)621310 Offices of Chiropractors541600 Management, Scientific, & 721110 Hotels (except Casino Hotels)

Technical Consulting 621320 Offices of Optometrists & Motels
Services 621330 Offices of Mental Health

541700 Scientific Research & Practitioners (except
Development Services Physicians)

541800 Advertising & Related 621340 Offices of Physical,
Services Occupational & Speech

Therapists, & Audiologists541910 Marketing Research & Public
Opinion Polling
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