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SUMMARY:  This document contains
final regulations relating to the require-
ments for filing partnership returns on
magnetic media.  These regulations re-
flect changes to the law made by the Tax-
payer Relief Act of 1997.  These regula-
tions affect partnerships with more than
100 partners.

DATES: Effective Date: These regula-
tions are effective January 1, 2000.

Applicability Date: These regulations
apply to partnership returns for taxable
years ending on or after December 31,
2000.  However, the regulations will not
apply to electing large partnership returns
under section 775 or partnership returns
with foreign addresses for taxable years
ending before January 1, 2001.

FOR FURTHER INFORMATION CON-
TACT: Bridget E. Finkenaur, (202) 622-
4940 (not a toll-free number).  

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments to
the Regulations on Procedure and Admin-
istration (26 CFR part 301) relating to fil-
ing partnership returns on magnetic media
under section 6011(e)(2).  In addition, this
document contains conforming amend-
ments to the Regulations on Procedure
and Administration (26 CFR part 301) re-
lating to information reporting penalties
under section 6721.

A notice of proposed rulemaking
(REG–102023–98, 1998–48 I.R.B. 6) was
published in the Federal Register (63
F.R. 56878) on October 23, 1998.  The
public hearing scheduled for January 13,
1999, was canceled in the Federal Regis-
ter (64 F.R. 1148) on January 8, 1998.
No public hearing was requested or held.
Two written comments were received.
After consideration of the comments, the
proposed regulations are adopted as mod-
ified by this Treasury decision.  The com-
ments are discussed below.

Explanation of Revisions and Summary
of Comments

Both commentators requested that the
IRS and the Treasury Department post-
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pone the effective date of the regulations.
The commentators were concerned that,
given the various manners and formats
that nominees use to submit partner infor-
mation to publicly traded partnerships,
these partnerships would be unable to cre-
ate computer programs that would refor-
mat the partner information in time to file
their 1999 tax returns on magnetic media.
In addition, partnerships required to file
their returns on magnetic media begin-
ning in 2000 will be focusing their com-
puter resources on ensuring that their
computer systems are year 2000 compli-
ant.  The commentators suggested that the
effective date of the regulations be post-
poned to take into account these program-
ming considerations.  

In considering these comments, the
IRS and the Treasury Department have
decided to postpone the general effective
date of the regulations for one year.  This
will allow partnerships additional time to
develop systems that accommodate IRS
processing requirements and integrate
third party information while not interfer-
ing with efforts to ensure year 2000 com-
pliance.  Therefore, the final regulations
are generally effective for taxable years
ending on or after December 31, 2000.
However, the effective date for electing
large partnerships and partnerships using
foreign addresses on their Series 1065
forms remains the same as the proposed
regulations.  Accordingly, electing large
partnerships and partnerships using for-
eign addresses will not be required to file
their returns on magnetic media for tax-
able years ending before January 1, 2001.  

Although the general effective date of
the regulations has been postponed, on
March 15, 2000, the IRS will begin ac-
cepting partnership returns for taxable
years ending on or after December 31,
1999, on magnetic media.  The magnetic
media filing of partnership returns for tax-
able years ending before December 31,
2000, is voluntary; partnerships will not
be penalized for submitting a partnership
return on paper for taxable years ending
before this date.  However, partnerships
with the capability of submitting their
partnership tax returns on magnetic media
are encouraged to do so.

Partnerships with 100 or fewer partners
also may voluntarily submit partnership
returns on magnetic media beginning on
March 15, 2000.  These regulations do not

require partnerships with 100 or fewer
partners to file their returns on magnetic
media; therefore, such partnerships will
not be penalized for their failure to do so.
In addition, partnerships with 100 or
fewer partners participating in the mag-
netic media filing program may discon-
tinue their participation at any time.  

One commentator suggested that the
IRS and the Treasury Department publish
regulations under section 6031(c) to re-
quire nominees holding partnership inter-
ests to submit partner information to part-
nerships in the same manner and format
that the IRS requires partnerships to file
their returns under §301.6011-3 of the
regulations.  However, by postponing the
effective date, it is anticipated that part-
nerships and nominees will have adequate
time to establish satisfactory guidelines
for sharing information.  Accordingly, this
comment has not been adopted by the
final regulations.

Finally, one commentator asked
whether fiscal year and short year returns
will be required to be filed on magnetic
media by the general ef fective date.
Again, because the IRS and the Treasury
Department have postponed the general
effective date for one year, it is anticipated
that partnerships will be able to meet the
systems requirements set forth in IRS rev-
enue procedures and other published guid-
ance by the effective date.  However, due
to issues relating to creation of the system
for accepting returns on magnetic media,
the IRS will not be able to accept fiscal
and short year returns prior to the general
effective date.  Therefore, partnerships
that use a fiscal year and partnerships that
must file a short year return may not vol-
untarily file their returns on magnetic
media before January 1, 2001.

As indicated in the preamble to the pro-
posed regulations, although the regulations
define magnetic media broadly, the Service
currently plans, in prescribed procedures
for participation in the mandatory mag-
netic media filing program, to require part-
nerships with more than 100 partners to
file their partnership returns electronically. 

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in Executive Order
12866.  Therefore, a regulatory assess-

ment is not required.  It also has been de-
termined that section 553(b) of the Ad-
ministrative Procedure Act (5 U.S.C.
chapter 5) does not apply to these regula-
tions, and because these regulations do
not impose a collection of information on
small entities, the Regulatory Flexibility
Act (5 U.S.C. chapter 6) does not apply.
Pursuant to section 7805(f) of the Internal
Revenue Code, the notice of proposed
rulemaking that preceded these regula-
tions was submitted to the Chief Counsel
for Advocacy of the Small Business Ad-
ministration for comment on its impact on
small business. 

Drafting Information

The principal author of these regula-
tions is Bridget E. Finkenaur, Office of
the Assistant Chief Counsel (Income Tax
and Accounting).  However, other person-
nel from the IRS and Treasury Depart-
ment participated in the development of
these regulations.

* *  *  *  *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 301 is
amended as follows: 

PART 301—PROCEDURE AND
ADMINISTRATION

Paragraph 1.  The authority citation for
part 301 is amended by adding an entry in
numerical order to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Section 301.6011–3 also issued under

26 U.S.C. 6011; * * *
Par. 2.  Section 301.6011–3 is added to

read as follows:

§301.6011–3  Required use of magnetic
media for partnership returns.

(a)  Partnership returns required on
magnetic media. If a partnership with
more than 100 partners is required to file
a partnership return pursuant to
§1.6031(a)–1 of this chapter, the informa-
tion required by the applicable forms and
schedules must be filed on magnetic
media, except as otherwise provided in
paragraph (b) of this section.  Returns
filed on magnetic media must be made in
accordance with applicable revenue pro-
cedures or publications.  In prescribing



revenue procedures or publications, the
Commissioner may determine that part-
nerships will be required to use any one
form of magnetic media filing.  For exam-
ple, the Commissioner may determine
that partnerships with more than 100 part-
ners must file their partnership returns
electronically.  In filing its return, a part-
nership must register to participate in the
magnetic media filing program in the
manner prescribed by the Internal Rev-
enue Service in applicable revenue proce-
dures or publications. 

(b)  Waiver. The Commissioner may
waive the requirements of this section if
hardship is shown in a request for waiver
filed in accordance with this paragraph
(b).  A determination of hardship will be
based upon all of the facts and circum-
stances.  One factor in determining hard-
ship will be the reasonableness of the in-
cremental cost to the partnership of
complying with the magnetic media filing
requirements.  Other factors, such as
equipment breakdowns or destruction of
magnetic media filing equipment, also
may be considered.  A request for waiver
must be made in accordance with applica-
ble revenue procedures or publications.
The waiver will specify the type of part-
nership return and the period to which it
applies.  The waiver will also be subject
to such terms and conditions regarding
the method of filing as may be prescribed
by the Commissioner. 

(c)  Failure to file. If a partnership fails
to file a partnership return on magnetic
media in the manner required and when
required to do so by this section, the part-
nership will be deemed to have failed to
file the return in the manner prescribed
for purposes of the information return
penalty under section 6721.  See
§301.6724–1(c)(3) for rules regarding the
waiver of penalties for undue economic
hardship relating to filing returns on mag-
netic media.

(d)  Meaning of terms.The following
definitions apply for purposes of this sec-
tion:

(1)  Magnetic media.The term mag-
netic media means any magnetic media
permitted under applicable regulations,
revenue procedures, or publications.
These generally include magnetic tape,
tape cartridge, and diskette, as well as
other media (such as electronic filing)
specifically permitted under the applica-

ble regulations, procedures, or publica-
tions.  

(2)  Partnership. The term partnership
means a partnership as defined in §1.761–
1(a) of this chapter.

(3)  Partner. The term partnermeans a
member of a partnership as defined in
section 7701(a)(2).

(4) Partnership return.The term part-
nership return means a form in Series
1065 (including Form 1065, U.S. Partner-
ship Return of Income, and Form 1065-B,
U.S. Return of Income for Electing Large
Partnerships), along with the correspond-
ing Schedules K-1 and all other related
forms and schedules that are required to
be attached to the Series 1065 form.

(5)  Partnerships with more than 100
partners. A partnership has more than
100 partners if, over the course of the
partnership’s taxable year, the partnership
had more than 100 partners, regardless of
whether a partner was a partner for the en-
tire year or whether the partnership had
over 100 partners on any particular day in
the year.  For purposes of this paragraph
(d)(5), however, only those persons hav-
ing a direct interest in the partnership
must be considered partners for purposes
of determining the number of partners
during the partnership’s taxable year.

(e)  Examples.The following examples
illustrate the provisions of paragraph
(d)(5) of this section.  In the examples, the
partnerships utilize the calendar year, and
the taxable year in question is 2000:

Example 1. Partnership P had five general part-
ners and 90 limited partners on January 1, 2000.  On
March 15, 2000, 10 more limited partners acquired
an interest in P.  On September 29, 2000, the 10
newest partners sold their individual partnership in-
terests to C, a corporation which was one of the orig-
inal 90 limited partners.  On December 31, 2000, P
had the same five general partners and 90 limited
partners it had on January 1, 2000.  P had a total of
105 partners over the course of partnership taxable
year 2000.  Therefore, P must file its 2000 partner-
ship return on magnetic media.

Example 2. Partnership Q is a general partner-
ship that had 95 partners on January 1, 2000.  On
March 15, 2000, 10 partners sold their individual
partnership interests to corporation D, which was
not previously a partner in Q.  On September 29,
2000, corporation D sold one-half of its partnership
interest in equal shares to five individuals, who were
not previously partners in Q.  On December 31,
2000, Q had a total of 91 partners, and on no date in
the year did Q have more than 100 partners.  Over
the course of the year, however, Q had 101 partners.
Therefore, Q must file its 2000 partnership return on
magnetic media.

Example 3.Partnership G is a general partnership
with 100 partners on January 1, 2000.  There are no
new partners added to G in 2000.  One of G’s part-
ners, A, is a partnership with 53 partners.  A is one
partner, regardless of the number of partners A has.
Therefore, G has 100 partners and is not required to
file its 2000 partnership return on magnetic media.

(f)  Effective date.In general, this sec-
tion applies to partnership returns for tax-
able years ending on or after December
31, 2000.  However, electing large part-
nerships under section 775 and partner-
ships using foreign addresses on their Se-
ries 1065 forms are not required to file
using magnetic media for taxable years
ending before January 1, 2001.

Par. 3.  Section 301.6721–1 is amended
by removing the third, fourth, and fifth
sentences of paragraph (a)(2)(ii) and
adding four sentences in their place to
read as follows:

§301.6721–1 Failure to file correct
information returns.  

(a) * * *
(2)  * * *
(ii) * * *  However, no penalty is im-

posed under paragraph (a)(1) of this sec-
tion solely by reason of any failure to
comply with the requirements of section
6011(e)(2), except to the extent that such
a failure occurs with respect to more than
250 information returns (the 250-thresh-
old requirement) or in the case of a part-
nership with more than 100 partners,
more than 100 information returns (the
100-threshold requirement) (collectively,
the threshold requirements).  Each Sched-
ule K-1 considered in applying the 100-
threshold requirement will be treated as a
separate information return.  These
threshold requirements apply separately
to each type of information return re-
quired to be filed.  Further, these thresh-
old requirements apply separately to orig-
inal and corrected returns. * * * 

*  *  *  *  *

Robert E. Wenzel,
Deputy Commissioner of 

Internal Revenue.

Approved October 29, 1999.

Joseph Mikrut,
Assistant Secretary 

of the Treasury.

(Filed by the Office of the Federal Register on No-
vember 10, 1999, 8:45 a.m., and published in the
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issue of the Federal Register for November 12,
1999, 64 F.R. 61502)

Partnership Income

26 CFR 1.6031(a)–1: Return of partnership income.

T.D. 8841

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1, 301, and 602

Return of Partnership Income

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Final regulations.

SUMMARY:  This document contains
final regulations revising the partnership
filing requirement.  These regulations re-
flect changes to the law made by the Tax-
payer Relief Act of 1997 (TRA).  All part-
nerships required to file partnership
returns, including certain foreign partner-
ships, are affected by these regulations.

DATES:  Effective Dates: These regula-
tions are effective January 1, 2000, except
that §1.6031(a)–1(b)(3) is effective Janu-
ary 1, 2001.

Applicability Dates: For dates of ap-
plicability, see §§1.6031(a)–1(f) and
1.6063–1(c)(2).

FOR FURTHER INFORMATION CON-
TACT:  Concerning the regulations, Mar-
tin Schäffer, 202-622-3070; concerning
foreign partnerships, Guy A. Bracuti,
202-622-3860 (not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collection of information con-
tained in these final regulations has been
reviewed and approved by the Office of
Management and Budget in accordance
with the Paperwork Reduction Act of
1995 (44 U.S.C. 3507(d)) under control
number 1545-1583. 

The collection of information in these
final regulations is in §1.6031(a)–1.  This
information is required to enable the IRS
to verify that a taxpayer is reporting the
correct amount of income or gain or

plays a valid control number.
The burden is reflected in the burden

estimate of Form 1065.
Comments concerning the accuracy of

this burden estimate and suggestions for
reducing this burden should be sent to the
Internal Revenue Service, Attn: IRS Re-
ports Clearance Officer, T:FS:FP, Wash-
ington, DC 20224, and to the Office of
Management and Budget, Attn: Desk
Officer for the Department of the Trea-
sury, Office of Information and Regula-
tory Affairs, Washington, DC 20503.

Books or records relating to a collec-
tion of information must be retained as
long as their contents might become ma-
terial in the administration of any internal
revenue law.  Generally, tax returns and
tax return information are confidential, as
required by 26 U.S.C. 6103.

Background

On January 26, 1998, the IRS and Trea-
sury published in the Federal Register
(63 F.R. 3677) proposed amendments to
the regulations (REG–209322–82,
1998–15 I.R.B. 26) under sections 6031
and 6063 of the Internal Revenue Code
(Code).  These amendments were de-
signed, in part, to reflect changes made to
section 6031 of the Code by section 1141
of TRA, Public Law 105-34 (111 Stat.
788).  Written comments responding to
these proposed regulations were received.
No public hearing was requested or held.
After consideration of all the comments,
the proposed regulations under sections
6031 and 6063 of the Code are adopted as
revised by this Treasury decision, and the
current final regulations under section
6031 of the Code are removed.

Explanation of Revisions and Summary
of Comments

A.  General Filing Requirements for
Foreign Partnerships

Section 6031(a) of the Code requires
every partnership to file a partnership re-
turn.  However, section 6031(e) of the
Code provides that a foreign partnership
is not required to file a return for a taxable

year unless during that year it derives
gross income from sources within the
United States (U.S.-source income) or has
gross income that is effectively connected
with the conduct of a trade or business
within the United States (ECI).

Consistent with section 6031(e) of the
Code, the proposed regulations generally
required a foreign partnership to file a re-
turn under section 6031 of the Code if it
had either U.S.-source income or ECI.
This general rule is adopted without
change in the final regulations. 

B.  Exceptions to General Filing
Requirements

Under the proposed regulations, a for-
eign partnership that had no ECI, and that
otherwise was required to file a partner-
ship return only because it had U.S.-
source income, was exempt from the re-
quirement to file a partnership return if (i)
no United States person had a direct or in-
direct interest in the partnership; (ii) the
U.S.-source income was either fixed or
determinable annual or periodical income
described in §1.1441–2(b) or other
amounts subject to withholding described
in §1.1441–2(c); (iii) Forms 1042 and
1042-S were filed with respect to all such
gross income by the partnership, or by an-
other withholding agent (or agents) if the
partnership was not required to file such
forms; and (iv) the tax liability of the part-
ners with respect to such gross income
was fully satisfied by the withholding of
tax at source.  Most of the written com-
ments received with respect to the pro-
posed regulations requested that the IRS
and Treasury modify this proposed excep-
tion to the foreign partnership filing re-
quirement.

In response to these comments, the final
regulations liberalize the exceptions in
certain instances for foreign partnerships
that have U.S.-source income but no ECI.
The changes are designed to reduce du-
plicative filing requirements where other
information reporting and withholding re-
quirements provide adequate protection
for the tax system and to recognize that
where there is de minimis ownership in a
foreign partnership by U.S. partners, the
return filing requirements should not be
invoked merely because the partnership
earns any amount of U.S.-source income.

The final regulations contain three
rules that modify the reporting obligations
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