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Rental real estate. Rental real estate may 

constitute a trade or business for purposes of 

the QBI deduction if the rental real estate: 

• Rises to the level of a trade or 

business under section 162, 

• Satisfies the requirements for the 

rental real estate safe harbor in Rev. 

Proc. 2019-38, or 

• Meets the self-rental exception (that 

is, the rental or licensing of property to 

a commonly controlled trade or 

business conducted by an individual or 

relevant pass-through entity) 

described in Regulations section 

1.199A-1(b)(14). 

The determination of whether rental real 

estate constitutes a trade or business for 

purposes of the QBI deduction is made by the 

partnership. The partnership must first make 

this determination and then only include the 

distributive share of rental real estate items 
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of income, gain, loss, and deduction from a 

trade or business on the statement provided 

to partners. Rental real estate that does not 

meet any of the three conditions noted above 

does not constitute a trade or business for 

purposes of the QBI deduction and must not 

be included in the QBI information provided 

to partners. 

SSTBs excluded from qualified trades 

or businesses.  

SSTBs are generally excluded from the 

definition of a qualified trade or business. An 

SSTB is any trade or business providing 

services in the field of health, law, 

accounting, actuarial science, performing arts, 

consulting, athletics, financial services, 

brokerage services, investing and investment 

management, trading or dealing in securities, 

partnership interests, or commodities, or any 

other trade or business where the principal 

asset is the reputation or skill of one or more 

of its employees or owners. The term “any 
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trade or business where the principal asset is 

the reputation or skill of one or more of its 

employees or owners” means any trade or 

business that consists of (i) a trade or 

business in which a person receives fees, 

compensation, or other income from 

endorsing products or services; (ii) a trade or 

business in which a person licenses or 

receives fees, compensation, or other income 

for the use of an individual’s image, likeness, 

name, signature, voice, or trademark, or any 

other symbols associated with the individual’s 

identity; or (iii) receiving fees, compensation, 

or other income for appearing at an event or 

on radio, television, or another media format. 

Partnerships must separately report QBI 

information for all trades or businesses 

engaged in by the partnership, including 

SSTBs, but must identify which trades or 

businesses are SSTBs. 
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Aggregation of trades or businesses. A 

partnership engaged in more than one trade 

or business may choose to aggregate multiple 

trades or businesses into a single trade or 

business for purposes of section 199A if it 

meets the following requirements. 

1. The same person, or group of persons, 

either directly or through attribution, 

owns 50% or more of each trade or 

business for a majority of the tax year, 

including the last day of the tax year, 

and all trades or businesses use the 

same tax year-end. 

2. None of the trades or businesses are 

SSTBs. 

3. The trades or businesses to be 

aggregated meet at least two of the 

following three factors. 

• They provide products, property, or 

services that are the same or that are 

customarily offered together. 
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• They share facilities or share 

significant centralized business 

elements, such as personnel, 

accounting, legal, manufacturing, 

purchasing, human resources, or 

information technology resources.  

• They are operated in coordination 

with, or reliance upon, one or more of 

the businesses in the aggregated 

group. 

If the partnership chooses to aggregate 

multiple trades or businesses, it must report 

the aggregation on Statement B, or a 

substantially similar statement, and attach it 

to each Schedule K-1. The statement must 

provide the information necessary to identify 

each separate trade or business included in 

each aggregation, a description of the 

aggregated trades or businesses, and an 

explanation of the factors met that allow the 

aggregation in accordance with Regulations 

section 1.199A-4. The aggregation statement 
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must be completed each year to show the 

partnership's trade or business aggregations. 

Failure to disclose the aggregations may 

cause them to be disaggregated. 

The partnership's aggregations must be 

reported consistently for all subsequent 

years, unless there is a change in facts and 

circumstances that changes or disqualifies the 

aggregation. The partnership must provide a 

written explanation for any changes to prior 

year aggregations that describes the change 

in facts and circumstances. 

If the partnership directly or indirectly owns 

an interest in another relevant pass-through 

entity (RPE) that aggregates multiple trades 

or businesses, it must attach a copy of the 

RPE’s aggregation to each Schedule K-1. The 

partnership cannot break apart the 

aggregation of another RPE, but it may add 

trades or businesses to the aggregation, 

assuming the requirements above are 

satisfied. 
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Determining the partnership’s QBI or 

qualified PTP items. The partnership’s items 

of QBI include qualified items of income, gain, 

deduction, and loss from the partnership’s 

trades or businesses that are effectively 

connected with the conduct of a trade or 

business within the United States. This may 

include, but is not limited to, items such as 

ordinary business income or losses, section 

1231 gains or (losses), section 179 

deductions, and interest from debt-financed 

distributions. 

QBI may also include rental income/losses or 

royalty income, if the activity rises to the 

level of a trade or business; and gambling 

gains or losses, but only if the partnership is 

engaged in the trade or business of gambling. 

Whether an activity rises to the level of a 

trade or business must be determined at the 

entity level and, once made, is binding on 

partners. 
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Qualified PTP items include the partnership’s 

share of qualified items of income, gain, 

deduction, and loss from an interest in a PTP 

and may also include gain or loss recognized 

on the disposition of the partner’s partnership 

interest that is not treated as a capital gain or 

loss. If the reporting partnership is itself a 

PTP, the PTP should report all qualified items 

of income, gain, deduction, and loss 

separately for each trade or business engaged 

in by the PTP. QBI and qualified PTP items 

don’t include the following. 

• Items that aren’t properly includible in 

income. 

• Items that are treated as capital gain 

or loss under any provision of the 

Internal Revenue Code. 

• Dividends or dividend equivalents, 

including qualified REIT dividends. 

• Interest income (unless received in 

connection with the trade or business). 
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• Wage income. 

• Income that is not effectively 

connected with the conduct of 

business within the United States (go 

to IRS.gov/ECI for more information). 

• Commodities transactions, or foreign 

currency gains or losses described in 

section 954(c)(1)(C) or (D). 

• Income, loss, or deductions from 

notional principal contracts under 

section 954(c)(1)(F). 

• Annuities (unless received in 

connection with the trade or business). 

• Guaranteed payments described in 

section 707(c) received by the entity 

for services rendered to a partnership. 

• Payments described in section 707(a) 

received by the entity for services 

rendered to a partnership. 

https://www.irs.gov/individuals/international-taxpayers/effectively-connected-income-eci
https://www.irs.gov/individuals/international-taxpayers/effectively-connected-income-eci
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QBI flowchart. Partnerships may use this 

flowchart to determine if an item of income, 

gain, deduction, or loss is includible in QBI 

reportable to partners. 

Specific instructions for Statement 

A—QBI Pass-Through Entity 

Reporting.  

QBI or qualified PTP items. The 

partnership (including PTPs) must first 

determine if it is engaged in one or more 

trades or businesses. It must then determine 

if any of its trades or businesses are SSTBs. It 

must also determine whether it has qualified 

PTP items from an interest in a PTP. It must 

indicate the status in the appropriate 

checkboxes for each trade or business (or 

aggregated trade or business) reported. 
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Flowchart To Help Determine if Items Are Qualified Business 

Income 
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Note. SSTBs and PTPs cannot be aggregated 

with any other trade or business. So, if the 

aggregation box is checked, the SSTB and 

PTP boxes for that specific aggregated trade 

or business should not be checked. 

Next, the partnership must report to each 

partner their distributive share of all items 

that are QBI or qualified PTP items for each 

trade or business the partnership owns 

directly or indirectly. Use the QBI flowchart 

above to determine if an item is reportable as 

a QBI item or qualified PTP item subject to 

partner-specific determinations. 

The descriptions on the statement generally 

match the descriptions reported on Schedule 

K-1. So the amounts should reflect each 

trade’s or business’s portion of the qualified 

items of income, gain, deduction, or loss 

reported in the applicable box of the partner’s 

Schedule K-1. For example, the amount 

reported on the “Ordinary business income 

(loss)” line of this statement should reflect 
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the attributable portion of qualified items of 

income, gain, deduction, and loss for each 

trade or business included in the “Ordinary 

business income (loss)” reported in box 1 of 

the partner’s  

Schedule K-1. Each item included under 

“Other income (loss)” and “Other deductions” 

must be stated separately, identifying the 

nature and amount of each item. 

W-2 wages and UBIA of qualified 

property. The partnership must determine 

the W-2 wages and UBIA of qualified property 

properly allocable to QBI for each qualified 

trade or business and report the distributive 

share to each partner on Statement A, or a 

substantially similar statement, attached to 

Schedule K-1. This includes the pro rata share 

of W-2 wages and UBIA of qualified property 

reported to the partnership from any qualified 

trades or businesses of an RPE the 

partnership owns directly or indirectly. 

However, partnerships that own a direct or 
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indirect interest in a PTP may not include any 

amounts for W-2 wages or UBIA of qualified 

property from the PTP, as the W-2 wages and 

UBIA of qualified property from a PTP are not 

allowed in figuring the W-2 wage and UBIA 

limitations. 

The W-2 wages are amounts paid to 

employees described in sections 6051(a)(3) 

and (8). If the partnership conducts more 

than one trade or business, it must allocate 

the W-2 wages among its trades or 

businesses. See Rev. Proc. 2019-11, 2019-09 

I.R.B. 742, for more information. 

The unadjusted basis of qualified property is 

figured by adding the unadjusted basis of all 

qualified assets immediately after acquisition. 

Qualified property includes all tangible 

property subject to depreciation under section 

167, for which the depreciable period hasn’t 

ended, that is held and used by the trade or 

business during the tax year and held on the 

last day of the tax year. The depreciable 
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period ends on the later of 10 years after the 

property is placed in service or the last day of 

the full year for the applicable recovery period 

under section 168. 

Qualified REIT dividends. The partnership 

must report the distributive share of any 

qualified REIT dividends to each partner on 

Statement A, or a substantially similar 

statement, attached to Schedule K-1. 

Qualified REIT dividends don’t have to be 

separately reported by trades or businesses 

and can be reported as a single amount to 

partners. Qualified REIT dividends include any 

dividend the partnership receives on REIT 

stock held for more than 45 days (taking into 

account the principles of sections 246(c)(3) 

and (4)) during the 91-day period beginning 

on the date that is 45 days before the date on 

which such stock becomes ex-dividend with 

respect to such dividend, for which the 

payment is not obligated to someone else, is 

not a capital gain dividend under section 
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857(b)(3), and is not a qualified dividend 

under section 1(h)(11), plus any Section 

199A dividends received from a RIC that are 

permitted to be treated as qualified REIT 

dividends under Regulations section 1.199A-

3(d). 

Fiscal year partnerships. For purposes of 

determining the QBI or qualified PTP items, 

UBIA of qualified property, and the aggregate 

amount of qualified REIT dividends, fiscal 

year-end partnerships include all items from 

the tax (fiscal) year. 

For purposes of determining W-2 wages, 

fiscal year-end partnerships include amounts 

paid to employees under sections 6051(a)(3) 

and (8) for the calendar year ended with or 

within the partnership’s tax year. If the 

partnership conducts more than one trade or 

business, it must allocate W-2 wages among 

its trades or businesses. See Rev. Proc. 2019-

11 for more information. 
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Specific instructions for Statement B—

QBI Pass-Through Entity Aggregation 

Election(s). If the partnership elects to 

aggregate more than one trade or business 

that meets all the requirements to aggregate, 

the partnership must report the aggregation 

to partners on Statement B, or a substantially 

similar statement, and attach it to each 

Schedule K-1. The partnership must indicate 

trades or businesses that were aggregated by 

checking the appropriate box on Statement A 

for each aggregated trade or business. The 

partnership must also provide a description of 

the aggregated trade or business and an 

explanation of the factors met that allow the 

aggregation. 
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Statement A—QBI Pass-Through Entity Reporting  
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Statement B—QBI Pass-Through Entity Aggregation Election(s)  
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The aggregation statement must be 

completed each year to show the 

partnership’s trade or business aggregations. 

Failure to disclose the aggregations may 

cause them to be disaggregated. The 

partnership’s aggregations must be reported 

consistently for all subsequent years, unless 

there is a change in facts and circumstances 

that changes or disqualifies the aggregation. 

The partnership must provide a written 

explanation for any changes to prior year 

aggregations that describes the change in 

facts and circumstances. 

If the partnership holds a direct or indirect 

interest in an RPE that aggregates multiple 

trades or businesses, the partnership must 

also include a copy of the RPE’s aggregations 

with each partner’s Schedule K-1. The 

partnership cannot break apart the 

aggregation of another RPE, but it may add 

trades or businesses to the aggregation, 
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assuming the aggregation requirements are 

satisfied. 

Specific instructions for Statement C—

QBI Pass-Through Enti-ty Reporting—

Patrons of Specified Agricultural and 

Horticul-tural Cooperatives.  

QBI items and W-2 wages allocable to 

qualified payments. If the partnership is a 

patron of a specified agricultural or 

horticultural cooperative, the partnership 

must provide the share of QBI items and W-2 

wages allocable to qualified payments from 

each trade or business to each of its partners 

on Statement C, or a substantially similar 

statement, and attach it to each Schedule K-1 

so each partner can figure their patron 

reduction under section 199A(b)(7). 

QBI items and W-2 wages allocable to 

qualified payments include QBI items included 

on Statement A that are allocable to the 

qualified payments reported to the 



481 

partnership on Form 1099-PATR from the 

cooperative. 

Section 199A(g) deduction. The 

partnership must report to its partners their 

share of any section 199A(g) deduction 

passed through from the cooperative, as 

reported on Form 1099-PATR. Section 

199A(g) deductions do not have to be 

reported separately by trades or businesses 

and can be reported as a single amount to 

partners. 

Section 704(c) information (code AA). 

For partnerships other than PTPs, if a 

partner’s taxable income or loss on any line 

item on Schedule K-1 (Form 1065) includes 

an allocation of any income or deduction item 

determined by applying section 704(c), 

include the sum of such income and deduction 

items here. 
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Example 1—Single section 704(c) 

allocation.  Partnership P has two partners, 

A and B. A and B share all items of income, 

loss, and deduction equally, except for items 

required to be allocated under section 704(c). 

A contributes property X with an FMV of $100 

and a tax basis of $60. X is depreciable over 

10 years. B contributes $100. The traditional 

method is used to allocate section 704(c) 

items pertaining to X. In the first year, the 

partnership has $10 of section 704(b) book 

depreciation, which is allocated equally to A 

and B for book purposes ($5 each). However, 

P only has $6 of tax depreciation. The 

partnership has no other income or 

deductions during the tax year. Under the 

traditional method, P allocates $1 to A and $5 

to B for tax purposes. Assuming this is the 

only item where taxable income is affected by 

section 704(c) allocations during the current 

year, the partnership would report deductions 

of $1 for A and $5 for B in box 20, code AA, 

of Schedule K-1. 
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Statement C—QBI Pass-Through Entity Reporting—Patrons of Specified Agricultural and 

Horticultural Cooperatives  
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Example 2—Multiple section 704(c) 

allocations.  The facts are the same as in 

Example 1, except in addition to the facts in 

that example, A also contributes property Y 

with an FMV of $100 and a remaining tax 

basis of $0. If Y were newly placed in service, 

its depreciable life would be 10 years straight 

line. The partnership adopts the remedial 

method with respect to property Y. In the first 

year, P has $10 of section 704(b) book 

depreciation, which is allocated equally to A 

and B for book purposes ($5 each). However, 

P has $0 of tax depreciation with respect to 

property Y. Under the remedial method, for 

tax purposes, P allocates $5 of remedial 

income to A and $5 of a remedial depreciation 

deduction to B with respect to property Y. In 

this case, the partnership would report in box 

20, code AA, of Schedule K-1 that A has $4 of 

taxable income, determined by applying 

section 704(c) ($1 of depreciation deductions 

from property X and $5 of remedial income 

from property Y) and that B has $10 of 
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deductions for tax purposes, determined by 

applying section 704(c) (consisting of $5 

depreciation from property X and $5 remedial 

depreciation from property Y). 

Required reporting for the sale or 

exchange of an interest in a partnership 

(codes AB, AC, and AD). When a sale or 

exchange of a partnership interest occurs and 

the partnership holds section 751 property 

such as unrealized receivables defined in 

section 751(c), property subject to 

unrecaptured section 1250 gain, inventory 

items defined in section 751(d), or 

collectibles, the partnership must report to 

the transferor partner their share of the gain 

or loss figured for the following categories of 

assets. 

Section 751 gain (loss) (code AB). Section 

751 “hot assets” (unrealized receivables and 

inventory items). 

Section 1(h)(5) gain (loss) (code AC). 

Section 1(h)(5) collectible assets. 
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Deemed section 1250 unrecaptured gain 

(code AD). Section 1(h)(6) unrecaptured 

section 1250 gain assets (depreciable real 

property) are section 751 property per 

Regulations section 1.751-1(c)(4)(v). 

Excess taxable income (code AE). If the 

partnership is required to file Form 8990, it 

may determine it has excess taxable income. 

If so, enter the amount from Form 8990, Part 

II, line 36, for excess taxable income. 

Schedule K-1. Enter the partner’s amount of 

excess taxable income. The partner will enter 

the amount on Form 8990, Schedule A, line 

43(f), if the partner is required to file Form 

8990. 

Excess business interest income (code 

AF). If the partnership is required to file Form 

8990, it may determine it has excess 

business interest income. If so, enter the 

amount from Form 8990, Part II, line 37, for 

excess business interest income. 
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Schedule K-1. Enter the partner’s amount of 

excess business interest income. The partner 

will enter the amount on Form 8990, 

Schedule A, line 43(g), if the partner is 

required to file Form 8990. 

Gross receipts for section 448(c) (code 

AG). Regulations section 1.163(j)-2(d)(2)(iii) 

requires that partners in a partnership include 

a share of partnership gross receipts in 

proportion to their share of gross income 

under section 703 (unless the partnership is 

treated as one person under the aggregation 

rules of section 448(c)). Partnerships with 

current year gross receipts (defined in 

Regulations section 1.448-1T(f)(2)(iv)) 

greater than $5 million are required to report 

to partners their distributive share of their 

current year gross receipts, as well as their 

distributive share of gross receipts for the 3 

immediately preceding tax years. If a 

partnership and a partner are treated as a 

single employer under section 448(c) 
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aggregation rules, and the partnership has 

current year gross receipts greater than $5 

million, then the partnership should also 

report its current year total gross receipts, as 

well as its total gross receipts for the 3 

immediately preceding tax years, to that 

partner. See IRS.gov/newsroom/faqs-

regarding-the-aggregation-rulesunder-

section-448c2–that-apply-to-the-section-

163j-small-businessexemption. Partnerships 

whose current year gross receipts are less 

than or equal to $5 million may also use this 

code to report gross receipts. 

Other information (code AH).  Report the 

following to each partner. 

• Any information a partner that is a PTP 

may need to determine if it meets the 

90% qualifying income test of section 

7704(c)(2). Partners are required to 

notify the partnership of their status 

as a PTP. 

https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
https://www.irs.gov/newsroom/faqs-regarding-the-aggregation-rules-under-section-448c2-that-apply-to-the-section-163j-small-business-exemption
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• If the partnership participates in a 

transaction that must be disclosed on 

Form 8886, both the partnership and 

its partners may be required to file 

Form 8886. The partnership must 

determine if any of its partners are 

required to disclose the transaction 

and provide those partners with 

information they will need to file Form 

8886. This determination is based on 

the category(s) under which a 

transaction qualified for disclosures. 

See Form 8886 and its instructions for 

details. 

• Compensation to partners deferred 

under a section 409A nonqualified 

deferred compensation plan that 

doesn't meet the requirements of 

section 409A. Include in this amount 

any earnings on these deferrals. This 

amount must also be included on line 

4 of Schedule K, Guaranteed 
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payments. For details, see the 

regulations under section 409A. These 

regulations don't provide guidance on 

the application of section 409A to 

arrangements between partnerships 

and partners. For interim guidance on 

such arrangements, see Q&A-7 in 

Notice 2005-1, 2005-2 I.R.B. 274, and 

the information provided in T.D. 9321. 

Also see Notice 2006-79, 2006-43 

I.R.B. 763; Notice 2007-86, 2007-46 

I.R.B. 990; and Notice 2008-113, 

2008-51 I.R.B. 1305, for additional 

information on transitional and relief 

rules. 

• Noncash charitable contributions. If 

the partnership made a noncash 

charitable contribution, report the 

partner’s share of the partnership’s 

adjusted basis of the property for basis 

limitation purposes. 
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• Any income or gain reported on lines 1 

through 11 of Schedule K that qualifies 

as inversion gain, if the partnership is 

an expatriated entity or is a partner in 

an expatriated entity. For details, see 

section 7874. Attach a statement to 

Form 1065 that shows the amount of 

each type of income or gain included 

in the inversion gain. The partnership 

must report each partner's distributive 

share of the inversion gain in box 20 

of Schedule K-1 using code AH. Attach 

a statement to Schedule K-1 that 

shows the partner's distributive share 

of the amount of each type of income 

or gain included in the inversion gain. 

• Qualifying advanced coal project 

property. Attach a statement to 

Schedule K-1 showing the partner's 

distributive share of the amounts that 

the partner will use when figuring the 

amounts to report on lines 5a through 
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5c of the partner's Form 3468. See the 

Instructions for Form 3468 for details. 

• Qualifying gasification or advanced 

energy project property. Attach a 

statement to Schedule K-1 showing 

the partner's distributive share of the 

amounts that the partner will use 

when figuring the amounts to report 

on lines 6a and 6b of the partner's 

Form 3468. See the Instructions for 

Form 3468 for details. 

• Basis in advanced manufacturing 

investment facility property. Attach a 

statement to Schedule K-1 showing 

the partner's distributive share of the 

amounts that the partner will use 

when figuring the amount to report on 

line 7 of the partner's Form 3468.  

See the Instructions for Form 3468 for 

details. 
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• Form 8990, Schedule A, requires 

certain foreign partners to report their 

allocable share of excess business 

interest expense, excess taxable 

income, and excess business interest 

income, if any, that is attributable to 

income effectively connected with a 

U.S. trade or business. Provide, on 

Schedule K-1, the information needed 

to complete Form 8990, Schedule A, 

for a partner that is a foreign 

corporation or nonresident alien or is a 

partnership (domestic or foreign) in 

which you know, or have a reason to 

know, that one or more of the partners 

is a foreign corporation or nonresident 

alien.  

• The partner's distributive share of any 

conservation reserve program 

payments made to the partnership. 

• If the partnership is involved in a 

farming or fishing business, report the 
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gross income and gains as well as the 

losses and deductions attributable to 

such business activities. See section 

1301. 

• If a partnership is a trader in 

securities, commodities, or both, and 

has properly elected under section 

475(f) to mark to market the 

securities, the commodities, or both, 

the partnership should report ordinary 

gain or loss from the securities or 

commodities (or both securities and 

commodities) trading activities 

separately from any other ordinary 

gain or loss. 

• If the partnership is a section 721(c) 

partnership, line 20c must include the 

amounts relating to any remedial 

items made under the remedial 

allocation method (described in 

Regulations section 1.704-3(d) and 

Regulations section 1.704-3(d)(5)(iii)) 
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with respect to section 721(c) 

property. Enter a separate code AH in 

box 20 of Schedule K-1 for each 

amount for items allocated to the 

partner. For the U.S. transferor, enter 

a separate code AH, if any, for the 

total remedial income allocated to the 

U.S. transferor, total gain recognized 

due to an acceleration event, and/or 

total gain recognized due to a section 

367 transfer reflected on Schedule G 

(Form 8865), Part II, columns (c), (d), 

and (e), respectively. For all other 

partners of the section 721(c) 

partnership, enter a separate code AH 

for the total amount of remedial items 

allocated to such partner relating to 

section 721(c) property. See 

Regulations sections 1.721(c)-3 and 

1.721(c)-6. 
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• Excess business loss limitation. To 

enable partners to figure their excess 

business loss limitation under section 

461(l), attach a statement to each 

partner's Schedule K-1 showing the 

partner's distributive share of the 

aggregate business activity gross 

income or gain, and the aggregate 

business activity deductions, from all 

of the partnership's trades or 

businesses. 

• Section 1061 information. The 

partnership will furnish to the partners 

any information needed to figure their 

capital gains with respect to an 

applicable partnership interest. See 

Section 1061 Reporting Guidance 

FAQs. 

• Partner’s share of the adjusted basis of 

noncash and capital gain property 

contributions and share of the excess 

of the FMV over the adjusted basis of 
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noncash and capital gain property 

contributions.  

• For IRA partners with an amount 

reported in box 20, code V, include 

code AH with the IRA partner's unique 

EIN (not the custodian's EIN). 

• Any other information the partners 

need to prepare their tax returns, 

including information needed to 

prepare state and local tax returns. 

Line 21. Total Foreign Taxes Paid or 

Accrued 

Enter in U.S. dollars the total creditable 

foreign taxes (described in section 901 or 

section 903) that were paid or accrued by the 

partnership (according to its method of 

accounting for such taxes). Enter the amount 

paid or accrued on line 21. Translate these 

amounts into U.S. dollars by using the 

applicable exchange rate (see Pub. 514, 

Foreign Tax Credit for Individuals). 
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The information on line 21 is solely for 

purposes of computing basis. A partnership 

must complete Schedules K-2 and K-3 to 

provide the information necessary for the 

partner to claim a foreign tax credit. 

Line 22. More Than One At-Risk 

Activity 

If the partnership conducted more than one 

at-risk activity, the partnership is required to 

provide certain information separately for 

each at-risk activity to its partners. This 

information is reported on an attached 

statement to Schedule K-1. Check the box to 

indicate there is more than one at-risk 

activity for which a statement is attached. 

See At-risk activity reporting requirements, 

earlier, for details. Also see Notice 2019-66 

for certain at-risk reporting. 



500 

Line 23. More Than One Passive 

Activity 

If the partnership conducted more than one 

activity (determined for purposes of the 

passive activity loss and credit limitations), 

the partnership is required to provide 

information separately for each activity to its 

partners. This information is reported on an 

attached statement to Schedule K-1. Check 

the box to indicate there is more than one 

passive activity for which a statement is 

attached. See Passive Activity Reporting 

Requirements, earlier, for details. 

Analysis of Net Income 

(Loss) per Return 

For each type of partner shown, enter the 

portion of the amount shown on line 1 that 

was allocated to that type of partner. Foreign 

government partners are treated as corporate 

partners pursuant to section 892(a)(3). 

Report all amounts for LLC members on the 
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line for limited partners. The sum of the 

amounts shown on line 2 must equal the 

amount shown on line 1. In addition, the 

amount on line 1 of Analysis of Net Income 

(Loss) must equal the amount on line 9 of 

Schedule M-1 (if the partnership is required 

to complete Schedule M-1). If the partnership 

files Schedule M-3, the amount on line 1 of 

Analysis of Net Income (Loss) must equal the 

amount in column (d) of Schedule M-3, Part 

II, line 26. 

In classifying partners who are individuals as 

“active” or “passive,” the partnership should 

apply the rules below. In applying these rules, 

a partnership should classify each partner to 

the best of its knowledge and belief. It is 

assumed that in most cases the level of a 

particular partner's participation in an activity 

will be apparent. 

1. If the partnership's principal activity is 

a trade or business, classify a general 

partner as “active” if the partner 
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materially participated in all 

partnership trade or business 

activities; otherwise, classify a general 

partner as “passive.” 

2. If the partnership's principal activity 

consists of a working interest in an oil 

or gas well, classify a general partner 

as “active.” 

3. If the partnership's principal activity is 

a rental real estate activity, classify a 

general partner as “active” if the 

partner actively participated in all of 

the partnership's rental real estate 

activities; otherwise, classify a general 

partner as “passive.” 

4. Classify as “passive” all partners in a 

partnership whose principal activity is 

a rental activity other than a rental 

real estate activity. 

5. If the partnership's principal activity is 

a portfolio activity, classify all partners 

as “active.” 
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6. Classify as “passive” all limited 

partners in a partnership whose 

principal activity is a trade or business 

or rental activity. 

Schedule L. Balance Sheets 

per Books 

Schedules L, M-1, and M-2 aren't 

required to be completed if the 

partnership answered “Yes” to 

question 4 of Schedule B. 

The balance sheets should agree with the 

partnership's books and records. Attach a 

statement explaining any differences. There 

are additional requirements for completing 

Schedule L for partnerships that are required 

to file Schedule M-3 (see the Instructions for 

Schedule M-3 (Form 1065) for details). 

Partnerships reporting to the Interstate 

Commerce Commission (ICC) or to any 

national, state, municipal, or other public 
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officer may send copies of their balance 

sheets prescribed by the ICC or national, 

state, or municipal authorities, as of the 

beginning and end of the tax year, instead of 

completing Schedule L. However, statements 

filed under this procedure must contain 

sufficient information to enable the IRS to 

reconstruct a balance sheet similar to that 

contained on Form 1065 without contacting 

the partnership during processing. 

All amounts on the balance sheet should be 

reported in U.S. dollars. If the partnership's 

books and records are kept in a foreign 

currency, the balance sheet should be 

translated in accordance with U.S. generally 

accepted accounting principles (GAAP). 

Exception.  If the partnership or any 

qualified business unit of the partnership uses 

the U.S. dollar approximate separate 

transactions method, Schedule L should 

reflect the tax balance sheet prepared and 

translated into U.S. dollars according to 
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Regulations section 1.985-3(d), and not a 

U.S. GAAP balance sheet. 

Partnerships Required To File 

Schedule M-3 

For partnerships required to file Schedule M-

3, the amounts reported on Schedule L must 

be amounts from financial statements used to 

complete Schedule M-3. If the partnership 

prepares non-tax-basis financial statements, 

Schedule M-3 and Schedule L must report 

non-tax-basis financial statement amounts. If 

the partnership doesn't prepare non-tax-basis 

financial statements, Schedule L must be 

based on the partnership's books and records 

and may show tax-basis balance sheet 

amounts if the partnership's books and 

records reflect only tax-basis amounts. 
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Line 5. Tax-Exempt Securities 

Include on this line: 

1. State and local government 

obligations, the interest on which is 

excludable from gross income under 

section 103(a); and 

2. Stock in a mutual fund or other RIC 

that distributed exempt-interest 

dividends during the tax year of the 

partnership. 

Line 7a. Loans to Partners (or 

Persons Related to Partners) 

Include on this line loans to partners or 

persons related to partners. Persons are 

related if they have a relationship specified in 

section 267(b) or 707(b). Amounts included 

here should not be included elsewhere on 

lines 1 through 13. 
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Line 14. Total Assets 

Generally, total assets at the beginning of the 

year (Schedule L, line 14, column (b)) must 

equal total assets at the close of the prior tax 

year (Schedule L, line 14, column (d)). If 

total assets at the beginning of the year don't 

equal total assets at the close of the prior 

year, attach a statement explaining the 

difference. 

For purposes of measuring total assets at the 

end of the year, the partnership's assets may 

not be netted against or reduced by 

partnership liabilities. In addition, asset 

amounts may not be reported as a negative 

number. If the partnership has an interest in 

another partnership and uses a tax-basis 

method for Schedule L, it must show as an 

asset the adjusted basis of its interest in the 

other partnership and separately show as a 

liability its share of the other partnership's 

liabilities (which are included in the 

computation of its adjusted basis). See the 
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Partner's Instructions for Schedule K-1 for 

details on how to figure the adjusted basis of 

a partnership interest. If Schedule L is non-

tax-basis, investment in a partnership may be 

shown as appropriate under the non-tax-basis 

accounting method of the partnership 

including, if required by the non-tax-basis 

accounting method of the partnership, the 

equity method of accounting for investments, 

but must be shown as a non-negative 

amount. 

Example.  Partnership A prepares a tax-basis 

Schedule L and is a general partner in 

Partnership B, a general partnership. 

Partnership A's adjusted basis in Partnership 

B at the end of the year is $16 million. 

Partnership A's share of Partnership B's 

liabilities is $20 million, which is included in 

the $16 million adjusted basis amount. On its 

Schedule L, Partnership A must report $16 

million on line 8 as the amount of its 

investment asset in Partnership B and report 
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on line 20 its $20 million share of Partnership 

B's liabilities. These amounts cannot be 

netted on Schedule L. 

Line 18. All Nonrecourse Loans 

Nonrecourse loans are those liabilities of the 

partnership for which no partner bears the 

economic risk of loss. If the partnership's 

nonrecourse liabilities include its share of the 

liabilities of another partnership, the 

partnership's share of those liabilities must be 

reflected on line 18. 

Line 19a. Loans From Partners (or 

Persons Related to Partners) 

Include on this line loans from partners or 

persons related to partners. Persons are 

related if they have a relationship specified in 

section 267(b) or 707(b). Amounts included 

here should not be included elsewhere on 

lines 15 through 21. 
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Line 20. Other Liabilities 

A partnership that is a partner in a tiered 

partnership must include as a liability on line 

20 the partner's share of the tiered 

partnership's liabilities to the extent they are 

recourse liabilities to the partner. 

Schedule M-1. Reconciliation 

of Income (Loss) per Books 

With Analysis of Net Income 

(Loss) per Return 

Schedule M-3 may be required instead 

of Schedule M-1. See Item J. Schedule 

C and Schedule M-3, earlier. See the 

Instructions for Schedule M-3 for more 

information. 

Line 2 

Report on this line income included on 

Schedule K, lines 1, 2, 3c, 5, 6a, 7, 8, 9a, 10, 

and 11, not recorded on the partnership's 
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books this year. Describe each such item of 

income. Attach a statement if necessary. 

Line 3. Guaranteed Payments 

Include on this line guaranteed payments 

shown on Schedule K, lines 4a and 4b (other 

than amounts paid for insurance that 

constitutes medical care for a partner, a 

partner's spouse, a partner's dependents, and 

a partner's children under age 27 who aren't 

dependents). 

Line 4b. Travel and Entertainment 

Include the following on this line. 

• Entertainment expenses, including 

entertainment-related meals and 

facilities, not deductible under section 

274(a). 

• Non-entertainment-related meal 

expenses not deductible under section 

274(n). 
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• The part of business gifts over $25. 

See section 274(b). 

• Expenses of an individual allocable to 

conventions on cruise ships over 

$2,000. See section 274(h)(2). 

• Employee achievement awards of 

nontangible property or tangible 

property over $400 ($1,600 if part of a 

qualified plan). See section 274(j). 

• The part of the cost of luxury water 

travel expenses not deductible under 

section 274(m). See section 

274(m)(1)(A).  

• Expenses for travel as a form of 

education. See section 274(m) (2). 

• Nondeductible club dues. See section 

274(a)(3). 

• Qualified transportation fringes under 

section 274(a)(4). 
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• Transportation and commuting 

expenses under section 274(l). 

• Other nondeductible travel and 

entertainment expenses. 

Line 6 

Include tax-exempt income from forgiven PPP 

loans on line 6 if it was included on line 1 of 

Schedule M-1. 

Line 7 

Report on this line deductions included on 

Schedule K, lines 1 through 13d, and 21, not 

charged against the partnership's book 

income this year. Describe each such item of 

deduction. Attach a statement if necessary. 

Line 9 

This line 9 should reconcile to the Analysis of 

Net Income (Loss) per Return, line 1. 
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Schedule M-2. Analysis of 

Partners'  

Capital Accounts 

Show what caused changes during the tax 

year in the partners' tax basis capital 

accounts. 

Line 1. Balance at Beginning of Year 

The balance at the beginning of the year 

should equal the total of the amounts 

reported as the partners’ beginning tax basis 

capital accounts in item L of all the partners’ 

Schedules K-1. If not, the partnership should 

attach an explanation of the difference. 

Generally, the balance at the beginning of the 

year should equal the adjusted tax basis of 

the partnership’s assets at the beginning of 

the year reduced by the partnership’s 

liabilities at the beginning of the year. If the 

partnership’s balance sheet (Schedule L) is 

reported on the tax basis and if the aggregate 
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of the partners’ beginning and ending capital 

accounts differs from the amounts reported 

on Schedule L, attach a statement reconciling 

any differences. No such reconciliation is 

required if Schedule L is not reported on the 

tax basis. 

Line 2. Capital Contributed During 

Year 

Include on line 2a the amount of money 

contributed by each partner to the 

partnership, as reflected on the partnership's 

books and records. Include on line 2b the 

adjusted tax basis of property net of liabilities 

contributed by each partner to the 

partnership, as reflected on the partnership’s 

books and records. 

Line 3. Net Income (Loss) 

Enter on Schedule M-2, line 3, the amount 

from the Analysis of Net Income (Loss), line 

1. Generally, this is the same as the amount 

entered on line 9 of Schedule M-1 (if the 
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partnership is required to complete Schedule 

M-1) or, if the partnership files Schedule M-3, 

the amount in column (d) of Schedule M-3, 

Part II, line 26. Because section 743(b) basis 

adjustments and income from guaranteed 

payments are not included in the partners' 

tax-basis capital accounts, certain 

adjustments may be necessary. If 

adjustments to income under section 743(b) 

are taken into account in calculating net 

income (loss), remove the effects of those 

adjustments (for example, by adding or 

subtracting the income, gain, loss, or 

deduction resulting from those adjustments 

on line 4 or line 7 in accordance with the 

instructions for those lines). If net income 

includes income from guaranteed payments 

made to partners, remove such income on 

line 7. 

Line 4. Other Increases (Itemize) 

Enter on line 4 the sum of all other increases 

to the partners' tax basis capital accounts 
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during the year not reflected on lines 2 and 3. 

Also, if the aggregate net negative income 

from all section 743(b) adjustments reported 

on Schedule K, line 13(d), “Other 

deductions,” was included as a decrease to 

income in arriving at net income (loss) on line 

3, report those amounts as an increase on 

line 4. For these purposes, “net negative 

income from all section 743(b) adjustments” 

means the excess of all section 743(b) 

adjustments to income allocated to the 

partner that decrease partner taxable income 

over all section 743(b) adjustments to income 

that increase partner taxable income. 

Line 6. Distributions 

Line 6a. Cash.  Enter the amount of money 

distributed to each partner by the 

partnership. For purposes of line 6a, “money” 

includes marketable securities, as described 

in section 731(c). 
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Line 6b. Property.  Enter the sum of the 

adjusted tax bases of property net of 

liabilities distributed to each partner by the 

partnership as reflected on the partnership's 

books and records. Include withdrawals from 

inventory for the personal use of a partner. 

Line 7. Other Decreases (Itemize) 

Enter on line 7 the sum of all other decreases 

to the partners' tax-basis capital accounts 

during the year not reflected on line 6.  

Also, if the aggregate net positive income 

from all section 743(b) adjustments reported 

on Schedule K, line 11, “Other income (loss),” 

was included as an increase to income in 

arriving at net income (loss) on line 3, report 

that amount as a decrease on line 7. For 

these purposes, “net positive income from all 

section 743(b) adjustments” means the 

excess of all section 743(b) adjustments to 

income allocated to the partner that increase 

the partner's taxable income over all section 
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743(b) adjustments to income that decrease 

the partner's taxable income. Likewise, if line 

3 includes income from guaranteed payments 

reported on Schedule K, line 4c, include that 

amount as a decrease on line 7. 

Line 9. Balance at End of Year 

The balance at the end of the year should 

equal the total of the amounts reported as 

the partners’ ending capital accounts in item L 

of all the partners’ Schedules K-1. 

Paperwork Reduction Act Notice.  We ask 

for the information on these forms 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. 

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 
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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. 

Estimates of Taxpayer Burden. The 

following tables show burden estimates based 

on current statutory requirements as of 

November 2021, for taxpayers filing 2021 

Forms 1065, 1120, 1120-C, 1120-F, 1120-H, 

1120-ND, 1120-S, 1120-SF, 1120-FSC, 1120-

L, 1120-PC, 1066, 1120-REIT, 1120-RIC, and 

1120-POL, and related attachments. Time 

spent and out-of-pocket costs are presented 

separately. Time burden is broken out by 

taxpayer activity, with reporting representing 

the largest component. Out-of-pocket costs 

include any expenses incurred by taxpayers 

to prepare and submit their tax returns. 

Examples include tax return preparation and 

submission fees, postage and photocopying 
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costs, and tax preparation software costs. 

While these estimates don't include burden 

associated with post-filing activities, IRS 

operational data indicate that electronically 

prepared and filed returns have fewer 

arithmetic errors, implying lower post-filing 

burden. 

Reported time and cost burdens are national 

averages and don't necessarily reflect a 

“typical” case. Most taxpayers experience 

lower-than-average burden, with taxpayer 

burden varying considerably by taxpayer 

type. For instance, the estimated average 

time burden for all business entities is 93 

hours, with an average cost of $3,927 per 

return. This average includes all associated 

forms and schedules, across all preparation 

methods and taxpayer activities. 

The average burden for partnerships filing 

Forms 1065 and related attachments is about 

85 hours and $3,900; the average burden for 

corporations filing Form 1120 and associated 
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forms is about 140 hours and $6,100; and 

the average burden for Forms 1066, 1120-

REIT, 1120-RIC, and 1120-S, and all related 

attachments is 80 hours and $3,100. Within 

each of these estimates, there is significant 

variation in taxpayer activity. Tax preparation 

fees and other out-of-pocket costs vary 

extensively depending on the tax situation of 

the taxpayer, the type of software or 

professional preparer used, and the 

geographic location. Third-party burden hours 

are not included in these estimates. 
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Comments and Suggestions. We welcome 

your comments about this publication and 

your suggestions for future editions. You can 

send us comments through 

IRS.gov/FormComments. Or, you can write 

to: 

Internal Revenue Service 

Tax Forms and Publications 

1111 Constitution Ave. NW, IR-6526 

Washington, DC 20224 

Although we can’t respond individually to 

each comment received, we do appreciate 

your feedback and will consider your 

comments as we revise our tax forms, 

instructions, and publications. Don’t send the 

tax form to this address. Instead, see Where 

To File, earlier, near the beginning of the 

instructions.  

https://www.irs.gov/forms-pubs/comment-on-tax-forms-and-publications
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Codes for Principal Business Activity and 

Principal Product or Service   
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Accounting methods 7 

Change in accounting method 8 

Mark-to-market accounting method 8 

Nonaccrual-experience method 8, 21 
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Accounting periods 8 
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Administrative adjustment request 9  
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Partnership agreement 31 

Special allocations 34 
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Alternative minimum tax 45 

Adjusted gain (loss) 45  

Depletion (other than oil and gas) 45  

Depreciation adjustment on property placed 

in service after 1986 45 

Oil, gas, and geothermal properties 45 

Amended return 9 

Analysis of net income (loss) per  

Return 56 

Analysis of partner's capital account 33 

Analysis of partners' capital accounts 57 

Assembling the return 12  

At-risk activities 33 

Attached statements 32 
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B 

Balance sheets per books 56 

Bipartisan Budget Act of 2015 (BBA) 3  

Business start-up expenses 22 

C 

Capital gain: 

Net long-term 36  

Net short-term 36 

Change of address 19  

Charitable contribution 39 

Codes: 

Partner 32 

Principal business activity 61 

Schedule K-1 reporting 31 

Collectibles (28%) gain (loss) 36 

Consolidated audit procedures 3 
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Contributions to the partnership 13 

Cost of goods sold 21 

Credits 42 

D 

Deductions: 

Bad debts 23  

Depletion 25 

Depreciation 24 

Employee benefit programs 25 

Entertainment facilities 26 

Guaranteed payments 23 

How to report 22 

Interest 24 

Limitations 22 

Meals and entertainment 25 

Membership dues 26 
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Rent 23 

Repairs and maintenance 23 

Retirement plans 25  

Salaries and wages 23, 35 

Taxes and licenses 24 

Transactions between related taxpayers 22 

Travel 25 

Wages 23 

Definitions 3 

Depreciation 24 

Dispositions of contributed property 13 

Distributions: 

Recognition of precontribution gain 14 

Dividends 35 
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Elections: 

By each partner 13 

By the partnership 12 

Electronic filing 5 

Entity classification election 12 

Extensions 6 

F 

Foreign accounts 27 

Foreign partners, withholding 28 

Foreign partnership 4  

Foreign trusts, transactions 27 

Forms: 

How to get 3 

That may be required 10 

Future Developments 1 
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G 

General partner 4 

General partnership 4 

Guaranteed payments 35, 57 

I 

Inclusion amount 23  

Income: 

Gross receipts or sales 20 

Tax-exempt income 20 

Trade or business 20 

Installment sales 20 

Interest income 35 

Interest on production expenditures 24 

Investment: 

Income and expenses 47 

Interest expense 40 
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L 

Limited liability company 4 

Limited liability partnership 4 

Limited partner 4 

Limited partnership 4 

N 

Net section 1231 gain (loss) 37 

Nondeductible expenses 46 

Nonrecourse liabilities 33 

Nonrecourse loans 4, 33 

(See also Nonrecourse liabilities) 

Notice of inconsistent treatment 9  

O 

Ordinary business income (loss) 34 
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Paid preparer authorization 7 

Partner contributing property with a 

built-in gain or loss 34 

Passive activity limitations: 

Grouping activities 16 

Passive activities defined 14 

Recharacterization of passive income 17 

Rental activities 15 

Reporting requirements 18 

Trade or business activities 15 

Penalties 7 

Failure to furnish information timely 7 

Late filing 7 

Trust fund recovery 7 

Period covered 6 
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Portfolio income 16, 35 

Private delivery services 6 

Publicly traded partnerships 5, 15, 21 

Q 

Qualified Business Income Deduction 50 

R 

Recapture: 

Investment credit 47 

Low-income housing credit 47 

Mining exploration costs 37 

Section 179 deduction 48 

Reconciliation of income (loss) per books 

with income (loss) per return 57 

Recordkeeping 9 

Reforestation costs 41 

Rental activities 15 
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Rounding off to whole dollars 9 

Royalties 36 

S 

Sale of partnership interests 14 

Sale of small business stock:  

Exclusion 38 

Rollover 38 

Schedule: 

B 26 

K 30, 34 

K-1 30, 34 

L 56 

M-1 57 

M-2 57 

M-3 57 
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Section 179 expense deduction 39  

Recapture 48 

Section 481(a) adjustment 8 

Section 59(e) expenditures 13, 22, 40 

Self-charged interest 16  

Self-employment 41 

Signatures: 

General partner or LLC member manager 6 

Paid preparer 7 

Special allocations 34 

Substitute forms 31 

Syndication costs 22 

T 

Tax shelter: 

Registration 27 

Tax-exempt income 46 
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Termination of partnership 5 

Travel and entertainment 25, 57 

U 

Uniform capitalization rules 22 

Unrealized receivables and inventory: 

Sale of partnership interests 14 

Unrecaptured section 1250 gain 36 

Unrelated business taxable income 49 

W 

When to file 6 

Where to file 6 
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