ATTACHMENT 1

MODERATOR’S GUIDE

REVISED FORM 941

FOCUS GROUPS WITH BUSINESS TAXPAYERS

INTRODUCTION

Introduction of the moderator.

Explanation of the nature of the general study – to provide input on a Revised Form 941 to the Tax Forms and Publications Division of the IRS.  

Explanation of the purpose of the focus group approach -- to explore in a semi-structured manner what people think about the issues.

· The group discussion of the issues often generates deeper insights than individual one-on-one interviews.

· A topic oriented discussion of issues allows the participants, who know more about the issues than the researchers, to identify the important dimensions that might be lost in a structured interview setting.

· It’s interactive so that the participants can talk back to us -- ask us what we mean, tell us when a question doesn’t make any sense, or means different things to different people.

GROUND RULES

· For the IRS to speak with the public, we are required to have approval from the Office of Management and Budget. Their approval number for this project is 1545-1349.  Also, if you have any comments regarding the time estimates associated with this study or suggestions on making this process simpler, please write to the: IRS Tax Products Coordinating Committee, 1111 Constitution Avenue, Washington, DC 20224.

· To ensure your privacy, our contract with this facility forbids them to tell us anything about you except your first name.

· We are audio-taping the meeting for use in preparing a report about findings.  Because we are taping this meeting, I ask that you speak loudly and clearly. If I think you are speaking too softly to be heard on the tape, I will ask you to speak up.

· Please speak just one at a time so everyone has a chance to participate.  

· Don’t engage in side conversations-- we need for everyone to hear what the others are saying and for everything that’s said to be heard easily on the tape.

· Sometimes I’ll go around the table and ask everyone for their input.  At other times, I will just throw a topic open for general discussion.

· Participation -- we need to get a full range of opinions, and we need everyone’s participation.  You are here to talk.  I am here to listen.

· No evaluation -- there are no right and wrong answers.  We expect differences in how people see things, and we need to know about these differences.  


· Feel free to disagree or question each other.  The purpose of a group session is that we learn things in group interchanges that we don’t get out of one-on-one discussions.  If someone says something you disagree with, please let us know.

· Some observers are present behind the one-way mirror.  They want to hear what you have to say about the topics we’ll discuss, but we don’t want you to feel constrained by their presence.

· If you have a cellular phone, please turn it off, or if you have a beeper, please set it to stun.   We don’t want the group to be disturbed and we also need your full attention during the session

· The session will last about two hours.

INTRODUCTION OF PARTICIPANTS

Let’s go around the table.  Please introduce yourself (first name only).

How many of you have been in a focus group before?

CURRENT FORM 941

How many years have you prepared Form 941?

Thinking back to preparing Form 941 over the past few quarters, what do you recall?  Probe for details.

Did you experience any difficulties in preparing Form 941?

I am going to pass out a copy of the current Form 941.  It should look pretty familiar to you.  What is your reaction to this form?  

Probe:  Look for concerns about print size, room to input information, number of lines to be filled in, clarity of line item instructions, etc.
If you had to describe Form 941 in one word, what word would you use?  

Go around the table.  Probe for a new word from each respondent.

Do you recall any difficulties you experienced in completing Form 941 in the most recent or any previous quarters? Ask for details if necessary.

If you had to make changes in Form 941, what would you suggest?

Probe for details. 

REVISED FORM 941

The Tax Forms and Publications Division of the IRS is responsible for preparing tax forms and publications to meet the needs of taxpayers while also incorporating technical tax law.  The division is exploring a potential new format for Form 941 and would like to get your reaction to it.

Please take a few minutes to look over the proposed revision.

Distribute copies.
What do you notice about this form?

Probe:  appearance of the form, print size, room to input information, number of lines to be filled in, etc.?
What do you notice that is different about this version of the form, compared with the current form?

If you had to describe this revised Form 941 in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent.

Do you have any suggestions for improvements to this revised Form 941?

How would you compare it to the current Form 941?

Do you believe that the revised form places a greater or lesser burden on businesses which must complete it, compared with the current Form 941?

SCENARIO COMPLETION

Let’s put this new Form 941 to the test by working a brief scenario.  I’m going to distribute the scenario which describes a situation for a business using Form 941.  I’m also going to distribute a partially completed Form 941 and revised instructions for Form 941.  Please complete the entries on the form using the information provided in the scenario.  Please work the scenario and enter the requested information on the Form 941. Please use the revised instructions for the form in completing the scenario. 

SCENARIO

My Company

333 Any Street

Your City, MD 98765

Employer Identification Number (EIN) 99-9999999

Rob Bigshot, President

Daytime phone number: (123)-456-7890

During the 3rd quarter of 2006, the payroll information for two employees was incorrectly entered into the payroll program as being ineligible for a 401K plan.  However, the employees were eligible and participated in the plan.  Therefore, the wages and social security tax were over reported to the IRS.

The error was discovered during an audit of the 401K plan.  Both employees have been reimbursed for their share of the social security taxes withheld from gross wages.  Also, Form W-2c has been prepared for each employee reporting the reduction in wages.

On the 3rd quarter 2006 Form 941, wages tips, and compensation (line 2) and taxable social security wages (line 5a, column 1) were $333,000.  The total social security tax (line 5a, column 2) was $41,292.

The total reduction in wages because of the 401K participation is $15,200 ($7,600 for each employee).  The corrected wages are $317,800.  The corrected social security tax is $39,407.20.  The tax adjustment is $1,884.80.

Other amounts reported, but not adjusted, on the 3rd quarter 2006 Form 941:

Total income tax withheld (line 3)                     $59,940

Taxable Medicare wages (line 5c, column 1)   $330,000

Medicare tax (line 5c, column 2)                      $9,657

Fraction of cents adjustment (line 7a)               $ 2.21

Please prepare the redesigned Form 941X.  There is no third-party designee.

QUESTIONS ABOUT THE SCENARIO

Was there anything in the scenario which created difficulties for you?  Probe to the negative.

How useful were the revised instructions in completing the scenario?

Do you have an entry on line 7h?  If so, how did you arrive at that entry?

 Did you note that Form 941c is needed for adjustments on lines 7d and 7e?

Was there anything about the revised Form 941 or instructions which assisted you in completing the scenario?  Probe.

SUMMARY

What do you like most about the revised Form 941?  The instructions?

What do you like least about the revised Form 941?  The instructions?

How helpful was the language of the revised instructions in understanding and completing Form 941?  How about the format of the instructions? 

Now that you have seen the revised Form 941 and worked the scenario, do you think that the revised Form 941 is an improvement over the current Form 941?

How many of you believe the revised Form 941 is an improvement?

Ask for a show of hands.
How many of you do not believe the revised Form 941 is an improvement?

Ask for a show of hands.

For those of you who think the revised Form 941 is an improvement, could you please tell me the reasons for your preference?

Record on flip chart.

For those of you who think the revised Form 941 is NOT an improvement, could you please tell me the reasons for your preference?

Record on flip chart.

Do you think that the revised Form 941 places more or less burden on business taxpayers than the current Form 941? 

Thinking about our entire discussion tonight about revised Form 941, is there anything else you would like to share about it?

If time permits, ask the above series of questions about the instructions.

I need to ask the observers in the other room whether they have any other questions they would like me to ask.  While I am gone, will you each think of one possible improvement to the revised Form 941 and I will ask about it when I return. (Moderator excuses himself/herself.)  

(Asks any other questions/clarifications upon return. Asks each respondent for one possible improvement to the revised Form 941).

Thank you for coming here tonight and sharing your thoughts and ideas with me.  You have given us a great deal of help.  Please check with the hostess on your way out of this room.

Good night!             

ATTACHMENT 2
MODERATOR’S GUIDE

REVISED SCHEDULE K-1 (FORM 1065)

FOCUS GROUPS WITH TAXPAYERS

INTRODUCTION

Introduction of the moderator.

Explanation of the nature of the general study – to provide input on a revised Schedule K-1 to the Tax Forms and Publications Division of the IRS.  

Explanation of the purpose of the focus group approach -- to explore in a semi-structured manner what people think about the issues.

· The group discussion of the issues often generates deeper insights than individual one-on-one interviews.

· A topic oriented discussion of issues allows the participants, who know more about the issues than the researchers, to identify the important dimensions that might be lost in a structured interview setting.

· It’s interactive so that the participants can talk back to us -- ask us what we mean, tell us when a question doesn’t make any sense, or means different things to different people.

BASIC GROUND RULES:

· For the IRS to speak with the public, we are required to have approval from the Office of Management and Budget. The approval number for this project is 1545-1349.  Also, if you have any comments regarding the time estimates associated with this study or suggestions on making this process simpler, please write to the: IRS Tax Products Coordinating Committee, 1111 Constitution Avenue, Washington, DC 20224

· To ensure your privacy, our contract with this facility forbids them to tell us anything about you except your first name.

· We are audio-taping the meeting for use in preparing a report about findings.  Because we are taping this meeting, I ask that you speak loudly and clearly. If I think you are speaking too softly to be heard on the tape, I will ask you to speak up.

· Please speak just one at a time so everyone has a chance to participate.  

· Don’t engage in side conversations -- we need for everyone to hear what the others are saying and for everything that’s said to be heard easily on the tape.

· Sometimes I’ll go around the table and ask everyone for their input.  At other times, I will just throw a topic open for general discussion.

· Participation -- we need to get a full range of opinions, and we need everyone’s participation.  You are here to talk.  I am here to listen.

· No evaluation -- there are no right and wrong answers.  We expect differences in how people see things, and we need to know about these differences.  


· Feel free to disagree or question each other.  The purpose of a group session is that we learn things in group interchanges that we don’t get out of one-on-one discussions.  If someone says something you disagree with, please let us know.

· Some observers are present behind the one-way mirror.  They want to hear what you have to say about the topics we’ll discuss, but we don’t want you to feel constrained by their presence.

· If you have a cellular phone, please turn it off, or if you have a beeper, please set it to stun.   We don’t want the group to be disturbed and we also need your full attention during the session

· The session will last about two hours.

SPECIFIC GROUND RULES 

While there may be other issues that participants would like to raise with respect to the IRS, our time is limited and we want to focus on the particular forms we will be discussing – revisions to Schedule K-1.

INTRODUCTION OF PARTICIPANTS 

Let’s go around the table.  Please introduce yourself (first name only).

How many of you have been in a focus group before?

CURRENT SCHEDULE K-1

From what kinds of partnerships do you receive a K-1 (Form 1065)?  (probe general, limited, limited liability company).  

Do any of you also receive a K-1 (Form 1120S) from an “S Corporation”?  

Are you personally involved in the preparation of the tax return for the partnership and the completion of the Schedule K-1’s for the partners?

How many of you have personally prepared Schedule K-1?  Have you done it using paper and pencil or using software? 

For how many years have you prepared Schedule K-1?

What do you recall about Schedule K-1?  

Did you experience any difficulties in preparing Schedule K-1?

I am going to pass out a copy of Schedule K-1 for 2006. It should look pretty familiar to you.  What is your reaction to this form? Probe:  Look for concerns about print size, room to input information, number of lines to be filled in, etc. Ease of locating the information they need.
If you had to describe Schedule K-1 in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent.

Now that you see the form, do you recall any difficulties you experienced in completing Schedule K-1?  Probe for details.

If you had to make changes in Schedule K-1, what would you suggest? Probe for details. 

Using a scale of 1 to 5, where 1 means “very easy” and 5 means “very difficult”, how would you rate Schedule K-1 on: 

· Ease of understanding what is needed

· Ease of completion 

How does Schedule K-1 compare to other forms you use for your taxes (for example, Schedule D)?  What makes Schedule K-1 more or less difficult than other tax forms?

Did you use the instructions for completing Schedule K-1?  Did the instructions provide the information you needed to complete the form?

REVISED SCHEDULE K-1 

The Tax Forms and Publications Division is exploring a potential new format for Schedule K-1 and would like to get your reaction to it.  I am going to pass out the draft revision to Schedule K-1.  Please take a few minutes to look over it.  (Distribute copies).
What do you notice about this form? Probe:  appearance of the form, print size, room to input information, number of lines to be filled in, etc.?  Ease of locating the information they need.
What do you notice that is different about this version of the form, compared with the current form?   If not mentioned, probe for changes. 

If you had to describe this revised Schedule K-1 in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent and record on the flip chart.

Do you have any suggestions for IRS to improve this revision to Schedule K?

How would you compare it to the current Schedule K-1?

How would you feel if you received a copy of this Schedule K-1?  .

Does the revised Schedule K-1 impose a greater or lesser burden on the taxpayer who must complete it, compared with the current Schedule K-1?

SCENARIO WITH REVISED SCHEDULE K 

I want to ask you to work with a scenario we have developed.  Please take a few minutes to complete the scenario and then we will discuss it. 

As you completed the schedule using the scenario, did you encounter any difficulties?  

Now that you have actually worked with the revised Schedule K-1, do you have any suggestions for improvement?

How do you think taxpayers would react to this revised form? 

How could this form be improved?

SUMMARY

Now that you have seen the current form and a revision to Schedule K-1, which do you prefer?  

Can you share the reasons for your preference?

Which of the schedules do you think puts less burden on taxpayers – the current form or the revision? 

Thinking about our entire discussion tonight about revised Schedule K-1, is there anything else you would like to share about it?

(Moderator excuses himself/herself to go into the client room to ask observers if there is anything they would like to ask or have clarified).  Asks any other questions/clarifications upon return. 

Thank you for coming here tonight and sharing your thoughts and ideas with me.  You have given us a great deal of help.  Please check with the hostess on your way out of this room.

Good night!
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ATTACHMENT 3
MODERATOR’S GUIDE

FORM 8917
FOCUS GROUPS WITH TAXPAYERS

INTRODUCTION

Introduction of the moderator.

Explanation of the nature of the general study – to provide input on a new form for the Tax Forms and Publications Division of the IRS.  

Explanation of the purpose of the focus group approach -- to explore in a semi-structured manner what people think about the issues.

· The group discussion of the issues often generates deeper insights than individual one-on-one interviews.

· A topic oriented discussion of issues allows the participants, who know more about the issues than the researchers, to identify the important dimensions that might be lost in a structured interview setting.

· It’s interactive so that the participants can talk back to us -- ask us what we mean, tell us when a question doesn’t make any sense, or means different things to different people.

GROUND RULES

· For the IRS to speak with the public, we are required to have approval from the Office of Management and Budget. Their approval number for this project is 1545-1349.  Also, if you have any comments regarding the time estimates associated with this study or suggestions on making this process simpler, please write to the: IRS Tax Products Coordinating Committee, 1111 Constitution Avenue, Washington, DC. 20224.

· To ensure your privacy, our contract with this facility forbids them to tell us anything about you except your first name.

· We are audio-taping the meeting for use in preparing a report about findings.  Because we are taping this meeting, I ask that you speak loudly and clearly. If I think you are speaking too softly to be heard on the tape, I will ask you to speak up.

· Please speak just one at a time so everyone has a chance to participate.  

· Don’t engage in side conversations-- we need for everyone to hear what the others are saying and for everything that’s said to be heard easily on the tape.

· Sometimes I’ll go around the table and ask everyone for their input.  At other times, I will just throw a topic open for general discussion.

· Participation -- we need to get a full range of opinions, and we need everyone’s participation.  You are here to talk.  I am here to listen.

· No evaluation -- there are no right and wrong answers.  We expect differences in how people see things, and we need to know about these differences.  


· Feel free to disagree or question each other.  The purpose of a group session is that we learn things in group interchanges that we don’t get out of one-on-one discussions.  If someone says something you disagree with, please let us know.

· Some observers are present behind the one-way mirror.  They want to hear what you have to say about the topics we’ll discuss, but we don’t want you to feel constrained by their presence.

· If you have a cellular phone, please turn it off, or if you have a beeper, please set it to stun.   We don’t want the group to be disturbed and we also need your full attention during the session

· The session will last about two hours.

INTRODUCTION OF PARTICIPANTS

Let’s go around the table.  Please introduce yourself (first name only).

How many of you have been in a focus group before?

EXPERIENCE CLAIMING THE TUITION AND FEES DEDUCTION

For how many years have you claimed the tuition and fees deduction?  Do you claim it for yourself, your spouse, or a child?

Thinking back to claiming the tuition and fees deduction, what do you recall?  

Probe for details.

Did you experience any difficulties in claiming the tuition and fees deduction?

If you had to describe the process of claiming the tuition and fees deduction in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent.

FORM 8917

The Tax Forms and Publications Division of the IRS is responsible for preparing tax forms and publications to meet the needs of taxpayers while also incorporating technical tax law. The division is exploring a potential new Form 8917 for the tuition and fees deduction and would like to get your reaction to it.

Please take a few minutes to look over the proposed form.  Distribute copies.
What do you notice about this form?

Probe:  appearance of the form, print size, room to input information, number of lines to be filled in, etc.?
If you had to describe this Form 8917 in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent.

Do you have any suggestions for improvements to this Form 8917?

Do you believe that this form will assist taxpayers in claiming the tuition and fees deduction, or not?  

SCENARIO COMPLETIONS (ROTATE SCENARIOS 1, 2, AND 3). 

Let’s put this new Form 8917 to the test by working a few brief scenarios.  I’m going to distribute the first scenario which describes a situation for which Form 8917 could be used.  I’m also going to distribute a partially completed Form 8917 and instructions for Form 8917.  Please complete the entries on the form using the information provided in the scenario.  Please work the scenario and enter the requested information on the Form 8917. Please use the revised instructions for the form in completing the scenario. 

QUESTIONS ABOUT THE SCENARIO (ASK AFTER THE COMPLETION OF EACH SCENARIO)

Was there anything in the scenario which created difficulties for you?  Probe to the negative.

How useful were the revised instructions in completing the scenario?

Was there anything about the Form 8917 or instructions which assisted you in completing the scenario?  Probe.

SUMMARY

What do you like most about Form 8917?  The instructions?

What do you like least about Form 8917?  The instructions?

How helpful was the language of the revised instructions in understanding and completing Form 8917?  How about the format of the instructions? 

How many of you do believe that Form 8917 will assist you in determining whether to claim the tuition and fees deduction?  Ask for a show of hands.  Could you please explain your answer?

For those of you who think that it is helpful to have Form 8917, could you please tell me the reasons for your preference?

Record on flip chart.

For those of you who think that it is NOT helpful to have Form 8917, could you please tell me the reasons for your preference?

Record on flip chart.

Do you think that Form 8917 increases or decreases the burden on taxpayers claiming the tuition and fees deduction? 

Thinking about our entire discussion tonight about Form 8917, is there anything else you would like to share about it?

If time permits, ask the above series of questions about the instructions.

I need to ask the observers in the other room whether they have any other questions they would like me to ask.  While I am gone, will you each think of one possible improvement to Form 8917 and I will ask about it when I return. (Moderator excuses himself/herself.)  

(Asks any other questions/clarifications upon return. Asks each respondent for one possible improvement to Form 8917).

Thank you for coming here tonight and sharing your thoughts and ideas with me.  You have given us a great deal of help.  Please check with the hostess on your way out of this room.

Good night!

Form 8917 Focus Group Scenarios 

Scenario 1 

Keith and Doris Anderson file a joint return and have a combined income (see the attached Form 1040, line 22) of $125,000.  They claim no adjustments (Form 1040, lines 23 through 33 or written in on the dotted line next to line 36).  They claim an exemption for their daughter, Anne Anderson, a student at College A. They want to claim the tuition and fees deduction (Form 1040, line 34) and meet all of the requirements. Keith and Doris paid qualified education expenses for Anne for the year of $3,500. Can the Andersons claim the deduction for tuition and fees and if so, how much is their deduction?

Scenario 2 

Ken Johnson files a return claiming a filing status of head of household. He has an income (see his attached Form 1040, line 22) of $87,000. He claims an alimony adjustment (Form 1040, line 31a) of $12,000 with no other adjustments (Form 1040, lines 23 through 33 or written in on the dotted line next to line 36). Mr. Johnson claims an exemption for his son, Tom Johnson, a student at College B. Ken wants to claim the tuition and fees deduction (Form 1040, line 34) and meets all of the requirements. Ken paid qualified education expenses for Tom for the year of $4,200. Can Ken claim the deduction for tuition and fees and if so, how much is his deduction?

Scenario 3 

John and Ethel Smith file a joint return and have a combined income (see their attached Form 1040, line 22) of $175,000. They claim no adjustments (Form 1040, lines 23 through 33 or written in on the dotted line next to line 36). They cannot claim an exemption for their daughter, Beth Campbell, a student at College C. Beth has income (see her attached Form 1040A, line 15) of $5,000 and files her return as a single taxpayer. She claims no adjustments (1040A, lines 16-20). Beth wants to claim the tuition and fees deduction (Form 1040A, line 19) and meets all of the requirements. She paid qualified education expenses for the year of $3,500. Can Beth claim the deduction for tuition and fees and if so, how much is her deduction?

ATTACHMENT 4
MODERATOR’S GUIDE

FORM 8919
FOCUS GROUPS WITH TAXPAYERS

INTRODUCTION

Introduction of the moderator.

Explanation of the nature of the general study – to provide input on a new form for the Tax Forms and Publications Division of the IRS.  

Explanation of the purpose of the focus group approach -- to explore in a semi-structured manner what people think about the issues.

· The group discussion of the issues often generates deeper insights than individual one-on-one interviews.

· A topic oriented discussion of issues allows the participants, who know more about the issues than the researchers, to identify the important dimensions that might be lost in a structured interview setting.

· It’s interactive so that the participants can talk back to us -- ask us what we mean, tell us when a question doesn’t make any sense, or means different things to different people.

GROUND RULES

· For the IRS to speak with the public, we are required to have approval from the Office of Management and Budget. Their approval number for this project is 1545-1349.  Also, if you have any comments regarding the time estimates associated with this study or suggestions on making this process simpler, please write to the: IRS Tax Products Coordinating Committee, 1111 Constitution Avenue, Washington, DC. 20224.

· To ensure your privacy, our contract with this facility forbids them to tell us anything about you except your first name.

· We are audio-taping the meeting for use in preparing a report about findings.  Because we are taping this meeting, I ask that you speak loudly and clearly. If I think you are speaking too softly to be heard on the tape, I will ask you to speak up.

· Please speak just one at a time so everyone has a chance to participate.  

· Don’t engage in side conversations-- we need for everyone to hear what the others are saying and for everything that’s said to be heard easily on the tape.

· Sometimes I’ll go around the table and ask everyone for their input.  At other times, I will just throw a topic open for general discussion.

· Participation -- we need to get a full range of opinions, and we need everyone’s participation.  You are here to talk.  I am here to listen.

· No evaluation -- there are no right and wrong answers.  We expect differences in how people see things, and we need to know about these differences.  


· Feel free to disagree or question each other.  The purpose of a group session is that we learn things in group interchanges that we don’t get out of one-on-one discussions.  If someone says something you disagree with, please let us know.

· Some observers are present behind the one-way mirror.  They want to hear what you have to say about the topics we’ll discuss, but we don’t want you to feel constrained by their presence.

· If you have a cellular phone, please turn it off, or if you have a beeper, please set it to stun.   We don’t want the group to be disturbed and we also need your full attention during the session

· The session will last about two hours.

INTRODUCTION OF PARTCIPANTS

Let’s go around the table.  Please introduce yourself (first name only).

How many of you have been in a focus group before?

EXPERIENCE PREPARING A TAX RETURN WITH BOTH FORMS W-4 AND A FORM 1099

For how many years have you received both a W-4 and Form 1099?

Is it clear why you receive a W-4 for one job and a Form 1099 for another position?

If not, what makes it difficult to understand the difference(s)?

Did you experience any difficulties in preparing your taxes when you receive both a Form W-4 and a Form 1099?  If yes, what difficulties do you experience?

FORM 8919

The Tax Forms and Publications Division of the IRS is responsible for preparing tax forms and publications to meet the needs of taxpayers while also incorporating technical tax law. The division is exploring a potential new Form 8919 to assist taxpayers receiving both a Form W-4 and a Form 1099.

Please take a few minutes to look over the proposed form.  Distribute copies.
What do you notice about this form?

Probe:  appearance of the form, print size, room to input information, number of lines to be filled in, etc.?
If you had to describe this Form 8919 in one word, what word would you use?  Go around the table.  Probe for a new word from each respondent.

Do you have any suggestions for improvements to this Form 8919?

Do you believe that this form will assist taxpayers in preparing their tax returns, or not?  

SCENARIO COMPLETIONS (ROTATE SCENARIOS 1 AND 2). 

Let’s put this new Form 8919 to the test by working a few brief scenarios.  I’m going to distribute the first scenario which describes a situation for which Form 8919 could be used.  I’m also going to distribute a partially completed Form 8919 and instructions for Form 8919.  Please complete the entries on the form using the information provided in the scenario.  Please work the scenario and enter the requested information on the Form 8919. Please use the revised instructions for the form in completing the scenario. 

QUESTIONS ABOUT THE SCENARIO (ASK AFTER THE COMPLETION OF EACH SCENARIO)

Was there anything in the scenario which created difficulties for you?  Probe to the negative.

How useful were the revised instructions in completing the scenario?

Was there anything about the Form 8919 or instructions which assisted you in completing the scenario?  Probe.

SUMMARY

What do you like most about Form 8919?  The instructions?

What do you like least about Form 8919?  The instructions?

How helpful was the language of the revised instructions in understanding and completing Form 8919?  How about the format of the instructions? 

How many of you do believe that Form 8919 will assist you in reporting income from both a W-4 and a 1099? Ask for a show of hands.  Could you please explain your answer?

For those of you who think that it is helpful to have Form 8919, could you please tell me the reasons for your preference?

Record on flip chart.

For those of you who think that it is NOT helpful to have Form 8919, could you please tell me the reasons for your preference?

Record on flip chart.

Do you think that Form 8919 increases or decreases the burden on taxpayers will assist you in reporting income from both a W-4 and a 1099?  

Thinking about our entire discussion tonight about Form 8919, is there anything else you would like to share about it?

If time permits, ask the above series of questions about the instructions.

I need to ask the observers in the other room whether they have any other questions they would like me to ask.  While I am gone, will you each think of one possible improvement to Form 8919 and I will ask about it when I return. (Moderator excuses himself/herself.)  

(Asks any other questions/clarifications upon return. Asks each respondent for one possible improvement to Form 8919).

Thank you for coming here tonight and sharing your thoughts and ideas with me.  You have given us a great deal of help.  Please check with the hostess on your way out of this room.

Good night!

Form 8919 Focus Group Scenarios 

Scenario 1

Joe Turner is employed as the manager of Jane’s Art Supplies.  Joe considers himself an artist though he hasn’t been able to sell any of his art.  Joe also works for Affordable Art, Inc. which pays him to work on an assembly line that produces copies of masterpieces.  Joe’s job is to fill in all the green parts of the painting.  His co-worker, Claudette, fills in the orange parts.  His other co-worker, Pablo, fills in the yellow parts.  Affordable Art reports Joe’s earnings on a Form 1099-MISC.  Joe’s co-workers tell him their earnings are reported on Forms W-2.    In January, 2008, Joe received a Form W-2 from Jane’s Art Supplies and a Form 1099-MISC from Affordable Art.  

Use the above information and the attached Form W-2 and Form 1099-MISC to complete a Form 8919 for Joe Turner.  

Answers:

1(a): Affordable Art, Inc.

1(b): 10-9999999

1(c): E

1(d): BLANK

1(e): Checked

1(f):  $40,000

    6:  $40,000

    8:  $65,000

    9:  $32,500

  10:  $32,500

  11:  $ 2,015

  12:  $    580

  13:  $ 2,595

Scenario 2

In 2007, Jack Green worked 5 nights each week as the night manager at the Sleep Well Motel.  Jack also worked for Advance, Inc., loading and unloading trucks and doing other work in Advance’s warehouse.   Jack was paid only for the hours he worked. If no moves were scheduled, Jack could use his vacation time.   Jack was paid only after he submitted a time card.  Bob White was Jack’s supervisor at Advance. Bob told Jack when and where to report to work and Jack did whatever Bob told him to do.   Advance, Inc gave Jack a Form 1099-MISC.   The Sleep Well Motel gave Jack a Form W-2.  

Use the above information and the attached Form W-2 and Form 1099-MISC to complete a Form 8919 for Jack Green.  

Answers:

1(a): Advance, Inc.

1(b): 10-9999999

1(c): H

1(d): BLANK

1(e): Checked

1(f):  $39,000

    6:  $39,000

    8:  $50,000

    9:  $47,500

  10:  $39,000

  11:  $ 2,418

  12:  $    565.50

  13:  $ 2,983.50

ATTACHMENT FIVE
INVITATION TO ONLINE PANELISTS
Dear Panelist:

We invite you to participate in an important and interesting survey to provide taxpayer input to the Internal Revenue Service (IRS).  

The survey will take five minutes or less to complete. It is being conducted for the IRS by an independent survey research organization, SRBI, which is pledged to protect the confidentiality of your responses. 

If you complete the survey, your name will be entered by Survey Sampling, Incorporated, (SSI) into the monthly drawing for one of over 100 prizes worth a total of $10,000.  

To start, please click on the link below, or copy the URL into your browser:

  (link here).

Thank you in advance for your assistance in providing taxpayer input to the IRS.

John M. Boyle

Senior Partner

SRBI

Focus Group Screener - 2007 IRS Focus Groups

Directions:  Please answer each of the following questions about the filing and preparation of your Federal income taxes. 

1.  Did you file a joint tax return with a current or former spouse in at least one of the past three years?

[  ]  Yes

[  ]   No                                                    
GO TO QUESTION 7

[  ]  Not sure




GO TO QUESTION 7
2.  For the tax year 2006, how was your income tax return filed? 

[  ]  Self-prepared using paper and pencil

[  ]  Self-prepared using software

[  ]  Using a preparer


GO TO QUESTION 7

[  ]  Not sure




GO TO QUESTION 7

3.  For the tax year 2006, which of the following did you file:

[   ]  1040 (Long Form)

[   ]  1040A (Short form)

[   ] 1040 EZ     
         
4.   For the 2006 tax year, did you receive:









Yes

   No
A W-2 for wages or salary?                 

[   ]          
  [   ]        

A 1099 for work you performed?          

[   ]            
  [   ]        

5.   For the 2006 tax year, did you pay college tuition for yourself, your spouse, or a dependent child?  

[   ]  Yes

[   ]  No


                      



[   ]  Not sure
          

6.   In the past three years, have you prepared Form 1065 for partnership income from a general or limited partnership or limited liability company?  Some examples of such partnerships might be a business, a real estate partnership, or an investment club.
[   ]  Yes

[   ]  No


                      



[   ]  Not sure
          

7.  Do you or your spouse have your own business?


[    ]   Yes.  

            [    ]    No.      GO TO QUESTION 9

8. Do you yourself prepare any Federal tax returns (income, employment or 
           excise) for your business?


[    ]  Yes.   



[    ]   No.   
GO TO DECISION

9.  If you work in someone else’s business, do you prepare any Federal tax returns for 
            that business?


[    ]   Yes.  


[    ]   No.  







DECISION:

Form 8719 (tuition):  If Q2 = paper and pencil and

                                         Q5 = yes

Form 8919 (1099):  If Q2 = paper and pencil and




  Q4b = yes
 

Form 1065 (Schedule K):  If Q2 = paper and pencil or software and



                     Q6 = yes 
Form 94X:  If  Q8  = yes or Q9 = yes

Then continue.
All others: Thank and terminate.

10.  Have you participated in a focus group on any subject in the last year?

[  ]  Yes 




SCREEN OUT

[  ]  No 


11.  Did you work as a paid preparer of income tax returns for others in either 
2006 or 2007?
[  ]  Yes




THANK AND TERMINATE
[  ]  No



[  ]  DK/REF




THANK AND TERMINATE

12.)  Do you or anyone else in your immediate family work in the market research or survey research industry, or for the IRS?

[  ]  Yes




SCREEN OUT

[  ]  No

[  ]  Don’t know/Refused


SCREEN OUT

13. Your gender:

[  ]  Female

[  }  Male

Priority for Recruitment if a respondent qualifies for more than one group:


1)  Form 1065

2)  Form 94X

3)  Form 8919

4)  Form 8719 

OMB NOTIFICATION

[This project has been approved by the U.S. Office of Management and Budget (OMB).  The OMB Clearance Number is 1545-1349.

If you like, I can give you a name and address where you can send comments and questions regarding the time estimates or suggestions for making this process simpler.

(Read only if respondent asks for address)

IRS Tax Products Coordinating Committee

SE:W:CAR:MP:T:T:SP, Room 6406

1111 Constitution Avenue

Washington, DC 20224]

ATTACHMENT 6
Email Confirmation of Focus Group Participation

Dear        :

Thank you for agreeing to participate in the group discussion to be sponsored by the Internal Revenue Service (IRS) on _____, _______  beginning at ____ P.M..  The session will be held at __________________________________________.  Directions to the facility are attached.

This should be an interesting discussion which will provide valuable insight to the IRS about the experiences of taxpayers and we appreciate your willingness to participate.  We will be paying $75 as a “thank you” for your participation.  We will also serve a light snack prior to the session, so please plan to come a little early.  Please plan to stay for the entire group discussion.  

Again, thank you for agreeing to take part in this important group discussion and we look forward to meeting you.  

Sincerely,

Carla Jackson

Vice President

Enclosure

ATTACHMENT 7
Telephone Confirmation for

IRS Focus Groups

Name__________________________

Home phone ____________________

Work phone ____________________ 

Hello, this is ____________ from SRBI Research.  May I please speak with 

_____________________.

(IF NEEDED:  REPEAT)  Hello, this is _____________ from SRBI Research.)

I am calling to confirm that you will be attending the IRS focus group on

______, __________ at _____ PM at _______________________.

1 Yes, confirms

2 No, will not be there  -> We’re sorry that you won’t be able to make it.

(IF YES:  Did you receive the directions we sent you in the mail?)

1 Yes

2 No -  ASK IF THEY NEED DIRECTIONS.  

Thank you, we look forward to seeing you there.

Have a nice evening.  

_1240731729.pdf
Schedule K-1 Scenario

It is October 2, 2007.
You are Prada Lee. You are preparing your Federal income tax return for 2006.

You just received a 2006 Schedule K-1 from Lee Partnership. The Lee
Partnership operates a dry cleaning store and has other investments. You
materially participate in the store’s operation. Therefore, your business income
from the partnership is not passive income. Also, all amounts invested in the
business are considered “at risk.”

Review the 2006 Schedule K-1 from Lee Partnership, the summarized reporting
information on the back of Schedule K-1, and the 2006 Partner’s Instructions for
Schedule K-1. Using Schedule K-1 and these instructions, make an entry (if
required) for each item shown in Part Ill of Schedule K-1 on the appropriate blank
form or worksheet (attached). Once you have made the initial entry for each
item, you do not need to complete the rest of that form or worksheet.





Schedule K-1
(Form 1065)

Department of the Treasury
Internal Revenue Service

2006

For calendar year 2006, or tax
, 2006
,20_

year beginning
ending
Partner’s Share of Income, Deductions,
Credits, etc.

» See back of form and separate instructions.

L5110k

I:l Amended K-1 OMB No. 1545-0099

I:l Final K-1

P31l Partner’s Share of Current Year Income,
Deductions, Credits, and Other ltems

1 Ordinary business income (loss) 15  Credits

36,250| J 1,250

2 Net rental real estate income (loss)

3 Other net rental income (loss) 16 Foreign transactions

:m Information About the Partnership

A Partnership’s employer identification number

10-3456789

4 Guaranteed payments

B Partnership’s name, address, city, state, and ZIP code

Lee Partnership
701 E. Carson Street
Carson, CA 90745

5 Interest income

6a Ordinary dividends

570

6b  Qualified dividends

C IRS Center where partnership filed return

Ogden, Utah

7 Royalties

D I:, Check if this is a publicly traded partnership (PTP)
E Tax shelter registration number, if any

8 Net short-term capital gain (loss)

(1,120)

9a  Net long-term capital gain (10ss) | 17 Alternative minimum tax (AMT) items

Prada Lee
701 E. Carson Street, Apt. A
Carson, CA 90745

F I:’ Check if Form 8271 is attached A 900
9b Collectibles (28%) gain (loss)
m Information About the Partner
G Partner’s identifying number 9c¢c  Unrecaptured section 1250 gain
987-00-4321 * 295
H Partner’s name, address, city, state, and ZIP code 10 Net section 1231 gain (loss) 18 Tax-exempt income and
nondeductible expenses
4,790

I:’ Limited partner or other LLC
member

| D General partner or LLC
member-manager

11 Other income (loss)

19 Distributions

D Tax basis D GAAP

Other (explain)

I:l Section 704(b) book

J D Domestic partner I:, Foreign partner 12 Section 179 deduction A 35,000
What type of entity is this partner? IndiViduaI 13 Other deductions
L Partner’s share of profit, loss, and capital: G 250 20 Other information
Beginning Ending
Profit % 25 o A 570
Loss 25 o 25 o
Capital 25 4 25 4
14 Self-employment earnings (loss)
M Partner’s share of liabilities at year end: A 365250
Nonrecourse . . . . . . .$
Qualified nonrecourse financing . .$ C 78!000
Recourse . . . . . . s 137,500 *See attached statement for additional information.
N Partner’s capital account analysis:
Beginning capital account . .$ 9;646 %,
Capital contributed during the year . $ O
Current year increase (decrease) .$ 40,240 3
Withdrawals & distributions .$ ( ?Z!ggg ) 3
Ending capital account .$ ) s
UB_

For Privacy Act and Paperwork Reduction Act Notice, see Instructions for Form 1065.

Cat. No. 11394R Schedule K-1 (Form 1065) 2006





Schedule K-1 (Form 1065) 2006

Page 2

This list identifies the codes used on Schedule K-1 for all partners and provides summarized reporting information for partners who file
Form 1040. For detailed reporting and filing information, see the separate Partner’s Instructions for Schedule K-1 and the instructions
for your income tax return.

1.

6a.
6b.

9a.
9b.

9c.

Ordinary business income (loss). You must first determine whether the
income (loss) is passive or nonpassive. Then enter on your return as

follows:

Passive loss
Passive income
Nonpassive loss
Nonpassive income

Net rental real estate income (loss)

Other net rental income (loss)
Net income
Net loss

Guaranteed payments
Interest income

Ordinary dividends

Qualified dividends

Royalties

Net short-term capital gain (loss)

Net long-term capital gain (loss)
Collectibles (28%) gain (loss)

Unrecaptured section 1250 gain

10. Net section 1231 gain (loss)
11. Other income (loss)
Code

A
B
C
D
E
E

Other portfolio income (loss)
Involuntary conversions

Sec. 1256 contracts & straddles
Mining exploration costs recapture
Cancellation of debt

Other income (loss)

12. Section 179 deduction
13. Other deductions

<C-H OO TVOZL rX«—IOTM MOOW>»

Cash contributions (50%)

Cash contributions (30%)
Noncash contributions (50%)
Noncash contributions (30%)
Capital gain property to a 50%
organization (30%)

Capital gain property (20%)
Investment interest expense
Deductions—royalty income
Section 59(e)(2) expenditures
Deductions—portfolio (2% floor)
Deductions—portfolio (other)
Amounts paid for medical insurance

Educational assistance benefits
Dependent care benefits
Preproductive period expenses
Commercial revitalization deduction
from rental real estate activities
Pensions and IRAs

Reforestation expense deduction
Domestic production activities
information

Qualified production activities income
Employer’s W-2 wages

Other deductions

14. Self-employment earnings (loss)
Note. If you have a section 179 deduction or any partner-level deductions, see
the Partner’s Instructions before completing Schedule SE.

A

B
C

Net earnings (loss) from
self-employment

Gross farming or fishing income
Gross non-farm income

15. Credits

A

B
C

«—Iommo

Low-income housing credit
(section 42(j)(5))

Low-income housing credit (other)
Qualified rehabilitation expenditures
(rental real estate)

Other rental real estate credits
Other rental credits
Undistributed capital gains credit
Credit for alcohol used as fuel
Work opportunity credit
Welfare-to-work credit

Disabled access credit

Report on

See the Partner’s Instructions
Schedule E, line 28, column (g)
Schedule E, line 28, column (h)
Schedule E, line 28, column (j)
See the Partner’s Instructions

Schedule E, line 28, column (g)
See the Partner’s Instructions
Schedule E, line 28, column (j)
Form 1040, line 8a

Form 1040, line 9a

Form 1040, line 9b

Schedule E, line 4

Schedule D, line 5, column (f)
Schedule D, line 12, column (f)
28% Rate Gain Worksheet, line 4
(Schedule D Instructions)

See the Partner’s Instructions

See the Partner’s Instructions

See the Partner’s Instructions
See the Partner’s Instructions
Form 6781, line 1

See Pub. 535

Form 1040, line 21 or Form 982
See the Partner’s Instructions

See the Partner’s Instructions

See the Partner’s
Instructions

Form 4952, line 1

Schedule E, line 18

See the Partner’s Instructions
Schedule A, line 22

Schedule A, line 27

Schedule A, line 1 or Form 1040,
line 29

See the Partner’s Instructions
Form 2441, line 12
See the Partner’s Instructions

See Form 8582 Instructions
See the Partner’s Instructions
See the Partner’s Instructions

See Form 89083 instructions
Form 8903, line 7

Form 8903, line 13

See the Partner’s Instructions

Schedule SE, Section A or B
See the Partner’s Instructions
See the Partner’s Instructions

See the Partner’s Instructions

Form 1040, line 70; check box a
See the Partner’s Instructions

See the Partner’s Instructions

16.

17.

18.

19.

20.

Code

K Empowerment zone and renewal
community employment credit

L Credit for increasing research
activities

M New markets credit

N Credit for employer social security

and Medicare taxes
O Backup withholding
P Other credits

Foreign transactions

A Name of country or U.S.
possession

B Gross income from all sources

C Gross income sourced at partner

level

Report on

Form 8844, line 3

See the Partner’s Instructions

Form 1040, line 64
See the Partner’s Instructions

Form 1116, Part |

Foreign gross income sourced at partnership level

D Passive
E Listed categories
F General limitation

|

Form 1116, Part |

Deductions allocated and apportioned at partner level

G Interest expense
H Other

Form 1116, Part |
Form 1116, Part |

Deductions allocated and apportioned at partnership level

to foreign source income

| Passive

J Listed categories

K General limitation

Other information

L Total foreign taxes paid

M Total foreign taxes accrued
N Reduction in taxes available for credit
O Foreign trading gross receipts

P Extraterritorial income exclusion

Q Other foreign transactions
Alternative minimum tax (AMT) items
A Post-1986 depreciation adjustment
B Adjusted gain or loss

C Depletion (other than oil & gas)

D Oil, gas, & geothermal—gross income
E Oil, gas, & geothermal—deductions
F Other AMT items

Tax-exempt income and nondeductible expenses

A Tax-exempt interest income Form 1040, line 8b

B Other tax-exempt income See the Partner’s Instructions
C Nondeductible expenses See the Partner’s Instructions
Distributions

A Cash and marketable securities

B Other property

Other information

A Investment income

B Investment expenses

C Fuel tax credit information

D Qualified rehabilitation expenditures
(other than rental

real estate)

Basis of energy property

Recapture of low-income housing
credit (section 42(j)(5))

Recapture of low-income housing
credit (other)

Recapture of investment credit
Recapture of other credits
Look-back interest—completed
long-term contracts

Look-back interest—income forecast
method

Dispositions of property with ‘
section 179 deductions

Recapture of section 179 deduction
Interest expense for corporate
partners

Section 453(1)(3) information
Section 453A(c) information

Section 1260(b) information

Interest allocable to production
expenditures

CCF nonqualified withdrawals
Information needed to figure
depletion—oil and gas

Amortization of reforestation costs
Unrelated business taxable income
W Other information J

} Form 1116, Part |

Form 1116, Part Il

Form 1116, Part Il

Form 1116, line 12

Form 8873

Form 8873

See the Partner’s Instructions

See the Partner’s
Instructions and
the Instructions for
Form 6251

See the Partner’s Instructions
See the Partner’s Instructions

Form 4952, line 4a
Form 4952, line 5
Form 4136

See the Partner’s Instructions
See the Partner’s Instructions
Form 8611, line 8

Form 8611, line 8

Form 4255

See the Partner’s Instructions
Form 8697

Form 8866

See the Partner’s
Instructions

<Cc H»w IOVO ZT r X &« o TMm






ATTACHMENT TO 2006 SCHEDULE K-1 FROM LEE PARTNERSHIP

Box 9c. Unrecaptured section 1250 gain from Acme Properties Trust.





2006

Partner’s Instructions for
Schedule K-1 (Form 1065)

Partner’s Share of Income, Deductions, Credits, etc.

(For Partner’s Use Only)

Department of the Treasury

@ Internal Revenue Service

Section references are to the Internal
Revenue Code unless otherwise noted.

General Instructions
Purpose of Schedule K-1

The partnership uses Schedule K-1 to report
your share of the partnership’s income,
deductions, credits, etc. Keep it for your
records. Do not file it with your tax return.
The partnership has filed a copy with the
IRS.

Although the partnership generally is not
subject to income tax, you are liable for tax
on your share of the partnership income,
whether or not distributed. Include your
share on your tax return if a return is
required. Use these instructions to help you
report the items shown on Schedule K-1 on
your tax return.

The amount of loss and deduction that
you may claim on your tax return may be
less than the amount reported on Schedule
K-1. It is the partner’s responsibility to
consider and apply any applicable
limitations. See Limitations on Losses,
Deductions, and Credits beginning on page
2 for more information.

Inconsistent Treatment of

Items

Generally, you must report partnership items
shown on your Schedule K-1 (and any
attached schedules) the same way that the
partnership treated the items on its return.
This rule does not apply if your partnership
is within the “small partnership exception”
and does not elect to have the tax treatment
of partnership items determined at the
partnership level.

If the treatment on your original or
amended return is inconsistent with the
partnership’s treatment, or if the partnership
was required to but has not filed a return,
you must file Form 8082, Notice of
Inconsistent Treatment or Administrative
Adjustment Request (AAR), with your
original or amended return to identify and
explain any inconsistency (or to note that a
partnership return has not been filed).

If you are required to file Form 8082 but
fail to do so, you may be subject to the
accuracy-related penalty. This penalty is in

addition to any tax that results from making
your amount or treatment of the item
consistent with that shown on the
partnership’s return. Any deficiency that
results from making the amounts consistent
may be assessed immediately.

Errors

If you believe the partnership has made an
error on your Schedule K-1, notify the
partnership and ask for a corrected
Schedule K-1. Do not change any items on
your copy of Schedule K-1. Be sure that the
partnership sends a copy of the corrected
Schedule K-1 to the IRS. If you are a partner
in a partnership that does not meet the small
partnership exception and you report any
partnership item on your return in a manner
different from the way the partnership
reported it, you must file Form 8082.

Sale or Exchange of
Partnership Interest

Generally, a partner who sells or exchanges
a partnership interest in a section 751(a)
exchange must notify the partnership, in
writing, within 30 days of the exchange (or, if
earlier, by January 15 of the calendar year
following the calendar year in which the
exchange occurred). A “section 751(a)
exchange” is any sale or exchange of a
partnership interest in which any money or
other property received by the partner in
exchange for that partner’s interest is
attributable to unrealized receivables (as
defined in section 751(c)) or inventory items
(as defined in section 751(d)).

The written notice to the partnership
must include the names and addresses of
both parties to the exchange, the identifying
numbers of the transferor and (if known) of
the transferee, and the exchange date.

An exception to this rule is made for
sales or exchanges of publicly traded
partnership interests for which a broker is
required to file Form 1099-B, Proceeds
From Broker and Barter Exchange
Transactions.

If a partner is required to notify the
partnership of a section 751(a) exchange
but fails to do so, a $50 penalty may be
imposed for each such failure. However, no

Cat. No. 11396N

penalty will be imposed if the partner can
show that the failure was due to reasonable
cause and not willful neglect.

Nominee Reporting

Any person who holds, directly or indirectly,
an interest in a partnership as a nominee for
another person must furnish a written
statement to the partnership by the last day
of the month following the end of the
partnership’s tax year. This statement must
include the name, address, and identifying
number of the nominee and such other
person, description of the partnership
interest held as nominee for that person,
and other information required by
Temporary Regulations section
1.6031(c)-1T. A nominee that fails to furnish
this statement must furnish to the person for
whom the nominee holds the partnership
interest a copy of Schedule K-1 and related
information within 30 days of receiving it
from the partnership.

A nominee who fails to furnish when due
all the information required by Temporary
Regulations section 1.6031(c)-1T, or who
furnishes incorrect information, is subject to
a $50 penalty for each statement for which a
failure occurs. The maximum penalty is
$100,000 for all such failures during a
calendar year. If the nominee intentionally
disregards the requirement to report correct
information, each $50 penalty increases to
$100 or, if greater, 10% of the aggregate
amount of items required to be reported,
and the $100,000 maximum does not apply.

International Boycotts

Every partnership that had operations in, or
related to, a boycotting country, company, or
a national of a country must file Form 5713,
International Boycott Report.

If the partnership cooperated with an
international boycott, it must give you a copy
of its Form 5713. You must file your own
Form 5713 to report the partnership’s
activities and any other boycott operations
that you may have. You may lose certain tax
benefits if the partnership participated in, or
cooperated with, an international boycott.
See Form 5713 and its instructions for more
information.





Definitions

General Partner

A general partner is a partner who is
personally liable for partnership debts.

Limited Partner

A limited partner is a partner in a partnership
formed under a state limited partnership law,
whose personal liability for partnership debts
is limited to the amount of money or other
property that the partner contributed or is
required to contribute to the partnership.
Some members of other entities, such as
domestic or foreign business trusts or
limited liability companies that are classified
as partnerships, may be treated as limited
partners for certain purposes. See, for
example, Temporary Regulations section
1.469-5T(e)(3), which treats all members
with limited liability as limited partners for
purposes of section 469(h)(2).

Nonrecourse Loans

Nonrecourse loans are those liabilities of the
partnership for which no partner bears the
economic risk of loss.

Elections

Generally, the partnership decides how to
figure taxable income from its operations.
However, certain elections are made by you
separately on your income tax return and
not by the partnership. These elections are
made under the following code sections:

e Section 59(e) (deduction of certain
qualified expenditures ratably over the
period of time specified in that section). For
more information, see the instructions for
code | in box 13.

e Section 108(b)(5) (income from the
discharge of indebtedness).

e Section 263A(d) (preproductive
expenses). See the instructions for code O
in box 13.

e Section 617 (deduction and recapture of
certain mining exploration expenditures).

e Section 901 (foreign tax credit).

If the partnership previously changed its
tax year and you elected to report your
distributive share of the income attributable
to that change ratably over 4 tax years, see
Rev. Proc. 2003-79, 2003-45 I.R.B. 1036. If
you made the election, you must file Form
8082 with your income tax return for each of
the 4 tax years. File Form 8082 for this
purpose in accordance with Rev. Proc.
20083-79 instead of the Form 8082
instructions.

Additional Information

For more information on the treatment of
partnership income, deductions, credits,
etc., see Pub. 541, Partnerships, and Pub.
535, Business Expenses.

To get forms and publications, see the

instructions for your tax return or visit the
IRS website at www.irs.gov.

Limitations on Losses,
Deductions, and Credits

There are three separate potential
limitations on the amount of partnership
losses that you may deduct on your return.
These limitations and the order in which you

must apply them are as follows: the basis
rules, the at-risk limitations, and the passive
activity limitations. Each of these limitations
is discussed separately below.

Other limitations may apply to specific
deductions (for example, the section 179
expense deduction). Generally, specific
limitations apply before the basis, at-risk,
and passive loss limitations.

Basis Rules

Generally, you may not claim your share of
a partnership loss (including a capital loss)
to the extent that it is greater than the
adjusted basis of your partnership interest at
the end of the partnership’s tax year. Any
losses and deductions not allowed this year
because of the basis limit can be carried
forward indefinitely and deducted in a later
year subject to the basis limit for that year.

The partnership is not responsible for
keeping the information needed to figure the
basis of your partnership interest. Although
the partnership does provide an analysis of
the changes to your capital account in item

N of Schedule K-1, that information is based
on the partnership’s books and records and
cannot be used to figure your basis.

You can figure the adjusted basis of your
partnership interest by adding items that
increase your basis and then subtracting
items that decrease your basis.

Use the worksheet below to figure the
basis of your interest in the partnership.

For more details on the basis rules, see
Pub. 541.

At-Risk Limitations

Generally, if you have (a) a loss or other
deduction from any activity carried on as a
trade or business or for the production of
income by the partnership and (b) amounts
in the activity for which you are not at risk,
you will have to complete Form 6198,
At-Risk Limitations, to figure your allowable
loss.

The at-risk rules generally limit the
amount of loss and other deductions that
you can claim to the amount you could
actually lose in the activity. These losses

Worksheet for Adjusting the Basis of a Partner’s

Interest in the Partnership

Keep for Your Records

zero. Enter -0- if this is your first tax year

Increases:

Decreases:

distribution.

information.)

1. Your adjusted basis at the end of the prior year. Do not enter less than

2. Money and your adjusted basis in property contributed to the
partnership less the associated liabilities (but not less than zero) . . . . . 2.

3. Your increased share of or assumption of partnership liabilities
(Subtract your share of liabilities shown in ltem M of your 2005
Schedule K-1 from your share of liabilities shown in ltem M of your 2006
Schedule K-1 and add the amount of any partnership liabilities you
assumed during the tax year) . . .. ... ..

4. Your share of the partnership’s income or gain (including tax-exempt
income). . ......... ... .. ... ..

5. Any gain recognized this year on contributions of property. Do not
include gain from transfer of liabilities . . . .

6. Your share of the excess of the deductions for depletion (other than oil
and gas depletion) over the basis of the property subject to depletion . . 6.

7. Withdrawals and distributions of money and the adjusted basis of
property distributed to you from the partnership. Do not include the
amount of property distributions included in the partner’s income
(taxable income) . .. ...... .. ... ...

Caution: A distribution may be taxable if the amount exceeds your
adjusted basis of your partnership interest immediately before the

8. Your share of the partnership’s nondeductible expenses that are not
capital expenditures . . . .. ... .. ... ..

9. Your share of the partnership’s losses and deductions (including capital
losses). However, include your share of the partnership’s section 179
expense deduction for this year even if you cannot deduct all of it
because of limitations . . . ... ... .....

10. The amount of your deduction for depletion of any partnership oil and
gas property, not to exceed your allocable share of the adjusted basis
of thatproperty . .. ...............

11. Your adjusted basis in the partnership at end of this tax year. (Add lines
1 through 6 and subtract lines 7 through 10 from the total. If zero or

less, enter-0-.) . . . ... 11.

Caution: The deduction for your share of the partnership’s losses and
deductions is limited to your adjusted basis in your partnership interest.
If you entered zero on line 11 and the amount computed for line 11 was
less than zero, a portion of your share of the partnership losses and
deductions may not be deductible. (See Basis Rules above for more
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and deductions include a loss on the
disposition of assets and the section 179
expense deduction. However, if you
acquired your partnership interest before
1987, the at-risk rules do not apply to losses
from an activity of holding real property
placed in service before 1987 by the
partnership. The activity of holding mineral
property does not qualify for this exception.
The partnership should identify on an
attachment to Schedule K-1 the amount of
any losses that are not subject to the at-risk
limitations.

Generally, you are not at risk for amounts
such as the following:
e Nonrecourse loans used to finance the
activity, to acquire property used in the
activity, or to acquire your interest in the
activity, that are not secured by your own
property (other than the property used in the
activity). See the instructions for item M on
page 5 for the exception for qualified
nonrecourse financing secured by real
property.
e Cash, property, or borrowed amounts
used in the activity (or contributed to the
activity, or used to acquire your interest in
the activity) that are protected against loss
by a guarantee, stop-loss agreement, or
other similar arrangement (excluding
casualty insurance and insurance against
tort liability).
e Amounts borrowed for use in the activity
from a person who has an interest in the
activity, other than as a creditor, or who is
related, under section 465(b)(3), to a person
(other than you) having such an interest.

You should get a separate statement of
income, expenses, etc., for each activity
from the partnership.

Passive Activity Limitations

Section 469 provides rules that limit the
deduction of certain losses and credits.
These rules apply to partners who:

e Are individuals, estates, trusts, closely
held corporations, or personal service
corporations and

e Have a passive activity loss or credit for
the tax year.

Generally, passive activities include:

1. Trade or business activities in which
you did not materially participate and

2. Activities that meet the definition of
rental activities under Temporary
Regulations section 1.469-1T(e)(3) and
Regulations section 1.469-1(e)(3).

Passive activities do not include:

1. Trade or business activities in which
you materially participated.

2. Rental real estate activities in which
you materially participated if you were a real
estate professional for the tax year. You
were a real estate professional only if you
met both of the following conditions:

a. More than half of the personal
services you performed in trades or
businesses were performed in real property
trades or businesses in which you materially
participated and

b. You performed more than 750 hours
of services in real property trades or
businesses in which you materially
participated.

Note. For a closely held C corporation
(defined in section 465(a)(1)(B)), the above

conditions are treated as met if more than
50% of the corporation’s gross receipts were
from real property trades or businesses in
which the corporation materially
participated.

For purposes of this rule, each interest in
rental real estate is a separate activity,
unless you elect to treat all interests in rental
real estate as one activity. For details on
making this election, see the Instructions for
Schedule E (Form 1040).

If you are married filing jointly, either you
or your spouse must separately meet both
of the above conditions, without taking into
account services performed by the other
spouse.

A real property trade or business is any
real property development, redevelopment,
construction, reconstruction, acquisition,
conversion, rental, operation, management,
leasing, or brokerage trade or business.
Services you performed as an employee are
not treated as performed in a real property
trade or business unless you owned more
than 5% of the stock (or more than 5% of
the capital or profits interest) in the
employer.

3. Working interests in oil or gas wells if
you were a general partner.

4. The rental of a dwelling unit any
partner used for personal purposes during
the year for more than the greater of 14
days or 10% of the number of days that the
residence was rented at fair rental value.

5. Activities of trading personal property
for the account of owners of interests in the
activities.

If you are an individual, an estate, or a
trust, and you have a passive activity loss or
credit, use Form 8582, Passive Activity Loss
Limitations, to figure your allowable passive
losses and Form 8582-CR, Passive Activity
Credit Limitations, to figure your allowable
passive credits. For a corporation, use Form
8810, Corporate Passive Activity Loss and
Credit Limitations. See the instructions for
these forms for more information.

If the partnership had more than one
activity, it will attach a statement to your
Schedule K-1 that identifies each activity
(trade or business activity, rental real estate
activity, rental activity other than rental real
estate, etc.) and specifies the income (loss),
deductions, and credits from each activity.

Material participation. You must
determine if you materially participated (a) in
each trade or business activity held through
the partnership and (b) if you were a real
estate professional (defined above), in each
rental real estate activity held through the
partnership. All determinations of material
participation are made based on your
participation during the partnership’s tax
year.

Material participation standards for
partners who are individuals are listed
below. Special rules apply to certain retired
or disabled farmers and to the surviving
spouses of farmers. See the Instructions for
Form 8582 for details.

Corporations should refer to the
Instructions for Form 8810 for the material
participation standards that apply to them.

Individuals (other than limited
partners). If you are an individual (either a
general partner or a limited partner who
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owned a general partnership interest at all
times during the tax year), you materially
participated in an activity only if one or more
of the following apply:

1. You participated in the activity for
more than 500 hours during the tax year.

2. Your participation in the activity for
the tax year constituted substantially all the
participation in the activity of all individuals
(including individuals who are not owners of
interests in the activity).

3. You participated in the activity for
more than 100 hours during the tax year,
and your participation in the activity for the
tax year was not less than the participation
in the activity of any other individual
(including individuals who were not owners
of interests in the activity) for the tax year.

4. The activity was a significant
participation activity for the tax year, and
you participated in all significant
participation activities (including activities
outside the partnership) during the year for
more than 500 hours. A significant
participation activity is any trade or business
activity in which you participated for more
than 100 hours during the year and in which
you did not materially participate under any
of the material participation tests (other than
this test 4).

5. You materially participated in the
activity for any 5 tax years (whether or not
consecutive) during the 10 tax years that
immediately precede the tax year.

6. The activity was a personal service
activity and you materially participated in the
activity for any 3 tax years (whether or not
consecutive) preceding the tax year. A
personal service activity involves the
performance of personal services in the
fields of health, law, engineering,
architecture, accounting, actuarial science,
performing arts, consulting, or any other
trade or business in which capital is not a
material income-producing factor.

7. Based on all the facts and
circumstances, you participated in the
activity on a regular, continuous, and
substantial basis during the tax year.

Limited partners. If you are a limited
partner, you do not materially participate in
an activity unless you meet one of the tests
in paragraphs 1, 5, or 6 above.

Work counted toward material
participation. Generally, any work that you
or your spouse does in connection with an
activity held through a partnership (where
you own your partnership interest at the time
the work is done) is counted toward material
participation. However, work in connection
with the activity is not counted toward
material participation if either of the following
applies.

1. The work is not the type of work that
owners of the activity would usually do and
one of the principal purposes of the work
that you or your spouse does is to avoid the
passive loss or credit limitations.

2. You do the work in your capacity as
an investor and you are not directly involved
in the day-to-day operations of the activity.
Examples of work done as an investor that
would not count toward material
participation include:

a. Studying and reviewing financial
statements or reports on operations of the
activity.





b. Preparing or compiling summaries or
analyses of the finances or operations of the
activity for your own use.

c. Monitoring the finances or operations
of the activity in a nonmanagerial capacity.

Effect of determination. Income (loss),
deductions, and credits from an activity are
nonpassive if you determine that:
® You materially participated in a trade or
business activity of the partnership or
e You were a real estate professional
(defined on page 3) in a rental real estate
activity of the partnership.

If you determine that you did not
materially participate in a trade or business
activity of the partnership or if you have
income (loss), deductions, or credits from a
rental activity of the partnership (other than
a rental real estate activity in which you
materially participated as a real estate
professional), the amounts from that activity
are passive. Report passive income
(losses), deductions, and credits as follows:

1. If you have an overall gain (the
excess of income over deductions and
losses, including any prior year unallowed
loss) from a passive activity, report the
income, deductions, and losses from the
activity as indicated in these instructions.

2. If you have an overall loss (the
excess of deductions and losses, including
any prior year unallowed loss, over income)
or credits from a passive activity, report the
income, deductions, losses, and credits from
all passive activities using the Instructions
for Form 8582 or Form 8582-CR (or Form
8810), to see if your deductions, losses, and
credits are limited under the passive activity
rules.

Publicly traded partnerships. The passive
activity limitations are applied separately for
items (other than the low-income housing
credit and the rehabilitation credit) from
each publicly traded partnership (PTP).
Thus, a net passive loss from a PTP may
not be deducted from other passive income.
Instead, a passive loss from a PTP is
suspended and carried forward to be
applied against passive income from the
same PTP in later years. If the partner’s
entire interest in the PTP is completely
disposed of, any unused losses are allowed
in full in the year of disposition.

If you have an overall gain from a PTP,
the net gain is nonpassive income. In
addition, the nonpassive income is included
in investment income to figure your
investment interest expense deduction.

Do not report passive income, gains, or
losses from a PTP on Form 8582. Instead,
use the following rules to figure and report
on the proper form or schedule your income,
gains, and losses from passive activities that
you held through each PTP you owned
during the tax year.

1. Combine any current year income,
gains and losses, and any prior year
unallowed losses to see if you have an
overall gain or loss from the PTP. Include
only the same types of income and losses
you would include in your net income or loss
from a non-PTP passive activity. See Pub.
925, Passive Activity and At-Risk Rules, for
more details.

2. If you have an overall gain, the net
gain portion (total gain minus total losses) is

nonpassive income. On the form or
schedule you normally use, report the net
gain portion as nonpassive income and the
remaining income and the total losses as
passive income and loss. To the left of the
entry space, write “From PTP.” It is
important to identify the nonpassive income
because the nonpassive portion is included
in modified adjusted gross income for
purposes of figuring on Form 8582 the
“special allowance” for active participation in
a non-PTP rental real estate activity. In
addition, the nonpassive income is included
in investment income when figuring your
investment interest expense deduction on
Form 4952.

Example. If you have Schedule E (Form
1040) income of $8,000, and a Form 4797
prior year unallowed loss of $3,500 from the
passive activities of a particular PTP, you
have a $4,500 overall gain ($8,000 —
$3,500). On Schedule E (Form 1040), line
28, report the $4,500 net gain as
nonpassive income in column (j). In column
(9), report the remaining Schedule E (Form
1040) gain of $3,500 ($8,000 — $4,500). On
the appropriate line of Form 4797, report the
prior year unallowed loss of $3,500. Be sure
to write “From PTP” to the left of each entry
space.

3. If you have an overall loss (but did not
dispose of your entire interest in the PTP to
an unrelated person in a fully taxable
transaction during the year), the losses are
allowed to the extent of the income, and the
excess loss is carried forward to use in a
future year when you have income to offset
it. Report as a passive loss on the schedule
or form you normally use the portion of the
loss equal to the income. Report the income
as passive income on the form or schedule
you normally use.

Example. You have a Schedule E (Form
1040) loss of $12,000 (current year losses
plus prior year unallowed losses) and a
Form 4797 gain of $7,200. Report the
$7,200 gain on the appropriate line of Form
4797. On Schedule E (Form 1040), line 28,
report $7,200 of the losses as a passive loss
in column (f). Carry forward to 2007 the
unallowed loss of $4,800 ($12,000 —
$7,200).

If you have unallowed losses from more
than one activity of the PTP or from the
same activity of the PTP that must be
reported on different forms, you must
allocate the unallowed losses on a pro rata
basis to figure the amount allowed from
each activity or on each form.

Tax tip. To allocate and keep a record of
the unallowed losses, use Worksheets 5, 6,
and 7 of Form 8582. List each activity of the
PTP in Worksheet 5. Enter the overall loss
from each activity in column (a). Complete
column (b) of Worksheet 5 according to its
instructions. Multiply the total unallowed loss
from the PTP by each ratio in column (b)
and enter the result in column (c) of
Worksheet 5. Then, complete Worksheet 6 if
all the loss from the same activity is to be
reported on one form or schedule. Use
Worksheet 7 instead of Worksheet 6 if you
have more than one loss to be reported on
different forms or schedules for the same
activity. Enter the net loss plus any prior
year unallowed losses in column (a) of
Worksheet 6 (or Worksheet 7 if applicable).
The losses in column (c) of Worksheet 6

(column (e) of Worksheet 7) are the allowed
losses to report on the forms or schedules.
Report both these losses and any income
from the PTP on the forms and schedules
you normally use.

4. If you have an overall loss and you
disposed of your entire interest in the PTP to
an unrelated person in a fully taxable
transaction during the year, your losses
(including prior year unallowed losses)
allocable to the activity for the year are not
limited by the passive loss rules. A fully
taxable transaction is one in which you
recognize all your realized gain or loss.
Report the income and losses on the forms
and schedules you normally use.

Note. For rules on the disposition of an
entire interest reported using the installment
method, see the Instructions for Form 8582.

Special allowance for a rental real estate
activity. If you actively participated in a
rental real estate activity, you may be able
to deduct up to $25,000 of the loss from the
activity from nonpassive income. This
“special allowance” is an exception to the
general rule disallowing losses in excess of
income from passive activities. The special
allowance is not available if you were
married, file a separate return for the year,
and did not live apart from your spouse at all
times during the year.

Only individuals and qualifying estates
can actively participate in a rental real estate
activity. Estates (other than qualifying
estates), trusts, and corporations cannot
actively participate. Limited partners cannot
actively participate unless future regulations
provide an exception.

You are not considered to actively
participate in a rental real estate activity if at
any time during the tax year your interest
(including your spouse’s interest) in the
activity was less than 10% (by value) of all
interests in the activity.

Active participation is a less stringent
requirement than material participation. You
may be treated as actively participating if
you participated, for example, in making
management decisions or arranging for
others to provide services (such as repairs)
in a significant and bona fide sense.
Management decisions that can count as
active participation include approving new
tenants, deciding rental terms, approving
capital or repair expenditures, and other
similar decisions.

An estate is a qualifying estate if the
decedent would have satisfied the active
participation requirement for the activity for
the tax year the decedent died. A qualifying
estate is treated as actively participating for
tax years ending less than 2 years after the
date of the decedent’s death.

Modified adjusted gross income
limitation. The maximum special allowance
that single individuals and married
individuals filing a joint return can qualify for
is $25,000. The maximum is $12,500 for
married individuals who file separate returns
and who lived apart all times during the
year. The maximum special allowance for
which an estate can qualify is $25,000
reduced by the special allowance for which
the surviving spouse qualifies.

If your modified adjusted gross income
(defined below) is $100,000 or less ($50,000
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or less if married filing separately), your loss
is deductible up to the amount of the
maximum special allowance referred to in
the preceding paragraph. If your modified
adjusted gross income is more than
$100,000 (more than $50,000 if married
filing separately), the special allowance is
limited to 50% of the difference between
$150,000 ($75,000 if married filing
separately) and your modified adjusted
gross income. When modified adjusted
gross income is $150,000 or more ($75,000
or more if married filing separately), there is
no special allowance.

Modified adjusted gross income is your
adjusted gross income figured without taking
into account:

e Any passive activity loss.

e Any rental real estate loss allowed under
section 469(c)(7) to real estate professionals
(as defined on page 3).

e Any overall loss from a publicly-traded
partnership.

e Any taxable social security or equivalent
railroad retirement benefits.

e Any deductible contributions to an IRA or
certain other qualified retirement plans
under section 219.

® The domestic production activities
deduction.

® The student loan interest deduction.

® The tuition and fees deduction.

® The deduction for one-half of
self-employment taxes.

e The exclusion from income of interest
from Series EE or | U.S. Savings Bonds
used to pay higher education expenses.

® The exclusion of amounts received under
an employer’s adoption assistance program.

Commercial revitalization deduction.
The special $25,000 allowance for the
commercial revitalization deduction from
rental real estate activities is not subject to
the active participation rules or modified
adjusted gross income limits discussed
above. See the instructions for box 13, code
P, for more information.

Special rules for certain other activities.
If you have net income (loss), deductions, or
credits from any activity to which special
rules apply, the partnership will identify the
activity and all amounts relating to it on
Schedule K-1 or on an attachment.

If you have net income subject to
recharacterization under Temporary
Regulations section 1.469-2T(f) and
Regulations section 1.469-2(f), report such
amounts according to the Instructions for
Form 8582 (or Form 8810).

If you have net income (loss),
deductions, or credits from any of the
following activities, treat such amounts as
nonpassive and report them as indicated in
these instructions:

1. Working interests in oil and gas wells
if you are a general partner.

2. The rental of a dwelling unit any
partner used for personal purposes during
the year for more than the greater of 14
days or 10% of the number of days that the
residence was rented at fair rental value.

3. Trading personal property for the
account of owners of interests in the activity.

Self-charged interest. The partnership will
report any “self-charged” interest income or
expense that resulted from loans between
you and the partnership (or between the

partnership and another partnership or S
corporation if both entities have the same
owners with the same proportional
ownership interest in each entity). If there
was more than one activity, the partnership
will provide a statement allocating the
interest income or expense with respect to
each activity. The self-charged interest rules
do not apply to your partnership interest if
the partnership made an election under
Regulations section 1.469-7(g) to avoid the
application of these rules. See the
Instructions for Form 8582 for more
information.

Specific Instructions

Part I. Information About
the Partnership

Iltem D

If the box in item D is checked, you are a
partner in a publicly traded partnership and
must follow the rules discussed on page 4
under Publicly traded partnerships.

Item E

If the partnership is a registration-required
tax shelter, it should have completed item E.
Use the information on Schedule K-1 (name
of the partnership, partnership identifying
number, and tax shelter registration number)
to complete your Form 8271, Investor
Reporting of Tax Shelter Registration
Number.

Item F

If you claim or report any income, loss,
deduction, or credit from a
registration-required tax shelter, you must
attach Form 8271 to your tax return. If the
partnership has invested in a
registration-required tax shelter, it will check
item F and it must give you a copy of its
Form 8271 with Schedule K-1. Use this
information to complete your Form 8271.

Part Il. Information About
the Partner

Item M

Iltem M should show your share of the
partnership’s nonrecourse liabilities,
partnership-level qualified nonrecourse
financing, and other recourse liabilities as of
the end of the partnership’s tax year. If you
terminated your interest in the partnership
during the tax year, item M should show the
share that existed immediately before the
total disposition. A partner’s “recourse
liability” is any partnership liability for which
a partner is personally liable.

Use the total of the three amounts for
computing the adjusted basis of your
partnership interest.

Generally, you may use only the
amounts shown next to “Qualified
nonrecourse financing” and “Recourse” to
compute your amount at risk. Do not include
any amounts that are not at risk if such
amounts are included in either of these
categories.
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If your partnership is engaged in two or
more different types of activities subject to
the at-risk provisions, or a combination of
at-risk activities and any other activity, the
partnership should give you a statement
showing your share of nonrecourse
liabilities, partnership-level qualified
nonrecourse financing, and other recourse
liabilities for each activity.

Qualified nonrecourse financing secured
by real property used in an activity of
holding real property that is subject to the
at-risk rules is treated as an amount at risk.
Qualified nonrecourse financing generally
includes financing for which no one is
personally liable for repayment that is
borrowed for use in an activity of holding
real property and that is loaned or
guaranteed by a federal, state, or local
government or borrowed from a “qualified”
person.

Qualified persons include any persons
actively and regularly engaged in the
business of lending money, such as a bank
or savings and loan association. Qualified
persons generally do not include related
parties (unless the nonrecourse financing is
commercially reasonable and on
substantially the same terms as loans
involving unrelated persons), the seller of
the property, or a person who receives a fee
for the partnership’s investment in the real
property.

See Pub. 925 for more information on
qualified nonrecourse financing.

Both the partnership and you must meet
the qualified nonrecourse rules on this debt
before you can include the amount shown
next to “Qualified nonrecourse financing” in
your at-risk computation.

See Limitations on Losses, Deductions,
and Credits beginning on page 2 for more
information on the at-risk limitations.

Part lll. Partner’s Share of
Current Year Income,
Deductions, Credits, and

Other ltems

The amounts shown in boxes 1 through 20
reflect your share of income, loss,
deductions, credits, etc., from partnership
business or rental activities without
reference to limitations on losses or
adjustments that may be required of you
because of:

1. The adjusted basis of your
partnership interest,

2. The amount for which you are at risk,
or

3. The passive activity limitations.

4. Any other limitations that must be
taken into account at the shareholder level
in figuring taxable income (for example, the
section 179 expense limitation).

For information on these provisions, see
Limitations on Losses, Deductions, and
Credits beginning on page 2.

If you are an individual and the passive
activity rules do not apply to the amounts
shown on your Schedule K-1, take the
amounts shown and enter them on the lines
on your tax return as indicated in the
summarized reporting information shown on





page 2 of the Schedule K-1. If the passive
activity rules do apply, report the amounts
shown as indicated in these instructions.

If you are not an individual, report the
amounts in each box as instructed on your
tax return.

The line numbers in the summarized
reporting information on page 2 of Schedule
K-1 are references to forms in use for
calendar year 2006. If you file your tax
return on a calendar year basis, but your
partnership files a return for a fiscal year,
enter the amounts on your tax return for the
year in which the partnership’s fiscal year
ends. For example, if the partnership’s tax
year ends in February 2007, report the
amounts on your 2007 tax return.

If you have losses, deductions, or credits
from a prior year that were not deductible or
usable because of certain limitations, such
as the basis rules or the at-risk limitations,
take them into account in determining your
net income, loss, or credits for this year.
However, except for passive activity losses
and credits, do not combine the prior-year
amounts with any amounts shown on this
Schedule K-1 to get a net figure to report on
any supporting schedules, statements, or
forms attached to your return. Instead,
report the amounts on the attached
schedule, statement, or form on a
year-by-year basis.

If the partnership reports a section 743(b)
adjustment to partnership items, report
these adjustments as separate items on
Form 1040 in accordance with the reporting
instructions for the partnership item being
adjusted. A section 743(b) adjustment
increases or decreases your distributive
share of income, deduction, gain, or loss for
a partnership item. For example, if the
partnership reports a section 743(b)
adjustment to depreciation for property used
in its trade or business, report the
adjustment on line 28 of Schedule E (Form
1040) in accordance with the instructions for
Box 1 of Schedule K-1.

If you have amounts other than
A those shown on Schedule K-1 to
L) report on Schedule E (Form 1040),
enter each item separately on line 28 of

Schedule E (Form 1040).

Codes. In box 11 and boxes 13 through 20,
the partnership will identify each item by
entering a code in the column to the left of
the dollar amount entry space. These codes
are identified on page 2 of Schedule K-1
and in these instructions.

Attached statements. The partnership will
enter an asterisk (*) after the code, if any, in
the column to the left of the dollar amount
entry space for each item for which it has
attached a statement providing additional
information. For those informational items
that cannot be reported as a single dollar
amount, the partnership will enter an
asterisk in the left column and write “STMT”
in the dollar amount entry space to indicate
the information is provided on an attached
statement.

Income (Loss)

Box 1. Ordinary Business
Income (Loss)

The amount reported for box 1 is your share
of the ordinary income (loss) from the trade
or business activities of the partnership.
Generally, where you report this amount on
Form 1040 depends on whether the amount
is from an activity that is a passive activity to
you. If you are an individual partner filing
your 2006 Form 1040, find your situation
below and report your box 1 income (loss)
as instructed, after applying the basis and
at-risk limitations on losses. If the
partnership had more than one trade or
business activity, it will attach a statement
that will identify the amount of income or
loss from each activity.

1. Report box 1 income (loss) from
partnership trade or business activities in
which you materially participated on
Schedule E (Form 1040), line 28, column (h)
or (j).

2. Report box 1 income (loss) from
partnership trade or business activities in
which you did not materially participate, as
follows:

a. Ifincome is reported in box 1, report
the income on Schedule E (Form 1040), line
28, column (g). However, if the box in item D
is checked, report the income following the
rules for Publicly traded partnerships on
page 4.

b. If aloss is reported in box 1, follow
the Instructions for Form 8582 to figure how
much of the loss can be reported on
Schedule E (Form 1040), line 28, column (f).
However, if the box in item D is checked,
report the loss following the rules for
Publicly traded partnerships on page 4.

Box 2. Net Rental Real Estate
Income (Loss)

Generally, the income (loss) reported in box
2 is a passive activity amount for all
partners. However, the income (loss) in box
2 is not from a passive activity if you were a
real estate professional (defined on page 3)
and you materially participated in the
activity. If the partnership had more than
one real estate rental activity, it will attach a
statement that will identify the amount of
income or loss from each activity.

If you are filing a 2006 Form 1040, use
the following instructions to determine where
to enter a box 2 amount:

1. If you have a loss from a passive
activity in box 2 and you meet all of the
following conditions, enter the loss on
Schedule E (Form 1040), line 28, column (f).

a. You actively participated in the
partnership rental real estate activities. See
Special allowance for a rental real estate
activity on page 4.

b. Rental real estate activities with
active participation were your only passive
activities.

¢. You have no prior year unallowed
losses from these activities.

d. Your total loss from the rental real
estate activities was not more than $25,000
(not more than $12,500 if married filing
separately and you lived apart from your
spouse all year).

e. If you are a married person filing
separately, you lived apart from your spouse
all year.

f. You have no current or prior year
unallowed credits from a passive activity.

g. Your modified adjusted gross income
was not more than $100,000 (not more than
$50,000 if married filing separately and you
lived apart from your spouse all year).

h. Your interest in the rental real estate
activity was not held as a limited partner.

2. If you have a loss from a passive
activity in box 2 and you do not meet all the
conditions in 1 above, report the loss
following the Instructions for Form 8582 to
figure how much of the loss you can report
on Schedule E (Form 1040), line 28, column
(f). However, if the box in item D is checked,
report the loss following the rules for
Publicly traded partnerships on page 4.

3. If you were a real estate professional
and you materially participated in the
activity, report box 2 income (loss) on
Schedule E (Form 1040), line 28, column (h)
or (j).

4. If you have income from a passive
activity in box 2, enter the income on
Schedule E (Form 1040), line 28, column
(g). However, if the box in item D is
checked, report the income following the
rules for Publicly traded partnerships on
page 4.

Box 3. Other Net Rental Income
(Loss)

The amount in box 3 is a passive activity
amount for all partners. If the partnership
had more than one rental activity, it will
attach a statement that will identify the
amount of income or loss from each activity.
Report the income or loss as follows.

1. If box 3 is a loss, follow the
Instructions for Form 8582 to figure how
much of the loss can be reported on
Schedule E (Form 1040), line 28, column (f).
However, if the box in item D is checked,
report the loss following the rules for
Publicly traded partnerships on page 4.

2. If income is reported on box 3, report
the income on Schedule E (Form 1040), line
28, column (g). However, if the box in item D
is checked, report the income following the
rules for Publicly traded partnerships on
page 4.

Box 4. Guaranteed Payments

Generally, amounts on this line are not
passive income, and you should report them
on Schedule E (Form 1040), line 28, column
(j) (for example, guaranteed payments for
personal services).

Portfolio Income

Portfolio income or loss (shown in boxes 5
through 9b and in box 11, code A) is not
subject to the passive activity limitations.
Portfolio income includes income (not
derived in the ordinary course of a trade or
business) from interest, ordinary dividends,
annuities, or royalties and gain or loss on
the sale of property that produces such
income or is held for investment.

Box 5. Interest Income

Report interest income on line 8a of Form
1040.
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Box 6a. Ordinary Dividends

Report ordinary dividends on line 9a of Form
1040.

Box 6b. Qualified Dividends

Report any qualified dividends on line 9b of
Form 1040.

Note. Qualified dividends are excluded from
investment income, but you may elect to
include part or all of these amounts in
investment income. See the instructions for
line 4g of Form 4952, Investment Interest
Expense Deduction, for important
information on making this election.

Box 7. Royalties

Report royalties on Schedule E (Form
1040), Part |, line 4.

Box 8. Net Short-Term Capital
Gain (Loss)

Report the net short-term capital gain (loss)
on Schedule D (Form 1040), line 5, column

).

Box 9a. Net Long-Term Capital
Gain (Loss)

Report the net long-term capital gain (loss)
on Schedule D (Form 1040), line 12, column
(.

Box 9b. Collectibles (28%) Gain
(Loss)

Your share of any collectibles gain or loss.
Include this amount on line 4 of the 28%
Rate Gain Worksheet in the instructions for
Schedule D (Form 1040), line 18.

Box 9c. Unrecaptured Section
1250 Gain

There are three types of unrecaptured
section 1250 gain. Report your share of this
unrecaptured gain on the Unrecaptured
Section 1250 Gain Worksheet in the
instructions for Schedule D (Form 1040) as
follows.

® Report unrecaptured section 1250 gain
from the sale or exchange of the
partnership’s business assets on line 5.

® Report unrecaptured section 1250 gain
from the sale or exchange of an interest in a
partnership on line 10.

® Report unrecaptured section 1250 gain
from an estate, trust, regulated investment
company (RIC), or real estate investment
trust (REIT) on line 11.

If the partnership reports only
unrecaptured section 1250 gain from the
sale or exchange of its business assets, it
will enter a dollar amount in box 9c. If it
reports the other two types of unrecaptured
gain, it will provide an attached statement
that shows the amount for each type of
unrecaptured section 1250 gain.

Box 10. Net Section 1231 Gain
(Loss)

The amount in box 10 is generally passive if
it is from a:

® Rental activity or

® Trade or business activity in which you
did not materially participate.

However, an amount from a rental real
estate activity is not from a passive activity if
you were a real estate professional (defined

on page 3) and you materially participated in
the activity.

If the amount is either (a) a loss that is
not from a passive activity or (b) a gain,
report it on line 2, column (g), of Form 4797,
Sales of Business Property. Do not
complete columns (b) through (f) on line 2 of
Form 4797. Instead, write “From Schedule
K-1 (Form 1065)” across these columns.

If the amount is a loss from a passive
activity, see Passive Loss Limitations in the
Instructions for Form 4797. You will need to
report the loss following the Instructions for
Form 8582 to figure how much of the loss is
allowed on Form 4797. However, if the box
in item D is checked, report the loss
following the rules for Publicly traded
partnerships on page 4. If the partnership
had net section 1231 gain (loss) from more
than one activity, it will attach a statement
that will identify the amount of section 1231
gain (loss) from each activity.

Box 11. Other Income (Loss)

Code A. Other portfolio income (loss).
The partnership will report portfolio income
other than interest, ordinary dividend,
royalty, and capital gain (loss) income. It will
attach a statement to tell you what kind of
portfolio income is reported.

If the partnership has a residual interest
in a real estate mortgage investment conduit
(REMIC), it will report on the statement your
share of REMIC taxable income (net loss)
that you report on Schedule E (Form 1040),
line 38, column (d). The statement will also
report your share of any “excess inclusion”
that you report on Schedule E (Form 1040),
line 38, column (c), and your share of
section 212 expenses that you report on
Schedule E (Form 1040), line 38, column
(e). If you itemize your deductions on
Schedule A (Form 1040), you may also
deduct these section 212 expenses as a
miscellaneous deduction subject to the 2%
limit on Schedule A (Form 1040), line 22.

Code B. Involuntary conversions. This is
your net gain (loss) from involuntary
conversions due to casualty or theft. The
partnership will give you a schedule that
shows the amounts to be entered on Form
4684, Casualties and Thefts, line 37,
columns (b)(i), (b)(ii), and (c).

If there was a gain (loss) from a casualty
or theft to property not used in a trade or
business or for income-producing purposes,
the partnership will provide you with the
information you need to complete Form
4684.

Code C. Section 1256 contracts &
straddles. The partnership will report any
net gain or loss from section 1256 contracts.
Report this amount on line 1 of Form 6781,
Gains and Losses From Section 1256
Contracts and Straddles.

Code D. Mining exploration costs
recapture. The partnership will give you a
schedule that shows the information needed
to recapture certain mining exploration costs
(section 617). See Pub. 535 for more
information.

Code E. Cancellation of debt. Generally,
this amount is included in your gross income
(Form 1040, line 21). Under section
108(b)(5), you may elect to apply any
portion of this cancellation of debt to the
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reduction of the basis of depreciable
property. See Form 982 for more details.

Code F. Other income (loss). Amounts
with code F are other items of income, gain,
or loss not included in boxes 1 through 10 or
reported in box 11 using codes A through E.
The partnership should give you a
description and the amount of your share for
each of these items.

Report loss items that are passive
activity amounts to you following the
Instructions for Form 8582. However, if the
box in item D is checked, report the loss
following the rules for Publicly traded
partnerships on page 4.

Code F items may include the following:
e Partnership gains from the disposition of
farm recapture property (see the instructions
for line 27 of Form 4797) and other items to
which section 1252 applies.
® [ncome from recoveries of tax benefit
items. A tax benefit item is an amount you
deducted in a prior tax year that reduced
your income tax. Report this amount on line
21 of Form 1040 to the extent it reduced
your tax.
e Gambling gains and losses.

1. If the partnership was not engaged in
the trade or business of gambling, (a) report
gambling winnings on Form 1040, line 21
and (b) deduct gambling losses to the extent
of winnings on Schedule A (Form 1040), line
27.

2. If the partnership was engaged in the
trade or business of gambling, (a) report
gambling winnings on line 28 of Schedule E
(Form 1040) and (b) deduct gambling losses
(to the extent of winnings) on line 28 of
Schedule E (Form 1040), column (h).

e Gain (loss) from the disposition of an
interest in oil, gas, geothermal, or other
mineral properties. The partnership will
attach a statement that provides a
description of the property, your share of the
amount realized from the disposition, your
share of the partnership’s adjusted basis in
the property (for other than oil or gas
properties), and your share of the total
intangible drilling costs, development costs,
and mining exploration costs (section 59(e)
expenditures) passed through for the
property. You must figure your gain or loss
from the disposition by increasing your
share of the adjusted basis by the amount of
intangible drilling costs, development costs,
or mine exploration costs for the property
that you capitalized (that is, costs that you
did not elect to deduct under section 59(e)).
Report a loss in Part | of Form 4797. Report
a gain in Part lll of Form 4797 in accordance
with the instructions for line 28. See
Regulations section 1.1254-5 for more
information.

® Any income, gain, or loss to the
partnership under section 751(b) (certain
distributions treated as sales or exchanges).
Report this amount on Form 4797, line 10.
e Specially allocated ordinary gain (loss).
Report this amount on Form 4797, line 10.
e Gain from the sale or exchange of
qualified small business stock (as defined in
the Instructions for Schedule D) that is
eligible for the partial section 1202
exclusion. The partnership should also give
you the name of the corporation that issued
the stock, your share of the partnership’s
adjusted basis and sales price of the stock,
and the dates the stock was bought and





sold. Corporate partners are not eligible for
the section 1202 exclusion. The following
additional limitations apply at the partner
level:

1. You must have held an interest in the
partnership when the partnership acquired
the qualified small business stock and at all
times thereafter until the partnership
disposed of the qualified small business
stock.

2. Your distributive share of the eligible
section 1202 gain cannot exceed the
amount that would have been allocated to
you based on your interest in the
partnership at the time the stock was
acquired.

See the Instructions for Schedule D
(Form 1040) for details on how to report the
gain and the amount of the allowable
exclusion.

e Gain eligible for section 1045 rollover
(replacement stock purchased by the
partnership). The partnership should also
give you the name of the corporation that
issued the stock, your share of the
partnership’s adjusted basis and sales price
of the stock, and the dates the stock was
bought and sold. Corporate partners are not
eligible for the section 1045 rollover. To
qualify for the section 1045 rollover:

1. You must have held an interest in the
partnership during the entire period in which
the partnership held the qualified small
business stock (more than 6 months prior to
the sale) and

2. Your distributive share of the gain
eligible for the section 1045 rollover cannot
exceed the amount that would have been
allocated to you based on your interest in
the partnership at the time the stock was
acquired.

See the Instructions for Schedule D
(Form 1040) for details on how to report the
gain and the amount of the allowable
postponed gain.

e Gain eligible for section 1045 rollover
(replacement stock not purchased by the
partnership). The partnership should also
give you the name of the corporation that
issued the stock, your share of the
partnership’s adjusted basis and sales price
of the stock, and the dates the stock was
bought and sold. Corporate partners are not
eligible for the section 1045 rollover. To
qualify for the section 1045 rollover:

1. You must have held an interest in the
partnership during the entire period in which
the partnership held the qualified small
business stock (more than 6 months prior to
the sale),

2. Your distributive share of the gain
eligible for the section 1045 rollover cannot
exceed the amount that would have been
allocated to you based on your interest in
the partnership at the time the stock was
acquired, and

3. You must purchase other qualified
small business stock (as defined in the
Instructions for Schedule D (Form 1040))
during the 60-day period that began on the
date the stock was sold by the partnership.

See the Instructions for Schedule D
(Form 1040) for details on how to report the
gain and the amount of the allowable
postponed gain.

e Net short-term capital gain (loss) and net
long-term capital gain (loss) from Schedule
D (Form 1065) that is not portfolio income.

An example is gain or loss from the
disposition of nondepreciable personal
property used in a trade or business activity
of the partnership. Report total net
short-term gain (loss) on Schedule D (Form
1040), line 5, column (f). Report the total net
long-term gain (loss) on Schedule D (Form
1040), line 12, column (f).

Deductions
Box 12. Section 179 Deduction

Use this amount, along with the total cost of
section 179 property placed in service
during the year from other sources, to
complete Part | of Form 4562, Depreciation
and Amortization. The partnership will report
on an attached statement your allowable
share of the cost of any qualified enterprise
zone, renewal community, New York Liberty
Zone, or section 179 Gulf Opportunity Zone
property it placed in service during the tax
year. Report the amount from line 12 of
Form 4562 allocable to a passive activity
from the partnership using the Instructions
for Form 8582. If the amount is not a
passive activity deduction, report it on
Schedule E (Form 1040), line 28, column (i).
However, if the box in item D is checked,
report this amount following the rules for
Publicly traded partnerships on page 4.

Box 13. Other Deductions

Contributions. Codes A through F. The
partnership will give you a schedule that
shows the amount of contributions subject to
the 100%, 50%, 30%, and 20% adjusted
gross income limitations. For more details,
see Pub. 526, Charitable Contributions, and
the instructions for Schedule A (Form 1040).
If your contributions are subject to more
than one of the AGI limitations, see
Worksheet 2. Applying the Deduction Limits
in Pub. 526.

Charitable contribution deductions are
not taken into account in figuring your
passive activity loss for the year. Do not
enter them on Form 8582.

Code A. Cash contributions (50%). Enter
this amount subject to the 50% AGI
limitation on line 15 of Schedule A (Form
1040).

Code B. Cash contributions (30%).
Report this amount, subject to the 30% AGI
limitation, on line 15 of Schedule A (Form
1040).

Code C. Noncash contributions (50%). If
property other than cash is contributed and
if the claimed deduction for one item or
group of similar items of property exceeds
$5,000, the partnership must give you a
copy of Form 8283, Noncash Charitable
Contributions, to attach to your tax return.
Do not deduct the amount shown on this
form. It is the partnership’s contribution.
Instead, deduct the amount identified by
code C, box 13, subject to the 50% AGI
limitation, on line 16 of Schedule A (Form
1040).

If the partnership provides you with
information that the contribution was
property other than cash and does not give
you a Form 8283, see the Instructions for
Form 8283 for filing requirements. Do not
file Form 8283 unless the total claimed

deduction for all contributed items of
property exceeds $500.

Food inventory contributions. The
partnership will report on an attached
statement your distributive share of qualified
food inventory contributions. The food
inventory contribution is not included in the
amount reported in box 13 using code C.
The partnership will also report your
distributive share of the partnership’s net
income from the business activities that
made the food inventory contribution(s).
Your deduction for food inventory
contributions cannot exceed 10 percent of
your aggregate net income for the tax year
from the business activities from which the
food inventory contribution was made
(including your share of net income from
partnership or S corporation businesses that
made food inventory contributions). Report
the deduction for the food inventory
contribution on line 16 of Schedule A (Form
1040).

Qualified conservation contributions
of property used in agriculture or
livestock production. The partnership will
report on an attached statement your
distributive share of qualified conservation
contributions of property used in agriculture
or livestock production. This contribution is
not included in the amount reported in box
13 using code C. If you are a farmer or
rancher, you qualify for a 100% AGI
limitation for this contribution. Otherwise,
your deduction for this contribution is subject
to a 50% AGI limitation. Report this
deduction on line 16 of Schedule A (Form
1040). See Pub. 526 for more information
on qualified conservation contributions.

Code D. Noncash contributions (30%).
Report this amount, subject to the 30% AGI
limitation, on line 16 of Schedule A (Form
1040).

Code E. Capital gain property to a 50%
organization (30%). Report this amount,
subject to the 30% AGI limitation, on line 16
of Schedule A (Form 1040). See Special
30% Limit for Capital Gain Property in Pub.
526.

Code F. Capital gain property (20%).
Report this amount, subject to the 20% AGI
limitation, on line 16 of Schedule A (Form
1040).

Code G. Investment interest expense.
Enter this amount on Form 4952, line 1. If
the partnership has investment income or
other investment expense, it will report your
share of these items in box 20 using codes
A and B. Include investment income and
expenses from other sources to figure how
much of your total investment interest is
deductible. You will also need this
information to figure your investment interest
expense deduction.

If the partnership paid or accrued interest
on debts properly allocable to investment
property, the amount of interest you are
allowed to deduct may be limited.

For more information and the special
provisions that apply to investment interest
expense, see Form 4952 and Pub. 550.

Code H. Deductions—royalty income.
Enter deductions allocable to royalties on
Schedule E (Form 1040), line 18. For this
type of expense, write “From Schedule K-1
(Form 1065).”
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These deductions are not taken into
account in figuring your passive activity loss
for the year. Do not enter them on Form
8582.

Code I. Section 59(e)(2) expenditures. On
an attached statement, the partnership will
show the type and the amount of qualified
expenditures for which you make a section
59(e) election. The statement will also
identify the property for which the
expenditures were paid or incurred. If there
is more than one type of expenditure, the
amount of each type will also be listed.

If you deduct these expenditures in full in
the current year, they are treated as
adjustments or tax preference items for
purposes of alternative minimum tax.
However, you may amortize these
expenditures over the number of years in
the applicable period rather than deduct the
full amount in the current year. If you make
this election, these items are not treated as
adjustments or tax preference items.

Under this election, you may deduct
circulation expenditures ratably over a
3-year period. Research and experimental
expenditures and mining exploration and
development costs may be amortized over a
10-year period. Intangible drilling and
development costs may be amortized over a
60-month period. The amortization period
begins with the month in which such costs
were paid or incurred.

Make the election on Form 4562. If you
make the election, report the current year
amortization of section 59(e) expenditures
from Part VI of Form 4562 on line 28 of
Schedule E (Form 1040). If you do not make
the election, report the section 59(e)(2)
expenditures on line 28 of Schedule E
(Form 1040) and compute the resulting
adjustment or tax preference item (see Form
6251, Alternative Minimum Tax—
Individuals). Whether you deduct the
expenditures or elect to amortize them,
report the amount on a separate line in
column (h) of line 28 if you materially
participated in the partnership activity. If you
did not materially participate, follow the
Instructions for Form 8582 to figure how
much of the deduction can be reported in
column (f).

Code J. Deductions —portfolio

(2% floor). Amounts entered with code J
are deductions that are clearly and directly
allocable to portfolio income (other than
investment interest expense and section
212 expenses from a REMIC). Generally,
you should enter these amounts on
Schedule A (Form 1040), line 22. See the
instructions for Schedule A (Form 1040),
lines 22 and 27, for more information.

These deductions are not taken into
account in figuring your passive activity loss
for the year. Do not enter them on Form
8582.

Code K. Deductions—portfolio (other).
Generally, you should enter these amounts
on Schedule A (Form 1040), line 27. See
the instructions for Schedule A, lines 22 and
27, for more information. These deductions
are not taken into account in figuring your
passive activity loss for the year. Do not
enter them on Form 8582.

Code L. Amounts paid for medical

insurance. Any amounts paid during the
tax year for insurance that constitutes

medical care for you, your spouse, and your
dependents. On line 29 of Form 1040, you
may be allowed to deduct such amounts,
even if you do not itemize deductions. If you
do itemize deductions, enter on line 1 of
Schedule A (Form 1040) any amounts not
deducted on line 29 of Form 1040.

Code M. Educational assistance benefits.
Deduct your educational assistance benefits
on a separate line of Schedule E (Form
1040), line 28, up to the $5,250 limitation. If
your benefits exceed $5,250, you may be
able to use the excess amount on Form
8863 to figure the education credits.

Code N. Dependent care benefits. The
partnership will report the dependent care
benefits you received. You must use Form
2441, line 12, to figure the amount, if any, of
the benefits you may exclude from your
income.

Code O. Preproductive period expenses.
You may be eligible to elect to deduct these
expenses currently or capitalize them under
section 263A. See Pub. 225, Farmer’s Tax
Guide, and Regulations section 1.263A-4.

Code P. Commercial revitalization
deductions from rental real estate
activities. Follow the Instructions for Form
8582 to figure how much of the deduction
can be reported on Schedule E (Form
1040), line 28, column (f).

Code Q. Pensions and IRAs. Payments
made on your behalf to an IRA, qualified
plan, simplified employee pension (SEP), or
a SIMPLE IRA plan. See Form 1040
instructions for line 32 to figure your IRA
deduction. Enter payments made to a
qualified plan, SEP, or SIMPLE IRA plan on
Form 1040, line 28. If the payments to a
qualified plan were to a defined benefit plan,
the partnership should give you a statement
showing the amount of the benefit accrued
for the current tax year.

Code R. Reforestation expense
deduction. The partnership will provide a
statement that describes the qualified timber
property for these reforestation expenses.
Generally, the expense deduction is limited
to $10,000 ($5,000 if married filing
separately) for each qualified timber
property, including your distributive share of
the partnership’s expense and any
reforestation expenses you separately paid
or incurred during the tax year.

However, the limitation for the
reforestation expense deduction is
increased for qualified timber property
located in the Gulf Opportunity Zones (GO
Zones) for hurricanes Katrina, Rita, and
Wilma. The $10,000 limitation for each
property is increased by the lesser of (a)
$10,000 or (b) the amount of qualified
reforestation expenses paid or incurred by
the partnership during the tax year for
property located in the GO Zones. The
increased limitation does not apply if you
held more than 500 acres of qualified timber
property at any time during the tax year or if
you are a real estate investment trust or a
corporation the stock of which is publicly
traded on an established securities market.
See section 1400N(i)(1) for details.

If you did not materially participate in the
activity, use Form 8582 to determine how
much of these expenses can be reported on
Schedule E (Form 1040), line 28. If you
materially participated in the reforestation

Partner’s Instructions for Schedule K-1 (Form 1065) -9-

activity, report the deduction on line 28,
column (h), of Schedule E (Form 1040).

Code S. Domestic production activities
information. The partnership will provide
you with a statement with information that
you must use to figure the domestic
production activities deduction. Use Form
8903, Domestic Production Activities
Deduction, to figure this deduction. See the
Instructions for Form 8903 for more details.

Code T. Qualified production activities
income (QPAI). Report the QPAI reported
to you by the partnership (in box 13 of
Schedule K-1) on line 7 of Form 8903.

Code U. Employer’s W-2 wages. Report
the portion of W-2 wages reported to you by
the partnership (in box 13 of Schedule K-1)
on line 13 of Form 8903.

Code V. Other deductions. Amounts with
this code may include:

e |temized deductions (Form 1040 filers
enter on Schedule A (Form 1040)).

e Soil and water conservation expenditures.
See section 175 for limitations on the
amount you are allowed to deduct.

e Expenditures for the removal of
architectural and transportation barriers to
the elderly and disabled that the partnership
elected to treat as a current expense. The
deductions are limited by section 190(c) to
$15,000 per year from all sources.

® |nterest expense allocated to
debt-financed distributions. The manner in
which you report such interest expense
depends on your use of the distributed debt
proceeds. If the proceeds were used in a
trade or business activity, report the interest
on line 28 of Schedule E (Form 1040). In
column (a) enter the name of the
partnership and “interest expense.” If you
materially participated in the trade or
business activity, enter the amount of
interest expense in column (h). If you did not
materially participate in the activity, follow
the instructions for Form 8582 to figure the
amount of interest expense you can report
in column (f). See page 3 for a definition of
material participation. If the proceeds were
used in an investment activity, enter the
interest on Form 4952. If the proceeds are
used for personal purposes, the interest is
generally not deductible.

e |nterest paid or accrued on debt properly
allocable to your share of a working interest
in any oil or gas property (if your liability is
not limited). If you did not materially
participate in the oil or gas activity, this
interest is investment interest reportable as
described on page 8; otherwise, it is trade or
business interest. If you did not materially
participate in the oil or gas activity, this
interest is investment interest expense and
should be reported on Form 4952. If you
materially participated in the activity, report
the interest on line 28 of Schedule E (Form
1040). On a separate line, enter “interest
expense” and the name of the partnership in
column (a) and the amount in column (h).

e Contributions to a capital construction
fund (CCF). The deduction for a CCF
investment is not taken on Schedule E
(Form 1040). Instead, you subtract the
deduction from the amount that would
normally be entered as taxable income on
line 43 (Form 1040). In the margin to the left
of line 43, write “CCF” and the amount of
the deduction.





e Penalty on early withdrawal of savings.
Report this amount on Form 1040, line 30.
e Film and television production expenses.
The partnership will provide a statement that
describes the film or television production
generating these expenses. Generally, if the
aggregate cost of the production exceeds
$15 million, you are not entitled to the
deduction. For a television series, each
episode of the series is treated as a
separate production and only the first 44
episodes of a series are taken into account
for the deduction. The limitation is $20
million for productions in certain areas (see
section 181 for details). If you did not
materially participate in the activity, use
Form 8582 to determine the amount that
can be reported on Schedule E (Form
1040), line 28, column (f). If you materially
participated in the production activity, report
the deduction on Schedule E (Form 1040),
line 28, column (h).

The partnership will give you a
description and the amount of your share for
each of these items.

Box 14. Self-Employment

Earnings (Loss)

If you and your spouse are both partners,
each of you must complete and file your
own Schedule SE (Form 1040),
Self-Employment Tax, to report your
partnership net earnings (loss) from
self-employment.

Code A. Net earnings (loss) from
self-employment. If you are a general
partner, reduce this amount before entering
it on Schedule SE (Form 1040) by any
section 179 expense deduction claimed,
unreimbursed partnership expenses
claimed, and depletion claimed on oil and
gas properties. Do not reduce net earnings
from self-employment by any separately
stated deduction for health insurance
expenses.

If the amount on this line is a loss, enter
only the deductible amount on Schedule SE
(Form 1040). See Limitations on Losses,
Deductions, and Credits beginning on
page 2.

If your partnership is an options dealer or
a commodities dealer, see section 1402(i).

If your partnership is an investment club,
see Rev. Rul. 75-525, 1975-2 C.B. 350.

Code B. Gross farming or fishing
income. If you are an individual partner,
enter the amount from this line, as an item
of information, on Schedule E (Form 1040),
line 42. Also use this amount to figure net
earnings from self-employment under the
farm optional method on Schedule SE
(Form 1040), Section B, Part Il.

Code C. Gross non-farm income. If you
are an individual partner, use this amount to
figure net earnings from self-employment
under the nonfarm optional method on
Schedule SE (Form 1040), Section B, Part
II.

Box 15. Credits

If you have credits that are passive activity
credits to you, you must complete Form

8582-CR (or Form 8810 for corporations) in
addition to the credit forms identified below.

See Passive Activity Limitations on page 3
and the Instructions for Form 8582-CR (or
Form 8810) for more information.

In general, partners whose only
@ source for credits listed on Form
3800 are from pass-through entities

are not required to complete the source
credit form or attach it to Form 3800.
Instead, you can report this credit directly on
Form 3800. However, there are two
exceptions. When applicable, all partners
must complete and attach the following
credit forms to Form 3800.

e Form 3468, Investment Credit (line 1a of
Form 3800).

e Form 8864, Biodiesel and Renewable
Diesel Fuels Credit (line 1p of Form 3800).

Codes A and B. Low-income housing
credit. The partnership will report your
share of the low-income housing credit
using code A if section 42(j)(5) applies. If
section 42(j)(5) does not apply, your share
of the credit will be reported using code B.
Any allowable low-income housing credit
(reported as code A or code B) is entered on
line 4 of Form 8586, Low-Income Housing
Credit, or line 1e of Form 3800 (see TIP
above).

Keep a separate record of the amount of
low-income housing credit from each of
these sources so that you can correctly
compute any recapture of low-income
housing credit that may result from the
disposition of all or part of your partnership
interest. For more information on recapture,
see the instructions for Form 8611,
Recapture of Low-Income Housing Credit.

Code C. Qualified rehabilitation
expenditures (rental real estate). The
partnership will report your share of the
qualified rehabilitation expenditures and
other information you need to complete
Form 3468 related to rental real estate
activities using code C. Your share of
qualified rehabilitation expenditures from
property not related to rental real estate
activities will be reported in box 20 using
code D. See Form 3468 for details. If the
partnership is reporting expenditures from
more than one activity, the attached
statement will separately identify the amount
of expenditures from each activity.

Combine the expenditures (for Form
3468 reporting) from box 15, code C and
box 20, code D. The expenditures related to
rental real estate activities (box 15, code C)
are reported on Schedule K-1 separately
from other qualified rehabilitation
expenditures (box 20, code D) because they
are subject to different passive activity
limitation rules. See the Instructions for
Form 8582-CR for details.

Code D. Other rental real estate credits.
The partnership will identify the type of
credit and any other information you need to
figure these credits from rental real estate
activities (other than the low-income housing
credit and qualified rehabilitation
expenditures). These credits may be limited
by the passive activity limitations. If the
credits are from more than one activity, the
partnership will identify the amount of credits
from each activity on an attached statement.
See Passive Activity Limitations on page 3
and Form 8582-CR for details.

Code E. Other rental credits. The
partnership will identify the type of credit and
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any other information you need to compute
these rental credits. These credits may be
limited by the passive activity limitations. If
the credits are from more than one activity,
the partnership will identify the amount of
credits from each activity on an attached
statement. See Passive Activity Limitations
on page 3 and Form 8582-CR for details.

Code F. Undistributed capital gains
credit. Code F represents taxes paid on
undistributed capital gains by a regulated
investment company or real estate
investment trust. Form 1040 filers enter your
share of these taxes on line 70 of Form
1040, check box “a” for Form 2439, and
enter the words “Form 1065.”

Code G. Credit for alcohol used as fuel.
If this credit includes the small ethanol
producer credit, the partnership will provide
additional information on an attached
statement. If no statement is attached,
report this amount on line 5 of Form 6478,
Credit for Alcohol Used as Fuel. If a
statement is attached, see the instructions
for Form 6478, line 5.

Code H. Work opportunity credit. Report
this amount on line 3 of Form 5884, Work
Opportunity Credit, or line 1b of Form 3800
(see TIP above).

Code I. Welfare-to-work credit. Report
this amount on line 3 of Form 8861,
Welfare-to-Work Credit, or line 1c of Form
3800 (see TIP above).

Code J. Disabled access credit. Report
this amount on line 7 of Form 8826,
Disabled Access Credit, or line 1g of Form
3800 (see TIP above).

Code K. Empowerment zone and renewal
community employment credit. Report
this amount on line 3 of Form 8844,
Empowerment Zone and Renewal
Community Employment Credit.

Code L. Credit for increasing research
activities. Report this amount on line 43 of
Form 6765, Credit for Increasing Research
Activities, or line 1d of Form 3800 (see TIP
above).

Code M. New markets credit. Report this
amount on line 2 of Form 8874, New
Markets Credit, or line 11 of Form 3800 (see
TIP above).

Code N. Credit for employer social
security and Medicare taxes. Report this
amount on line 5 of Form 8846, Credit for
Employer Social Security and Medicare
Taxes Paid on Certain Employee Tips, or
line 1j of Form 3800 (see TIP above).

Code O. Backup withholding. Credit for
backup withholding on dividends, interest
income, and other types of income. Include
the amount the partnership reports to you in
the total you enter on Form 1040, line 64.

Code P. Other credits. On an attachment
to Schedule K-1, the partnership will identify
the type of credit and any other information
you need to figure credits other than those
reported with codes A through O. Most
credits identified by code P will be reported
on Form 3800 (see TIP above).

Credits that may be reported with code P
include the following:
e Nonconventional source fuel credit (Form
8907).
e Qualified electric vehicle credit (Form
8834).
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e Qualified railroad track maintenance
credit (Form 8900).

® Unused investment credit from
cooperatives (Form 3468, line 5).

® Renewable electricity, refined coal, and
Indian coal production credit. The
partnership will provide a statement showing
separately the amount of credit from section
A and section B of Form 8835.

® Indian employment credit (Form 8845).

e Orphan drug credit (Form 8820).

e Credit for contributions to selected
community development corporations (Form
8847).

e Credit for small employer pension plan
startup costs (Form 8881).

e Credit for employer-provided childcare
facilities and services (Form 8882).

e Biodiesel and renewable diesel fuels
credit. If this credit includes the small
agri-biodiesel producer credit, the
partnership will provide additional
information on an attached statement. If no
statement is attached, report this amount on
line 9 of Form 8864, Biodiesel and
Renewable Diesel Fuels Credit. If a
statement is attached, see the instructions
for Form 8864, line 9.

e | ow sulfur diesel fuel production credit
(Form 8896).

e General credits from an electing large
partnership. Report these credits on Form
3800, line 1z.

e Distilled spirits credit (Form 8906).

e Energy efficient home credit (Form 8908).
e Energy efficient appliance credit (Form
8909).

e Alternative motor vehicle credit (Form
8910).

e Alternative fuel vehicle refueling property
credit (Form 8911).

e Clean renewable energy bond credit.
Report this amount on Form 8912.

e Gulf tax credit bond credit. Report this
amount on Form 8912.

e Hurricane Katrina housing credit. Report
this amount on Form 5884-A.

e Mine rescue team training credit (Form
8923).

Box 16. Foreign
Transactions

Codes A through N. Use the information
reported as codes A through N, code Q, and
attached schedules to figure your foreign tax
credit. For more information, see Form
1116, Foreign Tax Credit, and its
instructions; Form 1118, Foreign Tax
Credit— Corporations, and its instructions;
and Pub. 514, Foreign Tax Credit for
Individuals.

Codes O and P. Extraterritorial income
exclusion.

1. Partnership did not claim the
exclusion. If the partnership reports your
distributive share of foreign trading gross
receipts (code O) and the extraterritorial
income exclusion (code P), the partnership
was not entitled to claim the exclusion
because it did not meet the foreign
economic process requirements. You may
still qualify for your distributive share of this
exclusion if the partnership’s foreign trading
gross receipts for the tax year were $5
million or less. To qualify for this exclusion,
your foreign trading gross receipts from all
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sources for the tax year also must have
been $5 million or less. If you qualify for the
exclusion, report the exclusion amount in
accordance with the instructions for Income
(Loss) on page 6 for box 1, 2, or 3,
whichever applies. See Form 8873,
Extraterritorial Income Exclusion, for more
information.

2. Partnership claimed the exclusion. If
the partnership reports your distributive
share of foreign trading gross receipts but
not the amount of the extraterritorial income
exclusion, the partnership met the foreign
economic process requirements and
claimed the exclusion when figuring your
distributive share of partnership income.
You also may need to know the amount of
your distributive share of foreign trading
gross receipts from this partnership to
determine if you met the $5 million or less
exception discussed above for purposes of
qualifying for an extraterritorial income
exclusion from other sources.

Note. Upon request, the partnership should
furnish you a copy of the partnership’s Form
8873 if there is a reduction for international
boycott operations, illegal bribes, kickbacks,
etc.

Code Q. Other foreign transactions. On
an attachment to Schedule K-1, the
partnership will report any other information
on foreign transactions that you may need
using code Q.

Box 17. Alternative
Minimum Tax (AMT) ltems

Use the information reported in box 17 (as
well as your adjustments and tax preference
items from other sources) to prepare your
Form 6251, Alternative Minimum Tax—
Individuals; Form 4626, Alternative Minimum
Tax—Corporations; or Schedule | of Form
1041, U.S. Income Tax Return for Estates
and Trusts.

Note. A partner that is a corporation subject
to alternative minimum tax must notify the
partnership of its status.

Code A. This amount is your share of the
partnership’s post-1986 depreciation

adjustment. If you are an individual partner,
report this amount on line 17 of Form 6251.

Code B. This amount is your share of the
partnership’s adjusted gain or loss. If you
are an individual partner, report this amount
on line 16 of Form 6251.

Code C. This amount is your share of the
partnership’s depletion adjustment. If you
are an individual partner, report this amount
on line 9 of Form 6251.

Codes D and E. Oil, gas, & geothermal
properties—gross income and
deductions. The amounts reported on
these lines include only the gross income
(code D) from, and deductions (code E)
allocable to, oil, gas, and geothermal
properties that are included in box 1 of
Schedule K-1. The partnership should have
attached a schedule that shows any income
from or deductions allocable to such
properties that are included in boxes 2
through 13 and in box 20 of Schedule K-1.
Use the amounts reported and the amounts
on the attached schedule to help you figure
the net amount to enter on line 25 of Form
6251.
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Code F. Other AMT items. Enter the
information on the statement attached by
the partnership on the applicable lines of
Form 6251, Form 4626, or Schedule | of
Form 1041.

Box 18. Tax-Exempt
Income and Nondeductible

Expenses

Code A. Tax-exempt interest income.
You must report on your return, as an item
of information, your share of the tax-exempt
interest received or accrued by the
partnership during the year. Individual
partners must include this amount on Form
1040, line 8b. Increase the adjusted basis of
your interest in the partnership by this
amount.

Code B. Other tax-exempt income.
Increase the adjusted basis of your interest
in the partnership by the amount shown, but
do not include it in income on your tax
return.

Code C. Nondeductible expenses. The
nondeductible expenses paid or incurred by
the partnership are not deductible on your
tax return. Decrease the adjusted basis of
your interest in the partnership by this
amount.

Box 19. Distributions

Code A. Cash and marketable securities.
Code A shows the distributions the
partnership made to you of cash and certain
marketable securities. The marketable
securities are included at their fair market
value (FMV) on the date of distribution
(minus your share of the partnership’s gain
on the securities distributed to you). If the
amount shown as code A exceeds the
adjusted basis of your partnership interest
immediately before the distribution, the
excess is treated as gain from the sale or
exchange of your partnership interest.
Generally, this gain is treated as gain from
the sale of a capital asset and should be
reported on the Schedule D for your return.
However, if you receive cash or property in
exchange for any part of a partnership
interest, the amount of the distribution
attributable to your share of the
partnership’s unrealized receivable or
inventory items result in ordinary income
(see Regulations section 1.751-1(a) and
Sale or Exchange of Partnership Interest on
page 1). For details, see Pub. 541.

The partnership will separately identify
both of the following.
e The FMV of the marketable securities
when distributed (minus your share of the
gain on the securities distributed to you).
e The partnership’s adjusted basis of those
securities immediately before the
distribution.

Decrease the adjusted basis of your
interest in the partnership (but not below
zero) by the amount of cash distributed to
you and the partnership’s adjusted basis of
the distributed securities. Advances or
drawings of money or property against your
distributive share are treated as current
distributions made on the last day of the
partnership’s tax year.





Your basis in the distributed marketable
securities (other than in liquidation of your
interest) is the smaller of:
® The partnership’s adjusted basis in the
securities immediately before the distribution
increased by any gain recognized on the
distribution of the securities or
e The adjusted basis of your partnership
interest reduced by any cash distributed in
the same transaction and increased by any
gain recognized on the distribution of the
securities.

If you received the securities in
liquidation of your partnership interest, your
basis in the marketable securities is equal to
the adjusted basis of your partnership
interest reduced by any cash distributed in
the same transaction and increased by any
gain recognized on the distribution of the
securities.

If, within 5 years of a distribution to you
of marketable securities, you contributed
appreciated property (other than those
securities) to the partnership and the FMV of
those securities exceeded the adjusted
basis of your partnership interest
immediately before the distribution (reduced
by any cash received in the distribution), you
may have to recognize gain on the
appreciated property. For property
contributed after June 8, 1997, the 5-year
period is generally extended to 7 years. See
section 737 for details.

Code B. Other property. Code B shows
the partnership’s adjusted basis of property
other than money immediately before the
property was distributed to you. In addition,
the partnership should report the adjusted
basis and FMV of each property distributed.
Decrease the adjusted basis of your interest
in the partnership by the amount of your
basis in the distributed property. Your basis
in the distributed property (other than in
liquidation of your interest) is the smaller of:
® The partnership’s adjusted basis
immediately before the distribution or

e The adjusted basis of your partnership
interest reduced by any cash distributed in
the same transaction.

If you received the property in liquidation
of your interest, your basis in the distributed
property is equal to the adjusted basis of
your partnership interest reduced by any
cash distributed in the same transaction.

If you contributed appreciated property to
the partnership within 5 years of a
distribution of other property to you, and the
FMV of the other property exceeded the
adjusted basis of your partnership interest
immediately before the distribution (reduced
by any cash received in the distribution), you
may have to recognize gain on the
appreciated property. For property
contributed after June 8, 1997, the 5-year
period is generally extended to 7 years. See
section 737 for details.

If you receive cash or property in
exchange for any part of a partnership
interest, the amount of the distribution
attributable to your share of the
partnership’s unrealized receivable or
inventory items result in ordinary income
(see Regulations section 1.751-1(a) and
Sale or Exchange of Partnership Interest on

page 1).

Box 20. Other Information

Code A. Investment income. Report this
amount on line 4a of Form 4952.

Code B. Investment expenses. Report
this amount on line 5 of Form 4952.

Code C. Fuel tax credit information. The
partnership will report the number of gallons
of each fuel sold or used during the tax year
for a nontaxable use qualifying for the credit
for taxes paid on fuels, type of use, and the
applicable credit per gallon. Use this
information to complete Form 4136, Credit
for Federal Tax Paid on Fuels.

Code D. Qualified rehabilitation
expenditures (other than rental real
estate). The partnership will report your
share of the qualified rehabilitation
expenditures and other information you
need to complete Form 3468 for property
not related to rental real estate activities in
box 20 using code D. Your share of qualified
rehabilitation expenditures related to rental
real estate activities is reported in box 15
using code C. See Form 3468 for details. If
the partnership is reporting expenditures
from more than one activity, the attached
statement will separately identify the amount
of expenditures from each activity.

Combine the expenditures (for Form
3468 reporting) from box 15, code C and
box 20, code D. The expenditures related to
rental real estate activities (box 15, code C)
are reported on Schedule K-1 separately
from other qualified rehabilitation
expenditures (box 20, code D) because they
are subject to different passive activity
limitation rules. See the Instructions for
Form 8582-CR for details.

Code E. Basis of energy property. |If the
partnership provides an attached statement
for code E, report the information shown on
the attached statement on Form 3468, lines
2a-2d, 2f, or 2g, as applicable.

Codes F and G. Recapture of low-income
housing credit. A section 42(j)(5)
partnership will report recapture of a
low-income housing credit with code F. All
other partnerships will report recapture of a
low-income housing credit with code G.
Keep a separate record of recapture from
each of these sources so that you will be
able to correctly compute any recapture of
low-income housing credit that may result
from the disposition of all or part of your
partnership interest. For more information,
see Form 8611.

Code H. Recapture of investment credit.
A partnership will provide any information
you need to figure your recapture tax on
Form 4255, Recapture of Investment Credit.
See the Form 3468 on which you took the
original credit for other information you need
to complete Form 4255.

You may also need Form 4255 if you
disposed of more than one-third of your
interest in a partnership.

Code I. Recapture of other credits. On an
attachment to Schedule K-1, the partnership
will report any information you need to figure
the recapture of the new markets credit;
qualified electric vehicle credit (see Form
8834); Indian employment credit (see
section 45A(d)); or any credit for
employer-provided childcare facilities and
services.
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Code J. Look-back interest—completed
long-term contracts. The partnership will
report any information you need to figure the
interest due or to be refunded under the
look-back method of section 460(b)(2) on
certain long-term contracts. Use Form 8697,
Interest Computation Under the Look-Back
Method for Completed Long-Term
Contracts, to report any such interest.

Code K. Look-back interest—income
forecast method. The partnership will
report any information you need to figure the
interest due or to be refunded under the
look-back method of section 167(g)(2) for
certain property placed in service after
September 13, 1995, and depreciated under
the income forecast method. Use Form
8866, Interest Computation Under the
Look-Back Method for Property Depreciated
Under the Income Forecast Method, to
report any such interest.

Code L. Dispositions of property with
section 179 deductions. The partnership
will report your distributive share of gain or
loss on the sale, exchange, or other
disposition of property for which a section
179 expense deduction was passed through
to partners with code F. If the partnership
passed through a section 179 expense
deduction to its partners for the property,
you must report the gain or loss and any
recapture of the section 179 expense
deduction for the property on your income
tax return (see the Instructions for Form
4797 for details). The partnership will
provide all the following information.

1. Description of the property.

2. Date the property was acquired and
placed in service.

3. Date of the sale or other disposition of
the property.

4. Your distributive share of the gross
sales price or amount realized.

5. Your distributive share of the cost or
other basis plus the expense of sale.

6. Your distributive share of the
depreciation allowed or allowable.

7. Your distributive share of the section
179 expense deduction (if any) passed
through for the property and the
partnership’s tax year(s) in which the
amount was passed through. To figure the
amount of depreciation allowed or allowable
for Form 4797, line 22, add to the amount
from item 6 above the amount of your
distributive share of the section 179
expense deduction, reduced by any unused
carryover of the deduction for this property.
This amount may be different than the
amount of section 179 expense you
deducted for the property if your interest in
the partnership has changed.

8. If the disposition is due to a casualty
or theft, a statement providing the
information you need to complete Form
4684.

9. If the sale was an installment sale
made during the partnership’s tax year, any
information you need to complete Form
6252, Installment Sale Income. The
partnership also must separately report your
share of all payments received for the
property in the following tax years. See the
Instructions for Form 6252 for details.

Code M. Recapture of section 179
deduction. The partnership will report your
distributive share of any recapture of section
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179 expense deduction if business use of
any property for which the section 179
expense deduction was passed through to
partners dropped to 50 percent or less. If
business use of the property dropped to 50
percent or less, the partnership must
provide all the following information.

1. Your distributive share of the
depreciation allowed or allowable (not
including the section 179 expense
deduction).

2. Your distributive share of the section
179 expense deduction (if any) passed
through for the property and the
partnership’s tax year(s) in which the
amount was passed through. Reduce this
amount by the portion, if any, of your
unused (carryover) section 179 expense
deduction for this property.

Code N. Interest expense for corporate
partners. The partnership will report each
corporate partner’s distributive share of the
partnership’s interest expense. This amount
is reported elsewhere on Schedule K-1 and
the total amount is reported here for
information only. Your distributive share of
interest income is reported in box 5 and your
share of the partnership’s liabilities is
reported in ltem M, Part Il. A corporate
partner’s distributive share of interest
income, interest expense, and partnership
liabilities are treated as income, expense,
and liabilities of the corporation for purposes
of the limitation on the deduction for interest
under section 163(j).

Code O. Section 453(l)(3) information.
The partnership will report any information
you need to figure the interest due under
section 453(1)(3) with respect to the
disposition of certain timeshares and
residential lots on the installment method. If
you are an individual, report the interest on
Form 1040, line 63. Write “453(1)(3)” and the
amount of the interest on the dotted line to
the left of line 63.

Code P. Section 453A(c) information.
The partnership will report any information
you need to figure the interest due under
section 453A(c) with respect to certain
installment sales. If you are an individual,
report the interest on Form 1040, line 63.
Write “453A(c)” and the amount of the
interest on the dotted line to the left of line
63. See the instructions for Form 6252 for
more information. Also see section 453A(c)
for details on making the computation.

Code Q. Section 1260(b) information.
The partnership will report any information
you need to figure the interest due under
section 1260(b). If the partnership had gain
from certain constructive ownership
transactions, your tax liability must be
increased by the interest charge on any
deferral of gain recognition under section
1260(b). Report the interest on Form 1040,
line 63. Write “1260(b)” and the amount of
the interest on the dotted line to the left of
line 63. See section 1260(b) for details,
including how to figure the interest.

Code R. Interest allocable to production
expenditures. The partnership will report
any information you need relating to interest
expense that you are required to capitalize
under section 263A for production
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expenditures. See Regulations sections
1.263A-8 through 1.263A-15 for more
information.

Code S. CCF nonqualified withdrawals.
The partnership will report your nonqualified
withdrawals by the partnership from a
capital construction fund (CCF). These
withdrawals are taxed separately from your
other gross income at the highest marginal
ordinary income or capital gains tax rate.
Attach a statement to your federal income
tax return to show your computation of both
the tax and interest for a nonqualified
withdrawal. Include the tax and interest on
Form 1040, line 63. To the left of line 63,
write the amount of tax and interest and
“CCF.

Code T. Information needed to figure
depletion—oil and gas. This is your share
of gross income from the property, share of
production for the tax year, etc., needed to
figure your depletion deduction for oil and
gas wells. The partnership should also
allocate to you a share of the adjusted basis
of each partnership oil or gas property. See
Pub. 535 for how to figure your depletion
deduction.

Code U. Amortization of reforestation
costs. The partnership will provide a
statement identifying your share of the
amortizable basis of reforestation
expenditures paid or incurred before
October 23, 2004. The partnership will
separately report your share of the
amortizable basis for reforestation
expenditures for 1999 through 2004. Your
amortizable basis of reforestation
expenditures for each tax year from all
properties is limited to $10,000 ($5,000 if
married filing separately), including your
distributive share of the partnership’s
expenditures and any qualified reforestation
expenditures you separately paid or
incurred. To figure your allowable
amortization, see section 194 and Pub. 535.

Follow the Instructions for Form 8582 to
report a deduction allocable to a passive
activity. If you materially participated in the
reforestation activity, report the deduction on
line 28, column (h), of Schedule E (Form
1040).

Code V. Unrelated business taxable
income. The partnership will report any
information you need to figure unrelated
business taxable income under section
512(a)(1) (but excluding any modifications
required by paragraphs (8) through (15) of
section 512(b)) for a partner that is a
tax-exempt organization.

Note. A partner is required to notify the
partnership of its tax-exempt status.

Code W. Other information. The
partnership will report:

1. Any information a publicly traded
partnership needs to determine whether it
meets the 90% qualifying income test of
section 7704(c)(2).

Note. A partner is required to notify the
partnership of its status as a publicly traded
partnership.

2. Any information or statements you
need to comply with the registration and
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disclosure requirements under sections
6111 and 6662(d)(2)(B)(ii) and the list
keeping requirements of Regulations section
301.6112-1. See Form 8264 (or its
successor form) and Notice 2004-80,
2004-50 I.R.B. 963, and Notice 2005-22,
2005-12 |.R.B. 756 for more information.

3. Any information you need to complete
a disclosure statement for reportable
transactions in which the partnership
participates. If the partnership participates in
a transaction that must be disclosed on
Form 8886, Reportable Transaction
Disclosure Statement, both you and the
partnership may be required to file Form
8886 for the transaction. The determination
of whether you are required to disclose a
transaction of the partnership is based on
the category(s) under which the transaction
qualifies for disclosure and is determined by
the partnership. You may have to pay a
penalty if you are required to file Form 8886
and fail to do so. See the instructions for
Form 8886 for details.

4. Basis in qualifying advanced coal
project property. The partnership will provide
an attached statement that shows your
distributive share of the partnership’s (a)
basis in certified and qualified investment in
integrated gasification combined cycle
property placed in service during the tax
year, and (b) basis in qualified investment in
other advanced coal project property placed
in service during the tax year. Report these
amounts on lines 3a and 3b of Form 3468,
respectively.

5. Basis in qualifying gasification
property. Report this amount on Form 3468,
line 4.

6. Interest and additional tax on
compensation deferred under a section
409A nonqualified deferred compensation
plan that does not meet the requirements of
section 409A. See section 409A(a)(1)(B) to
figure the interest and additional tax on this
income. Report this interest and tax on line
63 of Form 1040. This income is included in
the amount in box 4, Guaranteed Payments.

7. Inversion gain. The partnership will
provide a statement showing the amounts of
each type of income or gain that is included
in inversion gain. The partnership has
included inversion gain in income elsewhere
on Schedule K-1. Inversion gain is also
reported under code W because your
taxable income and alternative minimum
taxable income cannot be less than the
inversion gain. Also, your inversion gain (a)
is not taken into account in figuring the
amount of net operating loss (NOL) for the
tax year or the amount of NOL that can be
carried over to each tax year, (b) may limit
the amount of your credits, and (c) is treated
as income from sources within the U.S. for
the foreign tax credit. See section 7874 for
details.

8. Any other information you may need
to file your return not shown elsewhere on
Schedule K-1.

The partnership should give you a
description and the amount of your share for
each of these items.
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(See
instructions
on page 16.)
Use the IRS
label.
Otherwise,
please print
or type.
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Presidential

For the year Jan. 1-Dec. 31, 2006, or other tax year beginning

, 2006, ending ,20 R

OMB No. 1545-0074

Your first name and initial

Last name

Your social security number

If a joint return, spouse’s first name and initial

Last name

Spouse’s social security number

Home address (number and street). If you have a P.O. box, see page 16.

Apt. no.

A

You must enter
your SSN(s

) above.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 16.

)

Election Campaign P> Check here if you, or your spouse if filing jointly, want $3 to go to this fund (see page 16) »

Checking a box below will not
change your tax or refund.

D You D Spouse

1 [ Single

4 [] Head of household (with qualifying person). (See page 17.) If

F|I|ng Status 2 [ Married filing jointly (even if only one had income) the qualifying person is a child but not your dependent, enter
Check only 3 [ Married filing separately. Enter spouse’s SSN above this child’s name here. »
one box. and full name here. » Qualifying widow(er) with dependent child (see page 17)
. 6a [ | Yourself. If someone can claim you as a dependent, do not check box 6a 53"6?:,,“: %'éed
Exemptions b [ ] Spouse . . . . . . .g. . . No.of children
¢ Dependents: : (3) Dependent’'s | (4)V/if qualifying ~ ©n 6¢ who:
p. socgl) s%iﬁ?:t])(/j ennl}nS]bSr relationship to | child for child tax ® lived with you
(1) First name Last name you credit (see page 19) e did not live with
| | D you due to divorce
If more than four ; ; ] gezeg:;aet?(;; I
dependents, see : : 0 Dependents on 6¢
page 19. ! ! not entered above
- - : : D Add numbers on
d Total number of exemptions claimed . lines above »
7  Wages, salaries, tips, etc. Attach Form(s) W-2 7
Income 8a Taxable interest. Attach Schedule B if required e e e e 8a
Attach Form(s) b Tax-exempt interest. Do not include on line 8a [ 8b | |
W-2 here. Also 9a Ordinary dividends. Attach Schedule B if required R 9a
a;'fg(c:;h;‘%rms b Qualified dividends (see page 23) [ 9b | |
1099-R if tax 10 Taxable refunds, credits, or offsets of state and local income taxes (see page 24) . 10
was withheld. 11 Alimony received 1
12  Business income or (loss). Attach Schedule C or C EZ 12
13  Capital gain or (loss). Attach Schedule D if required. If not reqwred Check here P |:| 13
If you did not 14 Other gains or (losses). Attach Form 4797 . e e e e e 14
get a W-2, 15a IRA distributions 15a b Taxable amount (see page 25) | 15b
see page 23. ) »
16a Pensions and annuities | 16a b Taxable amount (see page 26) | 16b
Enclose, but do 17  Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E 17
not attach, any 18 Farm income or (loss). Attach Schedule F . 18
payment. Also, ) 19
please use 19  Unemployment compensation . . . . . . . . . . . . . . . . .
Form 1040-V. 20a Social security benefits [ 20a | | | b Taxable amount (see page 27) | 20b
21 Other income. List type and amount (see page 29) ... .. ... 21
22  Add the amounts in the far right column for lines 7 through 21. This is your total income » | 22
. 23  Archer MSA deduction. Attach Form 8853 . . 23
Adjusted - . -
24  Certain business expenses of reservists, performing artists, and
ee-basis government officials. Attach Form or -
Gross fee-basi t officials. Attach Form 2106 or 2106-EZ | 24
Income 25 Health savings account deduction. Attach Form 8889. 25
26  Moving expenses. Attach Form 3903 26
27  One-half of self-employment tax. Attach Schedule SE 27
28  Self-employed SEP, SIMPLE, and qualified plans . 28
29 Self-employed health insurance deduction (see page 29) 29
30 Penalty on early withdrawal of savings . 30
31a Alimony paid b Recipient's SSN » ! ! 31a
32 IRA deduction (see page 31) . . 32
33  Student loan interest deduction (see page 33) . 33
34  Jury duty pay you gave to your employer 34
35  Domestic production activities deduction. Attach Form 8903 35
36 Add lines 23 through 31a and 32 through 35 )
37  Subtract line 36 from line 22. This is your adjusted gross income . ., . . . » | 37

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 80.

Cat. No. 11320B

Form 1040 (2006)





Form 1040 (2006) Page 2

Tax 38 Amount from line 37 (adjusted gross income) . . . . . . . . . . . . 38
and 39a Check [ L] You were born before January 2, 1942, [ Blind.] Total boxes
Credits if: { ] spouse was born before January 2, 1942, [ Blind.} checked P> 39a
Standard b If your spouse itemizes on a separate return or you were a dual-status alien, see page 34 and check here »>39b D
]I%erﬁxction 40 Iltemized deductions (from Schedule A) or your standard deduction (see left margin) . . | 40
41  Subtractline 40 fromline38 . . . . . . . . . . . . . . . . ... |4
® People who ) . . . . . .
checked any |42 Ifline 38 is over $112,875, or you provided housing to a person displaced by Hurricane Katrina,
gg’a( gpgl‘lgg or see page 36. Otherwise, multiply $3,300 by the total number of exemptions claimed on line 6d 42
who can be 43 Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0- . 43
gfggﬁge%ia 44  Tax (see page 36). Check if any tax is from: a O Form(s) 8814 b O] Formag72 . . . 44
see page 34. | 45  Alternative minimum tax (see page 39). Attach Form 6251 . . . . . . . . . . 45
e Allothers: |46 Add lines 44 and 45. . . . B .-
Single or 47  Foreign tax credit. Attach Form 1116 |f requwed . 47
g/grggtjewng 48  Credit for child and dependent care expenses. Attach Form 2441 48
$5,150 49  Credit for the elderly or the disabled. Attach Schedule R . 49
Married filing | 50  Education credits. Attach Form 8863 . . . 50
jC())Lnatlli};y?r:g 51  Retirement savings contributions credit. Attach Form 8880 51
widow(er), 52  Residential energy credits. Attach Form 5695 . . . . 52
$10,300 63 Child tax credit (see page 42). Attach Form 8901 if required 53
Egjgeggl g |54 Credtsfrom: a [] Form 8396 b [[] Form 8839 ¢ [] Form 8859 | 54
$7.550 55  Other credits: a [_] Form 3800 b [] Form 8801 ¢ [] Form 55
56  Add lines 47 through 55. These are your total credits . . . .. . . . . | 56
57  Subtract line 56 from line 46. If line 56 is more than line 46, enter 0— L 57
Other 58  Self-employment tax. Attach Schedule SE . . . . .o 58
Taxes 59  Social security and Medicare tax on tip income not reported to employer Attach Form 4137 .. 59
60  Additional tax on IRAs, other qualified retirement plans, etc. Attach Form 5329 if required . . 60
61  Advance earned income credit payments from Form(s) W-2, box 9. . . . . . . . 61
62 Household employment taxes. Attach ScheduleH . . . . . . . . . . . . [ 62
63  Add lines 57 through 62. Thisisyourtotaltax . . . . . . . . . . . .b» | 63
Payments 64  Federal income tax withheld from Forms W-2 and 1099 . . 64
65 2006 estimated tax payments and amount applied from 2005 return 65
If you have a _66a Earned income credit (EIC) . . .. . . . . |.6a
gﬁﬁgfy;rt]%ch b Nontaxable combat pay election P> | 66b | |
Schedule EIC. | 67  Excess social security and tier 1 RRTA tax withheld (see page 60) 67
68  Additional child tax credit. Attach Form 8812 . . . . 68
69 Amount paid with request for extension to file (see page 60) 69
70 Payments from: a [ Form 2439 b [ Form 4136 ¢ [ Form 8885 . 70
71 Credit for federal telephone excise tax paid. Attach Form 8913 if required 71
72  Add lines 64, 65, 66a, and 67 through 71. These are your total payments . . . . » 72
Refund 73  If line 72 is more than line 63, subtract line 63 from line 72. This is the amount you overpaid 73
Direct deposit? 74a Amount of line 73 you want refunded to you. If Form 8888 is attached, check here » | 74a
asﬁg Eﬁ?ﬁ?}b » b Routingnumber | | | | | | [ [ [ | »cTye[J Checking [J Savings
Zi,ana 746, ® A Accountnumber [ | | | | [ | | [ [ [ [ [ [ [ [ ||
or Form 8888. 75  Amount of line 73 you want applied to your 2007 estimatedtax » | 75 | |
Amount 76  Amount you owe. Subtract line 72 from line 63. For details on how to pay, see page 62 » 76
You Owe 77 Estimated tax penalty (seepage62) . . . . . . . . | 17|
Third Party Do you want to allow another person to discuss this return with the IRS (see page 63)? [] Yes. Complete the following. [T No
Designee o] o > () e T S I B B
Slgn ll.)ng?ieefr t;fenaltiest of perjury,tl deglare th?ttl hgvelexatmine(? this return and accompanyinglschedules andl statemonts, andlto the best of my knowledge and
, they are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
\IJ-olmet'rSturn? Your signature Date Your occupation Daytime phone number
See page 17. ( )
E)erefoSrcopy Spouse’s signature. If a joint return, both must sign. Date Spouse’s occupation
records.
Paid Preparer’s } Date Check if Preparer’s SSN or PTIN
Preparer’s signature self-employed [ .
Firm’s name (or EIN H
Use only gggt;zslfss erﬁ_deglgocyoegg'b Phone no. ( )

Form 1040 (2006)





OMB No. 1545-0074
SCHEDULE D Capital Gains and Losses
(Form 1040) _ 2006
» Attach to Form 1040 or Form 1040NR. P See Instructions for Schedule D (Form 1040).
Department of the Treasury Attachment
Internal Revenue Service  (99) » Use Schedule D-1 to list additional transactions for lines 1 and 8. Sequence No. 12
Name(s) shown on return Your social security number

IZXI] Short-Term Capital Gains and Losses—Assets Held One Year or Less

(a) Description of property (b) Date (c) Date sold (d) Sales price (e) Cost or oth(-:\r basis (f) Gain or (loss)
(Example: 100 sh. XYZ Co) MaS%med | (Mo, day, yr) | (oo Rage Db o | (ee bage Bone) | Subtract (@) from (d)
1 | | |
2 Enter your short-term totals, if any, from Schedule D-1, : :
line2. . . . . 2 : :
3 Total short-term sales price amounts. Add I|nes 1 and 2 in i
column(d) . . . . . 3 :
4  Short-term gain from Form 6252 and short term galn or (Ioss) from Forms 4684, 6781, and 8824 4 ;
5 Net short-term gain or (loss) from partnerships, S corporations, estates, and trusts from
Schedule(s) K-1 . . . . 5 :
6 Short-term capital loss carryover. Enter the amount, |f any, from I|ne 10 of your Capltal Loss i
Carryover Worksheet on page D-7 of the instructions . . . . . . . . . . . . . . 6 |( i )
7 Net short-term capital gain or (loss). Combine lines 1 through 6 in column (f). . . . . . 7 5
XYl Long-Term Capital Gains and Losses—Assets Held More Than One Year
(a) Description of property (b) Date (c) Date sold (d) Sales price () Cost or othor basis (f) Gain or (loss)
(Example: 100 sh. XYZ Co.) (Mgoqégl;/e,dyr.) (Mo., day, yr.) (tsheee igggﬁc%oiso)f (tsr?: iﬁggﬁc?iozg)f Subtract (e) from (d)
8 é | |
9 Enter your long-term totals, if any, from Schedule D-1,
ine9. . . . . . . . . . . . . .. .. ..L9 : :
10 Total long-term sales price amounts. Add lines 8 and 9 in :
column(d) . . . . . 10 :
11 Gain from Form 4797, Part l; Iong -term gain from Forms 2439 and 6252; and long-term gain or :
(loss) from Forms 4684, 6781, and 8824 . . . . . . 11 :
12 Net long-term gain or (loss) from partnerships, S corporatlons estates, and trusts from i
Schedule(s) K-1 . . . . . .o 2 i
13 Capital gain distributions. See page D-2 of the instructions . . . 13
14 Long-term capital loss carryover. Enter the amount, if any, from line 15 of your Capltal Loss
Carryover Worksheet on page D-7 of the instructions . . . 14 | ( : )
15 Net long-term capital gain or (Ioss) Combine lines 8 through 14 in column (f) Then go to :
Part Il on the back . . . . . . |15 E

For Paperwork Reduction Act Notice, see Form 1040 or Form 1040NR mstructlons Cat. No. 11338H Schedule D (Form 1040) 2006





Schedule D (Form 1040) 2006

Page 2

Part Il Summary

16

17

18

19

20

21

22

Combine lines 7 and 15 and enter the result. If line 16 is a loss, skip lines 17 through 20, and
go to line 21. If a gain, enter the gain on Form 1040, line 13, or Form 1040NR, line 14. Then go
to line 17 below .. .

Are lines 15 and 16 both gains?
] Yes. Go to line 18.
] No. Skip lines 18 through 21, and go to line 22.

Enter the amount, if any, from line 7 of the 28% Rate Gain Worksheet on page D-8 of the
instructions. . . . . . . . . . . . . . . ... ...

Enter the amount, if any, from line 18 of the Unrecaptured Section 1250 Gain Worksheet on
page D-9 of the instructions . . . . . . . . . . . . . . . . . . . . . .p

Are lines 18 and 19 both zero or blank?

[] Yes. Complete Form 1040 through line 43, or Form 1040NR through line 40. Then complete
the Qualified Dividends and Capital Gain Tax Worksheet on page 38 of the Instructions for
Form 1040 (or in the Instructions for Form 1040NR). Do not complete lines 21 and 22 below.

] No. Complete Form 1040 through line 43, or Form 1040NR through line 40. Then complete the
Schedule D Tax Worksheet on page D-10 of the instructions. Do not complete lines 21 and
22 below.

If line 16 is a loss, enter here and on Form 1040, line 13, or Form 1040NR, line 14, the smaller
of:

® The loss on line 16 or .
e ($3,000), or if married filing separately, ($1,500)

Note. When figuring which amount is smaller, treat both amounts as positive numbers.

Do you have qualified dividends on Form 1040, line 9b, or Form 1040NR, line 10b?

[] Yes. Complete Form 1040 through line 43, or Form 1040NR through line 40. Then complete
the Qualified Dividends and Capital Gain Tax Worksheet on page 38 of the Instructions for
Form 1040 (or in the Instructions for Form 1040NR).

(] No. Complete the rest of Form 1040 or Form 1040NR.

16

18

19

21 |( )

Schedule D (Form 1040) 2006





Unrecaptured Section 1250 Gain Worksheet—Line 19 Keep for Your Records il

If vou are not reporting a gain on Form 4797, line 7, skip lines 1 through 9 and go to line 10.

1. If you hawve a section 1250 property in Part III of Form 4797 for which you made an entry in Part I of Form 4797
(but not on Form 6252), enter the smaller of line 22 or line 24 of Form 4797 for that property. If you did not

have any such property. go to line 4. If vou had more than one such property, see instructions . .. . . ... ... ... 1.
2. Enter the amount from Form 4797, line 26g, for the property for which vou made anentryonline 1 ... ... ... 2.
3. Subtractline 2 fromline 1 _ .. .. .. s
4. Enter the total unrecaptured section 1"50 gam mcluded on lme 26 or lme 3? of Form{s) 6”52 from msmllmem
sales of trade or business property held more than 1 vear (see instructions) .. ... ... ... ... ............ 4,
5. Enter the total of any amounts reported to you on a Schedule K-1 from a partnership or an S corporation as
Smrecaplmred section 1230 pains . 0 s e e e =t
6. Add lines 3 through 5. L
?.Ente:tthesmalleroflmeﬁorrhﬁEamﬁrom}"onnti?g'? lme? e el ]
8. Enter the amount, if any, from Form 4797 line 8 . . . . . _ ... ... ... __ .. ... ....._.. 8.
9, Subtract line 8 from line 7. If zero or less, enfer -0- . 90,
10. Enter the amount of any gain from the sale or excha.uge of an mterest ina parme:rshlp atmburable to umecapmd
section 1250 gain (see msrruchons} : L .. 10.

11. Enter the total of any amounts Iepoﬂed to you on a Schedule K l Form 1099 DI\;T or Form "439 as
“unrecaptured section 12350 gain™ from an estate, trust, real estate mvestment trust, or mutual fund (or other
regulated investment company) . - - 1
12. Enter the total of any m.lrecaptured sectmﬂ 1"30 gam ﬁom sales (mr.:ludmg ms’tal!ment -‘.ales) or other
dispositions of section 1250 property held more than 1 year for which you did not make an entry in Part I of

ann4?9?fortheyearofsale(seeiﬂsh‘uctious) e e )
13. Add lines 9 through 12 . e R
14. If you had any section 12 0" gam or collecnbles gain or {loss) eﬂter rhe imal of lmes 1
through 4 of the 28% Rate Gain Worksheet on page D-7. Otherwise, enter -0- . 14
15. Enter the (loss), if any, from Schedule D, line 7. If Schedule D, line 7, is zero or a gzin,
ember 0= = e e e s 52 )
16. Enter your long-term capital loss carrvovers from Schedule D, line 14, and Schedule K-1
(Fomm: 10 )cbox Il ppdeds =0 o 16. | )
17. Combine lines 14 through 16. If the result is a (loss), enter it as a positive amount. If the result 1s zero or a gam,
ember (- e il e e 17.

18. Unrecaptured section 1250 gain. Subtract line 17 from line 13. If zero or less, enter -0-. If more than zero, enter
the result here and on Schedule D line 10 . . . e 1R






SCHEDULE E
(Form 1040)

Department of the Treasury
Internal Revenue Service (99

Supplemental Income and Loss
(From rental real estate, royalties, partnerships,
S corporations, estates, trusts, REMICs, etc.)

» Attach to Form 1040, 1040NR, or Form 1041. » See Instructions for Schedule E (Form 1040).

OMB No. 1545-0074

2006

Attachment
Sequence No. 13

Name(s) shown on return

Your social security number

Schedule C or C-EZ (see page E-3). Report farm rental income or loss from Form 4835 on page 2, line 40.

Income or Loss From Rental Real Estate and Royalties Note. If you are in the business of renting personal property, use

1 | List the type and location of each rental real estate property: 2 For each rental real estate property Yes| No
A listed on line 1, did you or your family
''''''''''''''''''''''''''''''''''''''''''''''''''''''' use it during the tax year for personal A
purposes for more than the greater of:
= S ® 14 days or
® 10% of the total days rented at B
cl fair rental value?
(See page E-3.) C
] Properties Totals
Income: B C (Add columns A, B, and C.)
3 Rents received . 3 3
4 Royalties received 4 4
Expenses:
5 Advertising . 5
6 Auto and travel (see page E 4) 6
7 Cleaning and maintenance . 7
8 Commissions 8
9 Insurance . 9
10 Legal and other professwnal fees 10
11 Management fees . 1
12 Mortgage interest paid to banks,
etc. (see page E-4) 12 12
13 Other interest 13
14 Repairs 14
15 Supplies . 15
16 Taxes . 16
17 Utilities S 17
18 Other (list) » ...
e | 18
19 Add lines 5 through 18 . 19 19
20 Depreciation expense or depletion
(see page E-4) . 20 20
21 Total expenses. Add lines 19 and 20 | 21
22 Income or (loss) from rental real
estate or royalty properties.
Subtract line 21 from line 3 (rents)
or line 4 (royalties). If the result is
a (loss), see page E-5 to find out
if you must file Form 6198 . 22
23 Deductible rental real estate loss.
Caution. Your rental real estate
loss on line 22 may be limited. See
page E-5 to find out if you must
file Form 8582. Real estate
professionals must complete line
43 on page 2 . 23 I( )
24 Income. Add positive amounts shown on line 22. Do not include any losses . . . 24
25 Losses. Add royalty losses from line 22 and rental real estate losses from line 23. Enter total Iosses here 25 | )
26 Total rental real estate and royalty income or (loss). Combine lines 24 and 25. Enter the result here.
If Parts II, lll, IV, and line 40 on page 2 do not apply to you, also enter this amount on Form 1040,
line 17, or Form 1040NR, line 18. Otherwise, include this amount in the total on line 41 on page 2 26

For Paperwork Reduction Act Notice, see page E-7 of the instructions.

Cat. No. 11344L

Schedule E (Form 1040) 2006





Schedule E (Form 1040) 2006 Attachment Sequence No. 13 Page 2

Name(s) shown on return. Do not enter name and social security number if shown on other side. Your social security number
i i
i i

Caution. The IRS compares amounts reported on your tax return with amounts shown on Schedule(s) K-1.

m Income or Loss From Partnerships and S Corporations Note. If you report a loss from an at-risk activity for
which any amount is not at risk, you must check the box in column (e) on line 28 and attach Form 6198. See page E-1.

27 Are you reporting any loss not allowed in a prior year due to the at-risk or basis limitations, a prior year unallowed
loss from a passive activity (if that loss was not reported on Form 8582), or unreimbursed partnership expenses? [ ] Yes [ No

If you answered “Yes,” see page E-6 before completing this section.

(b) Enter P for (c) Check if (d) Employer (e) Check if
28 (a) Name partnership; S foreign identification any amount is
for S corporation| partnership number not at risk
A L] L]
B O L]
c [ L]
D L] L]
Passive Income and Loss Nonpassive Income and Loss
(f) Passive loss allowed (g) Passive income (h) Nonpassive loss (i) Section 179 expense (i) Nonpassive income
(attach Form 8582 if required) from Schedule K-1 from Schedule K-1 deduction from Form 4562 from Schedule K-1
A
B
C
D
29a Totals
b Totals | | |
30 Add columns (g)and ()ofline29a . . . . . . . . . . . . . . . . . . .. . |30
31 Add columns (f), (h), and (i) of line29b . . . . . 31 |( )
32 Total partnership and S corporation income or (Ioss) Comblne I|nes 30 and 31 Enter the
result here and include in the total on line 41 below. . . . . . . . . . . . . . . |32

Part Il Income or Loss From Estates and Trusts

(b) Employer

33 (a) Name identification number
A
B
Passive Income and Loss Nonpassive Income and Loss
(c) Passive deduction or loss allowed (d) Passive income (e) Deduction or loss (f) Other income from
(attach Form 8582 if required) from Schedule K-1 from Schedule K-1 Schedule K-1
A
B
34a Totals
b Totals | |

35 Addcolumns (d)and (f) ofline34a . . . . . . . . . . . . . . . . . . . .. |35
36 Add columns (c) and (e) of line 34b . . . . 36 |( )
37 Total estate and trust income or (loss). Comblne Ilnes 35 and 36 Enter the result here and

include in the total on line 41 below . . . 37

g\ Income or Loss From Real Estate Mortgage Investment Condmts (REMICs)—ReS|duaI Holder

(c) Excess inclusion from
Schedules Q, line 2c
(see page E-7)

(b) Employer
identification number

(d) Taxable income (net loss) (e) Income from
from Schedules Q, line 1b Schedules Q, line 3b

39 Combine columns (d) and (e) only. Enter the result here and include in the total on line 41 below | 39

Summary

40 Net farm rental income or (loss) from Form 4835. Also, complete line 42 below . . . 40
41  Total income or (loss). Combine lines 26, 32, 37, 39, and 40. Enter the result here and on Form 1040, line 17, or Form 1040NR, ||ne 18 > 4

38 (a) Name

42 Reconciliation of farming and fishing income. Enter your gross farming
and fishing income reported on Form 4835, line 7; Schedule K-1 (Form
1065), box 14, code B; Schedule K-1 (Form 1120S), box 17, code T; and
Schedule K-1 (Form 1041), line 14, code F (see page E-7) . . . . 42 |

43 Reconciliation for real estate professionals. If you were a real estate
professional (see page E-1), enter the net income or (loss) you reported
anywhere on Form 1040 or Form 1040NR from all rental real estate activities
in which you materially participated under the passive activity loss rules . 43

Schedule E (Form 1040) 2006





SCHEDULE SE

(Form 1040)

Self-Employment Tax

Department of the Treasury

Internal Revenue Service (99)

» Attach to Form 1040. » See Instructions for Schedule SE (Form 1040).

OMB No. 1545-0074

2006

Attachment
Sequence No. 1

Name of person with self-employment income (as shown on Form 1040)

Social security number of person
with self-employment income » i :

Who Must File Schedule SE
You must file Schedule SE if:

® You had net earnings from self-employment from other than church employee income (line 4 of Short Schedule SE or line 4c of

Long Schedule SE) of $400 or more, or
® You had church employee income of $108.28 or more. Income from services you performed as a minister or a member of a

religious order is not church employee income (see page SE-1).
Note. Even if you had a loss or a small amount of income from self-employment, it may be to your benefit to file Schedule SE and
use either “optional method” in Part Il of Long Schedule SE (see page SE-3).
Exception. If your only self-employment income was from earnings as a minister, member of a religious order, or Christian Science
practitioner and you filed Form 4361 and received IRS approval not to be taxed on those earnings, do not file Schedule SE. Instead,
write “Exempt-Form 4361” on Form 1040, line 58.

May | Use Short Schedule SE or Must | Use Long Schedule SE?

Note. Use this flowchart only if you must file Schedule SE. If unsure, see Who Must File Schedule SE, above.

Did you receive wages or tips in 2006?

— —

No Yes
\ 4 ; \ 4
Are you a minister, member of a religious order, or Christian Was the total of your wages and tips subject to social securit
Science practitioner who received IRS approval notto be taxed |Yes iroad reti Y 9 0 P jec f Y | Yes
on earnings from these sources, but you owe self-employment w or railroad retirement tax plus your net earnings from
. ’ self-employment more than $94,200?
tax on other earnings?
No
\ 4
Are you using one of the optional methods to figure your net |Yes | No
earnings (see page SE-3)? A
No Did you receive tips subject to social security or Medicare tax Yes |
No - that you did not report to your employer? >~
y
Did you receive church employee income reported on Form |Yes |
W-2 of $108.28 or more?
No
\ 4 \ 4
You may use Short Schedule SE below —p You must use Long Schedule SE on page 2

Section A—Short Schedule SE. Caution. Read above to see if you can use Short Schedule SE.

1 Net farm profit or (loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form
1065), box 14, code A . . . . . . . . . L Lo
2 Net profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schedule K-1 (Form 1065),
box 14, code A (other than farming); and Schedule K-1 (Form 1065-B), box 9, code J1. Ministers
and members of religious orders, see page SE-1 for amounts to report on this line. See page
SE-3 for other income to report .
3 Combinelines1and2 . . . . . . . . . . . . . . . . ... ..o
4 Net earnings from self-employment. Multiply line 3 by 92.35% (.9235). If less than $400,
do not file this schedule; you do not owe self-employmenttax . . . . . . . . . .P»
5 Self-employment tax. If the amount on line 4 is:
® $94,200 or less, multiply line 4 by 15.3% (.153). Enter the result here and on
Form 1040, line 58.
e More than $94,200, multiply line 4 by 2.9% (.029). Then, add $11,680.80 to the
result. Enter the total here and on Form 1040, line 58.
6 Deduction for one-half of self-employment tax. Multiply line 5 by

50% (.5). Enter the result here and on Form 1040, line 27 . 6 |

N

For Paperwork Reduction Act Notice, see Form 1040 instructions.

Cat. No. 113582
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Schedule SE (Form 1040) 2006 Attachment Sequence No. 17 Page 2

Name of person with self-employment income (as shown on Form 1040) Social security number of person
with self-employment income P ! !

Section B—Long Schedule SE

21l Self-Employment Tax

Note. If your only income subject to self-employment tax is church employee income, skip lines 1 through 4b. Enter -0- on line
4¢ and go to line 5a. Income from services you performed as a minister or a member of a religious order is not church employee
income. See page SE-1.

A If you are a minister, member of a religious order, or Christian Science practitioner and you filed Form 4361, but you
had $400 or more of other net earnings from self-employment, check here and continue with Part|. . . . . .»

1 Net farm profit or (loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form
1065), box 14, code A. Note. Skip this line if you use the farm optional method (see page SE-4) 1

2 Net profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schedule K-1 (Form 1065), box
14, code A (other than farming); and Schedule K-1 (Form 1065-B), box 9, code J1. Ministers and
members of religious orders, see page SE-1 for amounts to report on this line. See page SE-3 for
other income to report. Note. Skip this line if you use the nonfarm optional method (see page SE-4) 2

3 Combinelinesiand2 . . . . 3
4a If line 3 is more than zero, multiply I|ne 3 by 92 35% (.9235). Otherwise, enter amount from line 3 4a
b If you elect one or both of the optional methods, enter the total of lines 15 and 17 here . . . | 4b
¢ Combine lines 4a and 4b. If less than $400, stop; you do not owe self-employment tax. Exception.
If less than $400 and you had church employee income, enter -0- and continue. . . . . . P 4c
5a Enter your church employee income from Form W-2. See page SE-1
for definition of church employee income . . . . . . . . | Sa |
b Multiply line 5a by 92.35% (.9235). If less than $100, enter -0- . . . . . . . . . . . Sb
6 Net earnings from self-employment. Add lines 4cand 5b . . . . Lo 6
7 Maximum amount of combined wages and self-employment earnings subject to somal security
tax or the 6.2% portion of the 7.65% railroad retirement (tier 1) tax for 2006 . . . . . . . 7 94,200 | 00

8a Total social security wages and tips (total of boxes 3 and 7 on Form(s)
W-2) and railroad retirement (tier 1) compensation. If $94,200 or more,

skip lines 8b through 10, and go to line 11 . . . . 8a

b Unreported tips subject to social security tax (from Form 4137 I|ne 9) 8b
c Addlines8aand8b. . . . . .. | 8¢
9 Subtract line 8c from line 7. If zero or Iess enter 0 here and on I|ne 10 and go to Ilne 11 . > 9
10 Multiply the smaller of line 6 or line 9 by 12.4% (124) . . . . . . . . . . . . . . 10
11 Multiply line 6 by 2.9% (.029) . . . A A
12 Self-employment tax. Add lines 10 and 11. Enter here and on Form 1040 line 58 oL 12

13 Deduction for one-half of self-employment tax. Multiply line 12 by
50% (.5). Enter the result here and on Form 1040, line 27 . . | 13 |

m] Optional Methods To Figure Net Earnings (see page SE-3)

Farm Optional Method. You may use this method only if (a) your gross farm income' was not more
than $2,400, or (b) your net farm profits? were less than $1,733.

14 Maximum income for optional methods . . . . 14 1,600 | OO
15 Enter the smaller of: two-thirds (%) of gross farm |ncome1 (not Iess than zero) or $1 600 Also
include this amount on line 4b above . . . . . . . . . . . . . . . . . . . . |15

Nonfarm Optional Method. You may use this method only if (a) your net nonfarm profits® were less
than $1,733 and also less than 72.189% of your gross nonfarm income,*and (b) you had net earnings
from self-employment of at least $400 in 2 of the prior 3 years.

Caution. You may use this method no more than five times.

16 Subtract line 15 from line 14 . . . . 16
17  Enter the smaller of: two-thirds (%) of gross nonfarm |ncome4 (not Iess than zero) or the amount
on line 16. Also include this amount on line 4b above . . . . 17
TFrom Sch. F, line 11, and Sch. K-1 (Form 1065), 3From Sch. C, line 31; Sch. C-EZ, line 3; Sch. K-1 (Form 1065), box 14, code A; and
box 14, code B. Sch. K-1 (Form 1065- B), box 9, code J1.
2From Sch. F, line 36, and Sch. K-1 (Form 1065), 4From Sch. C, line 7; Sch. C-EZ, line 1; Sch. K-1 (Form 1065), box 14, code C; and Sch.
box 14, code A. K-1 (Form 1065-B), box 9, code J2.

Schedule SE (Form 1040) 2006
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Department of the Treasury
Internal Revenue Service (99)

3800 General Business Credit

» See separate instructions.
» Attach to your tax return.

OMB No. 1545-0895

2006

Attachment
Sequence No. 22

Name(s) shown on return

Identifying number

m Current Year Credit

Important: You may not be required to complete and file a separate credit form (shown in parentheses below) to claim the
credit. For details, see What’s New in the instructions.

1

a
b
c
d
e

_ R e - T Q -

5 3

O N X g <c~+~0 ~Q07TO

N Q

W

7

8

Investment credit (attach Form 3468) .

Work opportunity credit (Form 5884)

Welfare-to-work credit (Form 8861) .

Credit for increasing research activities (Form 6765) .

Low-income housing credit (Form 8586) (enter EIN if claiming thls credlt from a pass through
entity: ____. S )

Enhanced oil recovery credit only from partnershlps and S corporatlons (see mstructlons)
Disabled access credit (Form 8826) (do not enter more than $5,000)

Renewable electricity production credit (Form 8835, Section A only)

Indian employment credit (Form 8845) ..

Credit for employer social security and Medicare taxes paid on certaln employee t|ps (Form 8846)

Orphan drug credit (Form 8820) e e e e
New markets credit (Form 8874) (enter EIN if claiming this credit from a pass-through entity:

Credit for small employer pension plan startup costs (Form 8881) (do not enter more than $500)
Credit for employer-provided child care facilities and services (Form 8882) (enter EIN if claiming
this credit from a pass-through entity: ____. e mmemmeea )

Qualified railroad track maintenance credit (Form 8900) .

Biodiesel and renewable diesel fuels credit (attach Form 8864)

Low sulfur diesel fuel production credit (Form 8896) .

Distilled spirits credit (Form 8906) .

Nonconventional source fuel credit (Form 8907)

Energy efficient home credit (Form 8908) .

Energy efficient appliance credit (Form 8909)

Alternative motor vehicle credit (Form 8910) . .

Alternative fuel vehicle refueling property credit (Form 891 1) ..

Credit for contributions to selected community development corporations (Form 8847)

Mine rescue team training credit (Form 8923) ..

General credits from an electing large partnership (Schedule K 1 (Form 1065 B))

Credits for employers affected by Hurricane Katrina, Rita, or Wilma (Form 5884-A)

Add lines 1a through 1aa .

Passive activity credits included on line 2 (see instructions)

Subtract line 3 from line 2

Passive activity credits allowed for 2006 (see instructions) .

Carryforward of general business credit to 2006. See instructions for the schedule to attach

Carryback of general business credit from 2007 (see instructions)

Current year credit. Add lines 4 through 7 .

1a

1b

1c

1d

1e

1f

19

1h

1i

1j

1k

1l

im

1in

10

1p

1q

ir

1s

1t

1u

1v

1w

1x

1y

1z

1aa

For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 12392F
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IZX Allowable Credit

9

10

11

12a

13

14
15

16

17

18

19

Regular tax before credits:

@ |ndividuals. Enter the amount from Form 1040, line 44 or Form 1040NR, line 41 .
® Corporations. Enter the amount from Form 1120, Schedule J, line 2; Form 1120-A,
Part |, line 1; or the applicable line of your return .
® Estates and trusts. Enter the sum of the amounts from Form 1041 Schedule G

lines 1a and 1b, or the amount from the applicable line of your return

Alternative minimum tax:

® |ndividuals. Enter the amount from Form 6251, line 35

® Corporations. Enter the amount from Form 4626, line 14 .

® Estates and trusts. Enter the amount from Form 1041, Schedule I, line 56 .

Add lines 9 and 10

Foreign tax credit . . . . . . . . . . . . . . . . 12a

10

11

Credits from Form 1040, lines 48 through 54 (or Form 1040NR, lines
45through 49) . . . . . . . . . . . . . . . . . . |12b

Qualified electric vehicle credit (Form 8834, line20) . . . . . . [12c

Non-business alternative motor vehicle credit (Form 8910,
line18) . . . . . R -

Non-business alternatlve fueI vehlcle refuellng property credlt
(Form 8911, line19) . . . . . . . . . . . . . . . . 12

Add lines 12a through 12e

Net income tax. Subtract line 12f from line 11. If zero, skip lines 14 through 17 and enter -0- on
line 18

12f

13

Net regular tax. Subtract line 12f from line 9. If zero or less, enter -0- 14
Enter 25% (.25) of the excess, if any, of line 14 over $25,000 (see

instructions) . . . . . . . . . . . . . . . . . . .15
Tentative minimum tax:

® |ndividuals. Enter the amount from Form 6251, line 33
® Corporations. Enter the amount from Form 4626, line 12 . . 16

e Estates and trusts. Enter the amount from Form 1041,
Schedule |, line 54

Enter the greater of line 15 or line 16 .
Subtract line 17 from line 13. If zero or less, enter -0-

Credit allowed for the current year. Enter the smaller of line 8 or line 18. Individuals, estates,
and trusts: See the instructions for line 19 if claiming the research credit. C corporations: See
the line 19 instructions if there has been an ownership change, acquisition, or reorganization.

Report the amount from line 19 (if smaller than line 8, see instructions) as indicated below or on
the applicable line of your return:
® Individuals. Form 1040, line 55 or Form 1040NR, line 50

® Corporations. Form 1120, Schedule J, line 5¢; or Form 1120-A, Part I I|ne 2
® Estates and trusts. Form 1041, Schedule G, line 2c s

17

18

19

Form 3800 (2006)
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Department of the Treasury
Internal Revenue Service (99)

Sales of Business Property

(Also Involuntary Conversions and Recapture Amounts

Under Sections 179 and 280F(b)(2))

»Attach to your tax return. »See separate instructions.

OMB No. 1545-0184

2006

Attachment
Sequence No. 27

Name(s) shown on return

Identifying number

1 Enter the gross proceeds from sales or exchanges reported to you for 2006 on Form(s) 1099-B or 1099-S (or substitute

statement) that you are including on line 2, 10, or 20 (see instructions).

1

Sales or Exchanges of Property Used in a Trade or Business and Involuntary Conversnons From Other
Than Casualty or Theft—Most Property Held More Than 1 Year (see instructions)

(e) Depreciation

(f) Cost or other

(9) Gain or (loss)

(a) Description (b) Date acquired (c) Date sold (d) Gross allowed or basis, plus
of property (mo., day, yr.) (mo., day, yr.) sales price allowable since | improvements and Subtracft (3 frozn the
acquisition expense of sale sum of (d) and (e)
2
3 Gain, if any, from Form 4684, line 42 3
4  Section 1231 gain from installment sales from Form 6252 I|ne 26 or 37 4
5 Section 1231 gain or (loss) from like-kind exchanges from Form 8824 . 5
6 Gain, if any, from line 32, from other than casualty or theft . 6
7 Combine lines 2 through 6. Enter the gain or (loss) here and on the approprlate I|ne as foIIows 7
Partnerships (except electing large partnerships) and S corporations. Report the gain or (loss) following the
instructions for Form 1065, Schedule K, line 10, or Form 1120S, Schedule K, line 9. Skip lines 8, 9, 11, and 12 below.
Individuals, partners, S corporation shareholders, and all others. If line 7 is zero or a loss, enter the amount
from line 7 on line 11 below and skip lines 8 and 9. If line 7 is a gain and you did not have any prior year section
1231 losses, or they were recaptured in an earlier year, enter the gain from line 7 as a long-term capital gain
on the Schedule D filed with your return and skip lines 8, 9, 11, and 12 below.
8 Nonrecaptured net section 1231 losses from prior years (see instructions) 8
9 Subtract line 8 from line 7. If zero or less, enter -0-. If line 9 is zero, enter the gain from Ilne 7 on Ilne 12 below
If line 9 is more than zero, enter the amount from line 8 on line 12 below and enter the gain from line 9 as a
long-term capital gain on the Schedule D filed with your return (see instructions). .. 9
Ordinary Gains and Losses (see instructions)
10 Ordinary gains and losses not included on lines 11 through 16 (include property held 1 year or less):
11 Loss, if any, from line 7. Lo 11 )
12 Gain, if any, from line 7 or amount from Ilne 8, |f apphcable 12
13  Gain, if any, from line 31 . 13
14  Net gain or (loss) from Form 4684, Ilnes 34 and 41a . L. 14
15 Ordinary gain from installment sales from Form 6252, line 25 or 36 15
16  Ordinary gain or (loss) from like-kind exchanges from Form 8824 16
17  Combine lines 10 through 16 . 17
18 For all except individual returns, enter the amount from Ilne 17 on the approprlate Ilne of your return and sklp
lines a and b below. For individual returns, complete lines a and b below:
a If the loss on line 11 includes a loss from Form 4684, line 38, column (b)(ii), enter that part of the loss here. Enter
the part of the loss from income-producing property on Schedule A (Form 1040), line 27, and the part of the
loss from property used as an employee on Schedule A (Form 1040), line 22. Identify as from “Form 4797, line
18a.” See instructions s s 18a
b Redetermine the gain or (Ioss) on line 17 excluding the loss, if any, on line 18a. Enter here and on Form 1040,
line 14 . . 18b

For Paperwork Reduction Act Notlce, see separate instructions.

Cat. No. 13086l

Form 4797 (2006)
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[ZXII Gain From Disposition of Property Under Sections 1245, 1250, 1252, 1254, and 1255

(see instructions)

19 (a) Description of section 1245, 1250, 1252, 1254, or 1255 property:

(b) Date acquired

(c) Date sold

(mo., day, yr.) (mo., day, yr.)
A
B
C
D
These columns relate to the properties on lines 19A through 19D. » Property A Property B Property C Property D
20 Gross sales price (Note: See line 1 before completing.) . . 20
21  Cost or other basis plus expense of sale . . . . . .| 21
22 Depreciation (or depletion) allowed or allowable . . . .| 22
23  Adjusted basis. Subtract line 22 from line21 . . . . .[ 23
24 Total gain. Subtract line 23 fromline20. . . . . . .| 24
25 If section 1245 property:
a Depreciation allowed or allowable from line22. . . . . |25a
b Enter the smaller of line24o0r25a . . . . . . . .|25b
26  If section 1250 property: If straight line depreciation was used, enter
-0- on line 269, except for a corporation subject to section 291.
a Additional depreciation after 1975 (see instructions) . . . 26a
b Applicable percentage multiplied by the smaller of line 24 or
line 26a (see instructions) . . . . . . . . . . .|26b
¢ Subtract line 26a from line 24. If residential rental property or
line 24 is not more than line 26a, skip lines 26d and 26e 26¢
d Additional depreciation after 1969 and before 1976 . . . |26d
e Enter the smaller of line 26cor26d . . . . . . . . |Z26e
f Section 291 amount (corporations only) . . . . . . .| 26f
g Add lines 26b, 26e, and26f . . . . . . . . . .|26g
27 If section 1252 property: Skip this section if you did not
dispose of farmland or if this form is being completed for a
partnership (other than an electing large partnership).
a Soil, water, and land clearing expenses . . . 27a
b Line 27a multiplied by applicable percentage (see |nstruct|ons) 27b
¢ Enter the smaller of line24o0r27b . . . . . . . 27c
28 If section 1254 property:
a Intangible drilling and development costs, expenditures for
development of mines and other natural deposits, and
mining exploration costs (see instructions) . . . . . 28a
b Enter the smaller of ine24o0r28a . . . . . . . 28b
29 If section 1255 property:
a Applicable percentage of payments excluded from income
under section 126 (see instructions) . . . . 29a
b Enter the smaller of line 24 or 29a (see |nstruct|ons) .. 29b
Summary of Part Il Gains. Complete property columns A through D through line 29b before going to line 30.
30 Total gains for all properties. Add property columns A through D, line 24 . 30
31 Add property columns A through D, lines 25b, 26g, 27c, 28b, and 29b. Enter here and on line 13 31
32  Subtract line 31 from line 30. Enter the portion from casualty or theft on Form 4684, line 36. Enter the portion from
other than casualty or theft on Form 4797, line 6 . 32

CIad\'A Recapture Amounts Under Sections 179 and 280F(b)(2) When Busmess Use Drops to 50% or Less

(see instructions)

33  Section 179 expense deduction or depreciation allowable in prior years
34 Recomputed depreciation (see instructions).

35 Recapture amount. Subtract line 34 from line 33. See the |nstruct|ons for where to report

(a) Section
179

(b) Section
280F(b)(2)

33

34

35

Form 4797 (2006)
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Department of the Treasury
Internal Revenue Service  (99)

Investment Interest Expense Deduction

» Attach to your tax return.

OMB No. 1545-0191

2006

Attachment
Sequence No. 51

Name(s) shown on return Identifying number
m Total Investment Interest Expense
1 Investment interest expense paid or accrued in 2006 (see instructions) 1
2 Disallowed investment interest expense from 2005 Form 4952, line 7 2
3 Total investment interest expense. Add lines 1 and 2 3
Net Investment Income
4a Gross income from property held for investment (excluding any net
gain from the disposition of property held for investment) . . . . 4a
b Qualified dividends included on line4a . . . . . . . . . . [4b
¢ Subtract line 4b from line 4a . e 4c
d Net gain from the disposition of property heId for |nvestment .. | 4d
e Enter the smaller of line 4d or your net capital gain from the disposition
of property held for investment (see instructions) . . . . . . . 4e
f Subtract line 4e from line 4d . . e e e a4t
g Enter the amount from lines 4b and 4e that you elect to mclude in |nvestment income (see
instructions) ) 49
h Investment income. Add lines 4c 4f and 4g 4h
5 Investment expenses (see instructions) . . 5
6 Net investment income. Subtract line 5 from Ilne 4h If Zero or Iess enter O— 6
Investment Interest Expense Deduction
7 Disallowed investment interest expense to be carried forward to 2007. Subtract line 6 from
line 3. If zero or less, enter -0- . . 7
8 Investment interest expense deductlon Enter the smaller of Ilne 3 or 6 See |nstruct|ons . 8

Section references are to the Internal
Revenue Code unless otherwise noted.

General Instructions

Purpose of Form

Use Form 4952 to figure the amount of
investment interest expense you can deduct
for 2006 and the amount you can carry
forward to future years. Your investment
interest expense deduction is limited to your
net investment income.

For more information, see Pub. 550,
Investment Income and Expenses.

Who Must File

If you are an individual, estate, or a trust, you
must file Form 4952 to claim a deduction for
your investment interest expense.

Exception. You do not have to file Form 4952
if all of the following apply.

® Your investment income from interest and
ordinary dividends minus any qualified
dividends is more than your investment
interest expense.

® You do not have any other deductible
investment expenses.

® You do not have any carryover of disallowed
investment interest expense from 2005.

Allocation of Interest
Expense

If you paid or accrued interest on a loan and
used the loan proceeds for more than one
purpose, you may have to allocate the
interest. This is necessary because different

rules apply to investment interest, personal
interest, trade or business interest, home
mortgage interest, and passive activity
interest. See Pub. 535, Business Expenses.

Specific Instructions

Part I—Total Investment
Interest Expense
Line 1

Enter the investment interest expense paid or
accrued during the tax year, regardless of
when you incurred the indebtedness.
Investment interest expense is interest paid or
accrued on a loan or part of a loan that is
allocable to property held for investment (as
defined on this page).

Include investment interest expense
reported to you on Schedule K-1 from a
partnership or an S corporation. Include
amortization of bond premium on taxable
bonds purchased after October 22, 1986, but
before January 1, 1988, unless you elected to
offset amortizable bond premium against the
interest payments on the bond. A taxable
bond is a bond on which the interest is
includible in gross income.

Investment interest expense does not
include any of the following:

® Home mortgage interest.

® Interest expense that is properly allocable
to a passive activity. Generally, a passive
activity is any trade or business activity in
which you do not materially participate and
any rental activity. See the Instructions for
Form 8582, Passive Activity Loss Limitations,
for details.

® Any interest expense that is capitalized,
such as construction interest subject to
section 263A.

® Interest expense related to tax-exempt
interest income under section 265.

® Interest expense, disallowed under section
264, on indebtedness with respect to life
insurance, endowment, or annuity contracts
issued after June 8, 1997, even if the
proceeds were used to purchase any
property held for investment.

Property held for investment. Property held
for investment includes property that
produces income, not derived in the ordinary
course of a trade or business, from interest,
dividends, annuities, or royalties. It also
includes property that produces gain or loss,
not derived in the ordinary course of a trade
or business, from the disposition of property
that produces these types of income or is
held for investment. However, it does not
include an interest in a passive activity.

Exception. A working interest in an oil or
gas property that you held directly or through
an entity that did not limit your liability is
property held for investment, but only if you
did not materially participate in the activity.

Part IlI—Net Investment
Income
Line 4a

Gross income from property held for
investment includes income, unless derived in
the ordinary course of a trade or business,
from interest, ordinary dividends (except
Alaska Permanent Fund dividends), annuities,
and royalties. Include investment income

For Paperwork Reduction Act Notice, see back of form.

Cat. No. 13177Y
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reported to you on Schedule K-1 from a
partnership or an S corporation. Also include
net investment income from an estate or a
trust.

Also include on line 4a (or 4d, if applicable)
net passive income from a passive activity of
a publicly traded partnership (as defined in
section 469(k)(2)). See Notice 88-75, 1988-2
C.B. 386, for details.

Net income from certain passive activities,
such as rental of substantially nondepreciable
property, may have to be recharacterized and
included on line 4a. For details, see Pub. 925,
Passive Activity and At-Risk Rules, or
Regulations section 1.469-2(f)(10).

If you are filing Form 8814, Parents’
Election To Report Child’s Interest and
Dividends, part or all of your child’s income
may be included on line 4a. See the
instructions for Form 8814 for details.

Do not include on line 4a any net
gain from the disposition of
property held for investment.

OIS |nstead, enter it on line 4d.

Line 4b

Enter the portion of ordinary dividends
included on line 4a that are qualified
dividends. For the definition of qualified
dividends, see the instructions for Form 1040,
line 9b (or Form 1041, line 2b).

Line 4d

Net gain from the disposition of property held
for investment is the excess, if any, of your
total gains over your total losses from the
disposition of property held for investment.
When figuring this amount, include capital
gain distributions from mutual funds and
capital loss carryovers.

Line 4e

Net capital gain from the disposition of
property held for investment is the excess, if
any, of your net long-term capital gain over
your net short-term capital loss from the
disposition of property held for investment.

Capital gain distributions from mutual funds
are treated as long-term capital gains.

Note. If line 4e is more than zero and you
enter an amount on line 4g, see the Note in
the line 4g instructions.

Line 49

In general, qualified dividends and net capital
gain from the disposition of property held for
investment are excluded from investment
income. But you can elect to include part or
all of these amounts in investment income.

The qualified dividends and net
capital gain that you elect to
include in investment income on
line 4g are not eligible to be taxed
at the qualified dividends or capital gains tax
rates. You should consider the tax effect of
using the qualified dividends and capital gains
tax rates before making this election. Once
made, the election can be revoked only with
IRS consent.

CAUTION

To make the election, enter on line 4g the
amount you elect to include in investment
income (do not enter more than the sum of
lines 4b and 4e). Also enter this amount on
whichever of the following applies.

® The Qualified Dividends and Capital Gain
Tax Worksheet, line 5, in the Instructions for
Form 1040.

® The Schedule D Tax Worksheet, line 3.
® Schedule D (Form 1041), line 21.

® The Qualified Dividends Tax Worksheet,
line 3, in the Instructions for Form 1041.

Do not reduce the amount of qualified
dividends on Form 1040, line 9b (or
Form 1041, line 2b(2)), by any part of the
amount on line 4g.

Note. The amount on line 4g is generally
treated as being attributable first to net
capital gain from property held for
investment (line 4e), and then to qualified
dividends (line 4b). This treatment results in
the least tax being figured for Form 1040,
line 44 (or Form 1041, Schedule G, line 1a).
However, you can treat less of the amount
on line 4e as attributable to line 4g and
more to line 4b. You may want to do this if
you are filing Form 1116, Foreign Tax Credit,
as your tax after credits may be lower in
certain cases. To do so, enter on the dotted
line next to line 4e “Elec.” and the part of
line 4e that you elect to treat as being
attributable to line 4g (do not enter less than
the excess of line 4g over line 4b). You will
use this smaller amount instead of the
amount on line 4e when figuring your tax.

Generally, you must make this election on
a timely filed return, including extensions.
However, if you timely filed your return
without making the election, you can make
the election on an amended return filed within
6 months of the due date of your return
(excluding extensions). Write “Filed pursuant
to section 301.9100-2” on the amended
return and file it at the same place you filed
the original return.

Line 5

Investment expenses are your allowed
deductions, other than interest expense,
directly connected with the production of
investment income. For example, depreciation
or depletion allowed on assets that produce
investment income is an investment expense.

Include investment expenses reported to
you on Schedule K-1 from a partnership or an
S corporation.

Investment expenses do not include any
deductions used in determining your income
or loss from a passive activity.

If you have investment expenses that are
included as a miscellaneous itemized
deduction on Schedule A (Form 1040),
line 22, the 2% adjusted gross income
limitation on Schedule A (Form 1040), line 25,
may reduce the amount you must include on
Form 4952, line 5. Include on line 5 the
smaller of: (a) the investment expenses
included on Schedule A (Form 1040), line 22,
or (b) the total on Schedule A (Form 1040),
line 26.

Part lll—Investment Interest
Expense Deduction
Line 8

Individuals. Generally, enter the amount from
line 8 (excluding any amount included on
Form 6198, line 4—see below) on Schedule A
(Form 1040), line 13, even if all or part of it is
attributable to a partnership or an

S corporation. However, if any part of the
interest expense is attributable to royalties,
enter that part on Schedule E (Form 1040).
Also, if any part of the interest is attributable
to a trade or business that is not a passive
activity, enter that part on the schedule where
you report other expenses for that trade or
business.

Estates and trusts. Enter the amount from
line 8 (excluding any amount included on
Form 6198, line 4—see below) on Form 1041,
line 10.

Form 6198. If any of your deductible
investment interest expense is attributable to
an activity for which you are not at risk, you
must also use Form 6198, At-Risk Limitations,
to figure your deductible investment interest
expense. Include the part attributable to the
at-risk activity on Form 6198, line 4.

Alternative minimum tax (AMT). Deductible
interest expense may be an adjustment for
the AMT. For details, see Form 6251,
Alternative Minimum Tax—Individuals (or
Form 1041, Schedule I).

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.

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 will vary depending on individual
circumstances. The estimated burden for
individual taxpayers filing this form is
approved under OMB control number
1545-0074 and is included in the estimates
shown in the instructions for their individual
income tax return. The estimated burden for
all other taxpayers who file this form is shown
below. Recordkeeping, 39 min.; Learning
about the law or the form, 12 min.;
Preparing the form, 22 min.; and Copying,
assembling, and sending the form to the
IRS, 13 min.

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form simpler, we
would be happy to hear from you. See the
instructions for the tax return with which this
form is filed.
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> See separate instructions.
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Attachment
Sequence No. 32

Name(s) shown on Form 1040 or Form 1040NR

Your social security number

Xl  Alternative Minimum Taxable Income (See instructions for how to complete each line.)

1

o O~ ODN

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29

30

31

32
33

34

35

If filing Schedule A (Form 1040), enter the amount from Form 1040, line 41 (minus any amount on Form
8914, line 6), and go to line 2. Otherwise, enter the amount from Form 1040, line 38 (minus any amount

on Form 8914, line 6), and go to line 7. (If less than zero, enter as a negative amount.) . . 1
Medical and dental. Enter the smaller of Schedule A (Form 1040), line 4, or 2V2% of Form 1040, line 38 2
Taxes from Schedule A (Form 1040), line 9 . 3
Enter the home mortgage interest adjustment, if any, from I|ne 6 of the worksheet on page 2 of the mstructlons 4
Miscellaneous deductions from Schedule A (Form 1040), line 26 . . 5
If Form 1040, line 38, is over $150,500 (over $75,250 if married filing separately) enter the amount from
line 11 of the Itemized Deductions Worksheet on page A-7 of the instructions for Schedule A (Form 1040) 6 | )
Tax refund from Form 1040, line 10 or line 21 . 7 | )
Investment interest expense (difference between regular tax and AMT) 8
Depletion (difference between regular tax and AMT) . L. 9
Net operating loss deduction from Form 1040, line 21. Enter as a posmve amount 10
Interest from specified private activity bonds exempt from the regular tax 1
Qualified small business stock (7% of gain excluded under section 1202) 12
Exercise of incentive stock options (excess of AMT income over regular tax income) 13
Estates and trusts (amount from Schedule K-1 (Form 1041), box 12, code A) . 14
Electing large partnerships (amount from Schedule K-1 (Form 1065-B), box 6) 15
Disposition of property (difference between AMT and regular tax gain or loss) . 16
Depreciation on assets placed in service after 1986 (difference between regular tax and AMT) 17
Passive activities (difference between AMT and regular tax income or loss) 18
Loss limitations (difference between AMT and regular tax income or loss) 19
Circulation costs (difference between regular tax and AMT) 20
Long-term contracts (difference between AMT and regular tax income) . 21
Mining costs (difference between regular tax and AMT) . .o 22
Research and experimental costs (difference between regular tax and AMT) 23
Income from certain installment sales before January 1, 1987 . 24 |( )
Intangible drilling costs preference . 25
Other adjustments, including income-based reIated adjustments . 26
Alternative tax net operating loss deduction T - A )
Alternative minimum taxable income. Combine I|nes 1 through 27 (If married filing separately and line
28 is more than $200,100, see page 7 of the instructions.) . L. 28
ZXI Alternative Minimum Tax

Exemption. (If this form is for a child under age 18, see page 7 of the instructions.)
IF your filing status is . . . AND line 28 is not over... THEN enter on line 29...
Single or head of household. . . . . . $112500 . . . . . $42,500
Married filing jointly or qualifying widow(er) . 150,000 . . . . . 62,550
Married filing separately . . . . . . . 75000 . . . . . 31,275 29
If line 28 is over the amount shown above for your filing status, see page 7 of the instructions.
Subtract line 29 from line 28. If more than zero or you are filing Form 2555 or 2555-EZ, go to line 31. If zero or
less and you are not filing Form 2555 or 2555-EZ, enter -0- on lines 33 and 35 and skip the rest of Part Il 30
o |f you are filing Form 2555 or 2555-EZ, see page 8 of the instructions for the amount to enter.
e |f you reported capital gain distributions directly on Form 1040, line 13; you reported qualified dividends

on Form 1040, line 9b; or you had a gain on both lines 15 and 16 of Schedule D (Form 1040) (as refigured 31

for the AMT, if necessary), complete Part Il on the back and enter the amount from line 55 here.
o All others: If line 30 is $175,000 or less ($87,500 or less if married filing separately), multiply line 30 by 26% (.26).

Otherwise, multiply line 30 by 28% (.28) and subtract $3,500 ($1,750 if married filing separately) from the result.
Alternative minimum tax foreign tax credit (see page 8 of the instructions) . 32
Tentative minimum tax. Subtract line 32 from line 31 . 33
Tax from Form 1040, line 44 (minus any tax from Form 4972 and any foreign tax credit from Form 1040,
line 47). If you used Schedule J to figure your tax, the amount for line 44 of Form 1040 must be refigured
without using Schedule J (see page 9 of the instructions) . 34
Alternative minimum tax. Subtract line 34 from line 33. If zero or less, enter O Enter here and on
Form 1040, line 45 35

For Paperwork Reduction Act Notice, see page 10 of the instructions. Cat. No. 13600G
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Page 2

Il Tax Computation Using Maximum Capital Gains Rates

36
37

38

39

40

Ly

42

43

a4

45

46

47

48

49

50

51

52

53
54

55

Enter the amount from Form 6251, line 30 .

Enter the amount from line 6 of the Qualified Dividends and Capital Gain Tax
Worksheet in the instructions for Form 1040, line 44, or the amount from line
13 of the Schedule D Tax Worksheet on page D-10 of the instructions for
Schedule D (Form 1040), whichever applies (as refigured for the AMT, if
necessary) (see page 10 of the instructions) . . . . . 37

36

Enter the amount from Schedule D (Form 1040), line 19 (as refigured for the
AMT, if necessary) (see page 10 of the instructions) . . . . . . . . 38

If you did not complete a Schedule D Tax Worksheet for the regular tax or
the AMT, enter the amount from line 37. Otherwise, add lines 37 and 38, and
enter the smaller of that result or the amount from line 10 of the Schedule

D Tax Worksheet (as refigured for the AMT, if necessary) . . . . . . 39
Enter the smaller of line 36 or line 39

Subtract line 40 from line 36 e e e e e e e e e e
If line 41 is $175,000 or less ($87,500 or less if married filing separately), multiply line 41 by 26% (.26).
Otherwise, multiply line 41 by 28% (.28) and subtract $3,500 ($1,750 if married filing separately) from the
result . . . . L L L L L L L L L L L s s s s s s s s
Enter:

e $61,300 if married filing jointly or qualifying widow(er),
e $30,650 if single or married filing separately, or - - - e 43

40

M

42

e $41,050 if head of household.

Enter the amount from line 7 of the Qualified Dividends and Capital Gain Tax
Worksheet in the instructions for Form 1040, line 44, or the amount from line
14 of the Schedule D Tax Worksheet on page D-10 of the instructions for
Schedule D (Form 1040), whichever applies (as figured for the regular tax). If

you did not complete either worksheet for the regular tax, enter -0- . . . 44

Subtract line 44 from line 43. If zero or less, enter -0- . . . . . . . 45

Enter the smaller of line 36 or line37 . . . . . . . . . . . . 46

Enter the smaller of line 45 orline46 . . . . . . . . . . . . 47

Multiply line 47 by 5% (05) . . . . . . . . . . . . . . . . . . . . . . ..

Subtract line 47 fromlined46 . . . . . . . . . . . . . . . |49| |

48

Multiply line 49 by 15% (15) . . . . . . . . . . . . . . . . . . . ...
If line 38 is zero or blank, skip lines 51 and 52 and go to line 53. Otherwise, go to line 51.

Subtract line 46 fromline40 . . . . . . . . . . . . . . . |51|

50

Multiply line 51 by 25% (25) . . . . . . . . . . . . . . . . . . ...

Add lines 42, 48, 50, and 52

If line 36 is $175,000 or less ($87,500 or less if married filing separately), multiply line 36 by 26% (.26).
Otherwise, multiply line 36 by 28% (.28) and subtract $3,500 ($1,750 if married filing separately) from the
result .

Enter the smaller of line 53 or line 54 here and on line 31

52

53

54

55
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