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What’'s New

* Fortax years ending on or after |
December 31, 2007, corporations {and
entities eligible to elect to be treated as!
corporations} may be able to make an |
,election to be an S corporation by filing|
tForm 2553, Election by a Small !
Business Corporation, with Form )
11208. For details, see the Insiruct:ons
‘for Form 2553.
i+ A corporation that voluntarily files
: Schedule M-3 {Form 11208} will now
file with the Cgden Service Center. See
. Where To File on page 3.
# A corporation that is a policyholder
‘on certain life insurance contracts :
iissued after August 17, 2006, must file
,Form 8925, Report of Employer-Ownec
iLife insurance Contracts.
i® The extraterritorial income exclusian
-generally does not apply to transactions
7. However, income
from certdn transactions may still
for the exclusion.
see the Instructions for Form 887
3 For tax years beginning after My 25,
2007, gans from sales or exchanges 0
stack or securities wil! not be treated as

income tax on Form 11208, line 22a. |
* The telephone excise tax credit was '’
available anly on the 2Q06 Form

11208, I you filed but did not request it

on the 2006 Form 11208, file an
.amended return.

* The increased,reforestation expense, B
deduction far small timber praducers
-.cgoes nol apply lo expenses paid or
incurred after December 31, 2007

» The election to deduct GO Zone
clean-up costs does not apply to costs
paid or incurred after December 31,

2007,

* The {oreign tax eredil categories

have changed. See page 29.

"Cat No. 11515K

| of pmc:!pai busmess ac‘tiwty codes. See |
'thn list beginning on page 38 :

Photographs of
Missing Children

The Inernal Revenue Service is a
proud panner with the National Center
lor Missing and Exploited Children.
Pholographs of missing chitdren
selecied by the Center may appear in
instructions on pages that would
otherwise be blank. You can help bring
these children home by looking at the
photographs and calling
1-800-THE-LOST {1-800-843-5678) i
you recognize a child.

Unresolved Tax Issues

If ihe corporation has atlempted to deal
wilh an IRS problem unsuccessfully, it
should contact the Taxpayer Advocale.
The Taxpayer Advocale independently
represents 1he corporation’s interests
and concerns within the IRS by
protecting ils rights and resolving
problers that have not been fixed
through normal channels.

While Taxpayer Advocates cannot
change the tax law or make a technical
tax decision, they can clear up
problemns that resulted from previous
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contacts and ensure that the
corporation’s case is given a complete
and impartial review.
The corporation’s assigned personal
advocate will listen to its point of view @j .‘_’
and will work with the corporation to J""‘
address its concerns. The corporation
can expect the advocate to prowde
* Afpshd ) Au lnp"ilu
problem,
*» Timely acknowledgment,
» The name and phone number of th
individual assigned to ils case,
» Updates on progress,

» Time frames for action,

» Speedy resolution. and

* Courteous service, rg
1)

When contacting the Taxpayer
Advocate, the corporation should be
prepared to provide the following
information.

* The corporation's name, address,
and employer identification number.

¢ The name and telephone number of
an authorized cortact person and the
hours he or she can be reached.
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« The type of tax return and year(s)
invalved.

» A datailed desctiption of the problem.
¢ Previous attempts-to solve the |
problem and thg office that was
contacted. '

+ A descripiion of the hardship the
corporation is facing and supporing
documentation {if zpplicabie)

The corporation can contact a
Taxpayer Advocate as follows.
s Call the Taxpayer Advocate's lollfree
number: 1-877-777-4778.
» Call, wrile, or fax the Taxpayer
Advocale office in its area {see Pub.
1546 for addresses and phone
numbers).
s TTY/TDD help s available by calling
1-800-829-4059.
+ Visit the website al www.irs.gov/
advocate.

Direct Deposit of Refund

To request a direct deposit of the
corparation's income tax refund inte an
account at a U.S. bank or other
financial institution, attach Form 805D,
Direct Deposit of Corporate Tax
Refund. See the instructions for line 27
on page 18,

How To Get Forms

and Publications

Internet. You can access the IRS
websile 24 hours a day, 7 days a week,
ar www.irs.gov ta.

» Download forms, instructions, and
publications;

e QOrder IRS products onling;

# Research your tax questions online;
* Search publications online by topic or
keyword; and

» Sign up to receive local and national
tax news by emall.

IRS Tax Products CD;’E_)\?D} You can
order Pub. 1796, IRS Tax Products COY
» Current year forms. instructions, and
publications.

* Prior year forms, instruchons, and
publications

» Bonus: Historical Tax Products DVD
— Ships with the fnal release;

* Tax Map' an eleclionic research tool
and finding aid,

® Tax law frecuently asked questions;
¢ Tax Topics fzom the IRS {elephone
response system;

e Fill-in, print. and save {eatures for
rmost tax forms;

+ Internal Revenue Bulletins, and

* Toll-free and email technica! support.

The CO/DVD 1s released twice
during the year. The first release will
ship the begirning of January and the
final release will ship the beginming of
iarch.

Buy the CD/DVD from the National
Technical Information Service (NTIS) at
www.irs. goviedarcers tor $3% (no
handling fee) or call 1-877-COFORMS
(1-B77-233-6767) toll free to buy the
CODOVD for S35 (plus a $5 handling
lee). Price is subject lo change.

By phene and in person. You can
order forms and publications by calling
1-800-TAX-FORM {1-800-829-3676).
You can also get most forms and
publications at your local IRS office.

General Instructions

Purpose of Form

Use Form 11208 to report the income,
gains, losses, deductions, cradis, elc.,
of a domestic corporation or other entity
1or any tax year covered by an etection
1o be an S corporaticn. For details
about the election, see Form 2553,
Election by a Small Business
Corporation, and its instructions.

Who Must File

A corparalign or other entity must file
Form 11205 it {a} il elected to be an 5
carparation hy Tiling Form 2553, (b) the
IRS accepted the election, and (c) the
election remains in effect. After filing
Form 2553, you should have received
confirmation that Form 2553 was
accepted. If you did not receive
notification of acceptance or
rnonacceptance of the election within 2
months of filing Form 2553 (5 menths if
you checked box Q1 1o request a letler
ruling), take follow-up action by calling
1-800-829-4233. Do nol file Form
11205 for any tax year betore the year
the election takes effecl.

It you have not filed Form 2553, or
did not file Form 2553 on time, you may
be entitled to relief for a late filed
election to be an S corporation. See the
Imstructions for Form 2563 for details.

Termination of Election

Once the election is made, it stays in
effect until it is terminated. if the
election s terminated, the corporation
{or 3 successor corporation) can make
another election on Form 2553 only
with IRS cansent for any tax year
before the bth tax year after the first fax
yaar in which the termination took
effect. See Heguilations section
1.1362-5 for details.

An election terminates automatically
in any ol the following cases.

1 The coiporation s no longer a
small business corporahion as defined
in secticn 1361{13}. This kind of
termination of an election is effective as
of the day the corporation no longer
meet: the detfinition of a small business
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corporation. Attach to Forrn 11205 for
the finat year of the S corporation g
statement notifying the IRS of the
termination and the date it occurred.

2. The corperation, for each of three
consecutive tax years, (a} has
accumulated earnings and profils and
(b} derives more than 25% of its grass
receipts from passive investment
income as defined in section
1362{d){3}C}. The election terminates
on the first day of the first tax year
beginning afler the third consecutive tax
year. The corporation must pay a tax
1or each year it has excess net passive
income. See the instructions for excess
net passive income tax on line 22a on
page 18 tor details on how to figure the
tax.

3. The election is revoked. An
election can be revoked only with the
consent of shareholders who, at the
tme the revocation is made, hold more
than 50% aof the number of issued and
outstanding shares of stock (including
non-voling stock). The revocation can
specify an ellective revocation date that
is on or after the day the revocation is
filed. If no dale is specified, the
revocation is eflective at the start of the
tax year if the revocation is made on or
before the 15th day of the 3rd month of
that tax year. Il no daile is specified and
the revocation is made after the 15th
day of the 3rd month of the tax year,
the revocalion is effective at the stan of
the next tax year.

To revoke the election. the
corporation must file a statement with
the service center where it filed its
election to be an S corporation. In the
statement, the corporation must notify
the IRS that it is revoking its election to
be an S corporation. The statement
must be signed by each shareholder
wha consents 1o the revocation and
contain the information required by
Regulations section 1.1362-6{(a)(3).

A revocation can be rescinded
before it takes effect. See Regulations
section 1.1362-6(a){4) for details.

For rules on allocating income and
deduclicns between an S short year
and a C shorl year and other special
rules thal apply when an election is
lerminated. see section 1362(e) and
Regulations section 1.1362-3.

If an election was terminated under 1
or 2 an page 2, and the corporation
beheves the termination was
madvertent, the corporation can request
permissian fram the IRS to continue to
be treated as an S corporation. See
Regutations section 1.1362-4 for the
specific requirements that must be met
to quality for inadvertent termination
relief.

Instructions for Form 11205
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Electronic Filing

Corparations can generally
electronically file (e-file) Form 112083,
related forms, schedules, and
attachments, Form 7004, Form 240 and
941 employment tax returns. Form
1089 and other information retutns can
also be electrenically filed. However,
the option to e-file does not apply
certain returns, including:

& Returns with precomputed penalty
and interest,

® Returns with reasonable cause for
failing to lile timely,

* Relurns with reasonable cause for
failing to pay timely, and

* Returns with request for
overpayment to be applied to anothe
account.

Required filers. Certain corpprations
with total assets of $10 million $r mare
that file at least 250 returns a yaar ar
required to e-file Form 11205, S§
Regulations section 301.6037-2.
However, these corporations can
raquest a waiver of the electronic filing
requiremenis. See Notice 2005-88,
2005-48 1.R.B. 1060.

Visit www. irs.gov/efile for details.

When To File

Generally, an 5 corporatign must file
Form 1120S by the 15th day of the 3rd

month after the end of its tax year. For
calendar year corporations, the due
date is March 17, 2008. A corporation
that has dissolved must generally tle by
the 15th day of the 3rd month after the
date it dissclved.

if the due date falls on a Saturday,
Sunday, or legal holiday, the
corporation can file on the nexl day that
is not a Saturday, Sunday, or legal
holiday.

if the & corporation election was
terminated during the tax year and the
corporation revens to a C corporation,
file Form 11208 for the S corporation’s
short year by the due date [including
extensions) of the C carporation’s short
year return.

Private Delivery Services

orporations can use certain private
delivery services designated by the IRS
to meet the “timely mailing as timely
filing/paying” rule for tax retums and
payments. These privale delivery
services include only the following.

+ DHL Express (DHL): DHL Sarme Day
Service, DHL Next Day 10:30 am, DHL
Next Day 12:00 pm, DHL Next Day
3:00 pm, and DHL 2nd Day Service.

e Federal Express (FedEx): FedEx
Prionty Cvemight, FedEx Standard
Overnight, FedEx 2Day, FedEx
International Priority, and FedEx

international First. |§:|

Where To File

File the corporation’s return at the applicable IRS address listed Yelow.

business, office, or agency
is located in:

If the corporation’s prlncipal_find the total assets at the
end of the tax year (Form
11208, page 1, item F) are:

Use the following address:

Conpecticul, Delaware, District
of Columbia, Hiinois, Indiana,
Kentucky, Maine, Marylang,
Massachusetts, Michigan, New
Hampshire, New Jersey, New
York, North Carolina, Qhia, —

L.ess thar $1¢ million ang
Schedule M-3 15 not Hiled

Dicpartment of the Treasury
internal Revenue Service

Center |

Cincinnati, OH 453998-0013

Pannsylvania, Rhode Island,

Degpanment of the Treasury

South Caroling, Vermont,
Virgiria, West Virginia,
Wisconsin

510 millign of more or
less than $10 mikien and
Sehedule M-31s liled

Intemal Revenue Service
Cenmer
Opden, UT 84201-0013

Alabama, Alaska, Arizona,
Arkansas. Califomia,
Colorado. Florida, Georgia,
Hawaii, Idaho, owa, Kansas.
Lauvisiana, Minnesola,
Mississippl. Missour,
Mantana, Mebraska, Nevada,
New Mewico. North Dakota,
Okiahama, Oregon, South
Dakota, Tennessee. Texas,
Utah, Washington, Wyoming

Any amount

| Department of the Treasury .
Internaf Revenue Service
Center
Qgden, UT 84203-0013

A foreign country or U.S.
Possession

Any amount

Imternal Revenue Service
»___ Cenler
TEE Hox 409101
Onden, UT 84409

Instructions for Form 11208
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» United Parcel Service {UPS), UPS
Next Day Air, UPS Next Day Air Saver,
UPS 2nd Day Air. UPS 2nd Day Air
AM., UPS Worldwide Express Plus,
and UPS Worldwide Express.

The privale delivery service can telt
you how to get written proof of the
mailing date.

Private delivery services cannot
A deliver items to P.Q. boxes. You
el must use the U.S. Postal

Senvice to mai any item to an IRS P.O.
box address.

Extension of Time To File

File Form 7004, Application for
Automatic 6-Month Exiension of Time
To File Certain Business Income Tax,
Information, and Other Relurns, lo
request a §-manth extension of time 1o
file. Generally| YA€ corparafion must file
Form 7004 by the regular due date of
the return.

Who Must Sign

The return must be signed and dated
by:

¢ The president, vice president,
wreasurer, assistant treasurer, chief
accounting officer; or

s Any other corporate officer {such as
tax officer) authorized to sign.

If a return is filed on behalf of &
corporalion by a receiver. frustee, or
assignee, the fiduciary must sign the
return, instead of the corporate officar.
Returns and forms signed by a receiver
or trustee in bankrupicy on behalf of a
carporation must be accompanied by a
copy of the order or instructions of the
cour authorizing signing of the retum
or form,

if an employee of the corporation
completes Form 11208, the paid
preparer's space should remain blank.
Anyone who prepares Form 11208 but
does not charge the corporation should
not complete that section. Generally,
anyone who is paid to prepare the
return must sign it and fill in the “Pad
Preparer's Use Only" area.

The paid nreparer must complete the
required preparer information and:
= Sign the return in the space provided
for the preparers signature. .
» Give a copy of the return to the
taxpayer.
Note. A paig preparer may sign
original or amended retums by rubber
slamp. mechanical device, or computer
software program.

Paid Preparer

Authorization

If the corporation wanis o allow the
1IR3 to discuss its 2007 tax return with
the paid preparer who signed it. check



the "Yes” box in the signature area of
the return. This authorization applies
only to the individuat whose signature
appears in the "Paid Preparer's Use
Cnly” section of the retumn. i does not
apply to the firm, if any, shown in that
section.

If the “Yes" box is checked, the
comoration is authorizing the IRS to call
the paid preparer {o answer any
questions that may arise during the
processing of its return. The carporation
is also authorizing the paid preparer to:
¢ Give the IRS any information that is
missing from the return,

» Call the IRS for information about the
processing of the return or the status of
any related refund or payment(s), and

* Respond to certain {RS notices about
math errors, offsets. and return
preparation.

The corporation is not acvthorizing
the paid preparer 1o receive any refund
check, bind the corporation 1o anything
{(including any addiional tax liability), or
otherwise represent the corporation
hefore the IRS.

The authorization will automatically
end no later than the due date
{excluding extensigns) for filing the
corporation’s 2008 tax return. If the
corporation wants to expand the paid
preparer's authorization or revoke the
authorization before it ends, see Pub.
847, Practice Before the IRS and
Power of Attorney.

Assembling the Return
To ensure that the corporation’s tax
return is correctly processed, attach all
schedules and other forms afier page 4
of Form 112083 in the following order.
Schedule N {(Form 1120),
Form B825.
Farm 8050.
Form 4136.
. Additional schedules in
alphabetical order.

8. Additionatl forms in numerical
order.

el

&)

Complete every applicable entry
space on Form 11205 and Schedule
¥-1. Do not enter "See Atiached”
insiead of completing the entry spaces
If more space is needed on the forms
or schedules, attach separaie sheets
using the same size and format as the
printed forms. If there are supporting
statements and attachments, arrange
them in the same order as the
schedules or forms they support and
atlach them last. Show the totals on the
printed forms, Enter the corporation's
name and EIN on each supporting
staternent or attachment.

Depository Methods

of Tax Payment

The corporation must pay any tax due
in full ng later than the 15th day of the
3rd month after the end of the tax year.
The two methods of depositing taxes
are discussed below.

Electronic Deposit
Requirement

The corporation must make electronic
deposits of ali depository taxes {such
as employment {ax, excise tax, and
corporate income tax) using the
Elecironic Federal Tax Payment
System (EFTPS) in 2008 if:

* The total deposits of such taxes in
2006 were more than $200,000 or

* The corporation was required 1o use
EFTPS in 2007,

If the corporation is required to use
EFTPS and fails to do so, it may be
subject to a 10% penalty. If the
corporation is not required 1o use
EFTPS, it can panicipate voluntarily. To
enroll in or get more information abeut
EFTPS, call 1-800-555-4477. To enrol!
online, visit www.eftps.gov.

Depositing on time. For EFTPS
deposits 1o be made timely, the
corporation must initiate the transaction
at least 1 business day before the date
the deposit is due.

Deposits With Form 8109

tf the corporation does not use EFTPS.
deposit corporation income tax
payments (and estimated tax
payments) with Form 8109, Federal
Tax Deposit Coupon. If you do not have
a preprinted Form 8109, use Form
8109-B to make depasits. You can get
this form by calling 1-800-8238-4333 or
visiting an 1RS taxpayer assistance
center. Have your EiN ready when you
call or visH.

Do not send deposits directly to an
IRS office; otherwise, the corporation
may have to pay a penalty. Mail or
deliver the completed Form 8108 with
the payment to an authorized
depositary (a commerciat bank or other
financial institution authorized to accept
federal tax deposits). Make checks or
money orders payable to the
depositary.

If the corporation prefers, it can mail
the coupon and payment to: Financial
Agent, Federal Tax Deposit Processing,
P.O. Box 870030, St. Louis, MO 63197.
Make the check or money order
payable 1o "Financial Agent.”

To help ensure proper crediting,
enter the corporation’s EIN, the tax
period to which the deposit appiies, and
“Form 11205" on the check or money
order. Darken the “1120" box under
“Type of Tax" and the appropriate
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“Quarter” box under “Tax Period” on the
coupon. Records of these deposits will
be sent to the IRS. For more
information, see "Marking the Proper
Tax Pericd” in the instructions for Form
8109.

For more information on deposits,
see the instructions in the coupon
booklet (Form 8109} and Pub. 583,
Starting & Business and Keeping
Records.

Estimated Tax Payments

Generally, the corporation must make
ingtaliment payments of estimated tax
for the following taxes if the total of
these taxes is $500 or more: {a) the tax
on built-in gains, {b) the excess net
passive income tax, and (c) the
investment credit recapture tax.

The amount of estimated tax
required o be paid annually is the
smailer of: (a) the total of the above
taxes shown on the return for the tax
year (or if no return is filed, the total of
these taxes for the year) or {b) the sum
of (i) the investment credit recapture tax
and the built-in gains tax shown on the
return for the tax year {or if no return is
fited, the total of these laxes for the tax
year) and (1) any excess net passive
income tax shown on the corporation’s
return for the preceding tax year. If the
preceding tax year was less than 12
months, the estimated tax must be
determined under {a).

The estimated tax is generally
payable in four equal instaliments.
However, the comoration may be able
to lower the amount of one or more
instafiments by using the annualized
income installment method or adiusted
seasonal installment method under
section 6655(e).

For a calendar year corporation, the
payments are due for 2008|by April 15,
June [16) September 8 and Decemnber
_@ For a fiscal year corporation, they
are due by the 15th day of the 4th, 6th,
9th, and 12th months of the year. If any
date fails cn a Saturday, Sunday, or
legal haliday, the installment is due on
the next day that is not a Saturday,
Sunday, or legal holiday.

The corparation must make the
payments using the depository method
described on page 4.

For information on penaklies that
apply if the corporation fails to make
required payments, see the Instructions
for Form 2220.

interest and Penalties

Interest. Interestis charged on taxes
paid late even if an extension of trme to
file is granted. Interest is also charged
on penalties imposed for failure to file,
negligence, fraud, substantial valuation

instructions for Form 11205
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misstatements, substantial
understatements of tax, and reportable
transaction understalements from the
due date {including extensions) to the
date of payment. The interesl charge s
figured at a rate determined under
seclion 6621.

Late filing of return. A corporation
that does nat file its tax return by the
due date, including extensions, may be

penalized 5% of the unpaid tax for each
imanth or pan of a month the return is
‘late, up ta a maximum of 25% of the
-unpaid tax. The minimum penalty for a
return that is over 60 days late is the
smaller of the tax due or $100. The
penally will not be imposed if the
corporation can show that the failure to
file on time was due to reasonable
cause. Corporations that file late should
attach a statement explaining the
reasonable cause.

Late payment of tax. A corporation

that does not pay the 1ax when due
generally may be penalized 'z of 1% of
the unpaid tax for each month or part of

month the 1ax is not paid. upto a
maximum of 25% of the unpaid lax.
The penalty will not be imposed if the
corporation can show that the failure to
pay on time was due to reasonable
cause.

Failure to furnish information timely,
For each failure to furnish Schedule K-1
to a shareholder when due and each
failure to include on Schedule K-1 ail
the information required to be shown
{or the inclusion of incarrect
information), a $50 penalty may be
imposed with respect to each Schedule
K-1 for which a faflure occurs. If the
requirement to report correct
information is intentionally disregarded,
each $50 penally is increased to $100
or, if greater, 10% of the aggregate
amount of items required fo be
reported. See sections 6722 and 6724
for mare information.

The penalty will not be imposed if
the corporation can show that not
furnishing information timely was due to
reasonable cause.

Trust fund recovery penalty. This
penalty may apply il certain excise,
income, social security. and Medicare
taxes that must be collected or withhetd
are not collected or withheld, or these
taxes are not paid. These taxes are
generally reported on:

® Form 720, Quarterly Federal Excise
Tax Return;

¢ Form 841, Employer's QUARTERLY
Federal Tax Return;

¢ Form 943, Employer's Annual
Federal Tax Return for Agricullural
Employees; or

s Form 945, Annual Return of Withheld
Federal Income Tax.

The trust fund recovery penalty may
be imposed on all persons who are

instructions for Form 11205

determined by the IRS to have been
responsibie for collecting, accounting
for, and paying over these taxes, and
whio acted wilitully in not doing so. The
penalty is equal to tre unpaid trust fund
tax. See the Instructions for Form 720,
Pub. 15 (Circular £}, Employer's Tax
Guide, or Pub. 51 (Circular A),
Agricuttural Employer's Tax Guide, for
details, including the definition of
responsible persons.

Other penalties. Other penalties can
be imposed for negligence, substantial
understatement of tax, reporable
transaction understalernents, and fraud.
See sections 6662. 6662A, and B663.

Accounting Methods

Figure income using the method of
accounting regularly used in keeping
the corporation's books and records.
The method used must clearly reflect
income. Permissible methods include
cash, accrual, or any other method
authorized by the Internal Revenue
Code.

The fotlowing rules apply.
s Generally, an S corporation cannot
vse the cash method of accounting if it
is a tax shelter (as defined in section
448(d){3}). See section 448 for details.
* Unless it is a gualifying taxpayer or a
qualitying small business taxpayer, a
corporalicn must use the accrual
method for sales and purchases of
inventory items. See Schedufe A. Cost
of Goods Sold on page 18.
* Special rules apply to long-term
contracts. See section 460.
= Generally, dealers in sequrities must
use the mark-to-markel accounling
method. Dealers in commodities and
traders in securities and commodities
can elect to use the mark-to-market
accounting method. See section 475.

Change in accounting method. g
change the method of accounting used
to report income {for income as a whole
or for the treatment of any material
item}the corporation must file Form
3115, Application forﬁhange in
Accounting Method.

See Form 2115 and Pub. 538,
Accounting Pertods and Methods, for
more infarmation on accounting
methods.

Accounting Period

A corporation must figure its income on
the basis of a tax year. A tax year is the
annual accounting penod a corporation
uses ta keep its records and report its
income and expenses.

An S corporation must use one of
ihe following tax years.
* Alax year ending December 31.
s A natural business year.
& An ownership tax vear,
* Atax year elected under section 444.
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s A 52-53 week tax year thal ends with
reference to a year listed above.

» Any other tax year {including a
52-53-week tax year) for which the

corporation establishes a business
purpgse.

A new S corporation must use Form

2553 to elect a tax year. To later
change the corporation’s tax year, see

Form 1128, Application To Adopt,

gj_@gge‘ or Retain a Tax Year,[@nd s |
[ingtructions iunless the corporation is

making an election under section 444,
discussed next).

Electing a tax year under section
444, Under the provisions of section
444, an S corporation can elect to have
a tax year other than a permitted year,
but only if the deferral period of the tax
year is not fonger than the shorter of 3
months or the deferral period of the tax
yedar being changed. This election is
made by filing Form 8718, Election To
Have a Tax Year Other Than a
Required Tax Year.

An S corporation may not make or
continue an election under seclion 444
if it is a member of a tiered struciure,
other than a tiered struciure that
consists entirely of partnerships and S
corporations that have the same tax
year. For the S corporalion 1o have a
section 444 election in eflect, it must
make the paymenis required by section
7519. See Form B752, Required
Payment or Retund Under Section
7519,

A section 444 election ends if an 5
carporation:
® (Changes its accounting pericd 1o a
calendar year or some other permitied
year,
s |5 penalized for willully failing to
comply with the requirements of section
7518, or
= Terminates its S election {unless it
immediately becomes a personal
service corporation).

If the termination resulis in a short 9“""“}

tax year, type or legibly print at the top
of the first page of Form 11205 for the
short tax year, "SECTION 444
ELECTION TERMINATED.”

Rounding Oft to
Whole Dollars

The corporation can round off cents to
whole dollars on its return and
schedules. If the corporation does
round to whole dollars. it must round ali
amounts. To round. drop amounis
under 50 cents and increase ameunis
from 50 to 99 cents to the nexi dollar.
For exampte, $1.39 becomes $1 and
$2.50 becomes $3.

If two or more amounis must be
added to figure the amount to enter on



aline. include cents when adding ihe
amecunts and round clf only the 1o1al.

Recordkeeping

Keep the corporation’s records for as
long as they may be needed {or the
gdminisiration of &ny provision of the
inlernal Revenue Code. Usually,
records thal support anitem of income,
deduction, or credit on the return must
be kept for 3 years from the date each
shareholder’s return is due or filed,
whichever ig later. Keep records that
verily the corporation’s basis in property

for as long as they are needed to figure

the basis of the original or replacement
property.

The corporation should keep copies
of all fited returns. They heip in
preparing future and amended returns.

Amended Return

wlhes °ISoTO correct a previousty filed Form

.u, wader
','H'dﬂ’
oAt
Corprrtn
is

y

lisclote

112085, lile an amended Form 11205
and check box H{4) on page 1. Altach a
statement that identifies the line
number of each amended item, the
corrected amount or treatment of the

«Hem, and an explanation of the reasons
for each change.

If the income. deductions, credits, or
other infarmation provided 1o any
shareholder on Schedule K-1 is
incorrect, file an amended Schedule
K-1 {Form 3120S) for that sharehotder
with the amended Form 11205, Also
give a copy of the amended Schedule
K-1 to that shareholder. Check the
“Amended K-1” box at the lop of the
Schedule K-1 to indicate that it 1s an
amended Schedule K-1.

A change to the corporation’s federal
return may affect its state return. This
includes changes made as the result of
an IRS examination. For more
information, contact the state tax
agency for tne state(s) in which the
corporahon’s return was filed.

Other Forms and
Siatements That May Be
Required

Reportable transaction disclosure
statemeni. Disclose information for
each reportable transaction in which the
corporation parlicipaled. Form 8886,
Reportable Transaclion Disclosure
Statement. mus! be filed for cach tax
year the corporation paricipated in the
fransaction. The corporation may have
to pay a penalty if itis required te file
Form 8886 and does not do so. The
following are reportable lransactions.

1 Any listed fransaclion. which is a
transaction thal is the same a5 of
substantially similar to 1ax avoidance
transactions identified by the IRS.

D LA e
g~ ¥

2. Any Yransaction offered under
conditions of confidentiality for which
the carporation paid an advisor a fee of
at least 550,300,

3 Certain transactions tor which the
corporation has contractual protection
against gisallowance of the tax benefits.

4, Certain transactions resulting in a
Inss of al Ieast £2 millian in any single
year of 54 milion in any combination of
years.

5. Cenrain transaeclions resulting ina
tax crecht of more than $250,000, if the
corporation held the asset genetrgling
the credii for 45 days or jess.

6. Any transaction identified by the
IRS in published guidance as a
“transaction of interest” (a transaction
that the IRS believes has a potential for
tax avoidance or evasion, but has not
yet been identitied as a listed

i transaction).

R,

Penalties. The corporation may
have 1o pay a penalty i it is reguired to
gisclose a reportable transaction under
section 6011 and fails to properly
complete and file Form 8886, Fre
) SR

Mahsastom-femsash-tadure to file Form
8886 with its carporate return pefof
Ao to provide a copy of Form B886
1o the Office of Tax Shelter Analysis
{OTSA), Other penalties, such as an
accuracy-related penalty under section
6662A. may also apply See the
Instructions for Form 8886 for details on
these and other penalties.

advisor

LG S A R G S
. to any reportable

_ transactiony must e Form 8318, i
“ Material Advisor DiSclosure Statement, f
: to-heriee |Cpur_:ub:‘_. HraHs e
—acoodanee with Begulatior -t :

|3‘?ﬂ
SBEd-R8. Farm 8264, wlich was :
) " . :
previously used KLisclcso-ms -
Transfers to a corporation controiled
by the transferor, If a person
racaves stock of a carparation in
exchange for property, and nao gain or
55 1s recognized under section 351,
the person (lransferor) and the
corporation (transferee) musg
altach tg thewr tax return
stalements required by
seclion 1.351-3:
Election to reduce hasis under
sectian 362{e)(2)(C). The transferar
and transferee in certain section 351
fransactions can make a joint election
under section 362te}{2){C] to limit the
transleror's basis in the slack received
mstead of the transferee’s basis in the
rransierred property. The transteror and
transieree may make the election by
aftaching the =latement as provided 0
Notice 2005-70, 2005-41 1L.R.B. 694, ta
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thelr tax returns filed by the due date
{including extensions) for the tax year in
which the transaction occurred. Once
made, the election is irrevocable, See
section 362(e)(2)(C} and Notice
2005-70

Other forms and statements., See
Pub. 542 for a list of other forms and
statements a corporation may need to
file in addition to the forms and
statements discussed throughout these
instructions.

Passive Activity

! Limitations

i In general section 469 limits the

- amount of losses, deductions, and

' gredits that sharehoiders can claim

© trom "passive activities.” The passive

aclivilty limitations do nat apply (o the

. corporation. Instead. they apply to each

shareholder's share of any income or
loss and credil attribulable to a passive
aclivity. Because the treatment of each
shareholder's share of corporate
income or loss and credil depends on
the nature of 1he activity that generaled
il. Ihe corporalion must reporn ncome
or loss and credits separately Tor each

activily. )

The following instructions and the fuls
instructions for Schedules K and K-1 £
(pages 20 through 34) expiainthe A e« folie « T

applicable passive activity limitation
rules and specify the type of
information the corporalion must M P i wformatiy
provide 1o iis shareholders {or each vl [ o
activity. i the corporation had more F4¥™*!
ihan one aclivily, it must report  §wdedey Faerr?
information {or each aclivity on an ;..'fwmfw-'
stiachment to Schedules K and K-1,

Generally, passive activities include
{a) activilies that involve the conduct of
& lrade or business il the shareholder

aF fuls 1o ol

does not materially pariicipate in the rihe iRs
aclivity and (b} all rental activities 74

{defined below} regardless of the AT roploas
shareholder's participation. For erA

Fassive Activilies below. The level of
each shareholder's parlicipation nan _ J . s
activity must be determined by the »dvise
shareholder.

The passive activily rules provide
inat losses and credits from passive
activities can generally be applied only
against income and tax from passive
aclivities. Thus, passive losses and
credits cannot be applied against
income from salaries, wages,
professional fees, or a business in
which the shareholder materially
paricipates,; against "portfalio income™
{defined on page 8); or against the tax
related to any of these types of income.

Special rules require that net income
from certain activities that would
otherwise be freated as passive income
must be recharacterized as nonpassive

exceptions, see Activittes Thatl Are Not

disclosvre
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income for purposes of the passive
activity lirnitations, See
Recharacterization of Passive fncome
on page S.

To allow each shareholder 1o
correctly apply the passive aclivily
limitations, the carporation most report
income or loss and credits separaltely
tor each of the following: trade or
business activities, rental real estate
activities, rental aciivities other than
rental real estate. and portfolio income.

Activities That Are Not
Passive Activities
The following are not passive activities.

1. Trade or business activities in
which the shareholder materialty
participated for the tax year.

2. Any rental real estate activity in
which the shareholder matenally
participated if the shareholder met both
of the following conditions for the tax
year.

a. More than hall of the personal
services the shareholder performed in
trades or businesses were performed in
real properly trades or businesses in
which he or she materially parlicipated.

b. The shareholder perarmed more
than 750 hours of services in real
property trades or businesses in which
he or she materially participated.

For purposes of this rule, each
interest in rental real estate is a
separale activity unless the shareholder
elecis to lreat all inlerests in rental real
estale as one activity.

If the shareholder 1 married filing
jointly, either the shareholder or his or
her spouse must separately mee! both
of the above conditions, without taking
into account services performed by the
other spouse.

A real property frade o business is
any real praperty development,
redevelopment, construction,
reconstruction, acquisition, conversion,
rental, operation, management, leasing,
or brokerage trade or business,
Services the sharehoider performed as
an employee are not treated as
performed in a real property trade or
business unless he or she owned more
than 5% of the stock In the employer.

3. The rental of a dwelling unit used
by a sharehcider for personal purposes
during the year for more than the
greater of 14 days or 10% of the
number of days that the reaidence was
rented at fair renial vatue.

4. An activity ol trading personal
property for the aecount of owners of
interests in the achivity. For purposes of
this rule, personal property means
property that s actively fraded, such as
stocks, bonds, and other securities.
See Temporary Reguiahons section
1.469-1T(els)
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Mote. The section 462({c}{3) exception
{or @ working interest in oil and gas
properties does not apply to an S
corparation becaunse state law generally
limits the liability of shargholders.

Trade or Business Activilies

A trade or business activity is an
activity (other than a rental activity or
an activity trealed as incidental ta an
actlivity of holding property for
investment} that:

1. Involves the canduct of a trade or
bug}ness (within the meaning of section
162),

2. Is conducted in anlicipation of
starting a trade or business, or

3. Involves research or experimentat
expenditures deductible under section
174 (or that would be if you chose to
deduct rather than capitalize them).

It the shareholder does not
malerially participate in the activity, a
trade or business activity of the
corporation is a passive activity for the
shareholder.

Each shareholdar must determine it
he or she materially participated in an
aclivity. As a result, while the
corporation’s ordinary bDusiness income
{lass] is reported on page 1 of Form
11205, the specific income and
deductions from each separate trade or
business aclivity must be raporied on
attachments to Form 11205, Similarly,
while each shareholder's allocable
share of the corporation’s ordinary
business income {loss) is reported in
box 1 of Schedule K-1, each
shareholder's alloczabte share of the
income and deductions from each trade
or business activity must be reported on
attachments to each Schedule K-1. See
Passive Activity Reporting
Reaurements on page 10 lor more
information.

Rental Activities

Generally, except as noted below, if the
gross income from an activity consists
of amounts paid principally tor the use
of real or personal tangible property
held by the corporation, the activity is a
rental aclivity.

There are several exceplions to this
general rule. Under these exceplions,
an activity involving the use of real or
personal tangible property is not a
rental aclivity if any of the folfowing
apply.

» The average period of customer use
(defined on page 7} Tor such property is
7 days or less

» The average pericd of cusiomer use
for such property is 30 days or less and
significant personal services {defined
on page 7) are provided by or on behalf
of the corparation.
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¢ [xiracrdinary personal services
{defined on page 8) are provided by or
on behalf of the corporation.

= Rental of the properly is treated as
incidental to a nonrental activity of the
carporation under Temporary
Regulations section 1.469-1T{e){3)(vi)
and Regulalions section
1.468-+fe){3){vi)

s The corporation custornarily makes
the property available during defined
buginess hours for nonexclusive use by
various customers.

» The corporation provides property for
use in a nonrental activity of a
partnership in its capacity as an owner
of an interest in such partnership.
Whether the corporation provides
praperty used in an aclivity of a
partnership in the corparalion’s capacity
as an owner of an interest in the
partnership is determined on the basis
of all the facts and circumstances,

In addition, a guaranteed payment
described in section 707{c) is never
income from a rental activity.

Average period of customer use.
Figure the average period of customer
use for a class of property by dividing
the total number of days in all rental
periods by the number of rentais during
the tax year It the activily involves
renting more than one class of
property, multiply the average period of
customer use of each class by the ralio
of the gross rental income from that
class 1o the activity’s total gross rental
income. The activity's average period of
customer use gquals the sum of these
class-by-class average periods
weighted by gross income. See
Regulations section 1.489-1{e){3)(ii).

Significant personal services.
Personal services include only services
perormed by individuals. To determine
if personal services are significant
persanal services, consider all the
refevant facts and circumstances.
Relevant facts and circumstances
include: .

» How often the services are provided,
& The type and amount of labor
required fo perform the services, and

» The value of the services in relation
to the amount charged for use of the
property,

The following services are not
considered in getermining whether
personat services are significant.
= Services necessary to.permi the
lawful use of the rental propeny.

» Services performed in connection
with improvements or repairs to the
rental properly thal extend the useful
life of the: property substantially beyond
the average rental penod.

» Services provided in conneclion with
the use of any improved real property
that are similar {o those commanly
provided in connection with long-term



rentals of high-grade commercial or
residential property. Examples include
cleaning and maintenance of comman
areas, routine repairs, trash collection,
elevator service, and security at
entrances.

Extraordinary personal services.
Services provided in connection with
making rental property available for
customer use are extraordinary
personal services only if the services
are performed by individuals and the
customers' use of the rental property is
incidental to their receipt of the
services.

For example, a patient's use of a
hospital room generally is incidental to
the care received from the hospital's
medical staff. Similarly, a student’s use
of a dormitery reom in a boarding
school is incidental to the personal
services provided by the school's
feaching staff.

Rental activity incidentai to a
nonrental activity. An activity is not g
rental activity if the rental of the
property is incidental to a nonrental
activity, such as the activity of holding
property for investment, a trade or
business activity, or the activity of
dealing in property.

Rental of property is incidental to an
activity of holding property for
investment if both of the following
apply.

* The main purpose for holding the
property is to realize a gain from the
appreciation of the propeny.

e The gross rental income from such
property for the tax year is less than 2%
of the smaller of the property's
unadjusted basis or its fair market
value.

Rental of propeny is incidental to a
trade or business activity if all of the
following apply.
® The corporation owns an interest in
the trade or business at all times during
the year.

& The rental property was mainly used
in the trade or business activity during
the tax year or during at teast 2 of the 5
preceding tax years.

* The gross rental Income from the
property for the tax year s less than 2%
of the smaller of the property’s
unagdjusted basis or its fair market
value.

The sale or exchange of property
that is atso rented during the tax year
{in which the gain or loss 15 recognized)
is treated as incidental to the activity of
dealing in property i, at the time of the
sale or exchange. the property was
held primarily for sale to customers in
the ordinary course of the corporation’s
trade or business.

See Temporary Regulations section
1.469-17(e){3} and Requiations secticn

1.469-1(e)(3} for more information on
the definition of rental activities far
purposes of the passive aclivity
timitations.

Reporting of rental aclivities. In
reporting the corporation’s income or
tosses and credils from rental activities,
the carporation must separately report
rertal real estate activities and rental
activiies other than rental real estate
activities.

Shareholders who aclively
participate in a rental real estate activity
may be able to deduct part or all of their
renfal real estate losses (and the
deduction equivalent of rental real
estate credits} against income {or tax}
from nonpassive aclivities. Generally,
the combined amount of rental real
astate 10sses and the deduction
equivalent of rental real estate credits
from all sources (including rental real
estate activities not held through the
corporation) that may be claimed is
limited to $25,000.

Report rental real estate aclivity
income (loss) on Form 8825, Rental
Real Estate Income and Expenses of a
Partnership or an S Carporation, and
fine 2 of Schedule K and box 2 of
Schedule K-1, rather than on page 1 of
Form 1120S. Report credits related to
rental real estate activities on lines 13¢
and 13d of Schedule K {box 13, codes
C and D, of Schedule K-1) and
tow-income housing credits on lines
13a and 13b of Scheadule K (box 13.
codes A and B. of Schedule K-1},

Report income (loss) from rental
activities other than rental real estate
related to rental activities other than
rental real estate on ling 13e of
Schedule K and in box 13, code E, of
Schedule K-1.

Portfolio Income

Generally, portfalio income includes all
gross income, other than income
derived in the ordinary course of a
trade or business, that is attributable to
interest; dividends; royalties; income
from a real estate investment trust, a
regulated investment company, a real
estate mortgage investment conduit, a
common trust fund, a controlled foreign
corporation, a qualified electing fund, or
a cooperative. iIncome from the
disposition of property that produces
income of a type defined as portfolio
income; and income from the
disposition of property held for
investment. See Seff-Charged Initerest
on page 8 for an exception.

Solely for purposes of the preceding
paragraph. gross income derived in the
ordinary course of a trade of business
includas {and portfolio ingome,
therefore, does not include) the
following types of income.
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* [nterest income on loans and
investments made in the ordinary
course of a trade or business of lending
money.

= [nterest on accounts receivable
arising from the performance of
services or the sale of properly in the
ordinary course of a trade or business
of performing such services or selling
such property, but only if credit is
customarly offered lo customers of the
business.

* Income from investments made in
the ordinary course of a trade or
business of furnishing insurance or
annuity contracts or reinsuring risks
underwritten by insurance companies.
® Income or gain derived in the
ordinary course of an activily of trading
or dealing in any property if such
activity constitutes a trade or pusiness
{unless the dealer held the property for
investment at any time before such
income or gain is recognized).

* Royalties derived by the taxpayer in
the ardinary course of a trade or
business of licensing intangible
property.

* Amounts included in the gross
income of a patron of & cooperative by
reason of any payment or aliocation to
the patron based on patronage
accurring with respect to a trade or
business of the patron.

* Other income identified by the IRS as
income derived by the taxpayer in the
ordinary course of a trade or business.

See Temporary Regulations section
1.469-2T(c}(3) for more information on
portfalio income.

Report portfolio income and related
deductions on Schedule K rather than
on page 1 of Form 11205,

Self-Charged Interest

Certain self-charged interest income
and deductions may be treated as
passive activity gross income and
passive activity deductions if the loan
proceeds are used in a passive aclivity.
Generally, self-charged interest income
and deductions result from loans
between the corporation and its
shareholders. Seli-charged interest also
occurs in loans betweaen the corporation
and another S corporation or
partnership if each owner in the
borrowing entity has the same
proportional ownership interest in the
lending entity

The self-charged interest rules do
not appiy to a sharsholder's interest in
an S corporation if the S corporation
makes an election under Regulations
section 1.469-7(g) to aveid the
application of these rules. To make the
election, the S corporation must attach
to its original or amended Form 11208
a statement that includes the name,
address, and EIN of the S corporation
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and a declaration that the election is
baing made under Regulalions section
1.468-7{g). The election will apply to
the tax year for which it was made and
all subsequent tax years. Once made,
the election can only be revoked with
the consent of the IRS.

For more details an the seif-charged
interest rules, see Reguiations section
1.469-7.

Grouping Activities

Generally, one or more trade or
business or rental activities may be
treated as a single activity if the
activities make up an appropriate
economic unit for measurement of gain
or loss under the passive activity rules.
Whether activities make up an
appropriate economic unit depends on
all the relevant facts and
circumnstances. The factors given the
greatest weight in determining whether
activities make up an appropriate
economic unit are:

« Similarities and differences in types
of trades or businesses,

¢ The extent of common control,

+ The extent of common ownership,

+ Geographical location, and

& Reliance belween or among the
activities.

Example. The corporaticn has a
significant ownership interest in a
bakery and a movie theater in Baltimore
and a bakery and a movie theater in
Philadelphia. Depending ¢n the
relevant facts and circumstances, there
may be more than one reasonable
methed for grouping the corporation’s
activilies. For instance, the following
groupings may or may not be
permissible.

* A singie aclivity.

* A movie theater activity and a bakery
activity.

¢ A Baltimore activity and a
Philadelphia activity.

& Four separate activities.

Once the corperation chooses a
grouping under these rules, it must
continue using that grouping in later tax
years unless a material change in the
tacts and circumstances makes it
clearly inappropriate.

The IRS may regroup the
corporation’s aclivities if the
corporation’s grouping fails to refiect
one or more appropriate economic units
and one of the primary purposes for the
grouping is 1o avoid the passive activity
Himitations.

Limilation on grouping certain
activities. The following activilies may
rat be grouped together.

1. A rental activity with a lrade ar
business aclivity unless the activities
being grouped together make up an
appropriate economic unit and:

Instructions for Form 11208

a. The renlal activity is insubstantial
relative to the trade or business activity
or vice versa or

b. Each cwner of the trade or
business activity has the same
proporionate ownership interast in the
rentai activity, If so, the portion of the
rental activity involving the rental of
property to be used in the frade or
business activity can be grauped with
the trade or business activity.

2. An activity involving the rental of
real propeny with an activity involving
the rental of personal property (except
personal property provided in
connection with the real propenly or vice
versa).

3. Any activity with another activity
in a different type of business and in
which the corporation holds an interest
as a limited partner or as a iimited
entrepreneur {as defined in section
464{e)2}} if that other activity engages
in helding, producing, or distributing
motion picture films or videotapes;
farming; leasing section 1245 property,
or explonng for or exploiting ¢il and gas
resources or gegthermat deposits.

Activities conducied through
partnerships. Once a parlnership
determines its activities under these
rules, the corporation as a parner can
use these rules to group thase activities
with.

» Each olher,

» Activities canducted directly by the
corporation, or

= Activities conducted through other
parinerships.

The corporation cannot treat as
separate aclivities 1hose activities
grouped together by a partnership.

Recharacterization of
Passive Income

Under Temporary Regulations section
1.469-2T(l) and Regulations sechion
1.488-2(f), net passive income from
cenain passive activities must be
freated as nonpassive income. Nat
passtve income is the excess of an
activity's passive activity gross income
over its passive activity deductions
{current year deduclions and prior year
unallowed losses).

Incorne frarm the following six
sources is subject to recharacterization.

Note. Any net passive income
recharaclerized as nonpassive income
is treated as investment income for
purpases of figuring invesiment intergst
expense limitations if it is from {a) an
activity of renting substantially
nondepreciable property from an
equity-financed lending activity or (b} an
activity related 1o an interest in a
pass-through entity that licenses
intangible property.
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1. Signmificant participation
passive activities. A significant
padicipation passive activily is any
trade or business activity in which the
sharehalder participated for mare than
100 hours during the tax year but did
not materially participate. Because
each shareholder must determine his or
her level of paricipation, the
corporation will not be able 10 identity
significant participation passive
activities.

2. Certain nondepreciable rental
property activities. Net passive
income from a rental activily is
nanpassive income if less than 30% of
the unadjusted basis of the property
used or held for use by customers in
the activity is subject to depreciation
under section 167.

3. Passive equity-financed
lending activities. If the corporation
has net income from a passive
equity-financed lending activity, the
smaller of the net passive income or
the equity-financed inlerest income
tfrom the activity is nonpassive income,

Note, The amount of income from the
activities in items 1 through 3 above
that any shareholder will be required to
recharacterize as nonpassive income
rmay be limited under Temgporary
Regulalions section 1.468-2T(f){8}.
Because the corporation will not have
information regarding all of a
shareholder's activities, it must identify
all corporate activilies meeting the
definitions in items 2 and 3 as aclivities
that may be subject to
recharacterization.

4. Rental of property incidental to
a development activity. Net rental
activity income is the excess of passive
aclivity gross income from renling or
disposing of property over passive
activity deductions {current year
ceductions and prior year unallowed
losses) that are reasonably alocable to
the rented property. Net rental activity
income is nonpassive income for a
shareholder if all of the following apply.

a. The corporation recognizes gain
from the sale, exchange, or other
disposition of the rental property during
ihe lax year.

b. The use of the item of propery in
the rental activity started less than 12
months before the date of disposition.
The use of an itermn of remal property
begins on the first day on which {&) the
corporation owns an inlerest in the
property, (b} substantially all of the
property is either rented or held out for
rent and ready to be rented, and (c) no
significant value-enhancing services
remain to be performed,

¢. The shareholder materially or
significantly participated for any 1ax
year in an activity that involved
performing services to enbance the



value of the property {or any other item
of property, if the hasis of the property
disposed of is determined in whole or in
part by reference 10 the basis of that
item of property).

Because the corporabion cannet
determine a shareholder's level of
paricipation, the corporation must
identify net income from property
described above {without regard to the
shareholder's level of participation) as
income that may be subject to
recharacterization.

5. Rental of property to &
nianpassive activity, If a taxpayer
rents property o a trade or business
activity in which the taxpayer materially
participates, the taxpayer's net rental
activity income (defined in item 4) from
the property is nonpassive income.

8. Agquisition of an interest in &
pass-through entity that licenses
intangible property. Generally, net
royalty income from intangible property
is nonpassive income if the taxpayer
acquired an interest in the pass-through
entity after the pass-through entity
created the intangible property or
performed substantial services or
incurred substantial costs in developing
or marketing the intangible property.
Net royalty income is the excess of
passive activity gross income from
Heensing or transferring any right in
intangible property aver passive activity
deductions {current year deductions
and prior year unallowed losses) that
are reasonably allocable 1o the
intangible property. See Temporary
Regulations section 1.468-2T(H){7){iii)
for exceptions to this rule.

Passive Activity Reporting
Requirements

To allow shareholders to correcily apply
the passive aclivity loss and credit
tirmitation rules, any corporation that
carries on more than one activity must:

1. Provide an attachment for each
activity conducted through the
corporation that identifies the type of
activily conducted (trade or business,
rental real estate. rental activity other
than rental real estate, or investment).

2. On the altachment for each
activity, provide a statement, using the
same box numbers as shown on
Schedule K-1, detailing the net income
{loss), credits. and all items reguired 1o
be separately stated under section
1388(a}(1) from each trade or business
activity, from each rental real estate
activity, from gach rental activity other
than a rental real estate aclivity, and
from investments

3. Identify the net income (loss) and
the shareholder's share of corporation
interast expense from each activity of
renting a dwelling unit that any
shareholder uses for personal purposes

during the year for more than the
greater of 14 days or 10% of the
number of days that the residence is
rented at fair rental value.

4. Identify the nel income {loss) and
the shareholder's share of interest
expense from each activity of trading
personal property conducted through
the corporation.

5. For any gain {loss) from the
disposition of an interest in an activity
or of an interest in property used in an
activity {including dispositions before
1987 from which gain is being
recognized after 1986):

a. ldentify the activity in which the
property was used at the time of
disposition,

b. if the property was used in more
than one activity during the 12 months
preceding the disposition, identify the
activities in which the propernty was
used and the adjusted basis allocated
to each activity, and

c. For gains only, if the property
was substantially appreciated at the
time of the disposition and the
applicable holding period specified in
Regulations section 1.468-2(c}{2){iii){A)

was not satisfied, identify the amount of

the nonpassive gain and indicate
whether or not the gain is investment
income under Regulations section
1.468-2(cyH2)(ii}{F).

6. Specify the amount of gross
poritolio income, the interest expense
properly allocable to portfolio income,
and expenses other than interest
expense that are clearly and directly
allocable 1o portfolio income.

7. identify the ratable portion of any
section 481 adjustment {(whether a net
positive or a net negative adjustment)
allocable to each corporate activity.

8. identify any gross income from
sources specifically excluded from
passive activity gross income,
including:

a. Income from intangible property,
it the shareholder is an individual
whose personal efforts significantly
contributad to the creation of the
property;

b Income from state, local, or
foreign income lax refunds; and

¢ Income from a covenant not to
compete, if the sharehalder is an
individual who confributed the covenant
to the corporation.

9 identity any deductions that are
not passive activity deductions.

10. If the corporation makes a full or
partial disposition of its intarest in
another entity, identity the gain (loss)
aliocabie lo each activity conducted
through the entity, and the gain
ailocable to a passive activity that
wauld have been recharacterized as
nonpassive gain had the corporation
disposed of its inlerest in property used

-10-

in the activity {becauss the properly
was substantially appreciated at the
time of tha dispoesition, and the gain
represented more than 10% of the
sharehoelder’s total gain from the
disposition).

11, identify the following items from
activities that may be subject to the
recharacterization rules under
Temporary Regulations section
1.468-2T{f} and Regulations section
1.488-2{f).

a. Netincome from an activity of
renting substantially nondenreciable
property.

b. The smaller of equity-financed
interest income or net passive income
from an equity-financed lending activity.

¢. Net rental activity income from
propeny developed (by the shareholder
or the corporation), rented, and sold
within 12 months after the rentai of the
property commenced.

d. Net rental aclivity income from
the rental of property by the corporation
to a trade or business activity in which
the shareholder had an interest (either
directly or indirectly}.

e. Net royally income from
intangible property if the shareholder
acquired the shareholder’s inlerest in
the corparation after the corporation
crealed the inlangible property or
performed substantial services, or
incurred substantial costs in developing
or marketing the intangible property.

12. Identify separately the credits
from each activity conducted by or
through the corporation.

13. tdentfy the shareholder's pro rata
share of the corporation’s self-charged
interest income or expense (see
Self-Charged interest on page 8).

a. Loans between a shareholder
and the corporation. identify the
lending or borrowing shareholder's
share of the self-charged interest
income or expense. If the shareholder
made the loan 10 the corporation, also
identify the activity in which the loan
proceeds were used. If the proceeds
were used in more than one activity,
allocate the interest to each activity
based on the amount of the proceeds
used in each activity.

b. Loans between the corporation
and another S corporation or
partnership. If the corporation’s
shareholders have the same
proportional ownership interest in the
corporation and the other S corporation
or partnership, identify each
shareholder's share of the interest
incorne or expense from the loan. If the
corporation was the borrower, also
identify the activity in which the loan
proceeds were used. If the proceeds
were used in more than one activity,
atiocale lhe interest to each activity

Instructions for Form 11205



based on the amount of the proceeds
used in each activity

Extraterritorial Income
Excilusion

IGenerally,ino exclusion is
allowed for transactions after
2006.!LHowever, transactions

‘that meer ihe Jransition rules may stil
ey 107 the exciusion] see the
instuctions for Form 8873 for details.

S :
For details and fo figure the amount

of the exclusion, see Form 8873,
Extraterritorial Income Exclusion, and
its separate instructions. The
corporation must report the
extraterritorial income exclusion on its
return as follows.

1. If the corporation met the foreign
economic process requirements
expiained in the Instructions for Form
8873, it can report the exclusion as a
nonseparately stated itern on whichever
of the following lines apply to that
activity.

#* Form 11208, page 1, line 18.

* [orm 8825, line 15.

+ Form 11205, Schedule K, line 3b.

In addition. the corporation must
report as an item of information on
Scheduie K-1, box 14, using code O.
the shareholder’s pro rata share of
fareign trading gross receipts from
qa o Form 8873, line 15.

o 2. If the foreign trading gross
L receipts of the corporation for the tax
1w b @ vear are §5 million or less and the

corporation did nol meet the foreign
economic process requirements, it
cannot report the extraterritorial income
exclusion as a nongeparately stated
itern on its return. Instead, the
corperation must report the following
separately stated iterns to the
shareholders on Schedule K-1, box 14,

v The

Ings of

.

~ilpr

» Foreign trading gross receiplts (code
). Report each sharehotder's pro rata
share of foreign trading gross receipis
from line 15 of Form 8873 in box 14
using code Q.

= Exiraterritorial income exclusion
{code P}. Report each shareholder's
pro rata share of the extraterntorial
income exclusion from line 52 of Form
8873 in box 14 using code P and
identify on an attached statement the
activity to which the exclusion relates. lf
the corparation is required to complete
maore than one Form 8873, combine the
exciusions and report a single exclusion
amount in box 14,

Note. Upon reguest of a sharehoider.
the corporation should furnish a copy of
the corporation's Form 8873 if that
shareholder has a reduction for
international boycott operations, illegal
bribes. kickbacks, etc.

Instructions for Form 11205

‘ example, if a business is incorporated

Specific Instructions

Period Covered

File the 2007 relurn for calendar year
2007 and fiscal years that begin in
2007and end in 2008. For a fiscal or
short tax year return. Bl in the tax year
space at the top of the form.

The 2007 Form 11208 can also be
used if
» The corporation has a tax year of
less than 12 months that begins and
ends in 2008, and
* The 2008 Form 112085 is not
available at the time the corporation is
required to file its return.

The corporation must show its 2008
tax year on the 2007 Form 11208 and
take into account any tax law changes
that are effective for tax years
beginning afler December 31, 20071

Name and Address

Enter the corporation’s true name {as
set forth in the charter or other legal
document creating it), address, and £IN
on the appropriate Iines.rlnclude the
suite, room, or other unit nurnber after
the street address. i the post office
does not deliver mail to the street
address and the corporation has a P.QO.
box, show the box number instead.
Nete. Do not use the address of the
registered agent for the state in which
the corporation is incorperated For

in Detaware or Nevada and the
corporation’s principal office is located
in Little Rock, AR, the comporation
should enter the Little Bock address.

" Wthe corporation receives its mail in
care of a third party (such as an
accountant or an attorney), enter on the
street address line “C/C" followed by
the third party’'s name and street
address or P.Q. box.

tf the corporation received a Form
11208 tax package, use the preprinted
tabel. Cross out any errors and print the
correct ifformation on the [abel.

Item B. Business Code

See the Principal Business Activify
Codes on pages 38 through 40 of these
instructions.

file Schedule M-3 may voluntarily file t
Schedule M-3 mnstead of Schedule M-1. ¢

If you are filing Schedule M-3, check
the "Check if Sch. M-3 attached” box.
See the Instructions for Schedule M-3
for more details.

Item@. Employer -
Identification Number
(EIN)

Enter the corporation’s EIN. If the
corporation does not have an EIN, it
must apply for one. An EIN can be
applied tor:

* Online—Click on the EIN link at
www.irs.gov/businesses/small. The EIN
is issued immediately once the
application information is valid o the

+ By telephone at 1-800-§28-4933 from *# 15
7:00 a.m. to 10:00 p.m. o, corpennos
* By mailing or faxing Form 35-4, Vacsl Jimt
Application for Employer Identification ¢ ga®g
Number.

If the corporation has not received its
EIN by the time the return is due, enter
"Applied for” and the date you appired
in the space for the EIN. For more
details, see the Instructions for Form
55-4.

Item F. Total Assets

Enter the corporation’s total assets (as
determined by the accounting method
regularly used in keeping the
corporation’s books and records) at the
end of the tax year. if there were no
assets at the end of the tax year, enter
-0-.

If the corporation is required to
complete Scheduie L, enter total assets
from Scheduje L, line 15, column (d} on
page 1, tem|Fi {f the S election
terminated during the tax year, see t%

instructions for Schedule L. on page
for special rules that may apply when
figuring the corporation’s year-end
assets.

ltem H. Final Return,
Name Change, Address
Change, Amended
Return, or S Election
Termination or
Revocation

ltem C. Schedljwle M-3

Information

A corporation with total assets of $10
million or more on the last day of the
tax year must complete Schedule M-3
{Form 11208), Net income {l.ogs)
Reconciliation for S Corporations With
Total Assets of $10 Million or More,
instead of Schedule M-1. A corporatian

5 if this is the corporation’s final return
nd it will no longer exist, check the
‘Final return” box. Also check the “Final
K-1"tiox on each Scheduie K-1.

s |f the corporation changed ils name
since it last filed a return, check the
“Name change” box. Generally, a
corporation also must have amended
its articles of incorporation and filed the
amendment with the state in which it
was incorparated.

o




e |f the corporation has changed its
address since it last fited a return
{including a change to an “in care of”
’box; If a change in address occurs after
ihe return is fled, use Form 8822,
Change of Address, to notify the IRS of
the new address.
= f this amends a previously filed
return, check the “Amended return”
box. If Schedules K-1 are also being
amended, check the "Amended K-1"
box on each Schedule K-1.

» |f the corporation has termmated or
revoked its S election, check the “S
election termination or revocation” box.
See Termination of Election on page 2.

|
|

<lIncome
Report only trade or business

activily income on lines ia
T through 6. Do not report rental
activilty income or portiolio income on
these lines. See Passive Activity
Limitations beginning on page 6 for
definitions of rental income and portfolio
income. Renlal activity incorne and
portfolic income are reported on
Schedules K and K-1. Rental real
estale aclivities are also reported on
Form 8825,

Tax-exempt income. Do not include
any tax-exempt income on lines 1a
through 5. A corporation that receives
any tax-exempt income other than
interest, or holds any property or
engages in any activity that produces
tax-exempt income, reports this income
on line 18b of Schedule K and in box
16 of Schedule K-1 using code B.

Repont tax-exempt interest income,
including exempt-interest dividends
received as a shareholder in a mutual
fund or other regulated investment
company, on line 16a of Schedule K
and in box 16 of Schedule K-1 using
code A.

See Deductions on page 13 for
information on how to report expenses
related to tax-exempt income.

Cancelled debt exclusion. If the
corporation has had debt discharged
resulling from a title 11 bankruptcy
proceeding or while insolvent, see Form
982. Reduction of Tax Altributes Due to
Discharge of Indebtedness (and
Section 1082 Basis Adjusiment), and
Pub. 808, Bankruptcy Tax Guide.

Line 1. Gross Receipts or
Sales

Enter gross receipts or sales from all
business operations except those that
must be reported on lines 4 and 5.

in general, advance payments are
reported in the year of receipt. To
reporl income from long-term contracts,
see saction 460. For special rules for

reporting ceriain advance payments for
goods and long-lerm contracts, see
Regulations section 1.451-5. For
permissible methods for reparting
advance payments for services and
certain goods by an accrual method
corporation. see Rev. Proc. 2004-34,
2004-22 L.R.B. 991.

Installment sales. Generally, the
instaliment method cannot be used for
dealer disposilions of property. A
“dealer disposition” is any disposition
of. {a) personal property by a person
who reguiarly sells or otherwise
disposes of personal property of the
same type on the installment plan or ()
real property held for sale to customers
in the ordinary course of the taxpayer's
trade or business.

These reslrictions on uging the
installment method do not apply to
dispositions of property used or
produced in a farming business or sales
of timeshares and residential lots for
which the corporation elects 1o pay
interest under seclion 453(143).

Far sales of imeshares and
residential lols reporied under the
instaliment method, each shareholder's
income tax is increased by the
shareholder's pro rata share of the
interest payable under section 453{1){3).

Enter on line 1a the gross profit an
collections from installment sales for
any of the following.

s Dealer dispositions of property before
warch 1, 1986.

¢ Dispositions of properly used or
produced in the trade or business of
farming.

+ Certain dispositions of timeashares
and residential lots reported under the
installment method,

Attach a statement showing the
following information for the current and
the 3 preceding years: (a) gross sales,
{b) cost of goods sold, (c) gross profits,
{d) percentage of gross profits to gross
sales, (e} amount collected, and (f)
gross profit on the amount collected.

Line 2. Cost of Goods Sold

See the Schedule A instructions on
page 18.

Line 4. Net Gain (Loss) From
Form 4797

include only ordinary gains or
. tosses from the safe, exchange,
(X or involuntary conversion of
assels used i a frade or business
activity. Ordinary gains or losses from
the sale, exchangs, or involuntary
conversion of rental activity assets are
reported separately on line 19 of Form
8625 or line 3 of Schedde K and box 3
of Schedule K-1, generally as a part of
the net income (loss) from the rental
aclivity.
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A corporation that is a parinerina
partinership must include on Form 4797,
Sales of Business Property, its share of
ordinary gains {losses} from sales,
exchanges, or involuntary conversions
{other than casualties or thefts) of the
partnership’s trade or business assets

Corporations should not use Form
4797 to report the sale or other
disposition of property if a section 179
expense deduction was previously
passed through to any of its
shareholders for that property. Instead,
report it in box 17 of Schedule K-1
using code K. See the instructions on
page 33 for Dispositions of property
with section 179 deduclions {code K),
for details.

Line 5. Cther Income {L.oss)

Enter any other trade or business
income {loss) not included on lines 1a
through 4. List the type and amount of
income on an altached statement.

Examples of other income inciude
the foliowing.
s |nterest income derived in the
ordinary course of the corporation's
trade or business, such as interest
charged on receivabie balances. See
Temporary Regulations section
1.489-2T{c)(3}).
» Recoveries of bad debts deducted in
prior years under the specific charge-off
method.
¢ Taxable income rom insurance
proceeds.
* The amount included in income from
line 4 of Form 6478, Credit for Alcohol
Used as Fuel.
* The amount included in income from
line 8 of Form 8864, Biodiesel and
Renewable Diesel Fuels Credit.
* The recapture amount under section
280F if the business use of listed
property drops to 50% or less. To figure
the recapture amount, complete Part IV
of Form 4797,
= Any recapture amount under section
179A for certain clean-fuel vehicle
property {(or clean-fue! vehicle refueling
property) that ceases to qualify. See
Regulations section 1.178A-1 for
details.
s Ali section 481 income adjustments
resulling from changes in accounting
methods. Show the computation of the
section 481 adjustments on an

-abached stalement

e Part or all of the proceeds received
from certain corporate-owned life
insurance contracts issued after August

17, 2006. See section 101(j) for details.

Do not include items reguiring
separate computations by shareholders
that must be reporied on Schedules K
and K-1. See the instructions for
Schedules K and K-1 later in these
instructions.

Instructions for Form 11205



Ordinary Income {Loss) From a
Partnership, Estate, or Trust

Enter the ordinary income (loss) shown
on Schedule K-1 {(Form 1085) or
Scheduie K-1 {Form 1041), or other
ordinary income (loss} from a foreign
partnership, estate, or trust. Show the
partnership's, estate's, or trust's name,
address, and EIN on a separate
statement attached to this return. If the
amount entered is from more than one
source, identify the amount from each
source,

Da not include pertfolio income or
rental activity income (loss) from a
pannership, estate, or trust on this line.
Instead, report these amounts on
Schedules K and K-1, or on line 20z of
Form 8825 if the amount is from a
rental real estate activity.

Ordinary income or loss from a
parinership that is a publicly traded
partnership is not reported on this line.
Instead, report the amount separately
on line 10 of Schedule K and in box 10
of Schedule K-1 using code E.

Treat shares of other items
separately reported on Schedute K-1
issued by the other entity as if the items
were realized or incurred by this
corporation.

it there is a loss from a partnership,
the amount of the loss that may be
claimed is subject to the at-risk and
basis limitations as appropriate.

If the tax year of the S corporation
does not coincide with the tax year of
the partnership, estate, or trust, include
the ordinary income {loss) from the
other entity in the tax year in which the
cther entity's tax year ends.

Deductions

Report only trade or business
A activity deductions on lines 7
Gl through 19.

Lo not report the loliowing expenses
on lines 7 through 19,
+ Rental aclivity expenses. Report
these expenses on Form 8825 or line
3b of Schedule K.
» Deductions allocable to portfolic
income. Report these deductions on
line 12d of Schedule K and in box 12 of
Schedule K-1 using code H, .J, or K.
» Nondeductible expenses (for
example, expenses connected with the
production of tax-exempt income).
Report nondeductible expenses on line
16¢ of Schedule K and in box 16 of
Schedule K-1 using code C.
s Qualified expenditures to which an
election under section 59{e) may apply.
The instructions for line 12¢ of
Schedule K and for Schedute K-1, box
12, code |, explain how to repart these
amounts.

instructions for Form 11208

* |tems the corporation must state
separately that require separate
computations by the shareholders.
Examples include expenses incurred
for the production of income instead of
in a trade or business, charitable
contributions, foreign taxes paid or
accrued, intangible drilling and
development costs, soil and water
conservation expenditures, amortizable
basis of reforestalion expenditures, and
exploration expenditures, The pro rata
shares of these expenses are reporled
separately to each shareholder on
Schedule K-1.

Limitations on Deductions

Section 263A uniferm capitalization
rules. The uniform capitalization rules
of section 263A generally require
corporations to capitalize, or include in
inventory, certain costs incurred in
connection with the foliowing. .

* The production of real property and
tangible personal property held in
inventory or held for sale in the ordinary
course of business.

» Real property or personal property
{tangible and intangible) acquired for
resale.

= The producticn of real property and
tangible personal property by a
corporation for use in its trade or
business or in an activity engaged in for
profit.

Tangible personal property produced
by a corporation includes a film, sound
recording, videotape, book, or similar
property.

The costs required to be capitalized
under section 263A are not deductible
until the property to which the cosis
relate is seld, used, or otherwise
disposed of by the corporation.

Exceptions. Section 263A does
not apply to the following.
e Inventoriable items accounted for in
the same manner as materials and
supplies that are not incidental. See
Schedule A Cost of Goods Sold on
page 1B for details.
» Personal property acquired for resale
if the corporation’s{or any

(prédecesiors) average annual gross

receipts 167 the 3 prior tax years were
$10 million or less.

» Timber

= Most property produced under a
long-term contract.

* Cerain property produced in a
farming business. See Special rules for
certain corporations engaged in farming
on page 13,

* Geological and geophysica! costs

» Capital costs incurred to comply with :

amortized under section 187(h), .
EPA sulfur requlations. ;

The corporation must report the
following costs separately to the
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sharehoiders for purposes of
determinations under section 59(e).

* Research and experimental costs
under section 174.

+ Intangible drilling costs for cil, gas,
and gecthermal property.

* Mining exploration and development
costs.

Indirect costs. Corporations
subject to the uniform capitalization
rules are required to capitalize not only
direct costs but an allocable part of
most indirect cosis (including taxes)
that benefit the assets produced or
acquired for resale, or are incurred
because of the perdormance of
production or resale activities.

For inventory, some of the indirect
costs that must be capitalized are:
» Administration expenses;

» Taxes,

* Depreciation;

* |psurance;

* Compensation paid to officers
attributablie to services;

» Rework lzbor; and

= Contributions to pension, stock
bonus, and certain profit-sharing,
annuity, or deferred compensation
plans.

Reguiations section 1.263A-1(e}(3)
specifies other indirect costs that relate
to production or resale activities that
must be capitalized and those that may
be currently deductibie.

Interest expense paid or incurred
during the production period of
designated property must be capitalized
and is governed by special rules. For
more details, see Regulations sections
1.263A-8 through 1.263A-15.

Far more details on the uniform
capitalization rules, see Regulations
sections 1.263A-1 through 1.263A-3.

Special rules for certain
corperations engaged in farming.
For S corporations not required o use
the accrual method of accounting, the
rutes of section 263A do not apply to
expenses of raising any:

* Animal or

* Plant that has a preproductive period
of 2 years or less.

Shareholders of S corporations not
required to use the accrual method of
accounting may elect to currently
deduct the preproductive period
expenses of certain plants that have a
preproductive period of more than 2
years. Because each shareholder
makes the election to deduct these
expenses, the corporation should not
capitalize them. Instead, the
cerporaiion should report the expenses
separately on line 12d of Schedule K
and report each shareholder's pro rata
share in box 12 of Schedule K-1 using
code L.



See Uniform Capitalization Aules in
chapter 6 of Pub, 225, Farmer's Tax
Guide, sections 283A{d) and (e}, and
Regulations section 1.263A-4 for
definitions and other details.

Transactions between related
taxpayers. {Generally, an accrual
basis S corporation can deduct
business expenses and interest owed
to a related pary (including any
shareholder) only in the tax year of the
corporalion that includes the day on
which the payment is includible in the
income of the related party. See section
267 for details.

Section 291 limitations. Ifthe S
corporation was a C corporation for any
of the 3 immediately preceding years,
the corporation may be required to
adjust deductions for depletion of iron
ore and coal, and the amortizable basis
of pofiution control facilities. If this
applies, see section 291 1o figure the
adjustrment.

Business start-up and organizational
costs. Business start-up and
organizational costs must be capitalized
unless an election is made to deduct or
amortize them. For costs paid or
incured after October 22, 2004, the
following rules apply separately to each
category of cosis.

» The corporation can elect tc deduct
up to $5,000 of such cosis for the year
the corporation begins business
operations.

® The $5,000 deduction is reduced (but
not below zero) by the amount the total
casts exceed $50,000. If the total costs
are $55,000 or more, the deduction is
reduced 1o zero.

# If the election is made, any costs that
are not deducted must be amontized
ratably over a 180-month period.

e —

For costs paid or incurred before
Cciober 23, 2004, the corporation can
etect to amortize the costs over a
period of 80 months or more.

In all cases, the amortization period
begins the month the corporation
begins business operations. For more
details on the election, see Pub. 535.

Attach any statement required by
Regutations sections 1.195-1{b} or
1.248-1{c). Repon the deductible
amount of these costs and any
amortization on line 19. For
amaortization that begins during the
2007 tax year, cormplete and attach
Form 4562.

Beducing certain expenses for which
credils are allowable. If the
carporation claims a credit on any of
the following forms, it may need to
reduce the otherwise allowable
deductions for expenses used 1o figure
the credit.

* Form 5884, Work Opportunity Credit

* Form 6768, Credit for Increasing
Hesearch Activities.

* Form 8820, Orphan Drug Credit.

# Form 8826, Disabled Access Credit,
* Form 8844, Empowerment Zone and
Renewal Community Employment
Credit.

* Farm 8845, Indian Employment
Credit.

» Form 8846, Credit for Employer
Social Security and Medicare Taxes
Faid on Certain Employee Tips.

« Form 8861, Wellare-to-Work Credit.
* Form 8881, Credit for Small
Employer Pension Plan Startup Costs.
e Form 8882, Credst for
Employer-Provided Childcare Facilities
and Services.

e Form 8896, Low Sulfur Diesel Fuel
Production Credit.

# Form 8823, Mine Rescue Team
Training Credit.

If the corporation has any of these
credits, ligure each current year credit
before figuring the deduction for
expenses on which the credit is based.
See the instructions for the form used
to figure the credit for details.

Line 7. Compensation of
Officers and
Line 8. Salaries and Wages

Distributions and other
payments by an § corporation to
LTl a8 corporate officer must be
freated as wages to the extent the
amounts are reasonable compensation
for services rendered o the
corporation.

Enter on line 7 the total
compensation of all officers paid or
incurred in the trade or business
activities of the corporation. The
corporation determines who is an
officer under the laws of the siate
where it is incorporated.

Enter on line 8 the iotal salaries and
wages paid or incurred to employees
(other than officers} during the tax year.

If the corporation claims a credit for
any wages paid or incurred, it may
need to reduce the amounts on lines 7
and 8. See Reducing cerain expenses
for which credits are aflowable on thig
page for details.

Do not include salaries and wages
reported elsewhere on the retum, such
as amounts included in cost of goods
sald, elective contributions to a section
401{k} cash or deferred arrangement,
or amounts contributed under a salary
reduction SEP agreement or a SIMPLE
iRA plan.

Include fringe benefit expendilures
made on behalf of officers and
employees owring more than 2% of the
corporation’'s stock. Alsc report these
fringe benefits as wages in box 1 of
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" Form W-2. Do not include amounts paid

or incurred for fringe benefits of officers
and employees owning 2% of less of
the corporation's stock. These amounts
are reported on line 18. See the
instructions for that fine for information
on the types of expenditures that are
treated as {ringe benefits and for the
stock ownership rules.

Report amaounts paid for health
insurance coverage for a more than 2%
shareholder {including that
shareholder's spouse and dependents)
as an information item in box 14 of that
shareholder's Form W-2. A
rmore-than-2% shareholder may be
allowed fo deduct such amounts on
Form 1040, line 29.

If a sharehoider or a member of the
family of one or more sharsholders of
the corporation renders services or
furnishes capital to the corporation for
which reasonable compensation is not
paid, the IRS may make adjustments in
the ilems taken into account by such
individuals to reflect the value of such
services or capiial. See section
1366(e).

Line 9. Repairs and
Maintenance

Enter the cost of incidental repairs and
maintenance not claimed eisewhere on
the return, such as labor and supplies,
that do not add to the value of the
property or appreciably prolong its life.
The corporation can deduct these
repairs only te the extent they relate to
a trade or business activity. New
buildings, machinery, or permanent
improvements that increase the value
of the property are not deductible. They
must be depreciated or amortized.

Line 10. Bad Debts

Enter the total debts that became
worthless in whole or in part during the
tax year, but only 1o the extent such
debts relate to a trade or business
activity. Report deductible nonbusiness
bad debts as a short-lerm capitai loss
on Schedule D {Form 112083}, Capital
Gains and Losses and Buili-in Gains. A
cash method taxpayer cannot claim a
bad debt deduction unless the amount
was previously included in income.

Line 11. Rents

Enter rent paid on business propeny
used in a trade or business activity. Do
not deduct rent for a dwelling unit
occupied by any shareholder for
personat use.

if the corporation rented or leased a
vehicle, enter the total annuaf rent or
lease expense paid or incurred in the
trade or business actvities of the
corperation during the tax year. Also
complete Part V of Form 4562,
Depreciation and Amortization. If the

{nstructions for Form 11208



corporation leased a vehicle for g term
of 30 days or more, the deduction for
vehicle lease expense may have to be
reduced by an amoun! called the
inclusion amount. The corporation may
have an inclusion amount if:

and the
vehicle's
FIMY on
the first
day of the
jease
exceeded:

The lease term hegan:

After 12/31/06 but before 1/1/08
After 12/31/04 but before 1/1/07 $15.200

fter 12/31/03 but before 1/1/05 $17.500
il the lease levm began before January 1 2004, see
Putr. 463, Travel. Entertainment, Gilt, and Car
Expenses, o find out if the corporation has an
inchusion amount The inglusion amount for lease
terms beginning 1n 2008 will be published i the
Internat Revernue Bulletin in early 2008,

$15,500

See Pub. 463 for instructions on
figuring the inclusion amount.

Line 12. Taxes and Licenses

Enter taxes and licenses paid or
incurred in the trade or business
activities of the corporation, unless they
are reflected elsewhere on the return.
Federat impornt duties and federal
excise and stamp taxes are deductible
only if paid or incurred in carrying on
the trade or business of the
corporation.

Do not deduct the following taxes on

line 12.

* [ederal income taxes {except for the
portion of built-in gains tax allocable to
ordinary income), or taxes reported
elsewhere on the return.

= Section 801 foreign taxes. Repon
these taxes on line 141 of Schedule K
and in box 14 of Schedule K-1 using
codes L and M.

» Taxes allocable 1o a rental activity.
Taxes aliocable to a rental real estate
activity are reported on Form 8825,
Taxes allocable to a renal activity other
than a rental real estate activity are
reported on line 3b of Schedule K.

= Taxes allccable to portfolio income.
Repon these taxes on line 12d of
Schedule K and in box 12 of Schedule
K-1 using code J.

* Taxes paid or incurrad for the
_production ar collection of income, or
for the management, conservation, or
maintenance of property held to
produce income. Report these taxes
separately on line 12d of Schedule K
and in box 12 of Schedule K-1 using
code R.

See section 263A{a) for rules on
capitalization of allocable costs
{including taxes} for any property.

s Taxes not imposed on the
carporation.

Instructions for Form 11208

» Taxes, including state or local sales
taxes, that are paid or incurred in
connection with an acquisition or
disposition of property (these taxes
must be treated as a parn of the cost of
the acquired property or, in the case of
a disposition, as a reduction in the
amount realized on the disposition).

s Taxes assessed against local
bensfits that increase the value of the
property assessed (such as for paving,
etc.).

See section 164(d) for
apportionment of taxes on real properly
between seller and purchaser.

Line 13. interest

Include only interest incurred in the
trade or business activities of the
corporation that is not claimed
elsewhere on the return.

Do not include interest expense:
» On debt used to purchase rental
property or debt used in a rental
activity. Interest allocable to a rental
real estafe activity is reported on Form
BB25 and is used in airiving at net
income {ioss) from rental real estaie
activities on line 2 of Schedute K and in
box 2 of Schedule K-1. interest
allocable to a rental activity cther than a
rental real estate activity is included on
line 3b of Schedule K and is used in
arriving at net income (loss) from a
rental activity (other than a rental real
estate activity). This net amount is
reported on line 3¢ of Schedule K and
in box 3 of Schedule K-1.
= On debt used to buy property held for
investrment. Interest that is clearly and
directly aliocable to interest, dividend,
royalty, or annuity income not derived in
the ardinary course of a trade or
business is repaned on line 12b of
Schedule K and in box 12 of Schedule
K-1 using code G. See the instructions
for line 12b of Schedule K, for box 12,
code G of Schedule K-1, and Form
4952, Investment Interest Expense
Deduction. for more information on
invesimeni property.
® On debt proceeds aliocated to
distributions made to shareholders
dunng the tax year. Instead, report
such interest on line 12d of Schedule K
and in box 12 of Schedule K-1 using
code R. To determine the amouni to
allocate to distributions to shareholders,
see Notice 89-35, 1989-1 C.B. 675.
» On debt required to be allocated to
the production of designated property.
Designated property includes real
property, personal property that has a
cfass life of 20 years or more, and other
tangible property requiring more than 2
years (1 year in the case of propetty
with a cost of more than $1 million) to
produce ar construct. interest allocable
to designated property produced by a
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corporation for its own use or for sale
must be capitalized. In addition, a
corporation must also capitalize any
interest on debt allocable to an asset
used to produce designated property. A
shareholder may have to capitalize
interest that the shareholder incurs
during the tax year for the S
corpoeration’s production expendiiures.
Similarly, interest incurred by an S
corperation may have to be capitalized
by a sharehclder for the shareholder's
own production expenditures. The
information required by the sharehoider
to properly capitalize interest for this
purpose must be provided by the
corporation on an attachment for box
17 of Schedule K-1 using code P. See
section 263A(f) and Regulations
sections 1.263A-8 through 1.263A-15.

Special rules apply to:
» Allocating interest expense amaong
activities so that the limitations on
passive activity losses, investment
interest, and personal interest can be
properly figured. Generally, interest
expense is allocated in the same
manner as debt is allocated. Debt is
allocated by tracing disbursements of
the debt proceeds to specific
expenditures. Temporary Regulations
section 1.163-8T gives rules for tracing
debt proceeds to expenditures.
# Prepaid interest, which generally can
only be deducted over the period o
which the prepayment applies. See
section 461{q) for details.
* Interest which is aliocable to
unborrowed policy cash values of life
insurance, endowment, or annuity
contracts issued after June 8, 1997,
See section 264(f). Attach a statement
showing the computation of the
deduction.

Line 14. Depreciation

Enter the depreciation claimed on
assets used in a rade or business
activity less any depreciation reported
elsewhere on the return (for example,
on Schedule A). See the Instructions
for Form 4562 or Pub, 946, How To
Depreciate Property, to figure the
amount of depreciation to enter on this
ling.

Complete and attach Form 4562
only if the corporation placed property
in service during the tax year or claims
depreciation on any car or other listed
property. There is different treatment for
property located in a2 GO Zone. See the
Instructions for Form 4562 for details.

Do not include any section 179
expense deduction on this line. This
amount is not deducted by the
corporation. Instead, it is passed
through 1o the sharehoiders in box 11
of Schedule K-1.



Line 15. Depletion

If the corporation claims a deduction for
timber depletion, complete and attach
Form T (Timber}, Forest Activities
Schedule.

Do not deduct depletion for oif
and gas properties. Each
&t shareholder figures depletion on
oit and gas properties. See the
instructions for Schedule K-1, box 17,
code R, for the information on oif and
gas depletion that must be supplied lo
the shareholders by the corporation.

Line 17. Pension,
Profit-Sharing, etc., Plans

Enter the deductible centributions not
claimed elsewhere on the return made
by the corporation for its employees
under a qualified pension,
profit-sharing, annuity, or simplified
employee pension (SEP) or SIMPLE
plan, or any other deferred
compensation plan.

If the corporation contributes to an
individual retirement arrangement (IRA)}
for employees, include the contribution
in salaries and wages on page 1, line B,
or Schedule A, line 3, and not on line
17.

Empioyers who maintain a pension,
profit-sharing, or other funded deferred
compensation plan, whether or not the
plan is gualified under the Internal
Revenue Cede and whether or not a
deduction is claimed for the current tax
year, generally must file the applicable
form listed below.

» Form 5500, Annual Return/Report of
Employee Benelit Plan. File this form
for a plan that is not a cne-participant
plan.

s Form 5500-EZ, Annual Return of
One-Participant (Owners and Their
Spouses) Retirement Plan. File this
form for a plan that only covers the
owner (or the owner and his or her
spouse} but only if the owner (or the
owner and his or her spouse) owns the
entire business.

There are penalties for not filing
these forms on time and for overstating
the pension plan deduction. See
sections 6652(e) and 6662(f}

Line 8. Employee Benefit
Programs

Enter amounts for fringe benefits paid
or incurred on behall of employees
owning 2% or less of the corporation’s
stock. These fringe benefits include (a)
empioyer contributions to cerlain
acciden! and health plans, (b} the cost
of up to $50,000 of group-term ife
insurance on an employee’s life, and {c)
meals and lodging furnished for the
employer's convenience.

Do not deduct amounts that are an
incidental part of a pension,
profit-sharing. elc., plan included on line
17 or amounts reported eisewhere on
the retumn.

Report amounts for fringe benefits
paid on behalf of employees owning
more than 2% of the corporate stock on
line 7 or 8, whichever applies. An
employee is considered 1o own more
than 2% of the corporation’s stock if
that person owns on any day during the
tax year more than 2% of the
cutstanding stock of the corporation or
stock possessing more than 2% of the
combined voting power of all stock of
the corparation. See section 318 for
attribution rules.

Line 19. Other Deductions

Enter the total allowable trade or
business deduclions that are not
deductible elsewhere on page 1 of
Form 11205. Atlach a statement listing
by type and amount each deduction
included on this line.

Exarnples of other deductions
include the following.
» Amortization. See Part VI of Form
4562.
# Certain business start-up and
organizational cosls the corporation
etects to deduct. See page 14.
* |nsurance premiums.
® |Legal and prolessional fees,
* Supplies used and consumed in the
business.
* Travel, mealgand entertainment
expenses. Special rules apply
{discussed below).
+ Utilities.
* Deduction for certain energy efficient
commercial building property. See
section 179D and Notice 2008-52,
2006-26 |.R.B. 1175.
* Any negative net section 481{a)
adjustment.

Do nol deduct the following on line
18.
* lterns that must be reported
separately on Scheduies K and K-1,
* Fines or penalties paid to a
government for violating any law.
Report these expenses on Schedule K,
line 16¢.
* Expenses allocable to tax-exempt
income. Report these expenses on
Schedule K, line 16¢.

Special Rules

Commercial revitalization deduction.
If the corporation constructs,
purchases, or substantially rehabilitates
a gualified building in a renewal
community, it may qualify for a
deduction of either {a) 50% of qualified
capital expenditures in the year the
building is placed in service or (b)
amortization of 100% of tne qualified
capital expenditures over a 120-month
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period beginning with the month the
building is placed in service. If the
corparation elecis to amortize these
expenditures, comiplete and attach
Form 4562. To qualify, the building
must be nonresidential (as defined in
section 168(e)(2}) and placed in service
by the corparation. The corporation
musl be the original user of the building
unless it is substantially rehabilitated.
The qualified expenditures cannot
exceed the lesser of $10 million or the
amount aliocated to the building by the
commercial revitalization agency of the
state in which the building is located.
Any remaining expenditures are
depreciated over the regular
depreciation recovery period. See Pub.
954, Tax Incentives for Distressed
Communities, and section 14001 for
details.

Rental real estate. Do not report
this deduction on line 18 if the building
is placed in service as rental real
estate. A commercial revitalization
deduction for rental real estate s not
deducted by the corporation but is
passed through to the sharehclders in
box 12 of Scheduie K-1 using code M.

Travel, meals, and entertainment.
Subject to limitations and restrictions
discussed below, a corporation can
deduct ordinary and necessary travel,
meals, and enfertainment expenses
paid or incurred in its trade or business.
Alseo, special rules apply to deductions
for gifts, skybox rentals, luxury water
travel, convention expenses, and
entertainment tickets. See section 274
and Pub. 463 for details.

Travel. The corporation cannot
deduct travel expenses of any
individual accompanying & corporate
officer or employee, including a spouse
or dependent of the officer or
employee, unless:
= That individual is an employee of the
corparation, and
= His or her travel is for a bona fide
business purpose and would otherwise
be deductible by that individual.

Meals and entertainment.
Generally, the corporation can deduct
only 50% of the amount otherwise
allowable for meals and entertainment
expenses paid or incurred in its trade or
business. |n addition {subject to
exceptions under section 274(k)(2)):

* Meals must not be lavish or
extravagant,

* A bhona fide business discussion
must oceur during, immediately before,
or immediately after the meal; and

= An employee of the carporation must
be present at the meal.

See section 274{n){3) for a special
rule that applies to expenses for meals
consumed by individuals subject to the
hours of service limits of the
Department of Transportation.

tnstructions for Form 11208



Membership dues. The
corporation can deduct amounis paid ar
incurred for membership dues in civic
or public service organizations,
professional organizations {such as bar
and medical associations), business
leagues, trade associalions, chambers
of commerce, boards of trade, and real
estale boards. Howeaver, no deduction
is aliowed if a principal purpose of the
organizalion is fo entertain, or provide
enteriainment facilities for, members or
their guests. In addition, corporations
cannot deduct membership dues in any
club organized for business. pleasure,
recrealion, or other social purpose. This
includes country clubs, golf and athletic
clubs, airline and hotel clubs, and ciubs
operated to provide meals under
conditions favorable 10 business
discussion.

Entertainment facilities. The
corporation cannct deduct an expense
paid or incurred for a facility {such as a
yacht or hunting lodge) used for an
activity usually considered
entertainment, amusement, or
recreation.

Amounts trealed as
compensation. The corporation may
be able to deduct otherwise
nondeductible entertainment,
amusement, or recreation expenses if
the amounts are treated as
compensation to the recipient and
reported on Form W-2 for an employee
or on Form 1089-MISC for an
independent contracior.

However, if the recipient is an officer,
direclor, or beneficial owner {directly or
indirectly) of more than 10% of the
corporation’s stock, the deductible
expense is limited. See section
274(e)(2) and Notice 2005-45. 2005-24
LR.B. 1228,

Lobbying expenses, Generaily,
lobbying expenses are not deductible.
Report nondeductible expenses on
Schedule K, line 16c. These expenses
include:

» Amounts paid or incurred in
connection with influencing federal or
state legislation (but not local
legislation) or

s Amounts paid or incurred in
connection with any commurication
with centain federal executive branch
officials in an attemnpt te influence the
official actions or positions of the
officials. See Regulations section
1.162-29 for the definition of
“influencing legisiation.”

Dues and other similar amounts paid
to cenain tax-exempt organizations
may not be deductible. See section
162{e)(3). If certain in-house obbying
expenditures do not exceed $2,000,
they are deductible. For information cn
contributions to charitable organizations
that conduct lobbying activities, see
section 170{1)(9).

Certain corporaticns engaged in
tarming. Section 464{f} limits the
deduction for certain expenditures of S
corperations engaged in farming if they
use the cash method of accounting,
and their prepaid farm supplies are
more than 50% of other deductible
farming expenses.

Prepaid farm supplies include
expenses for feed, seed, fentilizer, and
similar farm supplies not used or
consumed during the year, They also
include the cost of poultry that would be
allowable as a deduction in a fater tax
year if the corporation were to (a}
capitalize the cost of poultry bought for
use in its farm business and deduct #
ratably over the iesser of 12 months or
the useful fife of the poultry and {b)
deduct the cost of poultry bought for
resale in the year it sells or otherwise
disposes of it.

it the limit applies, the corporation
can deduct prepaid farm supplies that
do not exceed 50% of its other
deductible farm expenses in the year of
payment. The excess is deductible only
in the year the corporation uses or
consumes the supplies (other than
pouitry, which is deductible as

explained above). For exceptions and
mare details on these rules, see Pub.
225.

Reforestation expenditures. |f the
corporation made an election to deduct
a portion of its reforestation
expenditures on line 12d of Schedule
K, it must amortize over an 84-month
period the portion of these expenditures
in excess of the amount deducted on
Schedule K (see section 194}. Deduct
on line 19 only the amortization of
these excess reforestation
expenditures. See Reforestation
expense deduction {code N} an page
286,

Do not deduct amortization of
A reforestation expenditures paid
(o) or incurred before Ocotober 23,
2004. If the corporation elected to
amortize these expendilures, report the
amortizable basis on line 17d of
Schedule K, See Amontization of
reforestation costs {code S) on page 34
for details.

Line 21. Ordinary Business
Income {l.oss)

Enter this income or loss anline 1 of
Schedule K. Line 21 income is not
used in figuring the excess net passive
income or built-in gains taxes. See the
instructions for fine 22a for figuring
taxable income for purposes of these
taxes.

Tax and Payments

Line 22a. Excess Net Passive
income and LIFO Recapture
Tax

These taxes can apply if the
corparation was previously a C
corporation or if the corporation
engaged in a tax-free recrganization
with a C corporation,

Excess net passive income tax. |If
the corporation has accumulated
earnings and profits (AE&P) at the

Excess Net Passive Income Tax Worksheet for Line 22a

1. Enter gross receipts for the tax year
(see sechon 1352{di3HEBY for oross
receipis hrom the sale of capulaf
assets)

2 Enter passive mveslment HCOme as

defingd in secton 1362{dW3NCHr . . oL

3. Enter25% ofline t {If ne 2 15 leas than
ine 3. stop here. You are not llate for
this tax )

‘Ircome and deduchions on lines 1.2, and &

4. E£xcess passive invasiment incorme—
Subtract lne 3 from line 2

5. Enter deduchions drectly connected
witt the praduclion of mcome on e
2 {see section 1375(0)@2)

6. Net passlve ncome—Subtract ine &
troum fing 2

7. Dwvide amoumt on ke 4 hy amount or .
g2 . . . . . . . L

8. Excess net passive mcome—Multiply
g & by line 7,

8. Enler tanable income (see anstn..t:t s
for taxable income below) |

10. Enter smaller ot ling 8 or fing 9

11. Excess net passive meome tax—bnter
354% ot ine 10, Enter hare and ¢n line
22a, page 1, Form 11205 |

are from lotal ooerations for the tax year. This includas asoucabe moome and expenses fram page 1, Form 11208, as

well as those reported separately on Schedule K See section 1375(bjd} for an exception regarding les 2 ard &

Line 9 of Worksheet—Taxable income

Line 9 taxable income is defined in Regulztions section 1.1374-1Afd}. Figure this income by completing lines 1 through 28 of Form
1120, U.5. Corporation Income Tax Return. Ihciude the Form 1120 computation with the worksheet computation you attach to Form
11205. You do not have to attach the schedules, efc., called for on Form 1120, However, you may want to complete certan Form 1120
scheduies, such as Schedule D {Form 1120}, if you have capital gains or losses.

Instructions for Form 11208
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close of its tax year, has passive
investment mcome for the tax year that
is in excess of 25% of gross receipts,
and has taxable income at year-end,
the corporation must pay a tax on the
excess net passive income Complete
lines 1 through 3 and line 9 of the
worksheet on page 17 to make this
determination. If line 2 is greater than
line 3 and the corporation has taxable
income (see instructions for line 9 of
the worksheet), it must pay the iax.
Complete a separate schedule using
the format of knes 1 through 11 of the
worksheel 1o figure the tax. Enter the
tax on line 22a. page 1, Form 112085,
and attach the computation schedule to
Form 11208,

Reduce each item of passive income
passed through 1o shareholders by its
portion of any excess net passive
income tax reported on line 22a. See
section 1366(f){3).

LIFO recapture tax. The corporation
may be liabie for the additional tax due
to LIFO recapture under Regulations
section 1.1363-2 if:

» The corporation used the LIFO
inventory pricing method for its last tax
year as a C corporation, or

* A { corporation transferred LIFQ
inventory to the corporationin a
nonrecognition transaction in which
those assets were {ransierred basis

property.

The additional tax due to LIFO
recapture is figured for the corporation’s
last tax year as a C corporation or for
the tax year of the transfer, whichever
applies. See the Instructions for Form
1120 & fiqure the tax. E

The tax is paid in foursgual
nstaliments. The C corporation must
pay the first instaliment by the due date
{not including extensions) of Form 1120
for the corporation’s last tax yearas a
C corporation of for the tax year of the
ransfer, whichever applies. The S
corporation must pay each of the
remaining installments by the due date
(not including extensions} of Form
11208 for the 3 succeeding tax years.
include this year's installment in the
total amount 1o be entered on line 22a.
To the left of the iotal on line 22a, enter
the instaliment amount and “LIFO tax.”

Line 22b. Tax From Schedule
D (Form 11208}

Enter the built-in gains tax from fine 21
of Part lli of Schedule [, See the
instructions for Part Uil of Schedule D to
determine if the corporation is liable for
the tax.

Line 22¢

Include it
following in the total for line 22c.

the

:40»" ‘hw,“l.- o"") corkl
oo g olloud ot He
n-’n-J! ltw{‘)

Investment credit recapture tax. The
carporation 15 hable for investment
credil recapture atiributable to crediis’
allowed for tax years for which the
corporation was not an S corporation.
Figure the corporation’s investment
credit recapture tax by completing Form
4255, Recapture of investment Credit.

To the left of the line 22c¢ total, enter
the amount of recapture tax and “Tax
From Form 4255." Attach Form 4255 to
Form 11208S.

Interest due under the lcok-back
methed for completed long-term
contracts. If the corpeoration owes this
interest, attach Form 8697. To the left
of the total on line 22¢, enter the
amount owed and “From Form 8697."

Interest due under the look-back
method for property depreciated
under the income forecast method.
If the corporation owes this interest,
attach Form 8866. To the left of the
total on ling 22¢, enter the amount

owed and "From Form 8866."

Line 23d

If the corporation is the beneficiary of a
trust. and the trust makes a section
£43(g) election to credit its estimated
tax payments {0 its beneficiaries,
include the corporation's share of the
payrment in the total for line 23d. Enter
“F" and the amount on the dotted line to
the left of the entry space.

Line 24. Estimated Tax
Penalty

If Form 2220 is attached, check the box
on line 24 and enter the amount of any
penally on this line.

Line 27

Direct deposit of refund. If the
corporation wants its refund directly
deposited into its checking or savings
account at any U.S. bank or other
financial institution instead of having a
check sent to the corporation, complete
Form 8050 and atiach it to the
corporation's return. However, the
corporalion cannot have its refund from
an amended return directly deposited

Schedule A.
Cost of Goods Sold

Generally, inventories are required at
the beginning and end of each tax year
if the production, purchase, or sale of
merchandise is an income-producing
factor. See Regulations section
1.471-1,

However, if the corporation is a
qualifying taxpayer or a gualifying small
business taxpayer, it can adopt or
change ils accounting method to
account for inventoriable items in the
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same manner as maieriafts and supplies
that are not incidental, unless its
business is a tax shelter as defined in
section 448{d)(3).

A qualifying taxpayer is a taxpayer
that, for each prior tax year ending after
December 16, 1998, has average
annual gross receipts of $1 million or
less for the 3-tax-year period ending
with that prior tax year.

A qualifying smalt business taxpayer
is a taxpayer (a) that, for each prior tax
year ending on or after December 31,
2000, has average annual gross
receipts of $10 million or less for the
3-tax-year period ending with that prior
tax year and (b) whose principal
business activity is not an ineligible
activity.

Under this accounting method,
inventory costs tor raw materials
purchased for use in producing finished
goods and merchandise purchased for
resale are deductible in the year the
finished geods or merchandise are sold
{but not before the year the corporation
paid for the raw materials or
merchandise, if it is also using the cash
method). For additional guidance on
this method of accounting for
inventoriable items, see Pub. 538 and
the instructions for Form 3115.

Enter amounts paid for all raw
materials and merchandise during the
tax year oniine 2. The amount the
corporation can deduct for the tax year
is figured on line 8,

All filers that have not elected {o
treat inventoriable items as materials
and supplies that are noi incidental
should see Section 263A uniform
capitalization rules on page 13 before
completing Schedule A

Line 1. Inventory at
Beginning of Year

If the corporation is changing its
method of accounting for the current
tax year, it must refigure last year's
closing inventory using its new method
of accounting and enter the result on
fine 1. If there is a difference between
last year's closing inventory and the
refigured amount, attach an explanation
and take it inte account when figuring
the corporation’s section 481{a)
adjustment.

Line 4. Additional Section
263A Cosis

An entry is required on this line only for
corporations that have elected a
simphfied method of accounting.

For corperations that have elected
the simplified production method,
additional section 263A costs are
generally those costs, other than
interest, that were not capitalized under
the corporation’s method of accounting

instructions for Form 11205



immediately prior 1o the effective date
of section 263A but are now required to
be capitalized under section 263A. For
details, see Regulations section

1 263A-2(b).

For corporations that have elected
the simplified resale method, additional
section 263A cosis are generally those
costs incurred with respect to the
following categories.

» Off-site storage or warehousing.
* Purchasing. -

* Handling, such as processing,
assembling, repackaging, and
transporting.

» General and administrative costs
{mixed service costs),

For details, see Regulations section
1.263A-3{d).

Enter on line 4 the balance of
section 263A costs paid or incurred
during the tax year not includible on
lines 2, 3, and 5.

Line 5. Other Costs

Enter on {ine 5 any costs paid or
incurred during the tax year not entered
on lines 2 through 4.

Line 7. Inventory at End of
Year

See Regulations sections 1.263A-1
through 1.263A-3 for details on figuring
the amount of additional section 263A
costs to be included in ending
inventory. If the corporation accounts
for inventoriable items in the same
manner as materials and supplies that
are not incidental, enter on line 7 the
portion of its raw materials and
merchandise purchased for resale that
15 included on line 6 and was not sold
during the year.

Lines 9a Through 8f.
Inventory Valuation Methods

Inventories can be valued at:

» Cost,

» Cost or market value (whichever is
lower), or

= Any other method approved by the
IRS that conforms 1o the reguirements
of the applicable regulations cited
below.

However, if the corporation is using
the cash method of accounting, it is
required to use cost.

Corparations that account for
tnventoriable items in the same manner
as materials and supplies that are not
incidental can currently deduct
expenditures for direct laber and all
indirect costs that would otherwise be
included in inventory costs.

The average cost (rolling average}
method of valuing inventories generally
does not conform te the requirements
cf the requlations. See Rev. Bul,
71-234, 1971-1 C.B. 148.

instructions for Form 11208

Corporations that use erroneous
valuation methods must change o a
methad permitted for federal income tax
purposes. Use Form 3115 to make this
change.

On line 9a, check the method(s)
used for valuing inventories. Under
lower of cost or market, the term
"market” (for normal goods) means the
current bid price prevailing on the
inventory valuation date for the
particular merchandise in the volume
usually purchased by the taxpayer. For
a manufacturer, market applies 1o the
basic elaments of cost—raw materials,
labor, and burden. if section 263A
applies to the taxpayer. the basic
elements of cost musi reflect the
current bid price of ali direct costs and
all indirect costs properly allocable to
goods on hand at the inventory daie.

inventory may be valued below cost
when the merchandise is unsalable at
normal prices or unusable in the normal
way because the goods are subnormal
due to damage, imperfections,
shiopwear, etc., within the meaning of
Regulations section 1.471-2{c}. The
goods may be valued at the ceeent
bona fide selling prices minus,direct
cost of disposition {but not less than
scrap value) #soeraPTCE CaT e
establiched

o~

i this is the first year the Last-in.
First-out (LIFO) inventory method was
either adopted or extended to inventory
goods net previgusly valued under the
LIFO method provided in section 472,
atlach Form §70, Application To Use
LIFO Inventory Method, or a statement
with the information required by Form
870. Also check the LIFO box on line
Sc. On line 8d, enter the amount or the
percent of total closing inventories
covered under section 472, Estmates
are acceplable.

If the corporation changed or
extended its inventory method to LIFO
and had tc write up the opening
inventery to cost in the year of elaction,
report the effect of the write-up as other
income (line 5, page 1}, proporiionately
over a 3-year period that begins with
the year of the LIFQ election (section
472(d)).

For more information on inventary
vaiuation methods, see Pub. 538.

Schedule B. Other

information

Complete all itermns that apply lo the
corporation.

ltem 2

See page 38 and enter the business
aclivity and product or service.
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Question 4

Answer “Yes” if the corporation filed, or
is required o file, a return under section
6111 to provide information on any
reportable transaction by a material
advisor. Use Form 8918 to provide the
information. For details, see the
Instructions for Form 8918,

item 6

Complete item)if the corporation: (a)
was a C corporation betore it elected to
be an S corpaoration or the corporation
acqguired an asset with a basis
determined by reference to its basis (or
the basis of any other property) in the
hands of a C corporation and {b) has
net unrealized built-in gain {defined
below) in excess of the net recognized
built-in gain from prior years.

The carporation is liable for section
1374 tax if {a} and (b) above apply and
it has a net recognized built-in gain
(section 1374(d)(2)) for its tax year.

The corporation’s nel unrealized
built-in gain is the amount, if any, by
which the fair market value of the Yy
assets of the corporation at the
beginning of its first S carporation year yite
{or as of the date the assets were
acquired, for any asset with a basis ,’// fid
determineg by reference to its basis (or Bove
the basis of any other properly) inthe SeMley geict
hands of a C corporation) exceeds the ,, .,
aggregate adjusied basis of such £ £ d
assets at that time. slitsing of yuests

Enter the corporation’s net ~ #¥= 7 » "’r'i
unrealized built-in gain reduced by the ¢ wmlia it
net recognized built-in gain for prior
years. See sections 1374(c}(2) and A

@1}
.wbdl') J.-‘lm

i!em@

if the corporation was a C corporation
in a prior year, or if it engaged in a
tax-free reorganization with a C
corporation, enter the amount of any
accumulated earnings and profits
{AE&P) at the close of its 2007 tax
year. For details on figuring AE&P, see
section 312. Estimales based on
retained earnings at the end of the tax
year are acceplable, If the corporation
has AE&F, it may be liable for tax
imposed on excess net passive income.
See the instructions for line 22a, page
1, of Form 11208 for details on this tax.

Cluestion 8

Total receipts is the sum of the
following amounts.

» Gross receipts or sales {page 1, ling
1a). .

» All other income {page 1, lines 4 and
5).
= |Income reported on Schedule K,
lines 3a, 4, 5a, and 6.

* Income or net gain reported on
Schedule K, lines 7, 8a, 8, and 10.



# Income or net gain reported on Form
8825, lines 2, 18, and 20a.

Schedules K and K-1
(General Instructions)

Purpose of Schedules

The corporation is liable for taxes on
lines 22a, 22b, and 22¢, on page 1 of
Form 11208. Shareholders are liable
for tax on their shares of the
corporation’s income (reduced by any
{zxes paid by the corporation on
income). Shareholders must include
their share of the income on their tax
return whether or not it is distributed to
themn. Unlike maost partnership income,
S corporation income s not
self-employment income and ig not
subject to self-employment tax.

Schedule K. Schedule Kis a
summary schedule of all shareholders’
shares of the corporation’s income,
deductions, credits, etc. All corporations
must complete Schedule K.

Schedule K-1. Schedule K-1 shows
each shareholder's separate share.
Attach a copy of each Schedule K-1 to
the Form 11208 filed with the 1RS.
Keep a copy for the corporation’s
records and give each shareholder a
copy.

Give each shareholder a copy of the
Shareholder's Instructions for Schedule
K-1 {Form 11208} or specific
instructions for each item reported on
the sharehoider's Schedule K-1.

Substitute Forms

The corporation does not need IRS
approval 10 use a substitute Schedule
K-t If it is an exacl copy of the IRS
schedule. The boxes musl use the
same numbers and titles and must be
in the same order and format as on the
comparable |IRS Schedule K-1. The
substitute schedule must include the
OMB number. The corporation must
provide each shareholder with the
Shareholder's Instructions for Schedule
K-1 (Form 11208} or instructions that
apply 1o the specific items reported on
the shareholder's Schedule K-1.

The corporation must request IRS
approval to use other substitute
Schedules K-1. To reguest approval,
write {o Internal Revenue Service,
Attention: Substitute Forms Program,
SEW.CARMP:T:T:SP, 1111

Washington, DC 20224.

Each shareholder’s information must
bie on a separate sheet of paper.
Therefore, separate all continuously
printed substitules before you file them
with the IRS.

The corporation may be subject to a
penalty if it files a substitute Scheduie
K-1 that does not conform to the
specifications discussed in Pub. 1167,
General Rules and Specifications for
Subslitite Forms and Schedules.

Shareholder’s Pro Rata
Share items

General Rule

lterns of income, gain, loss, deduction,
or credit are aliocated 10 a shareholder
on a daily basis, according to the
number of shares of stock held by the
shareholder on each day of the
corporation’'s tax year. See the detailed
instructions for item F in Part i1,
information About the Shareholder on
page 21.

Shareholders who dispose of stock
are trealed as shareholders for the day
of their disposition. Shareholders who
die are treated as sharehalders for the
day of their death.

Special Rules

Termination of shareholder’s
interest. If a shareholder terminates
his or her inlerest in a corporation
during the tax year, the corporation,
with the consent of all atfected
shareholders {including those whose
interest is terminated), may elect to
allocate income and expenses, elc., as
if the corporation’s tax year consisted of
2 separate tax years, the first of which
ends on the date of the shareholder's
termination.

To make the election, the
corporation must attach a statement to
a timely filed original or amended Form
11208 for the tax year for which the
election is made. In the statement, the
corporation must state that it is electing
under section 1377(2){2) and
Regulations section 1.1377-1(b) to treat
the tax year as if il consisted of 2
separate tax years. The statement must
also explain how the shareholder's
entire interest was terminated (for
gxample, sale or gift), and state that the
corporation and each affected
shareholder consent {o the corporation
making the election. A single statement
may be filed for all terminating elections
made for the tax year. If the election is
made, enter "Section 1377{a}(2)
Election Made”" at the top of each
affected shareholder's Schedule K-1.

For more details. see Reguiations
sectton 1.1377-1(b).

Qualifying dispositions. ifa
qualitying disposition takes place dunng
the iax year, the corporation may make
an irrevocable election to allocate
income and expenses, efc.. as if the
corporation’s tax year consisted of 2 tax
years, the first of which ends on the

=2{~

close of the day the gualifying
disposition occurs.

A qualifying disposition is:

1. A disposition by a sharehoider of
at least 20% of the corporation’s
oulstanding stock in cne or more
transactions in any 30-day period
during the tax year,

2. A redermption treated as an
exchange under section 302{a) or
303(a) of at least 20% of the
corporation’s outstanding stock in one
or more transactions n any 30-day
period during the tax year, or

3. Anissuance of stock that equals
at least 25% of the previously
outstanding stock to one or more new
sharehclders in any 30-day petiod
during the tax year.

To make the election, the
corporation must attach a statement to
a timely filed origina! or amended Form
11205 for the tax year for which the
election is made. In the statement. the
corporation must state that it is electing
under Reguiations section
1.1388-1(g)(2Xi) to treat the tax year as
if it consisted of two separate tax years,
give the facts relating to the qualifying
disposition (for example, sale, gift,
stock issuance, or redemption), and
state that each shareholder who heid
stock in the corporation during the tax
year consents to the election. A single
election statement may be filed fo
qualifying disposition electiongfor the
tax year.

For more details, see*Regulations

section 1.1368-1

Specific Instructions
(Schedule K-1 Only)

General infoermation

Generally, the corporation is required to
prepare and give a Schedule K-1 to
each person who was a sharehoider in
the corporation at any time during the
tax year. Schedule K-1 must be
provided to each shareholder on or
before the day on which the
corporation’s Form 11208 is required to
be filed.

"How To Complete Schedule K-1

if the return is for a fiscal year or a
short tax year. fill in the tax year space
at the top of each Schedule K-1. On
each Schedule K-1, enler the
information about the corporation and
the sharehpider in Pars | and Il {tems
A throughl(F). In Part i}, enter the
shareholder’s pro rata share of each
item of income, deduction, and credit
and any other information the
shareholder needs to prepare his or her
tax return.

Instructions for Form 11205



Codes. Inbox 10 and boxes 12
through 17, identify each item by
entering & code in the left cotlurmnn of the
ertry space. These codes are identified
in these instructions and on the back of
Schedule K-1.

Attached statements. Enter an
asterisk () after the code, if any, in the
left column of the entry space for gach
item for which you have attached a
staternent providing additional
information. For items that cannot be
reported as a single dollar amount,

» A statement that the information is a
breakdown of at-risk activity loss
amounts.

» The identity of the at-nsk activity. the
loss amaount for the activity, other
income and deductions, and any other
information that relates {o the activity.

Part I. Information About the

Corporation

On each Schedule K-1, enter the
carporation’s name, address, and
identifying number.

enter the code and asterisk in the left
column and enter "STMT™ in the right
column to indicate that the information
is provided on an attached statement.
More than one attached stalement can
bie placed on the same sheet of paper
and should be identified in

Item C

If the corporation is filing its return
elecironically, enter “e—f]i@(‘)therwise,
enter the name of the IRS service
center where the corporation will file its
return. See Where To Fife on page 3.

alphanumeric order by box number

followed by the letter code (if any). F
example: “Box 17, code R—
Information needed to figure

depletion—oil and gas” (followed by
the information the shareholder needs),

Too few entry spaces on Schedule
K-1? )f the corporation has more
coded items than the number of entry
spaces in box 10, or boxes 12 through
17, do nol enter a code or dollar
amount in the last entry space of the
box. In the last entry space, enter an
asterisk in the left column and enter
“*STMT™ in the entry space to the right.
Report the additional iterms on an
attached statement and provide the box
number, the code, description, and
dollar amount or information for each
additional item. For example: "Box 13,
code H—Work epportunity credit—
$1,000."

Special Reporting
Requirements for Corporations
With Multiple Activities

If items of income, ioss, deduction, or
credit from more than one activity
{determined for purposes of the passive
activity loss and credit limitations} are
reperied on Schedule K-1, the
corporation must provide information
separaiely for each activity to its
shareholders. See Passive Aclivily
Reporting Requirements on page 10 for
details on the reporting requirements.

Special Reporting
Requirements for At-Risk
Activities

if the corporation is involved in one or
more at-risk activities for which a loss is
reported on Schedule K-1. the
corporation must report information
separately for each aclivity. See section
465(c) for a definition of activities.

The following information must be
provided on an attachment 1o Scheduie
K-1 for each activity.

Instruetions for Form 11208

Part ll. Information About the
Sharehoider

On each Schedule K-1, enter the
shareholder's name, address,
identifying number, and pro rata share
iterns,

Items Dand E

For an individual shareholder, enter the
shareholder's social security number
{SSN) or individual taxpayer
identification number {ITIN) in item D.
For all other sharehalders, enter the
shareholder's EIN.

if a single member lirited liability
company (LLC) owns stock in the
corporation, and the LLC is treated as a
disregarded entity for federal income
tax purposes, enter the owner's
identifying number in item D and the
owner's name and address in item E.
The owner must be eligible to be an S
corporation shareholder. An LLC that
elects to be treated as a corporation for
federal income tax purposes is not
eligible to be an S corporation
shareholder.

Item F

If there was no change in shargholders
or in the reiative interest in stock the
shareholders owned during the tax
year, enter the percentage of total stock
owned by each shareholder during the
tax year. For example, if shareholders
X and Y each owned 50% for the entire
tax year, enter 50% in itemn F for each
shareholder. Each shareholder's pro
rata share items (boxes 1 through 17 of
Schedute K-1} are figured by
muitiplying the corresponding Schedule
K amount by the percentage in item@

if there was a change in
shareholders or in the relative interest
in stock the sharehoiders owned during
the tax year, figure the percentage as
follows.
s Each shareholder’s percentage of
ownership is weighted for the number
of days in the tax year that stock was

2%

owned. For example, A and 8 each
held 50% for half the tax year and A, B,
and C held 40%, 40%, and 20%,
respectively, for the remaining half of
the tax year. The percentage of
ownership for the year for A, B, and C
is figured as presented in the iliustration
and is then entered in itemiE;

a b cia > b}
% of total % of tax | % of ownership
stock owned | year held Tor the year
A 50 50 25
40 50 +20 45
B 50 50 29
40 50 +20 45
C 20 50 10 w0
Total | 100%

* Each shareholder's pro rata share
items generally are figured by
multiplying the Schedule K amount by
the percentage in item{F) However, if a
shareholder terminated his or her entire
interest in the corporation during the
year or a qualifying dispesition fook
place, the corporation may elect to
aliocate income and expenses, elc., as
if the tax year consisted of 2 tax years,
the first of which ends on the day of the
termination or qualitying disposition.

See Special Rules on page 20 for
more details. Each shareholder's pro
rata share items are figured separately
for each period on a daily basis, based
on the perceniage of stock held by the
sharehoider on each day.

Specific Instructions
(Schedules K and K-1,
Part IIf)

Income (Loss)

Reminder: Before entering income
items on Schedule K or K-1, reduce the
items of income for the following.

* Built-in gains tax (Schedule [, Part
Ill, line 21). Each recognized built-in
gain item (within the meaning of section
1374(d)(3)) is reduced by its
proportionate share of the buili-in gains
tax.

» Excess net passive income tax (see
line 22a, page 1, Form 11208}. Each
itern of passive investment income
{within the meaning of section
1362(d)(3)(C}) is reduced by its
proportionate share of the net passive
income tax.

Line 1. Ordinary Business
Income (Loss)

Enter the amount from Form 11208,
page 1, line 21. Enter the income (toss)
without reference to the shareholder's:
» Basis in the stock of the corporation
and in any indebtedness of the



corporation to the shareholders {section
1366{d}),

= At-risk limitations, and

» Passive activity limilations.

These limitations, if applicable, are
determined at the sharehoider level.

Line 1 should not include rental
activity income {loss) or portfolic
income (loss).

Schedule K-1. Enter each
shareholder's pro rata share of ordinary
business income {loss} in box 1 of
Schedule K-1. i the corporation has
more than one irade or business
activity, identify on an attachment to
Sehedule K-1 the amount from each
separate activity. See Passive Activity
Reporling Requirements on page 10.

LLine 2. Net Rental Real Estate
Income {Loss)

Enter the net income (loss) from rental
real estate activities of the corporation
from Form 8825. Attach the form to
Form 11208,

Schedule K-1. Enter each
shareholder's pro rata share of net
rerial real estale income {loss) in box 2
of Schedule K-1. If the corporation has
more than one rental real estate
activity, identify on an attachment to
Schedule K-1 the amount attributable to
each activity, See Passive Activity
Reporting Requirements on page 10.

Line 3. Other Net Rental Income
{Loss)

Enter on line 3a the gross income from
rental activities other than those
reported on Form 8825, Include on line
3a the gain (loss) from line 17 of Form
4797 that is atlributable to the sale,
exchange, or involuntary conversion of
an asset used in a rental activity other
than a rental real estate activity,

Enter on line 3b the deductible
expenses of the aclivity. Attach a
staternent of these expenses to Form
11208.

Enter on line 3¢ the net income
{loss}.

See Aental Activities on page 7 and
Pub. 825, Passive Activity and At-Risk
Rules, for more information on rental
activities.

Schedule K-1. Enterin box 3 of
Schedule K-1 each shareholder's pro
rata share of other net rental incorme
{loss} reported on line 3¢ of Schedule
K. If the corporation has more than one
rental activity reported in box 3, identify
on an attachment to Schedule K-1 the
amount from each activity. See Passive
Activity Reporting Requirernents on
page 10.

Portfolio Income

See Portlolio Income on page 8for a
definition of portfolic income.

Do not reduce portiolio income by
deductions allocated to it. Report such
deductions {other than interest
expense) on line 12d of Schedule K.
Report each shareholder's pro rata
share of deductions in box 12 of
Schedule K-1 using codes H, J, and K.

Interest expense allocable to
portfolio income is generally investment
interest expense reported on line 12b of
Schedule K. Report each shareholder’'s
pro rata share of interest expense
allocable to portfolio income in box 12
of Schedule K-1 using code G.

Line 4, Interest Income

Enter only taxable porifolio interest on
this line. Taxable interest is interest
from all sources except interest exempt
from tax and interest on tax-free
covenant bonds.

Schedule K-1. Enter each
shareholder's pro rata share of interest
income in box 4 of Schedule K-1.

Line 5a. Crdinary Dividends

Enter only taxable ordinary dividends
on fine 5a, including any qualified
dividends reported on line 5b.

Schedule K-1, Enter each
shareholder's pro rata share of ordinary
dividends in box 5a of Schedule K-1.

Line 5b. Qualified Dividends

Enter qualified dividends on line 5b.
Except as provided below, qualified
dividends are dividends received from
domestic corporations and qualified
foreign corporations.

Exceptions. The following dividends
are not qualified dividends.

¢ Dividends the corporation received
on any share of stock held for iess than
61 days during the 121-day penod that
began B0 days before the ex-dividend
date. When determining the number of
days the corporation held the stock, do
not count certain days during which the
corporation’s risk of loss was
diminished. The ex-dividend date is the
first date following the declaration of a
dividend on which the purchaser of a
stock is not entitled to receive the next
dividend payment. When counting the
number of days the corporation held
the stock, include the day the
corporation disposed of the stock but
not the day the corporation acquired it.
¢ Dividends atftributabie to pericds
totaling mare than 366 days that the
corparation received on any share of
preferred stock held for less than 91
days during the 181-gay period that
began 90 days before the ex-dividend
date. When determining the number of
days the corporation heid the stock, do
not count certain days during which the
corperation’s risk of loss was
diminished. Preferred dividends
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attributable to periods lotaling less than
367 days are subject to the 61-day
holding pericd rule above.

* Dividends that relate 10 payments
that the corporation is obligated to
make with respect to short sales or
positions in substantially similar or
related property.

+ Dividends paid by a regulated
investment company that are not
treated as qualified dividend income
under section 854.

* Dividends paid by a real estate
investment trust that are not irealed as
qualified dividend income under section
857(c).

Sea Pub. 550 for mare details.

Qualified foreign corporation. A
foreign corporation is a qualified foreign
corporation if it is:

1. Incorporated in a possession of
the United Stales or

2. Elgible for benefits of a
comprehensive income tax treaty with
the United States that the Secretary
determines is satisfactory for this
purpase and that includes an exchange
of information program. See Notice
2006-101, 2006-47 1.R.B. 930, for
details. '

if the foreign corporation does not
meet either 1 or 2, then it may be
treated as a qualified foreign
corporation for any dividend paid by the
corparation if the stock associated with
the dividend paid is readily tradable on
an established securities market in the
United Stales.

However, qualified dividends do not
include dividends paid by an entity
which was a passive foreign investment
company {defined in section 1297) in
either the tax year of the distribution or
the preceding tax year.

See Notice 2004-71, 2004-45 .R.B.
793, for more details.

Schedule K-1. Enter each
shareholder’s pro rata share of qualified
dividends in box 5b of Schedule K-1.

Line 6. Royalties
Enter the royalties received by the
corporation.

Schedule K-1. Enter each
shareholder's pro rata share of royalties
in box 6 of Schedule K-1.

Line 7. Net Short-Term Capital
Gain {Loss)

Enter the gain {loss) from line & of
Schedule D (Form 1120S5).

Schedule K-1. Enter each
sharehclder's pro rata share of net
short-term caprtal gain (loss) in hox 7 of
Schedule K-1.

Instructions for Form 11208



Line 8a. Net Long-Term Capital
Gain (Loss)

Enter the gain or loss that is portfolio
income (loss) from Schedule D (Form
11208), line 13.

Schedule K-1. Enter each
shareholder's pro rata share of net
long-term capital gain (loss) in box Ba
of Schedule K-1.

it any gain or loss from lines 6
or 13 of Schedule D is from the
Tl disposition of nondepreciable
personal property used in a trade or
business, it may not be treated as
porifolio income. Instead, report it on
line 10 of Schedule K and report each
sharehoider's pro rata share in box 10
of Schedule K-1 using code E. .

Line 8b. Collectibles (28%) Gain
{Loss)

Figure the amount attributable to
collectibles from the amount reported
on Schedule D (Form 11205) line 13, A
collectibles gzin (loss) is any long-term
gain or deductible long-term loss from
the sale or exchange of a collectible
that is a capital asset.

Collectibles include works of art,
rugs, antiques, metal {such as gold,
silver, or platinurm bullion), gems,
stamps, coins, alcoholic beverages,
and certain other tangible property.

Also, include gain {but not loss) from
the sale or exchange of an interestin a
partnership or trust held for more than 1
year and attributable to unrealized
appreciation of collectibles, For details,
see Regulations section 1.1(h)-1. Also
attach the statement required under
Regulations section 1.1(h)-1(e).

Schedule K-1. Report each
sharehoider's pro rata share of the
colleclibles (28%;) gain (loss) in box 8b
of Schedule K-1,

Line 8c. Unrecaptured Section
1250 Gain

The three types of unrecaptured section
1250 gain must be reported separately
on an attached staternent to Form
11208.

From the sale or exchange of the
corporation’s business assets.
Figure this amount in Part I}l of Form
4797 for each section 1250 property
(except property for which gain is
reperted using the installment method
on Form 6252. instaliment Sale
Income) for which you had an entry in
Part | of Form 4797. Subtract line 269
of Form 4797 from the smaller of line
22 or line 24 Figure the total of these
arnounts for ali section 1250 properties.
Generaliy, the result is the corporation’s
unrecaptured section 1250 gain.
However, if the corporation is reporting
gain on the instaliment method for a
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section 1250 property held more than 1
year, see the next paragraph.

The 1otal unrecaplured section 1250
gain for an instaliment sale of section
1250 property held more than 1 year is
figured in a manner simiar to that used
in the preceding paragraph. However,
the total unrecaptured section 1250
gain must be allocated to the
installment payments received from the
sale. To do so, the corperation
generally must treat the gain allocable
to each installment payment as
unrecaptured section 1250 gain until all
such gain has been used in full. Figure
the unrecaptured section 1250 gain for
installment payments received during
the tax year as the smaller of {a) the
amount from line 26 or line 37 of Form
6252 (whichever applies) or (b) the total
unrecaptured section 1250 gain for the
sale reduced by all gain reported in
prior years {excluding section 1250
ardinary income recapture).

it the corporation chose not to
treat all of the gain from
] payments received after May 6,
1897, and before August 24, 1999, as
unrecaplured section 12560 gain, use
only the amount the corporation chose
o treat as unrecaplured section 1250
gain for those payrhents ta reduce the
total unrecaptured section 1250 gain
remaining to be reported for the sale.

From the sale or exchange of an
interest in a partnership. Also report
as a separale amount any gain from
the sale or exchange of an interest in a
partnership attributable to unrecaptured
section 1250 gain, See Regulations
section 1.1{h)-1 and attach the
slatement required under Regulations
section 1.1¢{h)-1(e).

From an estate, trust, REIT, or RIC.

If the corporation received a Schedule
K-1 or Form 1089-DIV from an estate, a
trust, a real esiate investment trust
{REIT), or a regulated investment
company {RIC) reporting “unrecaptured
section 1250 gain,” do not add it to the
corporation’s own unrecapiured section
1250 gain. tnstead, report it as a
separate amount. For example, if the
corporation received a Form 1099-DIV
from a REIT with unrecaplured section
1250 gain, report it as "Unrecaptured
section 1250 gain from a REIT."
Schedule K-1. Report each
shareholder's pro rata share of
unrecaptured section 1250 gain trom
the sale or exchange of the
corporation’s business assets in box 8¢
of Schedule K-1. If the corporation is
reporting unrecaplured section 1250
gain from an estate, trust, REIT, or RIC;,
or from the corporation’s sale or
exchange of an interest in a partnership
{as explained above), enter “STMT" in
box 8c and an asterisk (*) in the left
column of the box and attach a
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statement that separately identifies ithe
amount of unrecaptured section 1250
gain from:

» The sale or exchange of the
corporation’s business assets.

* The sale or exchange of an interest
in a parinership.

s An estate, trust, REIT, or RIC.

Line 9. Net Section 1231 Gain
(Loss)

Enter the net section 1231 gain {loss)
from Form 4797, line 7, column {g).

Do not include net gain or loss from
involuntary conversions due to casualty
or theft. Report net loss from
involuntary conversions due to casuaity
or theft on tine 10 of Scheduie K {box
10, code B, of Schedule K-1). See the
instructions for line 10 on how to report
net gain from involuntary conversions,

Scheduie K~1. Report each
sharehoider's pro rata share of net
section 1231 gain {loss} in box 9 of
Schedule K-1. If the corporation has
more than one rental, trade, or
business activity, identify on an
attachment to Schedule K-1 the amount
of section 1231 gain (loss} from each
separate activity. See Passive Activity
Reporting Requirements on page 10.

Line 10. Other Income

Enter any other jlerof income or loss
not included-oh lines 1 through 5. Cn
the kaeo the left of the entry space for
line 10, identify the type of income, If
there is more than one type of income,
attach a staternent to Form 11208 that
separately identifies each type and
amount of income for each of the
following categories. The codes needed
for Schedule K-1 reparting are provided
for each category.

Other portiolio income (loss) (code
A). Portfolio income not reported on
lines 4 through 8. Report and identify
other portiolic income or loss on an
attachment for ling 10,

It the corporation holds a residual
interest in a REMIC, report on an
attachrment the sharehoclder's share of
the following.

* Taxable income (net loss) from the
REMIC {line 1b of Schedules Q {Form
1066)).

» Excess inclusion (line 2c of
Schedules G {(Form 1066)),

* Section 212 expenses (line 3b of
Schedules Q (Form 1066)).

Because Schedule Q {Form 1066) is
a quarterly statement, the corporation
must follow the Scheduiile Q instructions
to figure the amounts 1o report 1o
shareholders for the corporation's tax
year
Involuntary conversions (code B).
Report net loss from involuntary
conversions due to casualty or thefi.
The amount for this item is shown on




Form 4684, Casualties and Thefts, line
38a or 38b.

Each shareholder's pro rata share
must be entered on Schedule K-1.

Enter the net gain from involuniary
conversions of property used in a trade

line 3 of Form 4?9?

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, notify the
shareholder. The corporation should
not complete Farm 4684 for this type of
casualty or theft. Instead, each
shareholder will complete his or her
own Form 4684,

Section 1256 contracts and straddles
(code C). Report any net gain or loss
from section 1256 contracts from Form
6781, Gains and Losses From Section
1256 Contracts and Siraddles.

Mining exploration costs recapiure
{code D). Provide the information
shareholders need to recapture certain
mining exploration expenditures. See
Regulations section 1.617-3.
Other income (loss) (code E).
Include any cther type of income, such
as:
» Recoveries of tax benefit items
{seciion 111).
* Gambling gains and losses subject to
the limitations in section 165(d).
Indicate on an attached statement
whether or not the corporation is in the
trade or business of gambling.
* Disposition of an interest in ol gas,
geothermal, or other mineral properties.
RHeport the following information on a
staterment attached to Schedule K-1; (a)
a description of the property, (b} the
shareholder's share of the amount
realized on the sale, exchange, or
involuntary conversion of each property
{fair market value of the property for
any other disposition, such as a
distribution). {c) the shareholder's share
of the corporation's adjusted basis in
the property (except for oil or gas
properties), and {(d) total inlangible
drilling costs, development costs, and
mining exploralion cosis (seciion 59{(e}
expenditures) passed through to the
shareholder for the property, See
Regulations section 1.1254-4 for more
information.
» (Gain from the sale or exchange of
gualified small business {Q5B] stock
{as defined in the Instruchdns for
Schedule D} that is eligible for the
partial section 1202 exclusion. The

| QSB stock held by the corporation for

“HRGTE than 5 years. Additional
limitations apply at the shareholder
level. Report each shareholder's share
of section 1202 gain on Schedule K-1,
Each shareholder will determine if he or
shie gualifies for the exclusion. Report

on an attachment to Schedule ¥K-1 for
each sale or exchange (a) the name of
the corporation that issued the QSB
stock, (b) the shareholder's pro rata
share of the corperation’s adjusted
basis and sales price of the, Q5B istock,
andic 1he dates thei“QSB stock was
boué‘ﬁl and soid.

» (3ain eligible for section 1045 rollover
(replacement stock purchased by the
corporation). Include only gain from the
sale or e 4%99 of gualified small
business (OSB} siock (as delined in the
instruction& 161 Schedule D) that was
deferred by the corporation under
section 1045 and reported on Schedule
D. See the Instructions for Schedule D
for more details. Additicnal limitations
apply al the shareholder level. Report
each shareholder's share of the gain
eligible for section 1045 rollover on
Schedule K-1. Each shareholder will
determine if he or she quallfies for the
rollover, Report on an attachment to
Schedule K-1 for each sale or
exchange|(aj)ithe name of the
corporation 1hat issued the/QSB lstock,
t{b}lthe shareholder's pro rata share of
the corporation’s adjusled basis and
sales price of the QSB stock, and (c)
the dates the QSB stock was bought
and sold.

¢ Gain eiigible for section 1045 rollover
(replacernent stock not purchased by
the corporation). Include only gain from
the sale or exchange of qualified small
business (QSB) stock (as defined in the
Instructions for Schedule D) the
corporation held for more than 6
rmonths but that was not deferred by the
corporation under section 1045, See
the Instructions for Schedule D for more
details. A shareholder may be eligible
to defer his or her pro rata share of this
gain under section 1045 if he or she
purchases other QSB stock during the
60-day period that began on the dale
the A5B stock was sold by the
corporation. Additional limitations apply
at the shareholder level. Report on an
aitachment to Schedule K-1 for each
sale or exchange {a) the name of the
corporation that issued the QSB stock,
{b) the shareholder's pro rata share of
the corporation’s adjusted hasis and
sales price of the QSB stock, and (¢}
the dates the Q5B stock was bought
and soid.

* Any gain or loss from ines 5 or 12 of
Schedule D that is nol partfolio income
{for example, gain cr loss from the
disposition of nondepreciable personal
property used in a frace or business),

Schedule K-1. Enter each
shareholder's pro rata share of the
other income categories isted above in
box 10 of Schedule K-1 Enter the
applicable code A, B. C, 0, or E {as
shown above).
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If you are reporting each
shareholder's pro rata share of only
one type of income under code E, enter
the code with an asterisk (E*) and the
dollar amount in the entry space in box
10 and attach a statement that shows
“Box 10, code E,” and the type of
income. If you are reporting multiple
types of income under code E, enter
the code with an asterisk (E*) and enter
“STMT™ in the entry space in box 10
and attach a statement that shows “Box
10, code E,” and the dollar amount of
each type of income.

if the corporation has more than one
trade or business or rental activity (for
codes B through E), identify on an
attachment to Schedule K-1 the amount
from each separate aclivily, See
Passive Activily Reporting
Requirements on page 10.

Deductions

Line 11. Section 178 Deduction

A corporation can elect to expense part
of the cost of certain property the
corporation purchased during the tax
year for use in its trade or business or
certain rental activities. See Pub. 946
for a definition of what kind of property
qualifies for the section 179 expense
deduction and the Instructions for Form
4562 for limitations on the amount of
the section 179 expense deduction.

Complete Part | of Form 4562 to
figure the corporation’s section 179
expense deduction. The corporation
does not take the deduction itself, but
instead passes it through to the
shareholders. Attach Form 4562 1o
Form 11205 and show the total section
179 expense deduction on Schedule K,
line 11.

Although the corporation cannot take
the section 179 deduction, it generally
must stili reduce the basis of the asset
by the amount of the section 179
deduction it elected, regardless of
whether any shareholder can use the
deduction. However, the corporation
does not reduce the basis for any
section 179 deduction allocable to a
trust or estate because they are not
eligible to take the section 173
deduction. See Regulations section
1.179-1{f).

Identify on an attachment to
Schedules K and K-1 the cost of any
section 17 propeity placed in service
during the year that is qualified
enterprise zone, renewal community,
New York Liberty Zone, or section 178
Guif Opportunity Zone property.

See the instructions for line 17d of
Schedule K for sales or other
dispositions of property for which a
section 179 deduction has passed
through to shareholders and for the
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recapture rules if the business use of
the property dropoed to 50% or less.

Schedule K-1. Report each
shareholder’s pro rata share of the
section 179 expense deduction in box
11 of Schedule K-1. If the corporation
has more than one rental, trade, or
husiness activity, identify on an
attachment to Schedule K-1 the amount
of section 179 deduction from each
separate aclivity. See Passive Activity
Reporting Aequirements on page 10.

Do not complete box 11 of Schedule
K-1 for any shareholder that is an
estate or trust; estates and trusts are
not eligible for the seclion 179 expense
deduction.

Line 12a. Contributions

Cash contributions must be supported
by a dated bank record or receipt.

Generally, no deduction is allowed
for any contribution of $250 or more
unless the corporation obtains a written
acknowledgment from the charitable
organization that shows the amount of
cash contributed, describes any
property contributed, and gives an
estimate of the value of any goods or
services provided in return for the
contribution. The acknowledgment must
be obtained by the due date (including
exiensions) of the corporation’s return,
or if earkier, the date the return is filed.
Do not attach the acknowledgment to
the tax return, bui keep it with the
corporation’s records, These rules
apply in addition to the filing
requirements for Form 8283, Noncash
Charitable Contributions, described
below under Contributions of property.

Enter the ¢haritable contributions
made during the tax year. Attach a
statement to Form 112085 that
separately identifies the corporation’s
contributions for each of the following
categories. See Limits on Deductions in
Pub. 526, Charitable Coniributions, for
informabion on adjusted gross income
(AGI) limitations on deductions for
charitable contributions.

The codes needed for Schedule K-1
reporting are provided for each
category.

Cash contributions {50%) {code A).
Enter cash contributions subject 1o the
50% AGI limitation.

Cash contributions (30%) (code B).
Enter cash contributions subject to the
30% AGI limitation.

Noncash contributions (50%) (code
£). Enter noncash contributions
subject to the 50% AGI limitation. Do
not include food inventory contributions
reporied separately on an attached
statement. If property other than cash is
contributed and the claimed deduction
for one item or group of similar items of
property exceeds 35,000, the
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corporation must give each shareholder
a copy of Form 8283, Noncash
Charitable Contributions, to attach to
the shareholder's return. Aftach a
statement to Schedute K-1 that shows:
# The shareholder’s pro rata share of
the amount of the charitable
contributions under section 170{e}(3}
for qualified food inventory that was
danated 1o charitable organizations for
the care of the ill, needy, and infants,
The food must meet all the quality and
labeling standards imposed by federal,
state, and local laws and regulations.
The charitable contribution for donated
food mventory is thelesseriof {a)ithe
basis of the donated food plus @he-half
of the appreciation (gain if the donated
food were sold at fair market value on
the date of the gift} ormtwice the
basis of the donated food. A

» The shareholder’'s pro rata share of
the net income for the tax year from the
corporation’s trades or businesses that
made the contributions of food
inventory,

Qualified conservation
contributions. The AGI Jimit for
qualified conservation cehtributions
under section 170(h) is¥30%. The D]
carryover period is ¥oyoars. See .
section 170(b) and Notice 2007-50,
2007-25 |.R.B. 1430, for details. Report
qualified conservation contributions with
a 50% AGI limitation on Schedule K-1
in box 12 using code C.

Special rule for contributions of
properiy used in agriculture or
livestock production. The AGI limit
for qualified conservation contributions
of property used in agriculture or
livestock production {or available for
such production) is 0%, The m
contribution must be Subjectto a
restriction that the property remain
available for such production. See
section 170(b) for details. Attach a
statement to Schedule K-1 that shows
the amount of conservation
contributions ihat gualify for the 100%
AG! fimitation. De not include these
contributions in the amounts reported in
box 12 of Schedule K-1 because
shareholders must separately
determine if they qualify for the 50% or
100% AGI limitation for these
contributions.

Noncash contributions {30%) {code
D). Enter noncash contributions
subject to the 30% AGI limitation.
Capital gain property to a 50%
organization (30%) (code E). Enter
capital gain property contributions
subject to the 30% AGI limitation.
Capital gain property (20%) (code F).
Enter capital gain property contributions
subject to the 20% AGI limitation.
Contributions of property. See
Contributions of Property in Pub. 526
and Pub. 561, Determining the Value of
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Deonated Property, for information on
noncash contributions and contributions
of capital gain property. If the deduction
claimed for noncash contributions
exceeds $500, complete Form 8283
and attach it to Form 11205.

Shareholders can deduct their pro
rata share of the fair market value of
property contributions, but will only
need to adjust their stock basis by their
pro rata share of the property’s
adjusted basis. Give each sharehoider
a statement identitying their pro rata
share of both the fair market value and
adjusted basis of the property.

1f the corporation made a qualified
conservation contribution under section
170¢h), also incluge the fair market

value of the underlying property before |7p (g)(;){(

and after the donation, as well as the

type of legal interest contributed, and fr mece

J;f"ﬂ'“o

describe the conservation purpose
furthered by the donation. Give a copy
of thig information tc each sharehoider.

If the corporation made a D |
cantribution gi+eetproperty located i D]

registered historic district, strictiens
apply. Generally, no deductions are
allowed for structures or land
{deducticns are only allowed for
buitdings), and the charitable
contribution may be reduced if
rehabilitation credits were claimed for
the building. For contributions made
atter February 12, 2007, a $500 filing
fee may apply to certain deductions
over $10,000. See Publication 526 for
details.

Nondeductible contributions,
Ceriain coniributions made to an
organization conducting lobbying
activities are not deductible. See
section 170{f)(9) for more details. Also,
see Contributions You Cannot Deduct
in Pub. 526 for more examples of
nondeductible coniributions.

An accrual basis S corporation
A cannot elect to treat a
[TiET contribution as having been paid
in the tax year the board of directors
authorizes the payment if the
contribution is not actually paid until the
next tax year.

Schedule K-1. Beport each
shareholder's pro rata share of
charitable contributions in box 12 of
Schedule K-1 using codes A through F
for each of the contribution categories
shown on page 25. See Conlributions
of property on page 25 for information
on statements you may be required to
attach to Schedule K-1. The corporation
must attach a copy of its Form B283 1o
the Schedule K-1 of each shareholder if
the deduction for any itern or group of
sirmilar items of contributed property
exceeds $5,000, even if the amount
allocated to any shareholder is $5,000
or less.



Line 12b. Investment Interest
Expense

include on this line the interest properly
allocable to debt on property held for
investment purposes. Praperty held for
investment includes property that
produces incorne {unless derived in the
crdinary course of a frade or business}
from interesi, dividends. annuities, or
royalties; and gains from the disposition
of property that produces those types of
income or is held for investment.

Investment interest expense does
not include interest expense allocable
to a passive activity

Investment income and investment
expenses other than interest are
reported on lings 17a and 17b
respectively. This information is needed
by shareholders to determine the
investment interest expense limitation
{see Form 4952 for details).

Schedule K-1. Report each
shareholder's pro rata share of
invesiment interest expanse in box 12
of Schedule K-1 using code G.

Lines 12¢{1) and 12c¢(2). Section
59(e)}{2) Expenditures

Generally, section 59(e) allows each
sharehotder lo make an election to
deduct their pro rata share of the
corporation’s otherwise deductible
qualified expenditures ratably over 10
years {3 years for circulation
expenditures). The deduction is taken
beginning with the tax year in which the
expenditures were made (or for
intangible drilling and development
costs, over the 60-month period
beginning with the month in which such
costs were paid or incurred).

The term “qualified expenditures™
includes only the following types ot
expenditures paid or incurred during the
tax year.

» Circulation expenditures.

& Research and experimental
expenditures

» |ntangible drilling and development
costs.

« Mining exploration and development
costs.

If a shareholder makes the election,
these items are not treated as AMT tax
preference items.

Because the shareholders make this
election, the corporation cannot deduct
these amounts or include them as AMT
iterns on Schedule K-1. Instead, the
corporation passes through the
information the shareholders need to
figure their separate deductions.

On line 12¢(1). enter the type of
expenditures claimed on line 12c¢(2).
Enter on line 12¢(2) the qualified
expenditures paid or incurred during the
tax year for which a shareholder may
make an election under section 53{e).

Enter this amount for all shareholders
whether or not any shareholder makes
an election under section 59(e).

On an attached statement, identify
the property for which the expenditures
were paid or incurred. if the
expenditures were for intangible drilling
or development coslts for ol and gas
properties, identify the month(s} in
which the expenditures were paid or
incurred. if there is more than one type
of expenditure or more than one
property, provide the amounts {(and the
maonths paid or incurred, if required) for
each type of expenditure separately for
each property.

Schedule K-1. Report each
shareholder's pro rala share of section
59(e) expenditures in box 12 of
Scheduie K-1 using code 1. On an
attached statement, identify (a} the type
of expendifure, {b) the property for
which the expenditures are paid or
incurred, and {c) for oil and gas
propenties only, the month in which
intangible drilling costs and
development costs were paid or
incurred, If there is more than one type
of expenditure or the expsenditures are
for more than one property, provide
each shareholder's pro rata share of
the amounts {and the months paid or
incurred for oil and gas properties) for
each type of expenditure separately for
each property.

Line 12d. Other Deductions

Enter deductions not included on lines
11, 12a, 12b, 12c(2), or 141. On the line
to the left of the entry space for lirjé
12d, identify the type of deductigh.
there is more than one type of
deduction, attach a statement to Form
11205 that separately identifies the
type and armount of each deduction for
the following categories. The codes
needed for Schedule K-1 reporing are
provided for each category.

Deductions—royalty income {code
H). Enter deductions related to royalty
income,

Deductions— portfolio (2% floor)
{code J). Enter deductions related to
poertiolio income that are subject to the
2% of AG! floor (see the instructions for
Schedule A (Form 1040).

Deductions — portfolio {other) (code
K). Enter any other deductions related
1o portfolic income.

No deduction is allowed under
section 212 for expenses atlocable to a
convention, seminar, or similar meeting.
Because these expenses are not
deductible by sharehclders, the
corporation dees not report these
expenses on line 12d of Schedule K.
The expenses are nondeductible and
are reported as such on line 16¢ of
Schedule K and in box 16 of Schedule
K-1 using code C.
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Preproductive period expenses
(code L). {f the corporation is required
to use an accrual method of accounting
under section 448(a)(3), it must
capitalize these expenses. if the
corporation is permitted to use the cash
method, enter the amount of
preproduciive period expenses that
gualify under Regulations section
1.2634-4(d). An election not to
capitalize these expenses must be
made at the shareholder level. See
Uniform Capilalization Rules in Pub.
225.

Commercial revitalization deduction
from rental real estate activities
{code M}. Enter the commercial
revitalization deduction on line 12d only
ifit is for a rental real estate activity. If
the deduction is for a nonrental
buiiding, enter it on line 19 of Form
11208. See Special Ruies on page 16
for more information,

Reforestation expense deduction
{code N). The corporation can elect
to deduct a limited amount of its
reforestation expenditures paid or
incurred during the tax year. Generally,
the amount the corporation can elect to
deduct is limited to $10,000 for each
cualified timber property. However, see
the exception for timber property
located in the Gulf Opportunity Zones
below. See section 194{c) for a
definition of reforestation expenditures
and qualified timber property. See
Notice 2006-47, 2006-20 |.R.B. 892, for
details on making the election, The
corporation must amortize over 84
maonths any amount not deducted. See
Heforestation expenditures on page 17.

Increased deduction for qualified
timber property located in the Gulf
Opporiunity Zones (GO Zones). For
gualified timber property localed in the
GO Zones for Hurricanes Katrina, Rita,
and Wilma, the $10,000 limitation for
each property is increased by the lesser
of $10,000 or the amount of gualified
reforestation expenses paid or incurred
by the corporation during the tax year
for the gualified timber property.

The increased deduction does not
apply to coporatiohNg (AT HEld mere
than 500 acres of qualified timber
property at any time during the tax
year The increased deduction also
does not apply to expenditures paid or
incurred after December 31, 2007. See
section 1400N(i}{1} for details.

Schedule K-1. Enter the
shareholder’'s pro rata share of
allowable reforestaticn expense in box
12 of Schedule K-1 using code N and
attach a statement that provides a
description of the qualfied timber
property. If the corporation is electing to
deduct amounts from more than one
qualified timber property, provide a
description and the armount for each
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property. Indicate if the property is
located in the GO Zone for Hurricane
Katring, the GO Zone for Hurricane Rita
fother than the Katrina GO Zone), or
the GO Zone for Hurricang Wilma.

Domestic production activities
information {code O}. ifthe
corporation is not eligible or chooses
not to figure qualified production
activities income (QPAl) atthe
corporate level, attach a statement with
the following information to enable each
shareholder o figure the domestic
production activities decuction.

* Dorestic production gross receipts
(DPGR).

* Gross receipts from all sources.

= Cost of goods sold afiocable {o
DPGR.

¢ Cost of goods sold from all sources.
= Total deductions, expenses, and
losses directly allocable to DPGR.

* Total deductions, expenses, and
losses directly allocable to a non-DPGR
class of income.

= Cther deductions, expenses, and
tosses not directly allocable to DPGR or
angther class of income.

* Form W-2 wages.

* Any other information a shareholder
using the section 861 method will need
to allocate and apportion cosl of goods
s0ld and deductions between domestic
production gross receipts and other
receipts.

See Form 8803, Domestic
Production Activities Deduction, and its
instructions for details. if the

corporation isge!igibiewand chooses to |
igure QPAI at'the ¢orporate levell see

he Tnstructions below. h;@
ualified production activities

income (code P). If the corporation is
eligible and chooses to figure gualified
production activities income (QPA3) at
the corporate level, use code P to
report the shareholder's pro rata share
of the corporation’s QPAI. This amount
may be less than zero. See the
Instructions for Form 8903 lor details,

corporation's trade or business.
However, do not enter expenses
related to portfolio income or
investment interest expense reported
on iine 12b of Schedule K on this line.
* Soil and water conservation
expenditures (section 175). See Pub.
225, .

= Expenditures paid or incurred for the
removal of architectural and
transportation barriers to the elderly
and disabled that the corporation has
elected 1o treat as a current expense.
See section 190.

« Interest experse zliocated to
debt-financed distributions. See Notice
89-35, 1989-1 C.B. 675, or Pub. 535,
chapter 4, for more information.

+ Contributions to a capital
construction fund. See Pub. 585.

» Any penalty on early withdrawal of
savings because the corporation
withdrew funds from its time savings
deposit before its maturity.

» Film and television production
expenses. The corporation can elect to
deduct certain costs of a qualified film
or television production if the aggregate
cost of the production does not exceed
$15 miillion. There is a higher dollar
limitation for productions in certain
areas. Provide a description of the fitm
or television production on an attached
statement. If the corporation makes the
election for more than one film or
television production, attach a
statement to Schedule K-1 that shows
each shareholder's pro rata share of
the gualified expenditures separately
for each production The deduction is
subject 16 recapture under section 1245
if the election is voluntarily revoked or
the production fails to meei the
equirements {or the deduction..See
Temporary Regulations sections ;
1.181-1T through 87 for details. ;

Employer's Form W-2 wages {code
Q}. If the corporation is eligible and
chooses to report QPAI with code P,
use code Q to report the sharehclder's
pro rata share of employer's Form W-2
wages properly allocable to domestic
production gross receipts. See the
Instructions for Form 8903 for details.

Qther deductions (code R). Include
any other deductions, such as:

* Amounts paid by the corporation that
would be aliowed as itemized
deductions on any of the sharehoiders'
income tax returns if they were paid
directly by a shareholder for the same
purpose. These amounts include, but
are not fimited to, expenses under
section 212 for the production of
income other than from the
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Schedule K-1. Enter each
shareholder’s pro rata share of the
deduction categories listed above in
box 12 of Schedule K-1 or provide the
required information on an attached
staternent. Enter the applicable code
shown above.

If you are reporting only one type of
deduction under code R, enter code R
with an asterisk (R"} and the dollar
amount in the entry space in box 12
and attach a statement that shows the
box number, code, and type of
deduction, If you are reporting multiple
types of deductions under code R,
enter the code with an asterisk (R*),
enter “STMT" in the dollar amount entry
space in box 12, and attach a
statement that shows the box number,
code, and dollar amount of each type of
deduction

If the corporation has more than one
trade or business actvity, identify on an
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attachment to Schedule K-1 the amount
for each separate activity. See Passive
Activity Reporting Requirements on
page 10.

Credits

Note. Do not attach Form 3800,
General Business Credit, to Form
11208.

Low-Income Housing Credit

Section 42 provides a credit that can be
claimed by owners of low-income
residential rental buildings. To qualify
for the credii, the corporation must file
Form 8609, Low-Income Housing
Credit Aliocation and Certification,
separately with the IRS. Do not attach
Form 8609 to Farm 11205, Complete
and attach Form 8586, Low-Income
Housing Credit, and Form B609-A,
Annual Staterment for Low-Income
Housing Credit, to Form 11208S.

Line 13a. Low-Income Housing
Credit (Section 42(j)(5))

If the corporation invested in a
parinership to which the provisions of
section 42(j){5) apply, report on iine 13a
the credit reponied to the corporation in
box 15 of Schedule K-1 (Form 1065)
using code A,

Scheduie K-1. Report in box 13 of
Schedule K-1 each shareholder's pro
rata share of the low-income housing
credit reported on line 13a of Scheduie
K using code A If the corporation has
credits from mare than one activity,
identify on an attachment to Schedule
K-1 the amount for each separate
activity. See Passive Activity Reporting
RBequirements on page 10.

Line 13b. Low-Income Housing
Credit (Other)

Repaort on line 13b any low-income
housing credit not reported on line 13a.
This includes any credit reported to the
corporation in box 15 of Schedule K-1
{Form 1065} using code B.

Schedule K-1. Report in box 13 of
Schedule K-1 each shareholder's pro
rata share of the low-income housing
credit reported on line 13b of Schedule
K using code B. If the corporation has
credits from more than one rental
activity, identify on an attachment to
Schedule K-1 the amount for each
separate aclivity. See Passive Activity
Reporting Requirements on page 10.

Line 13c. Qualified
Rehabilitation Expenditures
{(Rental Real Estate}

Enter on line 13c the total qualified
rehabilitation expenditures related to
rental real estate activities of the
corporation. See Form 3468 for details
on qualified rehabilitation expenditures.



Qualified rehabilitation
A expenditures for property not
rmier] refated to rental real estate

activities must be reported in box 17
using code C.

Schedule K-1. Report each
shareholder’'s pro rata share of qualified
rehabilitation expenditures related to
rental real estate activities in box 13 of
Schedule K-1 using code C. Attach a
statement to Schedule K-1 that
provides the information and the
sharehoider's pro rata share of the
amounts for lines 1b through 1h of
Form 3468. See the instructions for
Form 3488 for details. i the corporation
has expenditures from more than one
renial real estale activity, identify on an
attachment 10 Schedule K-1 the
information and amounis for each
separalte aclivity, See Fassive Aclivity
Reporting Requirements on page 10.

Line 13d. Other Rental Real
Estate Credits

Enter on line 13d any other credit (other
than credits reporied on lines 13a
through 13c¢) related 1o rental real
estate aciivities. On the dotted line to
the left of the entry space for line 13d,
identify the type of ¢redit, If there is
more than one type of credit, attach a
statement to Form 11208 that identifies
the type and amount for each credit.
These credits may include any type of
credit lisied in the instructions for line
13g.

Schedule K-1. Report in box 13 of
Schedule K-1 each shareholder’s pro
rata share of other rental real estate
credits using code . i you are
reporting each shareholder's pro rata
share of only one type of rental real
estate credil under code D, enter the
code with an asterisk {D*} and the
dollar amount in the entry space in box
13 and attach a statement that shows
“Box 13, code D,” and the type of
credit. If you are reporting multiple
types of rental real estate credit under
code D, enter the code with an asterisk
(D*) and enter "STMT™ in the entry
space in box 13 and attach a statement
that shows "Box 13, code D” and the
dollar amount of each type of credit. If
the corporation has credits from more
than one rental real estate activity,
identify on the attached staternent the
amount of each type of credit for each
separate activity. See Passive Activity
Reporting Requirements on page 10.

Line 13e. Other Rental Credits

Enter on line 13e any other credit (other
than credits reported on lines 13a
through 13d) related to rental activities.
On the dotted line to the left of the entry
space for line 13e, identify the type of
credit. If there is more than one type of
credit, attach a statement to Form
11208 that identifies the type and

amount for each credil. These credits
may include any type of credit lisied in
the instructions for line 13g.

Schedule K-1. Repor in box 13 of
Schedule K-1 each shareholder's pro
rata share of other rental credits using
code E. If you are reporting each
shareholder's pro rata share of only
one type of rental credit under code E,
enter the code with an asterisk (E*) and
the dollar amount in the entry space in
box 13 and attach a statement that
shows “Box 13, code E” and the type of
credit. If you are reporting multiple
types of rental credit under code E,
enter the code with an asterisk (E*) and
erter “STMT in the entry space in box
13 and attach a statement that shows
*Box 18, code E” and the dollar amount
of each type of credit. If the corporation
has credits from more than one rental
activity, identify on the aftached
statement the amount of each type of
credit for each separate activity. See
Passive Activily Reporting
Requirements on page 10.

Line 13f. Credit for Alcohol
Used as Fuel

Enter on line 13f the credit for alcohol
used as fuel attributable to trade or
business activities. #f the credit for
alcohol used as fuel is attributable to
rental aclivities, enter the amount on
line 13d or 13e.

Figure this credit on Form 6478.
Attach it to Form 11205. Include the
amount shown on line 4 of Form 6478
in the corporation’s income on line 5 of
Form 1120S.

See section 40{f) for an election the
corporation can make to have the credit
not apply.

Schedule K-1. Report in box 13 of
Schedule K-1 each shareholder's pro
rata share of the credit for alcohel used
as a fuel reported on line 13f using
cove G.

If this credit includes the small
ethano! producer credit, identify on a
staternent attached to each Schedule
K-1 (a) the amount of the small sthanot
producer credit included in the total
credit allocated to the shareholder, (b)
the number of gallons for which the
corporation claimed the small ethanol
producer credit, and {c) the
corporation’s productive capacity for
alcchol, If the corporation has credits
from more than one activily, identify on
an attachment to Schedule K-1 the
amount for each separate activity. See
Passive Activily Reporting
Requirements on page 10.

Line 13g. Other Credits

Enter on line 13g any other credit,
except credits or expenditures shown or
listed for ines 13a through 13f or the
credit for federal tax paid on fuels
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(which is rgborted on line 23¢ of page
1}. On the¥ine to the left of the entry
space for line 13g, identify the type of
credit. If there is more than one type of
credit, attach a statement to Form
112085 that separately identifies each
type and amount of credit for the
following categories. The codes needed
for box 13 of Schedule K-1 are
provided in the heading of each
category. -

Undistributed capital gains credit
(code F). This credit represents taxes
paid on undistributed capital gains by a
regulated investment company {RIC) or
a real estate investment trust (REIT).
As a sharehoider of a RIC or REIT, the
corporation will receive notice of the
amount of tax paid on undistributed
capita! gains on Form 2439, Notice to
Sharehoider of Undistributed
Long-Term Capital Gains.

Work opportunity credit (code H).
Complete Form 5884 to figure the
credit. Attach it to Form 1120S.

Welfare-to-work credit (code ).
Complete Form 8861 to figure the
credit. Attach it to Form 11208,

Disabled access credit (code J).
Complete Form 8626 1o figure the
credit. Attach it o Form 11205,

Empowerment zone and renewal
community employment credit {code
K). Complete Farm 8844 to figure the
credit. Attach it to Form 11205.

Credit for increasing research
activities (code L). Complete Form
6765 to figure the credit. Attach it to
Form 11208S.

New markets credit (code M).
Complete Form 8874 to figure the
credit. Attach it to Form 1120S.

Credit for employer social security
and Medicare taxes paid on certain
empioyee tips (code N). Complete
form 8846 to figure the credit. Attach it
to Form 11208,

Backup withholding {(code O).
credit is for backup withholding on
dividends, interest, and other types of
income of the corporation.

Other credits (code P}. Attacha
statement to Farm 11205 that identifies
the type and amount of any other
credits not reported elsewhere, such
as:

» Nonconventionat source fuel credit.
Complete Form 8907 to figure the credit

This

and attach it 1o Form 11205. !

Unused investment credit from
cooperatives. See Form 3468.

* Renewable electricity, refined coal,
and Indian coal production credit.
Complete Form 8835 1o figure the
credit. Attach a statement to Form
11208 and Schedule K-1 showing
separately the amount of the credit
from Section A and from Section B of

Instructions for Form 11205



Form 8835, Attach Form 8835 to Form
11208.

« |ndian employment credit. Complete
Form 8845 to figure the credit and
attach it to Forrm 11208,

» Orphan drug credit. Complete Form
8820 to figure the credit and attach it to
Form 1120S.

= Credit for contributions to selected
community development corporations.
Complete Form 8847 to figure the credit
and attach it to Form 11208,

» Credit for small employer pension
plan startup costs. Complete Forrm
8881 to figure 1he credit and attach it to
Form 1120S.

+ Credit for employer-provided
childcare facilities and services.
Complete Form 8882 to figure the credit
and attach il to Form 112085,

* Qualified railrcad track maintenance
credit. Complete Form 8900 1o figure
the credit and attach it to Form 11208.
» Bipdiesel and renewable diese! fuels
credit. Complete Form 8864 to figure
the credit and altach it to Form 112085,
Include the amount from line 8 of Form
8864 in the corporation’s income on
line 5 of Form 11208S. If this credit
includes the smail agri-biodiesel
producer credit, identify on a statement
attached 1o Schedule K-1 (a) the smalt
agri-biodiesel producer credit included
in the total credit atlocated to the
shareholder, (b) the number of galions
for which the corporation claimed the
small agri-biodiesel producer credit,
and (c) the corporation’s productive
capacity for agri-biodiesel.

* Low sulfur diesel fuel production
credit. Complete Form 8896 to figure
the credit and attach it to Form 112085,
* General credils from an elecling
large partnership.

+ Qualified zone academy bond credit.
See Form 8860. Include the proper
amount in income as explained in the

Also see the instructions for line 174,
code T

» Gulf bond credit. Complete Form
8912 1o figure the credit and attach ijto
Form 11208, See the instructions fo
Form 8912 to determine if the
corporation must include the amount|of
the credit in interest income. Also se\b
the instructions for line 17d, code 7.

* Mine rescue team training credit.
Complete Form 8923 to figure the credit
and attach it to Form 112085,

Schedule K-1. Enter in box 13 of
Schedule K-1 each sharehclder's pro
rata share of the credits listed above.
See additional Schedule K-1 reporting
information provided in the instructions
above Enter the applicable code, F
through P, in the column to the left of
the dollar amgount entry space.

If you are reporting each
shareholder's pro rata share of only
ane lype of credit under code P, enter
the cade wilth an asterisk {P*) and the
dollar amount in the entry space in box
13 and attach a stalemen! that shows
“Box 13, code P” and the type of credit.
H you are reporling multiple types of
credit under code P, enter the code
with an asterisk (P*) and enter "STMT”
in the entry space in box 13 and attach
a stalement that shows "Box 13, code
P and the dollar amgunt of each type
of credit. If the corporation has credits
from more than one activity, identify on
an attachment to Schedule K-1 the
amount of each type of credit for each
separate aclivity. See Passive Activity
Reporting Requirements on page 10.

Foreign Transactions

Lines 14a through 14n must be

completed if the corporation has foreign
income, deductions, or losses, or has
paid or accrued foreign taxes

instructions for Form 8860. Also see the | require an attached si:;;e’merzt lenter

instructions for line 17d, code T.
¢ Distilled spirits credit.|Complete orm

ﬁgﬂ@_p_mre the credit and attach i {0]
; Form 11205
Eriergy efficient home credit.

fCompleteu Form 8908 to tigure the credit |

1énd attach it o Form 11205,
= Energy etficient 2ppligfice credit.

"Complete’ Form 8909 ko fiqu ure the credit

iang adqacn i o Form 112
* Alternatwe motor vehncle crednt

ancl anach itto Form 11205 -]
o “Aliernative Tuel veRicla refieling .

property credit.. Complete] Form 8811 to |

i figure the credit and aflach it to Form |
‘11208, ;
» (Clean renewabie energy bond credit.
Complete Form 8312 to figure the credit
and attach it to Form 11205, See the
instructions for Form 8812 to determine
if the corporation must inciude the
amount of the credit in interest income.

Instructions for Farm 11205

the code followed b
the shareholder's
dollar amount ach a statement to
Schedule K-1*providing the information
described below. i the corporation had
income frorn, or paid or accrued taxes
to, more than one country or 4.5.
possession. see the requirement for an

o rata share of the

line 14a;belowt See Pub. 514, Foreign
Tax Credit for Individuals, and the
Instructions for Form 11186, Foreign Tax
Credit. for more information.

Line 14a. Name of Country or
U.S. Possession (Code A)

Enter the name of the foreign country
or U.5. pessession from which the
corporation had income cr to which the
corporation paid or acecrued taxes. If the
corporation had income from, or paid or
accrued taxes ta, more than one
foreign country or U 8. possession,
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enter "See altached” and attach a
statement for each country for lines 14a
through 14n (codes A through N and
code Q of Schedule K-1). On Schedule
K-1. if there is more than ane country,
enter code A followed by an asterisk
(A", enter “STMT,” and attach a
stalernent to Schedule K-1 for each
country for the information and amounts
coded A through N and Q.

Line 14b. Gross Income From
all Sources {Code B})

Enter the corporation’s gross income
from all sources {both U.5. and
foreign).

Line 14c. Gross Income
Sourced at Shareholder Level
{Code C)

Enter the total gross income of the
corporation that is required tc be
sourced at the shareholder level, This
includes income from the sale of most
persona! property, other than inventory,
depreciable property, and cerain
intangible property. See Pub. 514 and
section B85 for details. Attach a
staterment to Form 11205 showing the
following information,

* The amount of this gross income
{without regard to its source) in ea
category identified in the ing
lines 4d, 14e, and 14f
» Specifically identify gains on the sale
of personal property other than
inventory, depreciable property, and
certain intangible property on which a
foreign tax of 10% or more was paid or
accrued. Also list losses on the sale of
such property if the foreign country
would have imposed a 10% or higher
tax had the sale resulted in a gain. See
;Derermmmg the Source of Income
From the Sales or Exchan 25 of

"and section 865,

* Specify foreign source capitad gains
or losses within each separate limitation
category. Also separately identify
foreign source gains or josses within
each separate limitation category that
are collectibles (28%) gains and losses
or unrecaptured section 1260 gains.

Lines 14d-144. Foreign Gross
Income Sourced at Corporate
Level

Separately report gross income from
sources outside the United States by
category of income as follows. See
Pub. 514 for more information on the
categories of income.

Line 14d. Passive category {code D).
Passive categoryiforeign source
income.

Line 14e. General category (code E).
General category foreign source
income. Include all foreign income



sourced at the corporate level that is
not reported on lines 14d and 14f.

 foreign source income included in each

i of the following categories. {
i » Sechtion 501{j) income, i
: » Income re-sourced by treaty. i

Lines 14g-14h. Deductions
Allocated and Apporticned at
Sharehoider Level

Line 14g. Interest expense (code G).
Enter the corporation’s total interest
expense (including interest equivalents
under Temporary Regulations section
1.861-9T(b)). Do not include interest
directly allocable under Temporary
Regulations section 1.861-107 to
income trom a specific property. This
type of interest is allocated and
apportioned at the corporate level and
is included on lines 14i through 14K,
Line 14h. Other {code H). Enter the
totzl of all other deductions or losses
that are required ic be allocated at the
sharehotder level. For example, include
on line 14h research and experimental
expendilures (see Regulations section
1.861-17(f).

Lines 14i—14k. Deductions
Allocated and Apportioned at
Corporate Level to Foreign
Source Income

Separately report corporate deductions
that are apportioned at the corporate
level to (a) passiveicategory toreign
source Income, (b GENeTa! G

‘foreign source income; and (CHOMer !

{TOreign SOUICE Incoine fsee the
insiructions for lines 14d-14f). Attach a
statement showing the amount of
deductions allocated and apportioned
at the corporate level to each of the
lisled categories from {ine 14§} See
Pub. 514 for mere information.

Line 141, Total Foreign Taxes
Paid or Accrued

Enter in U.S. dollars the fotal foreign
faxes (described in section 901 or
section 903) that were paid or accrued
according to the corporation’'s method
of accounting for such taxes. Translate
these amounts into U.S. dollars by
using the applicable exchange rate (see
Pub. 514).

Foreign taxes paid {code L). Hihe
corporation uged the cash method of
accounting, check the "Paid” box and
enter foreign taxes paid during the tax
year. Repor each shareholder's pro
rata share in box 14 of Schedule K-1
using code L.

Foreign taxes accrued {code M). H
the corporation used the accrual
methed of accounting, check the
“Accrued” bex and enter foreign taxes
accrued. Report each shareholder's pro

rata share in box 14 of Schedule K-1
using code M.

A corporation reporting foreign taxes
using the cash method can make an
irrevocable election to repart the taxes
using the accrual method for the year of
the election and all future years. Make
this election by reporting all foreign
taxes using the accrual method on line
14l and checking the “Accrued” box
(see Regulations section 1.805-1}.

Atiach a statement reporting the
following information,

1. The lotal amount of foreign taxes
tinciuding foreign taxes on income
scurced at the shareholder level)
relating o each category of income
{see insiructions for lines 14d-14{).

2. The dates on which the taxes
were paid or accrued, the exchange
rales used, and the amounts in both
foreign currency and U.S. doliars, for
the following.

a. Taxes withheld at source on
interest,

b. Taxes withheld at source on
dividends.

¢. Taxes withheld at source on rents
and royalties.

d. Other foreign taxes paid or
accrued.

Line 14m. Reduction in Taxes
Available for Credit {Code N)

Enter the total reduction in taxes
availabte for credit, Attach g statement
showing the reductions for:

» Taxes on foreign mineral income
(section S01(e}).

* Taxes on foreign oil and gas
extraction incame (section 307({a)).

® Taxes attributable to boycoit
operations {section 908).

» Failure 1o timely file (or furnish all of
the information required on) Forms
5471 and 8B65.

* Any other items (specify).

Line 14n. Other Foreign Tax
Infermation

s Foreign trading gross receipts
{code 0). Report each shareholder's
pro rata share of foreign irading gross
receipis from line 15 of Form 8873 in
box 14 using code O. See
Extraterritonal Income Exciusion on
page 1.

» Extraterritorial income exclusion
{code P). If the corporation is not
permiiied 1o deduct the extraterritorial
income exclusion as a non-separately
stated item, aftach a statement to
Scheduie K-1 showing the
shareholder's pro raia share of the
extraterritorial income exclusion
reported on line 52 of Farm 8873. Also
identify the activity to which the
exclusion is related.

= Other foreign transactions (code
Q). Report any other foreign transaction

-30-

information the shareholders need to
prepare their tax returns.

Alternative Minimum Tax
(AMT) ltems

Lines 15a through 15f must be
completed for ail shareholders.

Enter iterns of income and
deductions that are adjustments or tax
preference items for the AMT. See
Form 6251, Alternative Minimum Tax--—
Individuals, or Schedule | of Form
1041, U.S, Income Tax Return for
Estates and Trusts, for more
information.

Do not include as a tax preference
item any gualified expenditures to
which an election under section 59{e)
may apply. instead, report these
expenditures on line 12{c)(2). Because
these expenditures are subject to an
election by each sharehoider, the
corporation cannet figure the amount of
any tax preference retated to them.
instead, the corporation must pass
through to each shareholder in box 12.
code |, of Schedule K-1 the information
needed to figure the deduction.

Schedule K-1. Report each
shareholder's pro rata share of
amounts reported on lines 15a through
151 in box 15 of Schedule K-1 using
codes A through F respectively.

If the corporation is reporting items
of income or deduction for oil, gas, and
gecthermal properties, you may be
required o identify these items on a
statement attached to Schedule K-1
(see the instructions for lines 15d and
15e). Also see the requirement for an
attached stalement in the instructions
for kne 151

Line 15a. Post-1986
Depreciation Adjustment

Figure the adjustment for line 15a
based only on tangible property placed
in service after 1986 (and tangibte
property placed in service after July 31.
1986, and before 1987 for which the
corporation elected to use the General
Depreciation System}. Do not make an
adjustment for motion picture films,
videotapes, sound recordings, certain
public utility property (see section
168(f}(2}), property depreciated under
the unit-cf-production method {or any
other method not expressed in a term
of years), quatified Indian reservation
property, propery eligible for a special
depreciation allowance, gualified
revitalization expenditures, or the
section 179 expense dedugction.

For property piaced in service before
1999, refigure depreciation for the AMT
as follows (using the same convention
used for the regular tax).

» For section 1250 property (generally.
residential rental and nonresidential

Instructions tor Form 11205



real property), use the straight line
method over 40 years,

» For tangible property {other than
section 1250 property} depreciated
using the siraight line method for the
regular tax, use the siraight line method
over the property's class life. Use 12
years if the property has no class life,

* For any other langible property, use
the 150% declining balance method,
switching to the straight line method the
first tax year it gives a larger deduction,
over the property’s AMT class life. Use
12 years if the property has no class
life.

Note. See Pub, 946 for a table of
class lives.

For property placed in service after
1998, refigure depreciation for the AMT
only for property depreciated for the
regular tax using the 200% declining
balance method. For the AMT, use the
150% declining balance method,
switching to the straight line method the
first tax year it gives a larger deduction,
and the same convenlion and recovery
period used for the regular tax.

Figure the adjustment by subiraciing
the AMT deduction for depreciation
irom the regular tax deduction andg
enter the result on ling 15a. If the AMT
deduction is more than the regular tax
deduction, enter the difference as a
negative amount. Depreciation
capitalized to inventory must also be
refigured using the AMT rules. Include
on this fine the current year adjustment
o income, it any, resulting from the
difference.

{ine 15b. Adjusted Gain or
Loss

If the corparation disposed of any
tangible property placed in service after
1986 (or after July 31, 1986, if an
election was made to use the General
Depreciation System), or if it disposed
of a certified pollution contro! facility
placed in service after 1986, refigure
the gain or 10ss from the disposition
using the adjusted basis for the AMT.
The properly’s adjusted basis for the
AMT is ils cost or other basis minus all
depreciation or amoriization deductions
allowed or allowable for the AMT during
the current tax year and previcus tax
years. Enter on this line the difference
between the regular tax gain {loss) and
the AMT gain (loss}. If the AMT gain is
less than the regular 1ax gain, or the
AMT loss is mare than the regular tax
loss, or there is an AMT loss and a
regular tax gain, enter the difference as
a negative amount.

tf any part of the adjustment is
allocabie to net short-term capital gain
(loss), net long-term capital gain (loss),
or net section 1231 gain (loss), attach a
staterment that identifies the amount of

instructions for Form 11205

the adjustment allocable 1o each type of
gain or loss.

For a net jong-term capital gain
(logs), also identify the amount of the
adjustment that is collectibles (28%)
gain (loss).

For a net section 1231 gain {loss},
also identify the amount of adjustment
that is unrecaptured section 1250 gain.

Line 15¢. Depletion {Other Than
Qil and Gas)

Do not include any depletion on cil and
gas wells. The shareholders must figure
their oil and gas depletion deductions
and preference items separately under
section 613A.

Refigure the depletion deducstion
under section 611 for mines, wells
{other than oil and gas wells), and other
natural deposits for the AMT.
Percentage depletion is limited to 50%
of the taxable income from the property
as figured under section 613(a), using
only income and deductions for the
AMT. Also, the deduction is limited to
the property's adjusted basis at the end
of the year as figured for the AMT.
Figure this limit separately for each
property. When refiguring the property's
adjusted basis, take into account any
AMT adjustments made this year or in
previous years that affect basis (other
than the current year's depletion).

Enter the difference between the
regular tax and AMT deduction. If the
AMT deduction is greater, enter the
difference as a negative amount,

Qil, Gas, and Geothermal
Properties— Gross Income and
Deductions

Generally, the amounts te be entered
on lines 15d and 15e are only the
income and deductions for oil, gas, and
geothermal propenlies that are used o
figure the corporation’s ordinary
business income {loss) on line 21, page
1, Form 11208,

If there are any items of income or
deductions for oil, gas, and geothermal
properties included in the amounts that
are required to be passed through
separately to the shareholders on
Schedule K-1 (items not reported on
line 1 of Schedule K-1), give each
shareholder a statement that shows, for
the box in which the income or
deduction is included, the amount of
income or deductions included in the
total amount for that box. Do not
include any of these direct
pass-through amounts on line 15d or
15e. The sharehoider is totd in the
Shareholder’s Instructions for Scheduie
K-1 (Form 11208) to adjust the
amounts in box 15, code D or E, for any
other income or deducticns from oit,
gas, or geothermal properties included
in boxes 2 through 12, 1650r 17 of
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Schedule K-1 in order to determine the
total income and dedugctions from ail,
gas, and geothermal properiies for the
corporaticn.

Figure the amounts for lines 15d and
15e separately for oil and gas
properties that are not gecthermal
deposits and for all properties that are
geothermal deposits.

Give each sharehoider a statement
that shows the separate amounts
included in the computation of the
amounts on lines 15d and 15e of
Schedule K.

Line 15d. Qii, Gas, and
Geothermal Properties—Gross
{income

Enter the total amount of gross income
{within the meaning of section 613(a})
from ail oil, gas, and geothermal
properties received or accrued during
the tax year and included on page 1,
Form 11208.

Line 15e. Qil, Gas, and
Geothermal Properties—
Deductions

Enter any deductions allowed for the
AMT that are allocabie to oil, gas, and
geothermal properties.

Line 151, Other AMT Hems

Attach a statement to Form 11205 and
Schedule K-1 that shows other items
not shown on lines 15a through 15e
that are adjustments or tax preference
items or that the shareholder needs to
complete Form 6251 or Schedule | of
Form 1041. See these forms and their
instructions to determine the amount to
enter.

Other AMT items include the
foliowing.
* Accelerated depreciation of real
property under pre-1987 rules.
* Accelerated depreciation of leased
personal property under pre-1987 rules.
= Long-term contracts entered into
after February 28, 1986. Except for
certain home construction contracts,
the taxaple income from these
contracts must be figured using the
percentage of completion method of
accounting for the AMT.
* | osses from tax shelter farm
activities. No loss from any 1ax shelter
farm activity is aflowed for the AMT.

Schedule K-1. i you are reporting
each sharehotder’s pro rata share of
only one type of AMT item under code
F, enter the code with an asterisk (F*)
and the dollar amount in the entry
space in box 15 and attach a statement
that shows the type of AMT item. If you
are reporting multiple types of AMT
items under code F, enter the code with
an asterisk {F*} and enter *STMT™ in the
eniry space in box 15 and attach a



statement that shows the dollar amount
of each type of AMT itern.

ltems Affecting Shareholder
Basis

Line 16a. Tax-Exempt Interest
Income

Enter on line 16a tax-exempt interest
income, including any exempl-interest
dividends received from a mutua! fund
or other regulated investmeni company.
Individual shareholders must report this
information on line 8b of Form 1040.
Generally, under section 1367(a){1){A),
the basis of the shareholder's stock is
increased by the amount shown on this
line.

Line 16b. Other Tax-Exempt
Income

Enter on line 16b all income of the
corporation exempl from tax other than
tax-exempt interest {for example, life
insurance proceeds, but see section
101(j} for new limits and reporting
requirements). Generally, under section
1367{a){1){A}, the basis of the
shareholder’s stock is increased by the
amount shown on this line,

Line 16c. Nondeductible
Expenses

Enter on line 16¢ nondeductible
expenses paid or incurred by the
corporation.

Do not include separately staled
deductions shown elsewhere on
Schedules K and K-1, capital
expenditures, or itemns for which the
deduction is deferred to a later tax year.

Generally, under section
1367(a)(2){D). the basis of the
shareholder’s stock is decreased by the
amoun! shown on this line.

Line 16d. Property Distributions

Enter the tolal property distributions
{including cash) made to each
shareholder other than dividends
reporied cn line 17¢ of Schedule K.
Distributions of appreciated property
are valued at fair market value. See
Distributions on page 36 for the
ordering rules.

Line 16e. Repayment of Loans
From Shareholders

Enter any repayments made 1o
shareholders during the current 1ax
year,

Schedule K-1. Report each
shareholder's pro rata share of
amounis reported on lines 16a, 16b,
and 1Bc¢ (concerning items affecting
shareholder basis) in box 16 of
Schedule K-1 using codes A through C
respeciively. Report property
distributions (line 16d} and repaymenit
of leans from sharehglders (line 16e) on

the Schedule K-1 of the shareholded(s)
that received the distributions or
repayments {using codes [ and E).

Cther Information

Lines 17a and 17h, Investment
Income and Expenses

Enter on line 17a the investment
income included on lines 4, 5a, Byand
10, of Schedule K. Do not include other
penfolio gains or losses on this line.

Enter an line 17b the investment
expense included on line 12d of
Schedule K,

Invesiment income includes gross
income from property held for
investment, the excess of net gain
attributable to the disposition of
property held for investment over net
capital gain from the disposition of
property heid for investment, any net
capital gain from the disposition of
property held for investment that each
shareholder elects to include in
invesiment income under section
163{d){4)(B)(iii), and any qualified
dividend income that the sharebolder
elects 1o include in investment income.
Generally, investment income and
invesiment expenses do not include
any income or expenses from a passive
activity. See Regulations section
1.469-2{f}(10) for exceptions.

Property subject to a nel lease is not
treated as investment property because
it is subject to the passive loss rules.
Do not reduce investment income by
losses from passive activities.

Investment expenses are deductible
expenses (other than interest) directly
connected with the production of
investment income. See the instructions
for Form 4852 for more information.

Schedule K-1. Report gach
shareholder's pro rata share of
amounts reporied on lines 17a and 17b
{investment income and expenses} in
box 17 of Schedule K-1 using codes A
and B respectively.

If there are other items of investment
income or expense included in the
amounts that are required to be passed
through separately to the shareholders
on Schedule K-1, such as net
short-term capital gain or loss, net
long-term capitai gain or loss, and other
porttolio gains or losses, give each
shareholder a statement identifying
these amounts.

Line 17¢. Dividend Distributions
Paid From Accumulated
Earnings and Profits (Schedule
K Only}

Enter total dividends paid to
shareholders from accumulated
earnings and profits. Heport these
dividends to shareholders on Form
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1089-DIV. Do not report them on
Schedule K-1.

Line 17d. Other ltems and
Amounts

Report the following information on a
statement atlached to Form 11205, On
Scheduie K-1, enter the appropriate
code in box 17 for each information
itern followed by an asterisk in the
left-hand column of the entry space {for
example, C). In the right-hand column,
enter “STMT." The codes are provided
for each information category.

Qualified rehabilitation expenditures
(other than rental real estate) (code
C). Enter iotal qualified rehabilitation
expenditures from activities other than
renial real estate activilies. See Form
3468 for details on qualified
rehabilitation expenditures.

Note. Report qualified rehabilitation
expenditures related to rental real
estate activities on line 13c.

Schedule K-1. Report each
shareholder's pro rata share of qualified
rehabilitation expenditures related to
other than rental real estate activities in
box 17 of Schedule K-1 using code C.
Attach a statement to Schedule K-1
that provides the information and the
shareholder's pro rata share of the
amounts for lines 1b through 1h of
Form 34€8. See the instructions for
Form 3468 for detatis. If the corporation
has expenditures from more than one
activity, identify on a statement
attached to Scheduie K-1 the
infarmation and amounts for each
separate activity. See Passive Aclivily
Reporting Requirermenis on page 10,
Basis of energy property {code D).
See Form 3468 for details on basis of
energy property. In box 17 of Schedule
K-1, enter code D followed by an
asterisk and enter "STMT” in the entry
space for the dollar amaunt. Attach a
statement to Schedule K-1 showing
separalely the shareholder's pro rata
share of the following items:

s Basis of property using geothermal
energy placed in service during the tax
year.

# Basis of property using solar
illumination or sclar energy placed in
service during the tax year.

* Basis of qualified fuel cell property
installed during the tax year.

s Kilowatt capacity of the qualified fuel
cell property.

* Basis of qualified microturbine
property installed during the lax year.
¢ Kiiowalt capacity of the qualified
micraturbine property.

Attach Form 3468 to Form 11205,
Recapture of low-income housing
credit {codes E and F), If recapture
of pan or all of the low-income housing
credit is required because (a) the prior
yedar quatified basis of a building

Instructions for Form 11205



decreased or {b) the corporation
disposed of a building or part of its
interest in a building, see Form 8611,
Recapture of Low-Income Housing
Credit. Complete lines 1 through 7 of
Form 8611 to figure the amount of the
credit to recapture.

Use code E on Schedule K-1 fo
report recapture of the low-income
housing credit from a section 42(j)(5)
paninership. Use code F to repont
recapture of any other low-income
housing credit. See the instrugtions for
lines 13a and 13k on page 27 for more
information.

Note. if a shareholder's ownership
interest in a building decreased
because of a transaction at the
shareholder level, the corporation must
provide the necessary information to
the shareholder {o enable the
shareholder to ligure the recapture,

i the corporation filed Form
. 8693, Low-Income Housing
2l Credit Disposition Bond, to
avoid recapiure of the low-income
housing credit, no entry should be

made on Schedule K-1.

See Form 8586, Form 8611, and
section 42 for more information.

Recapture of investment credit (code
G). Complete and attach Form 4255
when investment credit property is
disposed of, or it no longer qualifies for
the credit, before the end of the
recapture period or the useful life
applicable to the property. State the
type of property at the top of Form
4255, and complete lines 2, 4, and 5,
whether or not any shareholder is
subject to recapture of the credit,

Attach to each Schedule K-1 a
separate statement providing the
information the corporalion is required
{o show on Form 4255, but list only the
shareholder’'s pro rata share of the cost
of the property subject to recapture.
Also indicate the lines of Form 4255 on
which the shareholders should report
these amounts.

The corporation itself is fiable for
invesiment credit recapture in certain
cases. See the instructions for line 22¢.
page 1, Form 112085, for details.
Recapture of other credits (code H).
On an attached statement to Schedule
K-1, provide any information
shareholders will need to report
recapture of credits (olher than
recapiure of low-income housing credit
and investment credit reported on
Schedule K-1 using codes E, F, and G).
Examples of credits subject to
recapture ang reported using code H
include:

» The qualified electric vehicle credit
See seclion 30(d) for details.
= The new markets credit. See Form
8874 for details on recapture.

Instructions for Form 1120S

s The indian employment credit. See
section 45A(d) for details.

» The credit for employer-provided
childcare facilities and services See
section 45F(d) for details.

" » The alternative motor vehicle credit.
. See section 30B(h)(8} for details.

~ # The aiternative fuel vehicle refueling
: property credit. See section 30C{e}{5)

for details.

Look-back interest— completed
long-term contracts (code ). f the
corporation is closely held (defined in
seclion 460{b)(4){C)(iii)) and it entered
into any long-term contracts after
February 28, 1986, that are accounted
for under either the percentage of
completion-capitalized cost method or
the percentage of completion method, it
must attach g statement to Form 11208
showing the information required in
items {a} and (b) of the instructions for
limes 1 and 3 of Part || of Form B637. It
must also report the amounts for Part 1,
lines 1 and 3, to its shareholders. See
the Instructions for Form 8697 for more
information.

Look-back interest—income
forecast method (code J). If the
corporation is closely held (defined in
section 460(b}(4}C )i}y and it
depreciated certain property placed in
service afier September 13, 1995,
under the income forecast method, it
must attach to Form 112085 the
information specified in the instructions
for Form 8868, line 2, for the 3rd and
10th tax years beginning after the tax
year the property was placed in service.
It must also repert the line 2 amounis to
its shareholders. See the instructions
for Form 8866 for more details.

Dispositions of property with section
179 deductions {code K). This
represents gain or loss on the sale,
exchange, or other dispasition of
property for which a section 179
deduction has been passed through to
shareholders. The corporation must
provide all the following information with
respect to such dispositions (see the
instructions for line 4 on page 12}.

= Description of the property.

« Date the property was acquired and
placed in service.

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

» The sharehclder’s pro rata share of
the gross sales price or amount
realized.

» The shareholder's pro rata share of
the cost or ather basis plus expense of
sale {reduced as explained in the
Instructions for Form 4787, line 21).

» The shareholder’s pro rata share of
the depreciation allowed or allowable,
determined as described in the
Instructions for Form 4797, ine 22, but
exciuding the section 179 deduction.
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* The shareholder's pro rata share of
the section 17 deduction (if any}
passed through for the property and the
corporation's tax year{s) in which the
amount was passed through.

. » f the disposition is due to a casuaity

or theft, a statemeni indicating so, and
any additional information needed by
the shareholder,

= For an insialiment sale made during
the corporation's tax year. any
information the shareholder needs to
compiete Form 6252. The corporation
also must separately report the
shareholder's pro rata share of all
payments received for the property in
future tax years. {Installment paymenis
received for installment sales macde in
prior tax years should be reported in
the same manner used in prior tax
years.) See the instructions for Form
6252 for details.

Recapture of section 179 deduction
{code L). This amount represents
recapiure of the section 179 deduction
if business use of the property dropped
0 50% or less. If the business use of
any property {placed in service after
1986) for which a section 179
deduction was passed through to
shareholders dropped to 50% or less
(for 2 reason other than disposition},
the corporation must provide all the
following information.

» The shareholder's pro rata share of
the original basis and depreciation
atlowed or allowable (not including the
section 179 deduction).

» The shareholder's pro rata share of
the section 179 deduction {if any)
passed threugh for the property and the
corporation's tax year(s) in which the
amount was passed through.

Section 453(I}3) information {code
M). Supply any information needed by
a shareholder to compuie the interest
due under section 453(1){3). If the
corparation elected to report the
dispositions of certain timeshares and
residential lots on the installment
method, each shareholder's tax liahility
must be increased by the shareholder's
pro rata share of the interest on tax
attributable to the installment payments
received during the tax year.

Section 453A(c) information {code
N). Supply any information needed by
a shareholder 1o compute the interest
due under section 453A(c). If an
obligation arising from the disposition of
property to which section 453A applies
is outstanding at the close of the year,
each shareholder’s tax lability must be
increased by the tax due under section
453A(c) on the shareholder’s pro rata
share of the tax deferred under the
installment method.

Section 1260({b} information (code
0). Supply any information needed by
a shareholder io figure the interest due



under section 1260(b). If the
corporation had gain from certain
consiructive ownership transactions,
each shareholder’s tax liability must be
increased by the sharehglder's pro rata
share of interest due on any deferrat of
gain recognition. See section 1260({b)
for details, including how to figure the
interest.

Interest allocable to production
expenditures (code P). Supply any
information needed by a shareholder to
properly capitalize interest as required
by section 263A(f). See Section 263A
uniforrm capilaiization rules on page 13
far more information.

CCF nonqualified withdrawal {code
Q). Report nonqualified withdrawals
by the corporation from a capital
construction fund. Attach a statement to
the shareholder's Schedule K-1
providing details of the withdrawal. See
Fub, 595.

information needed to figure
depletion—oil and gas (code R).
Report gross income and other
information relating to oil and gas well
properties to shareholders to allow
them to figure the depletion deduction
for oil and gas well properties. Aliccate
to each shareholder a proporiicnate
share of the adjusted basis of each
corporate oil or gas well property. See
section 613A(c)(11) for details.

The corporation canncl deduct
depletion on oil and gas wells. Each
shareholder must determine the
allowable amount to repert on his or her
return. See Pub. 535 for more
information.

Amortization of reforestation costs
(code 5). Report the amortizable
basis of reforestation expenditures paid
or incurred before October 23, 2004, for
which the corporation elected
amartization and the tax year the
amortization began for the current tax
year and the 7 preceding tax years,
The amortizable basis cannot exceed
$10,000 for each of those tax vears.

Other information (code T). Report
to each shareholder:

« if the corporation participates in a
transaction that must be disciosed on
Form 8886 (see page 6), both the
corporation and its shareholders may
be required to file Form 8886. The
corporation must determine if any of its
shareholders are required 1o disclose
the transaction and provide those
shareholders with information they will
need to file Form 8886. This
determination is based on the
category({s) under which a transaction
qualified for disclosures. See the
Instructions for Form 8886 for details.
® |f the corporation is involved in
farming or fishing activities, report the
gross income from these actities,

* The shareholder's pro rata share of
any amount included in interest income
on line 4 with respect to qualified zone
academy bonds. Shareholders need
this information to properly adjust therr
stock basis. See Farm B860.

» The shareholder’s pro rata share of
any amount included in interest income
on line 4 with respect tc clean
renewable energy bonds. Shareholders
need this information to properly adjust
their stock basis. See Form 8912,

= The shareholder's pro rata share of
dany amount included in interest income
on line 4 with respect to gulf tax credit
bonds. Shareholders need this
infarmation to properly adjust their
stock basis. See Form 8912

= Any income or gain reported on lines
1 through 10 of Schedule K that
qualifies as inversion gain, if the
carporation is an expatriated entity or is
a pariner in an expatriated entity. For
details, see section 7874. Attach a
statemen? to Form 11208 that shows
the armount of each type of income or
gain included in the inversion gain. The
corperation must report each
shareholder’'s pro rata share of the
inversion gain in box 17 of Schedule
K-1 using code T. Atlach a statement to
Schedule K-1 that shows the
sharehoider's pro rata share of the
amount of each type of income or gain
included in the inversion gain.

» Basig in qualifying advanced coal
project property. Complete lines 3a and
3b of Form 3468 and attach it to Form
11208. See the instructions for Form
3468 for details. Attach a statement to
Schedule K-1 that separately identifies
each shareholder’s pro rata share of
the corporation’s (a} basis in certified
and qualified investment in integrated
gasification combined cycle property
placed in service during the tax year
and (b) basis of qualified investment in
other advanced coal project property
placed in service during the tax year.

+ Basis in quaiifying gasification project
property. Complete line 4 of Form 3468
and attach it to Form 11205,

= Any other information the
shareholders need o prepare their tax
returns.

Reconciliation

Line 18. Income/Loss
Reconciliation {Schedule K
Only)

Ta the extent the corporation has an
amount on line 124 for code O
{Domestic production activities
mformation), P {Qualified production
activities income), or Q (Emplayer's
Form W-2 wages), exclude the
amaount(s} from line 18. If the
corporation has an amount on line 14i
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of Schedule K (foreign taxes paid and
accrued), add that amount for purposes
of computing the corporation’s net
income (loss). The amount reported on
line 18 must be the same as the
amount reported on line 8 of Schedule
M-1 or line 26, column d, in Part H of
Scheduie M-3 (Form 11208).

Schedule L. Balance
Sheets per Books

The balance sheet should agree with
the corporation’s books and records.
Schedule L is not required to be
completed if the corporation answered
“Yes” to question8Jon Schedule B. If
the corporation is required to complete
Schedule L, include total asseis
reporied on Schedule L, line 655‘
celumn {d), on page 1, item F.

Corporations with total assets of $10
million or mere on the last day of the
tax year must complete Schedule

(Form 1120S] instead of Schedyjé -1
See the separate instructions jdr
Schedule M-3 (Form 1120

provisions that aiso affect#®chedule L

If the S election terminated during
the tax year and the corporation
reverted to a C corporation, the
year-end balance sheet generally
shauld agree with the books and
records at the end of the C short year.
However, if the corporation elected
under section 1362{e}(3) to have items
assigned t¢ each short year under
normal tax accounting rules, the
year-end palance sheet should agree
with the books and records at the end
of the 5 short year.

Line 5. Tax-Exempt
Securities

Include on this line:

« State and local government
obligations, the interest on which is
exciudabie from gross incorme under
section 103{a), and

» Stock in a mutual fund or other
regulated investment company that
distributed exempt-interest dividends
during the tax year of the corporation.

Line 24, Reiained Earnings

If the corporation maintains separate
accounts for appropriated and
unappropriated retained earnings. it
may want to continue stch accounting
for purposes of preparing its financial
balance sheet. Also, if the corporation
converts ta C corporation status in a
subsequent year, it will be required to
report its appropriated and
unappropriated retained earnings on
separate lines of Schedule L of Form
1120.

Instructions for Form 11208




Schedule M-2 Waorksheet

1. Balance at beginning of tax year .

Crdinary income from page 1. line 21

Other additions . . | .

Loss from page 1, line 21

Other reductions . .

Combine line 1 through 5

~ & N B W N

Distributions other than dividend
distributions . . .

8 Balance at end of tax year. Subtract
ling 7 from line 6

{a} Accumulated {b) Other adjustments {c) Shareholders’ undistributed
adjustments account account taxable mncome previously taxed

-0- -0- ’ T i
10,000 '
20.000

) ,,

36,000 ) { )

6,000 } 5,000

-0- 5,000

6,000 ) -0-

Line 25. Adjustments to
Shareholders’ Equity
Some examples of adjustments to
repert on this line include:
* Unrealized gains and losses on
securities held “available for saie.”
* Foreign currency translation
adjustments.
¢ The excess of additional pension
liability over unrecognized prior service
cost.
* (Guarantees of employee stock
{ESOP) debt.
= Compensation related to emplcyee
stock award plans.

If ihe total adjustment to be entered
is a negative amount. enter the amount
in parentheses.

Schedule M-1.
Reconciliation of Income
(Loss) per Books With
Income (Loss) per

Return
Scheduie M-1 is not required to be
completed if the corporation answered
“Yes” to question B on Schedule B,
Corporations with total assets of $10
illion or more on the last day of the
ax year must complete Schedule M-3
nstead of Scheduie M-1. See fftem C.
Schedule M-3 Information on page 11.
A corperation filing Form 11208 that is
not required to file Schedule M-3 may
voluntarily file Schedute M-3. See the
Instructions for Schedule M-3 (Farm
11208} for mere information,

Line 2

Report an this line income included on
Schedule K, lines 1, 2, 3¢, 4, 53, 6, 7,
8a, 9. and 10 not recorded on the
baoks this year. Describe each such
itemn of income. Attach a staternent if
necessary.

Instructions for Form 11205

Line 3b. Travel and
Entertainment

Include any of the following.

* Meal and entertainment expenses
not deductible under section 274{n).

s Expenses for the use of an
entertainment factlity.

* The part of business gifts over $25.
» Expenses of an individual over
$2.,000, which are aliocable 1o
conventions on cruise ships.

* Employee achievement awards over
$400.

# The cost of entertainment tickets
over face value (also subject to 50%
limit under section 274(n}).

* The cost of skybaxes over the face
value of nonluxury box seat tickets.

» The part of luxury water travel
expenses not deductible under section
274{m).

* Expenses for trave! as a form of
education.

» Other nondeductible irave! and
entertainment expenses.

Note. If the corporation has an amount
on line 14l of Schedule K (foreign taxes
paid and accrued). iake that amount
inta account for purposes of figuring
expenses and.deductions {¢ enter on
lines 3 and 6.
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Schedule M-2. Analysis
of Accumulated
Adjustments Account,
Other Adjustments
Account, and
Shareholders’
Undistributed Taxable
Income Previously
Taxed

Column (a). Accumulated
Adjustments Account

The accumulated adjustments account
(AAA) is an account of the S
corparation that generally reflects the
accumulated undistributed net income
of the corporation for the corporation’s
post-1982 years. S corporations with
accumulated E&P must maintain the
AAA to determine the tax effect of
distributions during S years and the
post-termination transition period. An S
corporation without accumulated E&P
does not need to mainiain the AAA in
order 1o determing the tax effect of
distributions. Nevertheless, ifan S
corporation without accurnulated E&P
engages in certain transactions tc
which section 381(a} applies, such as a
merger int¢ an S corporation with
accumulated E&P. the S corporation
must be able to calculate its AAA at the
time of the merger for purposes of
determining the tax effect of
post-merger distributions. Therefore, it
is recommended that the AAA be
maintained by all S corporations.

On the first day of the corporation’s
first tax year as an 8 corporation, the
balance of the AAA is zero. At the end
af the tax year, adjust the AAA for the



items as explained below and in the
order listed.

1. Increase the AAA by income
{other than tax-exempt income) and the
excess of the deduction for depletion
over the basis of the property subject to
depletion {unless the property is an oil
and gas propery the basis of which has
been allocated to sharehoiders).

2. Generally, decrease the AAA by
deductible losses and expenses,
nondeduclible expenses {other than
expenses related 10 tax-exermpt
income), and the sum of the
shareholders’ deductions for depletion
for any oil or gas property held by the
corporation as described in section
1367{a){2)(E}. If deductible losses and
expenses include the fair market value
of contributed property {(see page 25),
further adjust AAA by adding back the
fair market value of the contributed
property and subtracting instead the
propeny’s adjusted basis. If the total
decreases under 2 exceed the total
increases under 1 above, the excess is
a "net negative adjustment.” If the
corporation has a net negative
adjustment, do not take it into account
under 2. Instead, take it into account
only under 4 below,

3. Decrease AAA (but not below
zero) by property distributions {other
than dividend distributions from
accumulated E&P), unless the
corporation elects to reduce
accumutated E&F first. See
Distributions below for definitions and
other details.

4. Decrease AAA by any nat
negative adjustment, For adjustments
to the AAA for redemptions,
reorganizations, and corporate
separations, see Regulations section
1.1368-2{d).

Note. The AAA may have a negative
balance at year end. See section
1368(e).

Column (b). Other
Adjustments Account

The other adjustments account is
adjusted for tax-exempt income (and
related expenses) and federal taxes
attributable to a € corporation tax year.
After these adjustments are made, the
accounl is reduced for any distributions
made during the year. See Distnibutions
below.

Column (c). Shareholders’
Undistributed Taxable
Income Previously Taxed

The shareholders’ undistributed taxable
income previously taxed account, alsc
called previousiy taxed income (PTI), is
maintained only if the corporation had a

balance in this account at the start of its
2007 tax year. If there is a beginning

baiance for the 2007 tax year, no
adjustments are made to the account
except to reduce the account for
distributions made under section
1375(d) (as in effect before the
enactment of the Subchapter S
Revision Acl of 1882). See Distributions
below for the order of distributions from
the account.

Each shareholder's right to
nontaxable distributions from PTi is
personat and cannot be transferred to
another person. The corporation is
required to keep records of each
shareholder's net share of PTI.

Distributions

General rule. Unless the corporation
makes one of the eleciions described
helow, property distributions (including
cash} are applied in the following order
{to reduce accounts of the S
corporation that are used to figure the
tax effect of distributions made by the

corporation to its shareholders):

1. Reduce the AAA determined
without regard to any net negative
adjustment for the tax year (but not
below zero). if distributions during the
tax year exceed the AAA at the close of
the tax year determined without regard
to any net negative adjustment for the
tax year, the AAA is allccated pro rata
to each disiribution made during the tax
year. See section 1368,

2. Reduce shareholders’ PT]
account for any section 1375(d) (as in
effect before 1983} distributions. A
distribution from the PT! account is tax
free to the extent of a sharehoider’s
basis in his or her stock in the
corporation.

3. Reduce accumulated E&P.
Generally, the S corporation has
accumulated E&P only if it has not
distributed E&F accurnulated in prior
years when the S corporation was a C
corporation {section 1361(a){2)). See
section 312 for information on E&P.
The only adjustments that can he made
to the accumulated E&P of an S
corporation are (a) reductions for
dividend distributions: (b) adjustments
for redemptions, liguidations,
reorganizations, etc.; and (¢) reductions
for investment credit recapture tax for
which the corporation is liable. See
sections 1371(¢) and (d}(3).

4. Reduce the other adjustmentis
account {OAA).

5. Reduce any remaining
shareholders’ equity accounts.

Elections relating to source of
distributions. The corporation may
modify the above ordering rules by
making one or more of the following
elections:

-36-

Election to distribute accumuiated
E&P first. If the corporation has
accumulated E&P and wants to
distribute from this account before
making distributions from the AAA, it
may elect 10 do so with the consent of
all its affected shareholders {section
1368{e)(3){B}). This election is
irrevocable and applies only for the tax
year for which it is made. For details on
making the election, see Statement
regarding elections below.

Election to make a deemed
dividend. If ihe corporation wants to
distribute all or part of its accumulated
E&F through a deemed dividend, it may
elect to do so with the consent of all its
affected shareholders (section
1368(2){3){B)}). Under this election. the
corporalion wilt be treated as also
having made the election to distribute
accumulated E&P first. The amount of
the deemed dividend cannot exceed
the accumulated E&P at the end of the
tax year. The E&P at year end is first
reduced by any actuai distributions of
accumulated E&P made during the tax
year. A deemed dividend is treated as if
it were a pro rata distribution of money
to the shareholders, received by the
shareholders, and immediately
contributed back to the corporation, all
on the last day of the tax year. This
election is irrevocabie and applies only
for the tax year for which it is made. For
details on making the eleclion, see
Staternent regarding elections below.

Eleclion to forego PTI. |f the
corporation wants 1o forego
distributions of PT], it may elect to do
so with the consent of ail its affected
sharehoiders (section 1368(e){3)(B)).
Under this election, paragraph 2 under
General rule on page 36 does not apply
to any distribution made during the tax
year, This glection is irrevocable and
applies only for the tax year for which it
is made. For details on making the
election, see Statement regarding
elections.

Statement regarding elections. To
make any of the above elections, the
corporation must attach a statement 1o
a timely filed originat or amended Form
11208 for the tax year for which the
election is made. In the statement, the
corporation must identify the election it
is making and must state that each
shareholder consents to the election,
The statement of election to make a
deemed dividend must include the
amount of the deemed dividend
distributed to each shareholder. For
more detaijls on the eiection, see
Regulations section 1.1368- 1{&(5).

Example

The following example shows how the
Schedule M-2 accounts are adjusted for
items of income (loss), deductions, and

Instructions for Form 11208



distributions reported on Form 112085,
In this example, the corporation has no
PTl or accumulated E&P.

Items per return are:

1. Page 1, line 21 income—%$10,000

2. Schedule K, line 2 loss—
($3,000)

3. Scheduie K, line 4 income—
$4,000

4. Schedule K, line 5a income—
$16,000

5. Schedule K, line 12a deduction—
$24,000

6. Schedule K, line 12d deduction—
£3.000

7. Schedule K, line 13g work
opportunity credit—$6,000

8. Schedule K, line 16a tax-exempt
interest—%$5,000

DRAE

8. Scheduie K, line 16¢
nondeductible expenses—$6,000
(reduction in salaries and wages for
work opportunity credit), and

10. Schedule K, line 16d
distributions — $65,000.

Based on items 1 through 10 above
and starting balances of zero, the
columns for the AAA and the other
adjustments account are completed as
shown in the Schedula M-2 Worksheet
on page 35

For the AAA, the worksheet line 3—
$20,000 amount is the total of the
Schedule K, lines 4 and 5a income of
$4,000 and $16,000. The worksheet
ling 5~ $36,000 amount is the total of
the Schedule K, line 2 loss of ($3,000),
line 12a (code A) deduction of $24,000,
line 12d {code R) deduction of $3,000,

T

and the line 16¢ nondeductible
expenses of $6,000. The worksheet line
7 18 zero. The AAA at the end of the tax
year (figured without regard io
distributions and the net negative
adjustment of $6,000) is zero, and
distributions cannot reduce the AAA
below zero.

For the other adjustments account,
the worksheet line 3 amount is the
Schedule K, line 16a, tax-exempt
interest income of $5,000. The
worksheet line 7 amount is $5,000,
reducing the other adjustments account
to zero. The rematning $60,000 of
distributions are not entered on
Schedule M-2.

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

their identifying numbers on the return.

You are not required {0 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 retum
information are confidential, as required by section §103.

The time needed to complete and file this form and related schedules will vary depending on ingividual circumstances. The

estimated average times are:

Form Héqo

112038 65 hr., 45 min
Sch. D {11208} 7 hr., 10 min.
Sch. K-1 {11205} 13 hr., 31 min.
Sch. M-3 {11208) hr., 1 min,

Learning about the
faw or the form

hr., 52 min,
4 hr., 37 min==
11 hr., 24 min.

1 hr., 53 min, 2 hr.,
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g hr., 36 min.

57 min,

Copying, assembling, and
sending the form to the IRS

5 hr., 54 min.
1 ht., 20 mmn.

1hr, 4 min, .56(/' ég/act)

If you have comments concerning the accuracy of these time estimates or suggestions for making this fofraad related
schedules simpler, we would be happy to hear from you. You can write to the Infernal Revenue Service, Tax Products
Coordinating Committee, SE:W:CAR:MP.T:T:SP, 1111 Constitution Ave. NW, IR-6528. Washington, DC 20224, Do not send
the tax form to this address. Instead, see Where To Fife on page 3.
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Principal Business Activity

Codes

This list ¢l principal business activiles and ther
associated codes 1s designed 1o classify an
enlerprise by the type of activity in which tis
engaged to facilate the admnistralion of the
Internal Aevenue Code These principal business
activily codes are based on the North Amerncan

Ingustry Classification System.

Using the kst ol actiwhes and codes below,
determine from which activity the company derives
the largest percentage ol is "otal recepts " Tolal
recels is delined as the sum of gross receipis or
sales [page 1, ine 1a), all other income (page 1,
lines 4 and 5): income reported on Schedule K, lines
4, 5a, and 6; income or nel gain reported on
Schedule K, ines 7, 8a. % and 10, and income or net
gain reported on Form BBZS, tines 2, 15 and 20a It
Ihe company purchases raw matenals and supplies
lhem to a subcontractor 1o produce the fnished

2(h).

product, but relains bile 1o the product. the company
1% considered a manutaclurer and musl use one of
the manuiactunng codes {311110-339800}.

Once lhe principal busness activity is determined,
enter the six-oigit code from Ihe list below on page 1,
vtem B, Also enter a bnel oescrplion of the business
activity on page 2, Schedule B, bne 2{a) and the
principal product or service of Ihe busmess on ling

Cole

Agriculture, Farestry, Fishing
and Hunting

Crop Production

111100 Oilseed & Gram Farming
111210 Vegelable & Melon Farming
{including potatoes & yams)
Fruit & Tree Nut Farming
Greenhouse, Nursery, &
Flonculture Preduction

Other Crop Farming
(including tobaceo, cotton,
sugarcane, hay, peanut,
sugar beel & all sther crop
farming)
Animal Productjon
112111  Beel {Jattle Ranching &

111300
111400

111800

9

112112 Catjs Feediots
112120  Daify Cattie & Mitk
Preduction
Hpg & Pig Farming
Foultry & Egg Production
pheep & Goat Farming
Aquacutiure HIncluding
shellfish & tinlish tarms &
halcheries)
112808 Cther Animal Preduction
Forestry and Loggling
113110 Timber Tracl Operalions
113210 Forest Nurseries & Galhering

ol Fores! Products
113310 togging
Fishing, Hunting and Trapping
114110 Fishing
114210  Hunking & Trapping
Support Activities tor Agriculture
and Forestry
115110 Suppart Activilias for Crop
Production (inchuging cottan
ginning, soil preparation,
plarbng, & cuitivating}
Support Activilies lor Ammal
Preduction
Suppon Aclivies For
Forestry

112210
112300
112400
112510

115210

115310

Code

Heavy and Civii Engineering
Construction

237100 Utility Syslem Construction
237210 Lang Subdivision

237310 Highway, Strest, & Bridge
Consiruchon

Other Heawvy & Givil
Engineering Construction
Specialty Trade Contractors
238100  Foundation, Structure, &
Building Exlerier Contraciors
tinchuding lraming carpentry,
masonry, glass, roofing, &
siding)

Electrical Coniractors
Plumbing, Healing, &
Air-Condiloning Contraciors
Cther Buiking Equipmern
Contraciors

Building Finishing
Contractors (including
drywall, insulation, panting.
wallcevenng, flooring, tile, &
tinish carpentry)

Otrer Specialty Trade
Comractors (inchuding sile
preparation)

237950

238210
238220

238290

238300

238000

Mining
211110
212110
212200
212310
212320

Qil & Gas Extraction

Ceal Mining

Metal Ore Mining

Stone Miring & Quarrying
Sand, Gravel, Clay, &
Ceramic & Refraciory
Minerals Mining & Quarrying
Other Nonmetaltc Mineral
Mining & Quarrying

Support Activilies for Mining

212390

213110

Utilities

221100 Elecine Power Generalion,
Transmission & Destribuiion
Matural Gas Distribution
Water, Sewage & Other
Byslems

Combination Gas & Electnc

21210
221300

221500

Construction

Construction of Builgings

2367110 Residential Bulding
Construction

236200 Nonresidential Bulding
Construction

Manufacturing

Food Manutacturing

311410  Animal Food hifg

IT1200  Grain & Ciseed Milling
311300 Sugar & Confectionery
Producl Mig

Fruil & Vegelatle Preserving
& Specialty Food Mig

Danry Product Mig

Animal Slaughtering and
Processing

Seatood Produci Preparalion
& Packaging

Bakeries & Tortilla Mig
Other Food Mig {inciuding
coflee, tea, Haverings &
SeasuniNgs}

Beverage and Tobacco Product
Manutacturing

22110 Soft Dnnk & lce Mig
312120 Brewernes

312130 Wineries

12140 Distieries

312200 Tobacco Manufacluring
Textile Mills and Textile Produet
Mitls

313000 Texiie Mills

314000 Textie Product Mills
Apparel Manutacturing

315100  Appare| Kmthng Mills
315210 Cul & Sew Apparel
Contractors

Men's & Boys' Cut & Sew
Apparel Miy

Women's & Girls’ Cul & Sew
Apparet Mfg

Other Cu & Sew Apparel Mig
Apparet Accessanes & Olher
Apparel Mig

Leather and Allied Product
Manutacturing

316110 Leather & Hde Tanning &
Finishing

Footwear Mig (including
tubber & plastics)

Other Leather & Alied
Product Mfg

311400

IS
311610

3INT70

3IH1800
311900

315220
115230

315280
315950

316210

316930

Code

Wood Product Manufacturing
321110 Sawmills & Wooed
Preservalion
Yeneer, Plywood, &
Engineered Woed Produc!
Mifg
321900 Other Wood Preduct Mig
Paper Manufacturing
322100 Pulp, Paper, & Paperboard
Mills
322000 Converted Faper Product Mfg
Printing and Related Support
Activities
323100 Printing & Related Support
Activibes
Petraleum ang Coal Products
Manufacturing
324110  Petrplevm Refineries
fincluding integrated)
Asphall Paving, Roofing, &
Saturated Maiterials Mig
Other Pelroleurn & Coal
Products Mig
Chemical Manulacturing
325100 Basic Chemical Mig
325200 Resin, Synihelic Rubber, &
Artificial & Synthetic Fibers &
Fiaments Mig
Pestcide, Fertilzer, & Other
Agricultural Ghemical Mig
Pharmaceutical & Medicing
Mig
Paint, Coating, & Adhesive
Mtig
Scap, Cleaning Compound, &
Toilet Preparalion Mg
Other Chemical Product &
Preparation Mig
Plastics and Rubber Froducts
Manuwlacturing
326100 Plasiics Product Mig
326200 Rubber Product Mig
Nonmetallic Mineral Product
Manulacturing
327100 E‘tfay Product & Refractory
G
Glass & Glass Product Mig
Cement & Concrete Product
Mig
Lime & Gypsum Product Mig
Other Nonmelallic Mineral
Product bg
Primary Metal Manufacturing
I1g :ﬂofn & Steel Mills & Ferroalioy
q
Steel Product Mig from
Purchased Sleel
Alumina & Alununum
Production & Processing
Nonferrous Metal (except
Aluminurn) Production &
Processing
3300 Foundries
Fabricated Metal Product
Manutacturing
332110 Forging & Siampmy
332210 Cutiery & Handicol Mig
332300 Architectural & Structural
Melals Mig
Boiler, Tank, & Shipping
Container Mig
Hardware Mg
Spring & Wire Product Mig
Machine Sheps; Turned
Product; & Screw, Mut, & Boit
Mig

321210

324120

324190

325300
325410
325500
325600

325800

37210
327300

337400
327900

331200
321310

331400

332400

332510
332610
332700

Covie

332810 Coating, Engraving, Heal
Trealng, & Allied Activibes
Other Fabricaled Metal
Froduct Mfg
Machinery Manufacturing
333100 Agreuliure, Construction, &
Minirg Machinery Mfg
Industrial Machinery Mig
Commercial & Service
Industry Machinery Mig
Ventilation, Healing,
Ar-Condiicning, &
Commercial Retrigeration
Egquipment Mg
Metatworking Machinery Mig
Engine, Turbine & Power
Transmission Equiprmeni Mig
Other General Purpose
Machinery Mig
Computer and Electronic Product
Manufaciuring
334110 Computer & Peripheral
Equipment Mig
Commumcatons Eguipment
Mig
Audio & Video Equipment
Mig
Semconductor & Other
Electronic Compenent Mig
Navigatonal, Measuring,
Electromedical, & Controd
Instruments Mig
Manulactunng & Reproducing
Magnetc & Optical Media
Etectrical Equipment, Appliance, and
Component Manufacturing
335100 E‘Ifeclric iLghung Equipment
]
Householkd Appliance Mig
Elecincal Equipment Mig
Other Elecirical Equipment &
Component Mig
Transportation Equipment
Manutacturing
336100 Molor Vehicle Mig
336210 Molor Vehicle Body & Trailer
Mig
Motor Vehicle Parts Mg
Aecrospace Product & Parts
Mfg
Railroad Rolling Stock Mig
Ship & Boat Buildirg
Other Transporation
Equipment dMig
fFurniture and Retated Product
Manutacturing
337000 Furniture & Relaled Praduct
Manufachurmg
" sus Masiul
339110

332900

333200
333310

33310

333510
333610

333900

334200
33410
34410

234500

3348610

335200
335310
335800

336300
336410

336510
336610
336990

Misc hlring
Medcal Equipment &
Suppiigs Mig

Cther Miscehangous
Manutacturing

339900

Wholesale Trade

Merchant Wholesalers, Durable
Goods
423100 Molor Vehicle & Molor
Vehicle Parts & Supplies
Futriture & Home
Fuyrnishings

Lumber & Other Construction
Manerrals

Fralessional & Commercial
Equpmenl & Supphes

423200

423300

423400

-38-
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Principal Business Activity Codes {confinued}

Code

4235040  Metal & Mineral (except
Pelroleum)

423600
423700 Hargwarse, & Plumbmng &
Heabing Equipmen %
Supplies

Machinery, Equipment, &
Supplies

Sporting & Recreatonal
Goods & Supplies

Toy & Hobby Goods &
Supplies

Recyciable Materiais
Jewelry, Watch, Precious
Stone, & Precious Melals
Other Misceltaneous Durabie
Goods

Merchant Wholesaters, Nondurabie
Goods
424100
424210
424300

423800
423910
423520

423930
423340

423990

Paper & Paper Progucis

Drugs & Druggisls’ Sundries

Apparel, Piece Goods, &

Notigns

Grocery & Related Products

Farm Product Raw Materials

Chernycal & Aliied Products

Petroleum & Petroleurn

Froducts

Beer, Wine, & Distiled

Alcoholic Beverages

Farm Supplies

Book, Peripdical, &

MNewspapers

Flower, Nursery Slock, &

Flonsts' Supplies

Tobacco & Tobacco Products

Paint, Varnish, & Supples

Other Miscellaneous

Nongurable Goods

¥Wholesale Electronlc Markets and

Agents and Brokers

425110 Business to Business
Eilectronic Markets

425120 Whalesale Trade Agents &

Brokers

424400
424500
424600
424700

424800

424910
424920

424930
424340

424950
424990

Electrical & Electronic Goods

Aetalf Trade

Muolor Vehicle and Parts Dealers

441110 New Car Dealers

441120 Used Gar Dealers

441210 Hecreational Vehicle Dealers

441221 Motorcyeie Deaiers

441222 Boat Dealers

441228 Al Other Motor Vehcle
Dealers

Automoive Parts,
Accessones, & Tire Slores
Furniture and Home Furnishings
Stores
442110
442210
4422971
442299

441300

Furniture Storos

Flpor Covering Slores
Window Treaiment Stores
All Other Home Fumishings
Stares

Electronics and Appliance Stores
443111  Household Appliance Stores
443112 Radio, Television, & Other
Electramics Stores
Computer & Software Stares
Camera & Pholographic
Supplies Stores

Building Material and Gargen
EqQuipment and Supplies Dealers
444110 Home Genters

444120  Painl & Walipaper Stores
444130 Hardware Stores

444130 Ciher Buiging Material
Dealers

Lawn & Garden Equipment &
Suppiies Sicres

Food and Beverage Stores

445110  Supermarkels and Other
Grocery [except
Convenience) Stores

443120
443130

444200

Code

445120
445210
445220
445230
445291
445202
445259

Convemence Stores

Meat Markets

Fish & Seatood Markets

Frult & Vegetable Markels

Baked Goods Stores

Confectonery & Nul Stores

All Other Specialty Food

Stores

445310 Beer, 'Wine, & Ligquor Stores

Health and Personal Care Siores

4487110 Fharmacies & Drug Siores

445120 Cosmelcs, Beauty Supplies,

& Perfume Stores

Cptica! Govds Stores

Qther Health & Personal

Care Stores

Gasoline S1ations

447100 Gaschne Stalions (including
convenience stores wilh gas)

Clothing and Clothing Accessories

Stores

448110

448120

448130

446130
446150

Men's Clothing Stores
women's Clothing Stores
Chilgren’s & Inlants” Clothing
Stores

Family Glothing Stores
Clolning Accessories Stores
Other Clolhirg Stores

Shoe Slores

Jewelry Stores

Luggage & Lealher Goods
Siores

Sporting Geods, Hobby, Book, and
Music Stores

451110 Sporting Goods Slores
451120 Hobby, Toy, & Game Stores
451130 Sewng. Needlework, & Fiece
Goods Stores

Musieal instrument &
Supphes Slores

Book Stores

News Dealers & Mewsstands
FPrerecorced Tape, Compact
Disc. & Record Slores
General Merchandise Stores

448140
448150
448190
448210
448310
448320

451140

451211
451212
451220

Cooe

Truck Transportation

484110  General Freight Trugking,
Local

484120 General Freight Trucking,
Long-chstance

484200  Specalized Freign Trucking

Transit and Ground Passenger

Transportation

485110  Urban Transil Systems

485210 Imerurban & Rural Bus

Transportalion

Tax Service

Limousirne Service

Schoot & Ernplayee Bus

Transportation

Chaner Bus Industry

Other Transd & Growund

Passenger Transponation

Pipeting Transpertation

486000 Fipetine Transporation

Scenic & Sightseeing Transportation

487000 Scersc & Sighiseeing
Transpartation

Support Activities tor Transportation

488100  Support Activities for Air

Transporiation

Suppor Activilies tor Rail

Transpartation

Support Activities lor Water

Transportation

tMator Vehiche Towing

Other Support Agtivities lor

Road Transportation

FErewghi Transporation

Arrangement

Other Support Achivilies for

Transportation

Couriers and Messengers

482110 Couriers

492210 Local Messengers & Local
Dehvery

Warehousing ang Storage

493100 Warehousing & Storage
{excepl lessors of
miniwarehouses &
self-slorage unis)

485310
485320
485410

485510
485550

488210
488300

488410
488400

488510

488930

452110 Depariment Slores

452960 (Other General Merchandise
Stores

Miscellaneous Store Retailers

453110 Florsts

453210  Office Supphes & Slationary

Stores

Gilt, Novelty, & Souvenir

Stores

Used Merchandise Siores

Pet & Pet Supphes Stores

Art Dealers

Manutactured {Mobile} Home

Dealers

Al Other Miscellanegus Store

Retaiigrs {including lobaceg,

candle. & lrophy shops)

Nonstore Retailers

454110  Electromc Shopping &

Maii-Order Houses

Vending Machine Cperators

Meabng Od Dealers

Lgquebhet Petroleun Gas

[Bollled Gag) Dealers

Other Fuel Dealers

Crher Direct Selling

Eslathishments {Including

toor-to-door retaiting, frozen

lan providers, party

453220

453310
453310
453920
453930

453980

454210
4543511
454312

454319
454350

pian Me = s
noffee-break service -
provviders}

Transportation and
Warehousing
Ajr, Bai), and Water Transporiation

482110 Had Transporiation

infarmation

Pubtishing Industries {except
Imernet)
511110
511120
511120
5311140

Newspaper Publishers
Pericdical Pubhishers
Book Publishers

Direclory & Maihng Lisl
Publishars
511180 Other Publighers

sz

afting (except Internet)

Hadio & Telewsion

Broadcashng

10 Cable & QOtner Subscnpbon

Programmng

Telecommunications

S17000  Telecommuanications
tncluding pagmg, celiukar.
satellte, cabie & oiher
program distribution,
resellers, other
lglecommunications, &
internet service providers)

Datz Processing Services

210  Data Processing, Bosting, &
fRelated Services
ther Information Services

519100  her Information Services

[nciuding, 1 I
Aibranes, Jmenet publishing

Code

Finance and insurance

Depository Credit Intermediation

522110 Commesreial Banking

522120 Savings nslitutons

522130 Cradit Unons

5224590 Olher Depostory Credit
Inlermedialion

Nondepuository Credit Intermediation

522210 Credi Card lssuing

522220 Salkes Financing

522291 Consumer Lending

522292 Real Estate Creqit (including

mortgage bankers &

originatgrs)

Intermational Trade Financing

Secondary Matker Financing

All Other Nondeposiory

Credit intermediation

Aclivities Related to Credit

Intermediation

522300 Activities Relaled to Credit
Intermedhation including toan
brokers, check clearing, &
money fransmiting)

Securities, Commodity Contracts,

and Dther Fingnciat Investments and

Related Activities

523110 Invesimen Baniong &

Secunties Dealing

Securities Brokerage

Commaodity Cortracts

Dealing

Commodity Contracts

Brokerage

Secunties & Cornmodity

Exchanges

Other Financial Investment

Acivitres {(Incluching poriolo

management & investment

advice)

Insurance Carriers and Redated

Activities

524140 Direct Lite. Healtr, 8 Medical

insurance & Reinsurance

Cariers

Direct Insurance &

Reinsurance [except Life.

Health & Medical) Carmners

Insurarce Agencies &

Brokerages

Oither Insurance Relalec

Activities (iIncluding

third-party admestration of

nsurance and pension nds)

Fundsg, Trusta, and Other Financial

Vehicles

525100

522283
522264
522208

523120
523130

523140
523210

523900

524150

524210
524290

Insurance & Employee
Benefit Funds

Open-End invesimen! Funds
{Form 1120-RIC;

Trusts, Estates, & Agency
Accounts

525310
525520

-
525550 Other Financial vehickes
(including mortgage REITs &
closed-end investment funds}
"Offices ol Bank Hoiding Companes”
and "Otlices of Other Halding
Companies” are located under
Management of Comparnes (Holding
Companies) below.

481000  Air Transponation /

483000 Waler Transpartalion

Reat Estate and Rental and

Leasing

Real Estate

531110  Lessors of Readennal
Buildings 8 Bwellings

Tntiiding equity RETTE) ™

Taive Howsing_
[nciuoing equify REITS):
531120 Lessors of Monresidential
Btlnlldings [except

531114

Minarehauses)lincluding
[equity RENTs). .
531130 (essors of Minwaghousa
Seli-Storage Units jmcluding:
{equity RETs}

Instructions for Form 112085
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Principal Business Activity Codes (continued)

DRAFT

Code
531190 Léssorsfol-@?hgg—ﬂea Sgtate
INCIWTING equ
Z gﬁzq tinclus ding equily ;

531210 Mlices ot Feal Eslate Agents
& Brokers

531310 Real Estale Property
Managers

531320 Offices of Real Estate
Appreisers

531390 (nher Acliviies Related lo
Aeal Eslate

Hental and Leasing Services

§32100  Automotive Equipment Rental

& Leasing

Consumer Electronics &

Appfiances Rental

Formal Wear & Costume

FRental

Video Tape & Disc Rental

Cther Consumer Goods

Rental

General Rentel Centers

Commercizl & Indusirial

Machinery & Equipment

Rerilal & Leasing

Lessors of Nonfinancial Intangikle

Assets [except copyrighted works)

533110  Lessors ol Nonhinancwa!
intangible Assets (except
copyrighted works)

532210
532220

532230
532290

532310
532400

Code

541920
541930

Photographic Services
Translalion & Imerpretalion
Setvices

Velerinary Services

Al Dher Prolessional,
Scientilic, & Technicai
Services

541940
541890

Management of Companies

{Holding Companies)

561111 Offices of Bank Helding
Companies

551112  Oftices of Ciher Holdmg
Companies

Professional, Scientific, and

Technical Services

Legal Services

541110 OHices of Lawyers

541190 Other Legal Services

Accounting, Tan Preparation,

Bookkeeping, and Payroll Services

541211 (Ohees of Centitied Fublic

Accountants

Tax Preparation Services

£41214  Payroll Services

541218  Olher Accounbing Services

Architectural, Engineering, and

Related Services

541310 Archilectural Services

541320 Landscape Architeciure

Services

Engmeenng Services

Drafing Services

Building Inspection Services

Geophysical Surveyng &

Mapping Services

Surveying & Mapping {except

Gegphysical) Sernces

541380 Testing Laboratones

Specialized Design Services

541400 Speciatized Design Services
finciuding intencr, industrial,
graphie, & tashion design}

Computer Systems Design and

Realated Services

541511 Custom Corputer

Programming Services

Computer Systems Design

Services

Computer Facilities

Managemen Services

Qther Computer Reiated

Services

Qther Professional, Scienlific, and

Technical Services

541600 Management, Scientilic, &

Technical Consulhing

Services

Scientdic Ressarch &

Developmenl Sevices

Advertising & Related

Services

Marketng Research & Public

Opinion Polbing

541213

541320
541340
541350
541360

541370

541512
541513

541518

541700
541800

541810

Administrative and Support

and Waste Management and

Remediation Services

Administrative and Support Services

561110 Oftice Adminisirative

Services

Facililes Suppart Services

Empioymeni Services

Dacumeni Preparation

Services

Telephone Call Centers

Business Service Centers

{including private mail cenlers

& copy shops)

Collection Agencies

Credd Bureaus

Other Busness Support

Services (inchuding

FEPOSSeSSIoN SErvices, Court

reporting, & stenciype

SEMVICES)

Travel Arrangemenl &

Reservation Services

Investigation & Security

Services

Exterminating & Fest Gontrol

Sarvices

Janitorial Sernces

Langdscaping Services

Carpet & Upholsiery Cteaning

Senvices

Diher Services 1o Buildings &

Dweillings

Other Support Services

{including packaging &

labeling servicas, &

convention & trade show

organizers}

Wasle Management and

Remediation Services

562000 Waste Managemenl &
Remediation Services

561210
561300
561410

561420
561430

561440
561450
551490

561500
561600
Se1TID
561720
561730
561740
561790

561900

Cove

621391 Offices of Podialrists

621399  Offices of All Other
Miscellaneous Health
Practiioners

Outpatient Care Centers

621410 Family Planning Centers

621420 Culpatient Mental Health &

Substance Abuse Centers

HMO Medical Cemers

Kidney Dialysis Centers

Freestanding Ampulatory

Surgical & Emergency

Centers

All Other Dutpaben! Care

Centers

Medical and Diagnostic Laboratories

621510 Medweal & Diagnostic
Latoratanes

Home Health Care Services

€21810 Home Heallh Care Services

Other Ambulatory Health Care

Services

621900 Ciher Ambulalery Heatth
Care Services (including
ambulance services & blood
& organ banks)

Hospitals

622000 Hospitaks

Nursing and Residential Care

Facitities

823000 Nursing & Residental Care
Faciimes

Social Assistance

£24100 Ingividual & Family Services

624200 Communily Food & Housing,

& Emergency & Ciher Relief

Services

Vocational Rehabilitation

Services

Chikl Day Care Bervices

£21491
521492
621493

621458

624310

624410

Code

21120
721187
FE1150

Casino Hotels

Bed & Breaklast inns

All Diher Traveler
Accommodabon

AY (Recreational Yehicle)
Parks & Recrealional Camps
721310 HApoming & Bearding Houses
Food Services and Drinking Places
722110 Ful-Service Reslauranis
722210 limied-Service Eating
Flaces

Special Food Services
{including lood service
conlractors & calerers)
Drinkang Places {Alcoholic
Beverages)

721210

722300

722410

Educational Services

§11000 Educahenal Services
{inciuding schools, colleges,
& unhersities}

Health Care and Social

Assistance

QOifices of Physicians and Dentists

821111 Ofiices of Physicians [excep!
mental healh speciahsis)

621112 Qffiees of Physicians, Mentat
Health Specialists

621210  Offices ol Dentists

Offices ot Olher Health Practitioners

62110 Offices ol Chiropraclors

621320 Ofhices ol Optometrists

621330 Offices of Mental Health

Practitioners {except

Phiysicians)

Otheces ol Physical,

Occupabonal & Speech

Therapists, & Audiologists

€21340

Arts, Entertainment, and

Retreation

Pertorming Ars, Spectator Sports,

and Helated Industries

711100 Pertorming Arts Companies

711210 Spectator Sports (including

spons chubs & racetracks)

Promoters of Performing Ars,

Sports, & Similar Events

Agents & Managers for

Arfists, Athleles, Emenaliners,

& Gther Public Figures

Independent Artists, Wrilers,

& Perlormers

Museums, Historical Siles, and

Similar nstitutions

712100 Museums, Histoncal Siles, &
Sirnilar Insitubons

Amusement, Gambling, and

Recreation Industries

713100 Amusement Parks & Arcades

713200 Gambling Industres

713200 Other Amusement &
Recreabon Ingustres
{inciucing goll courses, skiing
{acilities, marinas, fithess
centers, & bowling centars)

711300

711410

711310

Accommodation and Food
Services
Accommodation

721110 Hotels (except Casing Holels)
& Motels

Other Services

Repair and Maintenance

811110 Aulomolive Mechanical &

Elecincal Repar &

Maintenance

Automotive Body, Pant,

Inlerior, & Glass Repanw

Other Automotive Repair &

Maintenance (including oif

change & lubrcation shops &

car washes)

Elecironic & Pracision

Equipment Repair &

Maintenance

Comrercial & Industrial

Machinery & Equipment

{except Automolive &

Elecirorsc) Repair &

Mainlenance

Home & Garden Equipment &

Apphance Repair &

Maintenance

Heupholstery & Fumiture

Repair

Footwear & Leather Goods

Repair

Other Personal & Househald

Goods Reparr & Maintenance

Personai and Laundry Services

812111 Barper Shops

812112 Beauty Salons

812113 NMail Sakns

812180 Other Parsonal Care

Services (INcluding tiet &

weight reductng centers)

Funeral Homes & Funeral

Services

Cemeteries & Cremalories

Con-Operated Laundries &

Drycleaners

Drycleaning & Laundry

Services {except

Com-Operated)

Linen & Unifarm Supply

Pegl Care (except Veterinary)

Semces

Pholafinishing

812830 Parkihg Lols & Garages

B12890 Al Other Personal Services

Religious, Granimaking, Civic,

Protessional, and Similar

Organizations

813000  Religicus, Grammaking,
Civic, Prolessional. & Similar
Grganizations (inchuding
condominivm and
homeowners associations}

811120

831180

811210

811310

811410

B11420
811430

B11490

812210

812220
812370

812320
B12330
812910
B12920
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