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I. Interest of Amicus Curiael

Managed Funds Association (“MFA”) has more than 180 member
fund managers (thirty of which have offices in this judicial circuit),
including traditional hedge funds, credit funds, and crossover funds,
that collectively manage over $3.2 trillion. Member firms help pension
plans, university endowments, charitable foundations, and other
institutional investors to diversify their investments, manage risk, and
generate attractive returns over time.

Many of MFA’s members are organized as limited partnerships
and are, like Appellant in this case, subject to the IRS’s audit campaign
with respect to the exclusion from net earnings from self-employment of
the distributive share of income or loss of limited partners in Internal

Revenue Code section 1402(a)(13).2

1 This brief is submitted under FED. R. APP. P.29(a) with the consent of
all parties. Undersigned counsel certify that this brief was not
authored in whole or part by counsel for any of the parties; no party
or party’s counsel contributed money for the brief; and no one other

than amicus curiae and its counsel have contributed money for this
brief.

2 The Internal Revenue Code (the “Code”) is codified in Title 26 of the
United States Code.
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II. Summary of Argument

In the Social Security Amendments of 1977, Congress made two
parallel, identical commands in adjacent subsections: “the distributive
share of any item of income or loss of a limited partner, as such, other
than guaranteed payments ... for services actually rendered to or on
behalf of the partnership” must be excluded from the definition of “net
earnings from self-employment.” Compare Social Security Amendments
of 1977, Public Law No. 95-216, 91 Stat. 1509, 1535, § 313(a) (amending
the Social Security Act to exclude limited partnership income from
Social Security Act coverage), with id. at 1536, § 313(b) (amending the
Code to exclude the same income from self-employment taxation).

As detailed below, Congress issued these commands to limit the
self-employment income that could be used to qualify for social security
benefits. Consistent with its longstanding practice of maintaining
parallel treatment between qualifying self-employment income and
income subject to self-employment tax, Congress also excluded the same

income from Self-Employment Contributions Act (“SECA”) taxation.
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The Supreme Court recently clarified that “statutes, no matter
how impenetrable, do—in fact, must—have a single, best meaning.”
Loper Bright Enters. v. Raimondo, 144 S. Ct. 2244, 2266 (2024).
Appellant explains why, based on the plain text, the words “limited
partner” in the Social Security Amendments of 1977 must be construed
to refer to a state law limited partner. The Tax Court erred in holding
in Soroban Capital Partners, LP v. Commissioner, 161 T.C. No. 12
(2023), that the words “limited partner, as such” in the statute require a
“functional analysis”—which the court suggested should focus on
whether the partner was acting as a true “passive investor” or was
instead “a partner who is limited in name only”—even where the
partner is indisputably a limited partner under state law. Id. at *6-*7.

As Appellant explains, the Tax Court’s judge-made functional
analysis test is entirely atextual and relies on a mistaken reading of the
words “as such.” Contrary to the Tax Court’s contention that those
words limit the definition of limited partner to a limited partner who is
“functioning” as a “passive investor,” id. at *6-*7, the phrase “as such”
plays an important role in avoiding statutory ambiguity: Because an

individual can hold both a general partner interest and a limited
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partner interest in the same partnership (a fact that the Ways and
Means Committee explicitly underscored in 1its report on the
legislation), without the words “as such,” the statutory text would be
ambiguous with respect to coverage of that individual’s general-partner
share. See Appellant Br. at 21-23. The words “as such” therefore
ensure that “if a person is both a limited partner and a general partner
in the same partnership, the distributive share received as a general
partner would continue to be covered.” H.R. Rep. No. 95-702, pt. I, at
40 (1977). “As such” thus means “in the capacity of” the preceding
noun.?

Appellant also explains that the Tax Court’s contrary construction
of the statute renders superfluous the guaranteed-payments exception
in the remainder of Code section 1402(a)(13). See Appellant Br. at 23-

26. The plain text of the Social Security Amendments of 1977, a portion

3 This 1s consistent with its meaning in common speech as well as
other uses of the phrase “as such” in the Code. See, e.g., Oxford
English Dictionary (defining “As such” to mean “As being what the
name or description 1implies; in that capacity”’),
http://www.oed.com/search/dictionary/?scope=Entries&qg=as%20such;
Code § 701 (“A partnership as such shall not be subject to the income
tax 1mposed by this chapter. Persons carrying on business as
partners shall be liable for income tax only in their separate or
individual capacities.” (emphasis added)).
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of which is now codified in Code section 1402(a)(13), provides a
sufficient basis for resolving this case in favor of the Appellant.

MFA submits this brief to provide additional history and context
for the Court’s decision. For almost fifty years, the plain text of the
statute has been understood to exempt from both social security
benefits and from SECA taxation the distributive share of income
allocated to a partner with limited liability under state law (other than
guaranteed payments for services actually rendered), regardless of
whether the partner provides services to the partnership and is not
merely a passive investor. This well-settled understanding is informed
by the provision’s context in the Social Security Amendments of 1977,
its purpose and legislative history, and contemporaneous
interpretations by both the IRS and the Social Security Administration
(“SSA”).  Moreover, this understanding of the statute has been
embraced consistently over the years by Congress, the Treasury
Department, the IRS, the SSA, and federal courts.

Should Congress wish to amend the balance it struck between
social security and SECA for limited partnership income, Congress has

ample authority to do so. The IRS, however, has no such authority.
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Nevertheless, decades after the 1977 legislation that enacted section
1402(a)(13), the IRS sought to rewrite the phrase “limited partner, as
such” for SECA tax purposes to exclude limited partners who provide
services to the partnership. The IRS did not do so by asking Congress
to amend the statute, or even by working with Treasury and the SSA to
promulgate parallel new regulations. Instead, in 2018, it announced a
unilateral audit campaign (euphemistically, a “compliance campaign”)
and thereafter (during this litigation) quietly amended the decades-old
definition of “limited partner” in the instructions for the partnership tax
return, IRS Form 1065, to support the novel IRS audit and litigation
position.

Following years of audits, administrative appeals, and litigation,
the Tax Court, relying on arguments about the words “as such” not
advanced by either party, asserted in Soroban Capital Partners, LP v.

Commissioner, 161 T.C. No. 12 (2023), that (for SECA tax purposes)



Case: 24-60240 Document: 31 Page: 14 Date Filed: 08/19/2024

Congress intended for a “limited partner, as such” to “refer to passive
investors.” Id. at *7.4

The IRS’s audit campaign and the Tax Court’s Soroban statutory
construction have injected substantial and unnecessary uncertainty into
the tax system for MFA’s members and numerous other small, mid-size
and large businesses operating as limited partnerships, with thousands
of individual owners, in a wide variety of industries, including local
stores, manufacturing, construction and services businesses, real estate
management companies, and other investment management

businesses.

4 The Summary section of the House Report states that the purpose of
the provision “is to exclude for coverage purposes certain earnings
which are basically of an investment nature,” H.R. Rep. No. 95-702,
pt. I, at 11 (1977), and the description in the House Report (at 40-41)
reflects that Congress accomplished this purpose by excluding
coverage for the distributive share of all limited partners, not just
passive investors, contradicting Soroban’s conclusion to the contrary.
Of course, regardless of what the legislative history suggests, it
cannot override the plain text of the statute. See, e.g., United States
v. Woods, 571 U.S. 31, 46 n.5 (2013) (“Whether or not legislative
history is ever relevant, it need not be consulted when, as here, the
statutory text is unambiguous.”).
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This Court should reverse the judgment of the Tax Court because
it cannot be reconciled with the plain language, context, history,
purpose, or contemporaneous administrative interpretations of the
phrase “limited partner, as such.”

III. Argument

A. Congress quashed an abuse of the Social Security
system by broadly disqualifying limited partnership
income from benefits calculations, and Congress
simultaneously made a conforming amendment to the
Internal Revenue Code

Section 1402(a)(13) originated not as a standalone tax provision
defining the scope of employment taxes, but instead as a conforming
amendment accompanying a change to limit social security benefits
under the Social Security Act. Prior to 1977, “each partner’s share of
partnership income [was] includible in his net earnings from self-
employment for social security purposes, irrespective of the nature of
his membership in the partnership.” H.R. Rep. No. 95-702, pt. I, at 40
(1977). The Ways and Means Committee “bec[alme increasingly
concerned about situations in which certain business organizations
solicit investments in limited partnerships as a means for an investor to
become insured for social security benefits.” Id. at 40-41. The

solicitations were “directed mainly toward public employees whose

8
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employment is covered by public retirement systems and not by social
security.” Id. at 415

To prevent government workers from double-dipping in both
retirement systems, Congress broadly excluded the (non-guaranteed
payment) distributive share income of all limited partners from the
calculation of social security benefits. Specifically, section 313(a) of the
Social Security Amendments of 1977, Public Law No. 95-216, 91 Stat.
1509, 1535, amended the Social Security Act, now codified in 42 U.S.C.
§ 411(a)(12), to exclude “the distributive share of any item of income or
loss of a limited partner, as such, other than guaranteed payments . ..
for services actually rendered” from self-employment income that could
be used to qualify for social security benefits.6

The language and structure of this provision are clear. Congress

broadly excluded limited partners’ distributive shares from the

5 Attached as Exhibit A are two newspaper articles describing this
scheme. Don G. Campbell, “Make Your Money Work,” New York
Daily News (Dec. 26, 1973); Theodor Schuchat, “Loophole to be
plugged in Social Security Act,” Boston Globe (Dec. 15, 1974).

6 Section 313 was included in Title III, Part B of the legislation, which
were entitled “Other Changes in Provisions Relating to the Old-Age,
Survivors, and Disability Insurance Program,” and “Coverage,”
respectively.
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calculation of social security benefits, with one explicit exception—
guaranteed payments for services actually rendered. Had Congress
intended to exclude only limited partners who were passive investors
who provided no services to the partnership, it could and would have
used words to that effect.” Moreover, had it done so, there would have
been no need to exclude guaranteed payments, which since 1954
Congress has defined in the Code as “payments to a partner for services
or the use of capital” that are “determined without regard to the income
of the partnership.” Code section 707(c) (emphasis added). By
definition, a partner receiving a guaranteed payment for services

rendered to the partnership is not a mere “passive investor.”

7 In other circumstances, Congress did make the definition of net
earnings from self-employment dependent on whether or not a
partner had provided services to the partnership. In two parallel
provisions, 42 U.S.C. §411(a)(9) and Code section 1402(a)(10),
Congress excluded from social security benefit calculations and from
SECA taxation certain payments to retired partners if, among other
requirements, “such partner rendered no services with respect to any
trade or business carried on by such partnership.”

10
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Having excluded “Certain Limited Partnership Income” from
calculation of social security benefits, Congress proceeded in section
313(b) of the Social Security Amendments of 1977 to conform the
Internal Revenue Code to exclude the same “Certain Limited
Partnership Income” from the definition of net earnings from self-
employment for purposes of SECA taxation. 91 Stat. at 1536 (now
codified in Code section 1402(a)(13)).

These adjacent provisions in the same section of the statute
should be construed identically. See generally Antonin Scalia & Bryan
A. Garner, READING LAW: THE INTERPRETATION OF LEGAL TEXTS 170-73
(2012) (discussing the Presumption of Consistent Usage and citing
Mohasco Corp. v. Silver, 447 U.S. 807, 826 (1980), approvingly for
refusing to “unreasonably giv[e] the word ‘filed’ two different meanings
in the same section of the statute”). Moreover, reading these adjacent
provisions consistently “promotes a symmetrical parallel between the
social security eligibility provisions for self-employed persons and the
corresponding income tax provisions for taxing self-employed persons

for social security purposes,” a longstanding congressional policy

11
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recognized and adopted by the Tax Court. Johnson v. Comm’r, 60 T.C.
829, 833 (1973).8

The congressional focus on limiting social security qualification,
combined with the use of identical phrasing in adjacent subsections of
the statute, highlight the textual and structural problems with the Tax
Court’s “functional analysis test.” There is no indication whatsoever in
the text or structure of the Social Security Amendments of 1977 that
Congress intended to allow limited partners to continue to use their
limited partnership income to qualify for social security benefits as long
as they could prove under a “functional analysis test” that they were
acting as more than “passive investors.” In fact, the text demonstrates
precisely the opposite. Given the parallelism between the adjacent
social security benefits and SECA taxation provisions, there is no basis
for reading a “functional analysis test” into the SECA tax provision

either.

8 The careful congressional balance between social security and SECA
tax provisions makes this an inappropriate case for invocation of any
interpretative canon requiring narrow construction of exclusions
from income. See United States v. Centennial Sav. Bank FSB, 499
U.S. 573, 583 (1991) (reciting the canon); see also READING LAW at
359-63 (examining “[t]he false notion that tax exemptions—or any
other exemptions for that matter—should be strictly construed”).

12
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B. Contemporaneous administrative interpretations
confirm that the term “limited partner” turns solely
on the existence of limited liability under state law

Following the Social Security Amendments of 1977, the IRS and
the SSA had twin responsibilities: The SSA was charged with
excluding limited partnership income (other than guaranteed
payments) from the calculation of social security benefits, and the IRS
was charged with the parallel exclusion from SECA taxation.
Consistent with the statute’s plain text and structure, the SSA and the
IRS each adopted contemporaneous interpretations of “limited partner”
focused solely on whether the partner was a limited partner (i.e., did it
have limited liability?), a question determined solely under state law.

While the legislative proposals regarding social security coverage
and SECA taxation for limited partnerships that ultimately were
enacted in the Social Security Amendments of 1977 were working their
way through the legislative process, the IRS published instructions for
preparation of the Form 1065 for the 1976 tax year. For the first time,
the annual instructions included a definition for the term “limited
partner”: “A limited partner is one who may not be held responsible for

partnership debts, and whose potential personal liability is confined to

13
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the amount of money or other property that the partner contributed or
1s required to contribute to the partnership.” See Exhibit B (IRS Form
1065 instructions for the 1976 tax year); see also Exhibit C (IRS Form
instructions for the 1975 tax year, which did not include a definition of
“limited partner”). The Form 1065 instructions for the 1977 tax year
included an identical definition. See Exhibit D (IRS Form 1065
instructions for the 1977 tax year). None of these annual instructions
contained any suggestion that the term “limited partner” was limited to
passive investors, as the IRS now contends nearly fifty years later.

In Soroban, the Tax Court dismissed the import of the IRS’s
definition of “limited partner” in various iterations of the instructions to
Form 1065, stating that “this definition is provided as part of the
‘General Instructions’ and ‘Definitions.” This i1s not, and does not
purport to be, a definition for purposes of self-employment tax.” 161
T.C. at *7. But that is not the point. Instead, the definition reflects the
IRS’s contemporaneous understanding of the words “limited partner”
when the legislative proposals to create the limited-partner exception

were being considered.

14
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Moreover, other contemporaneous guidance the IRS issued solely
for purposes of self-employment tax (and indeed, solely for purposes of
implementing the Social Security Amendments of 1977) reinforces this
understanding. The IRS’s Publication 533, “Information on Self-

2

Employment Tax,” had previously instructed that “[a] limited or
inactive partner will include the distributive share of partnership
income or loss and any guaranteed payments in determining net
earnings from self-employment.” See Exhibit E (excerpts of Publication
533 for completing 1977 returns) (emphasis added).

In response to the Social Security Amendments of 1977, the IRS
amended Publication 533 by adding immediately after the sentence
above the instruction that “[a]fter 1977, a limited partner will exclude
the distributive share of partnership income or loss in determining
earnings from self-employment but will include only guaranteed
payments, such as salary and professional fees, received for services
performed by the limited partner for the partnership.” See Exhibit F
(excerpts of Publication 533 for completing 1978 returns) (emphasis in

original). This revision demonstrates that the IRS recognized three

important principles. First, the terms “inactive partners” and “limited

15
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partners” do not mean the same thing. Second, limited partners can
and do provide services for partnerships. And third, limited partners
(not inactive partners) exclude partnership income from net earnings
from self-employment.

Shortly thereafter, in 1979, the SSA proposed regulations
interpreting the limited partner definition in 42 U.S.C. § 411(a)(12).
The regulations, which were finalized in 1980, are consistent with the
statute’s plain meaning and Congress’s broad approach to exclude from
social security coverage the distributive share of a limited partner other
than guaranteed payments for services actually rendered. The
regulations state: “You are a limited partner if your financial liability
for the obligations of the partnership is limited to the amount of your

financial investment in the partnership.” 20 C.F.R. § 404.1080(b)(3)
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(first sentence);® see also Federal Old-Age, Survivors, and Disability
Insurance; Employment, Wages, Self-Employment, and Self-
Employment Income, 45 Fed. Reg. 20,074, 20,090 (March 27, 1980).
This contemporaneous SSA regulation confirms that the statutory
definition of “limited partner” turns on whether the partner’s financial
Liability is limited to the amount of the investment in the partnership, a

question determined solely under state law.

9 20 C.F.R. § 404.1080(b)(3) provides two clarifications regarding the
general rule established by paragraph (b)(1). The general rule is that
a partner’s distributive share of the income or loss from any trade or
business carried on by the partnership (other than as a limited
partner) must be included in “net earnings from self-employment.”
The first sentence of paragraph (b)(3) provides clarity by defining
limited partner: “You are a limited partner if your financial liability
for the obligations of the partnership is limited to the amount of your
financial investment in the partnership.” The second sentence of
paragraph (b)(3) is best read as clarifying that the income addressed
in paragraph (b)(1) needs to be included even if not arising from
personal services of the individual, stating: “Generally, you will not
have to perform services in the operation of, or participate in the
control of, the business carried on by the partnership for the taxable
year involved.” However, even if the second sentence of paragraph
(b)(3) 1s instead interpreted to provide additional guidance regarding
the definition of limited partner (a reading that is inconsistent with
the words “you will not have to perform services” and that leaves
open the question how the second sentence affects a limited partner),
the word “Generally” reflects an administrative acknowledgment
that limited partners may perform services and participate in the
control of the business.
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Sub-regulatory guidance from the SSA provides further
confirmation that the relevant inquiry under the statute for whether
someone 1s a “limited partner” is whether that partner has limited
liability under state law. Since at least 1990, the SSA’s Program
Operations Manual System (the “POMS”)—which provides guidance to
the SSA employees charged with administering the social security
system—has addressed the limited partner exception.!® The guidance
reinforces the reliance on state law definitions of limited liability. First,
the POMS explains that “[a] limited partnership is created in
accordance with State statutory requirements.” See RS 01802.302

Limited Partnerships, https://secure.ssa.gov/apps10/poms.nsf/Inx/

0301802302. Next, it explains that SSA employees should “[r]equest a

copy of the certificate of registration when there is a question as to
whether someone is a limited partner.” See RS 01802.304 Partners,

https://secure.ssa.gov/apps10/poms.nsf/Inx/0301802304. Finally, it

rejects the notion that a limited partner must be a mere passive

10 This manual “is the operational reference used by SSA staff to
conduct SSA’s daily business.” See
https://secure.ssa.gov/apps10/poms.nsf/Help?readform. This Court
has characterized it as a “subregulatory-guidance document.” See
Schofield v. Saul, 950 F.3d 315, 317 (5th Cir. 2020).
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ivestor: “The terms °‘silent partner’ and ‘inactive partner’ are
sometimes confused with limited partner. They are not the same.” RS

01802.310 When to Develop Partnerships, https:/secure.ssa.gov/

poms.nsf/lnx/0301802310. The POMS thus directly refutes the Tax

Court’s assertion in Soroban that the statutory term “limited partner”
must mean a passive investor who is a “silent partner” or “inactive
partner.”

The Supreme Court recently explained in Loper Bright that “due
respect to Executive Branch interpretations of federal statutes ... was
thought especially warranted when an Executive Branch interpretation
was 1ssued roughly contemporaneously with enactment of the statute
and remained consistent over time.” 144 S. Ct. at 2257-58. Here, IRS
instructions, an SSA regulation, and the manual for SSA employees all
confirm the statute’s reliance on state law concepts of limited liability
for determining whether a partner is a “limited partner.”

This case 1s analogous to the situation that the Supreme Court
recently confronted in Bittner v. United States, 598 U.S. 85 (2023). In
that case, there was a question about how to interpret the statute

1imposing financial penalties on individuals who had engaged in non-
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willful non-compliance with the rules requiring disclosure to the
government of ownership of foreign bank accounts. Mr. Bittner invoked
a series of government pronouncements—“warnings, fact sheets, and
instructions”—that were consistent with his interpretation of the
statute. Id. at 97. Justice Gorsuch’s opinion for the Court observed
that “[nJone of these representations about the law’s operation fits
easily with the government’s current theory.” See id. The Court
conceded that “the government’s guidance documents do not control our
analysis and cannot displace our independent obligation to interpret the
law,” but observed that “the government has repeatedly issued guidance
to the public at odds with the interpretation it now asks us to adopt.
And surely that counts as one more reason yet to question whether its
current position represents the best view of the law.” Id. In response to
the dissent’s complaints about its reliance on non-binding guidance that
did not carry the force of law, the Court clarified:

Our point is not that the administrative guidance is

controlling. Nor 1s it that the government’s guidance

documents have consistently endorsed Mr. Bittner’s reading

of the law. It is simply that, when the government (or any

litigant) speaks out of both sides of its mouth, no one should

be surprised if its latest utterance isn’t the most convincing
one.
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Id. at 97 n.5. The comparison between, on the one hand, the historical
pronouncements from the IRS and the SSA, and, on the other, the IRS’s
recent compliance campaign, its current litigating position, and the
Soroban decision reveals another instance of the government
“speak[ing] out of both sides of its mouth.” Id. MFA respectfully
submits that the more recent government utterances are not the “most
convincing.” Id.

C. Efforts to amend the SECA taxation rules, as well as

court decisions and IRS materials, confirm the plain

language meaning of the Social Security Amendments
of 1977

Beginning in the 1990s, there were various legislative and
administrative proposals to revoke or amend the exclusion from SECA
taxation for certain limited partner income. These proposals confirm
the contemporaneous understanding that “limited partner” in section
1402(a)(13) refers to partners with limited liability under state law.

When the Clinton Administration was formulating its health care
reform proposals in 1993-94, it anticipated that the employment tax
rules for determining wages (and net earnings for self-employment of
pass-through entities) would be used for purposes of determining the

base for health insurance contributions. Understanding that much of
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the income of limited partners was excluded from net earnings from
self-employment, the Clinton Administration proposed legislation that
would have amended the current regime to subject non-guaranteed
payments of limited partners that perform services to SECA taxation.
Specifically, the Clinton Administration’s proposed legislation would
have replaced the words “limited partner, as such” in both 26 U.S.C.
§ 1402(a)(13) and 42 U.S.C. § 411(a)(12) with “limited partner who does
not materially participate in the activities of the partnership.” Health
Security Act, H.R. 3600, 103d Cong. § 7141 (1993).11

In 2010, Representative Baucus and Senator Levin, the chairs of
the Ways and Means Committee and Senate Finance Committee,
released a series of legislative proposals that they called the American
Jobs and Closing Tax Loopholes Act. The legislation addressed the self-

employment taxation of individuals engaged in professional service

11 The proposed Health Security Act would also have expanded the
definition of “net earnings from self-employment” to cover an S
corporation shareholder’s pro rata share of income or loss under
certain circumstances. H.R. 3600, 103d Cong. § 7141 (1993). To
date, however, Congress has chosen not to subject to SECA taxation
either such an S corporation shareholder’s earnings or a limited
partner’s (non-guaranteed payment) distributive share of
partnership income from services performed.
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businesses and proposed to subject income earned from those
businesses through a partnership or an S corporation to SECA taxation.
See American Jobs and Closing Tax Loopholes Act, H.R. 4213, 111th
Cong. § 413 (2010). The proposed legislation would have left Code
section 1402(a)(13) intact but added a new provision (as Code section
1402(m)(2)) providing that, “[ijn the case of any partnership which is
engaged in a professional service business, subsection (a)(13) shall not
apply to any partner who provides substantial services with respect to
such professional service business.” Id.'2 The Joint Committee on
Taxation staff's accompanying explanation states that, “Under the
provision, the exclusion from SECA for a limited partner’s distributive
share of partnership income or loss does not apply to any partner who
provides substantial services with respect to a professional service
business in which the partnership is engaged.”’3 Thus, the chairs and

staff of the congressional tax-writing committees in 2010 understood

12- A similar rule would have applied to S corporation shareholders, and
conforming amendments were proposed for the parallel SSA
provisions. Id.

13 Staff of the Joint Committee on Taxation, Technical Explanation of
the Revenue Provisions Contained in the “American Jobs and
Closing Tax Loopholes Act of 2010,” For Consideration on the Floor
of the House of Representatives, JCX-29-10, p. 293 (May 28, 2010).
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that section 1402(a)(13) excludes a limited partner’s share of
partnership income from SECA and intended for that rule to continue to
apply except for partners who provide substantial services to
professional service businesses.

The Obama and Biden administrations also included legislative
proposals to modify section 1402(a)(13) in their respective “Green
Books,” and Treasury identified those proposals as raising revenue as a
result of the change in law.!4

If section 1402(a)(13) were already limited to only passive
investors, as Soroban suggested, none of the foregoing proposals would
have been necessary and they would not have raised any revenue.

Regulations proposed in 1994 demonstrate that the Treasury
Department and the IRS also shared this understanding of the meaning
of “limited partner” in section 1402(a)(13). The proposed regulations
were to provide guidance on the application of the exemption to limited

Liability companies, or “LLCs”, which were not limited partnerships

14 See U.S. Dept of the Treas., General Explanations of the
Administration’s Fiscal Year 2015 Revenue Proposals, 185, 283 (Mar.
2014); U.S. Dep’t of the Treas., General Explanations of the
Administration’s Fiscal Year 2022 Revenue Proposals, 66—67, 105
(May 2021).
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under state law. See Self-Employment Tax Treatment of Members of
Certain Limited Liability Companies, 59 Fed. Reg. 67,253 (December
29, 1994). (The popularity of LLCs as a form of business organization
postdated the Social Security Amendments of 1977.)

The proposed regulations provided that, “a member of an LLC will
be treated as a limited partner only if — (1) The member is not a
manager of the LLC, and (i1) The entity could have been formed as a
limited partnership rather than an LLC in the same jurisdiction, and
the member could have qualified as a limited partner in that limited

K

partnership under applicable law.” See id. at 67,254 (proposing a new
Treas. Reg. § 1.1402(a)-18(b)). The preamble to the proposed
regulations explains that “applicable law” is the relevant state
partnership law; that one objective of the proposed regulation “is to
make clear that a business operating through an LLC does not obtain a
result for self-employment tax purposes that it would not be able to
achieve by operating as a limited partnership”’; and that a second
objective is to ensure that a member of an LLC can qualify for self-

employment tax benefits as a limited partner only if it could have

qualified as a limited partner under applicable state law if the entity
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had been organized as a limited partnership. Id. at 67,253-54. Thus,
the proposed regulations reflected Treasury’s and the IRS’s
understanding that state partnership law determines whether a
member is a “limited partner, as such” for purposes of Code section
1402(a)(13).

In 1997, the Treasury Department and the IRS withdrew the 1994
proposed regulations and proposed new regulations that consciously
departed from “[s]tate law characterizations of an individual as a
‘limited partner’ or otherwise,” and, for the first time, sought to adopt a
test applicable to all types of entities that expressly aimed to define a
limited partner under section 1402(a)(13) “regardless of the state law
characterization of the entity.” Definition of Limited Partner for Self-
Employment Tax Purposes, 62 Fed. Reg. 1702, 1703 (Jan. 13, 1997).

In response, Congress enacted a moratorium on the Treasury
Department’s ability to finalize the proposed regulations before July 1,
1998. See Taxpayer Relief Act of 1997, Pub. L. No. 105-34, § 935, 111
Stat. 788, 882. In connection with that moratorium, the Senate adopted
a “Sense of the Senate Resolution” that the Treasury Department

should withdraw the proposed regulations and that, “Congress, not the

26



Case: 24-60240 Document: 31 Page: 34 Date Filed: 08/19/2024

Department of the Treasury or the Internal Revenue Service, should
determine the tax law governing self-employment income for limited
partners,” because “the Senate i1s concerned that the proposed change in
the treatment of individuals who are limited partners under applicable
State law exceeds the regulatory authority of the Treasury Department
and would effectively change the law administratively without
congressional action;” and “the proposed regulations address and raise
significant policy issues and the proposed definition of a limited partner
may have a substantial impact on the tax liability of certain individuals
and may also affect individuals’ entitlement to social security benefits.”
H.R. 2014, 105th Cong., 143 Cong. Rec. S6694, S6774, S6819 (June 27,
1997).

Soroban dismissed the import of Congress’s moratorium by noting
that the proposed regulations “had several criteria that might have led
to a limited partner’s earnings’ being subject to self-employment tax,
even if the person was a passive investor” such as “merely being
personally liable for partnership debts.” 161 T.C. at *7. But this
criterion simply restated the rule in the statute—i.e., a person cannot

be a “limited partner” under section 1402(a)(13) if he is personally liable
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for the partnership’s debts. Thus, Congress could not have been
referring to this part of the proposed regulations as the basis for its
moratorium because it in no way “would effectively change the law.”
The other criteria in the proposed regulations were (a) having the
authority to contract on behalf of the partnership and (b) participating
in the partnership’s trade or business for more than 500 hours during
the taxable year. Congress’ objection to the proposed regulations was
that excluding state law limited partners from section 1402(a)(13) on
the basis of those criteria (i.e., on the basis of a limited partner
providing services to the partnership) would have changed the law and
exceeded Treasury’s regulatory authority. See H.R. 2014, 105th Cong.,
143 Cong. Rec. S6694, S6774, S6819 (June 27, 1997).

The Clinton health care proposals, H.R. 4213, the Obama and
Biden Green Book proposals, the 1994 proposed regulations, the 1997
proposed regulations and the congressional moratorium all serve to
confirm that the words “limited partner, as such” in the 1977 Social
Security Amendments must be construed to mean a partner with

limited liability under state law, and that a person is not excluded from
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the limited partner exception under section 1402(a)(13) by reason of
providing services and not being merely a passive investor.

Finally, throughout this period, the IRS and the Tax Court
routinely looked to state law definitions of “limited partner” to
determine if a taxpayer qualified for the limited partner exception
under section 1402(a)(13).15

D. The IRS audit campaign and the Soroban decision
conflict with the statute

To our knowledge, from 1977 until 2018, there were no
congressional, judicial, or administrative developments questioning the
understanding that “limited partner, as such” in section 1402(a)(13)
means a limited partner under state law and that a person is not

excluded from the limited partner exception under section 1402(a)(13)

15 See, e.g., Johnson v. Comm’r, T.C. Memo. 1990-461 (acknowledging
that “limited partnerships are creatures of agreement cast in the
form prescribed by state law” and holding that the taxpayer—despite
being a passive investor—was not a limited partner because she “did
not take the necessary steps to comply with Texas law”); Perry v.
Comm’r, T.C. Memo. 1994-215 (holding that the taxpayer was not a
limited partner notwithstanding the “nature of his interest” because
“[s]tate law requires that certain formalities be observed to create a
limited partnership,” and that “[t]here i1s no evidence of such
formalities having been observed”); IRS Tech. Adv. Mem. 9110003
(Dec. 4, 1990) (holding that because taxpayer had failed to comply
with state law filing requirements for limited partnership, the
taxpayer was not a limited partner under section 1402(a)(13)).
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by reason of providing services and not being merely a passive
investor.16

In 2018, the IRS launched the audit campaign that led to Soroban
and the current appeal. The IRS announced the new campaign on its
website and thereafter (during this litigation) amended the
longstanding definition of limited partner in the instructions for
partnership tax returns, Form 1065. See IRS Announces Rollout of Five
Large Business and International Compliance Campaigns (Mar. 13,

2018), http://www.irs.gov/businesses/irs-lbi-compliance-campaigns-mar-

13-2018; IRS, Instructions for Form 1065, at 3, 39 (2021),

http://[www.irs.gov/pub/irs-prior/i1065--2021.pdf (adding new language

in the “limited partner” definition in the 2021 instructions stating,

“However, whether a partner qualifies as a limited partner for purposes

16 Tn Renkemeyer, Campbell & Weaver, LLP v. Commissioner, 136 T.C.
137 (2011), the Tax Court asked a separate question related to
section 1402(a)(13)—should the exclusion for limited partners in that
provision be extended to taxpayers who are not state-law limited
partners, such as members of a limited liability partnership?
Because the Renkemeyer analysis is not with respect to a state-law
limited partner, but rather about extending Ilimited-partner
treatment to members of other entities, it is not relevant here, where
the taxpayer is a limited partner under state law.
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of self-employment tax depends upon whether the partner meets the
definition of a limited partner under section 1402(a)(13).”).

The IRS’s audit campaign caused significant uncertainty for
limited partners who had long relied on the plain text of the Social
Security Amendments of 1977 to understand that their distributive
share of limited partnership income neither counted for calculating
social security benefits nor subjected them to SECA taxation. The Tax
Court decided Soroban as the lead case in November 2023 and applied
its holding in this case.

In recent remarks at the Texas Federal Tax Institute, the author
of the Soroban decision purported to offer additional defenses of the
opinion against some of these criticisms. See Kristen A. Parillo, “Tax
Court Judge Explains Why Labels Don’t Control in SECA Cases,” 183
Tax Notes Federal 2244 (June 17, 2024). According to the press report,
the Soroban author asserted that taxpayers were arguing that “when
we label somebody a limited partner, you can’t question that.” Id. at
2244-45. He invoked two Supreme Court cases, Commissioner v. Tower,
327 U.S. 280 (1946), and Commissioner v. Culbertson, 337 U.S. 733

(1949), which hold that federal courts must look past labels to
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determine whether an arrangement is a bona fide partnership and the
purported members bona fide partners for purposes of the Code.
However, then (as now) the Code contained detailed definitions of
“partnership” and “partner” that are not dependent upon state law
status. See Code § 3797(2) (1939), now codified at Code § 7701(a)(2); see
also Code § 761(a) and (b).

No one questions the bona fides of the partnership or the partners
in this case or in Soroban; nor does anyone question the Tax Court’s
ability to probe those bona fides. The Soroban author’s references to
“labels” misunderstand the arguments here. The taxpayer’s argument
here is not about labels. Instead, the argument is that in the Social
Security Amendments of 1977, for purposes of both social security
benefits and SECA taxation, Congress made federal law dependent on a
concept that 1s a pure creature of state statutory law—“limited
partner,” and did not provide a federal tax law definition of “limited
partner”.

Congress legislated into a framework developed decades earlier by
the Supreme Court: State law determines whether, and to what extent,

a taxpayer has “property” or “rights to property” subject to taxation,
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and federal law determinates how the property is taxed. Aquilino v.
United States, 363 U.S. 509 (1960); Morgan v. Comm’™, 309 U.S. 78
(1940). Moreover, the Supreme Court explained in Commissioner v.
Estate of Bosch, 387 U.S. 456 (1967), that where “the underlying
substantive rule involved is based on state law,” “federal authorities
must apply what they find to be the state law after giving ‘proper
regard’ to relevant rulings of other courts of the State.” Id. at 465.

A partner’s status as a limited partner is a property right created
by state law. Congress has neither provided for creation of limited
partnerships under federal law, nor has it adopted a federal definition
of the term “limited partner” (as it has done for “partnership” and
“partner” more generally). Instead, Congress supplied an “underlying
substantive rule” that “is based on state law” by making an exclusion
from federal social security benefits entitlement and corresponding
SECA taxation contingent on a status which exists solely under state
law—“limited partner” status. The Tax Court’s task here was to
determine whether, under state law, Appellant’s individual limited

partners had that status. The parties do not dispute that they did.
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IV. Conclusion

For the foregoing reasons, this Court should reverse the Tax
Court.

August 19, 2024 Respectfully submitted,
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Loophole to be plugged in Social Security Act

By Theodor Schuchat
North American Newspa=-
per Alliance

WASHINGTON — A
loophole in the Social Se-
curity Act, little noticed
{or two decades, has final-
v been found by Wall
Strest promotors — and
Congress,

The loophole is a provi-
sion in the 1950 Social Se-
eurily amendments that
extended coverage for the
first time to self-employed
persons, Limited Pariners
— those who merely in-
vest a certain amount in a
business — were claszified
2z self-emploved.

Four years ago, promot-
erz began offering limited
partnerships in oil and gas
drilling programs and real
estate investment trusts,
promising purchasers they
could oblain Social Securi-
iy coverage without work-
ing.

It waz and is true — but
probably not for much
longer, Under present law,
if a limited partner's in-
vestment vields $400 a
year, the partner will earn
four guarters of Social Se-
curity coverage for that
Year,

Thus a limited partner-
ship is potentially wvalua-
ble to teachers, gowvern-
ment employes and others
who have no way of gain-
ing Social Security credits.

The Social Security Ad-
ministration cites as an
example the case of Mar-
tin T., born July 18, 1957,
who has been blind since
birth. He needed only six
quarters of coverage 1o
gain eligibility for a disa-
bility benefit under Social
Becurity.

“By an investment of
£5000 he became a limited
partner late in 1872, He
was credited with four
quarters of coverage in
1873 and four quarters of
coverage in 1874 on the
basis of %400 income in
each year from the limited
partnership,” & govern-
ment document reports,

“Martin became entitled
to disability benefits effec-
tive this September,” it
continues. “Yet he has
paid a total of $63.60 to
gain nsured status. His
monthly Social Security
benefit i=s $93.80 and as a
disability benzficiary he
will be covered wunder

Medicare in 1876, two
years after he began re-
ceiving benefits."

No wonder Social Secu-
rity Commissioner James
B. Cardwell wrote recent-
Iy that “The current in-
tense promotions of such
investment activity for the
purpose of gaining Social
Security coverage have
the potential for great in-
equity to those who con-
tribute to the system
through their work.”

The Securities and Ex-
change Commizsion has
scrutinized many limited
partnership  promotions.
Of 40 formed since 1970,
none has returned $400 a
year on a $5000 invesi-
ment, Only five have gen-
erated §400 a year on in-
vestment of 10,000,

The SEC now requires
the literature about lim=-
ited partnerships to in-
clude notification of “un=-
certainties of coverage
under Social Security.”

In effect, that is a warn-
ing to investors that both
the Social Security Ad-
ministration and the Trea-
gury Department have

asked Congress to plug up
the

Exs-3

limited partnership

loophole in the Social Se-
curity Act.

There is still this year
for Congress to add a pro-
viso of this kind to some
other piece of pending leg-
islation. Otherwise, the
loophole will almost eer-
tainly be closed early next
year,

Stop & Shop Companies
Ine. of Boston reported
net income for the 12
weeks ended Nov. 9 of $3,-
G62,000 or $1.13 a share
versus $1,867,000 or 53
cents for the same i
last year. Net income for
the latest period includes
an extraordinary gain of
§1,886,000 or 60 cents a
share as a result of an in=-
surance settlement on Stop
& Shop's distribution een-
ter in HReadwville, which
was destroved by fire in
August, 1969, Sales were
$203.4 million  versus
$247.6 million.

Net income for the 40
weeks ended Nov. 9 was
$6,885,000 or $2.18 a share
versus 53,881,000 or §1.23,
The latest period includes
the extraordinary gain.
Sales were $911.6 million
versus §794.8 million,
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Exhibit B

Department of the Treasury, Internal Revenue Service,
1976 Instructions for Form 1065, U.S. Partnership Return
(Form 1065 Instructions Pages 1 and 2)

(Definition of “Limited Partner” in section S “Definitions and Special
Rules” in middle of far right column of Page 2)
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Instructions for Form 1065
U.S. Partnership Return

The term “partnership” includes a limited partiership, syndicate, group,
poanl_ jnint vandure, nr nther nnincnrmporatad nrganiritian, through ar by which
any business, financial speration, or venture is caried on, and which is not,
within the meaning of the Internal Revenue Code, acorporation, trust, estate,
or sole proprietorship. The term *'pariner’® means amember of a partnership.

{Section references are tothe Internal Revenue Code wiless otherwise specified)

Highlights for 1976

Flease note thess important cianges that hawve been made beciuse of revisions in the fax law.
Organizaton Fees.—Amunts paid or incurred to organze a partnership are not de-

ductible 85 turrent expenses. See page 2. ;
Additional First-year iation.—The amount of addtional first.year depreciation

that the partnership can dstribute has been reduced toa maximum of $2.000. See

Intnrnal Havanur-.- Service

Sy B A =

ape 4
% ﬁnmtnmﬂ Interest,—The information regquired to ke sipplied the partners for inter-
est on investment indebtediess has been revised to refled the new provisions that re-
duce the arount of such ierest allowable as a deductior by the partners, See pages 3
and ¥ and Schedule K, line 17,

Prepaid Interest.—Deduedions for interest prepayments must be allocated over the
pariod of the loan. See page 3.

Constructon Period Imterast and Tases.—MNew provisonz limit the deductions for
conatructicn pariod intoros: and toxes in the case of norrosidential real preperty. Seo

E 3
%Istnhullw Shares.—LUrder the new, more restrictive provisions, income or {loss)
is allocabie to & partner ony for the portion of the year that persan is a member of the
partnership. See page 5.
Special Allocations.—MNew, stricter rules apply for spedal allocations to be made if
the partners’ distributive shares are not provided for o the partnershp agreement.

Sen nagn B
Limitation on Deductiblé Losses.—Mew limitations (bsed on the amesunt at which
the partner is “'at risk™) heve been placed on losses that :an be deducted from certain

farming. lezsing, motion peture film or video tape, and ol and gas activilles. See page
B.

Minimum Tax.—Additioral tax preference iterns for intangible drilling costs and the
partners’ excess itemized leductions have been added. See page ¥ and Scheduls K,
II““HE‘ Depreciation Mecapure Mules apply to dispositionsofl depreciable residential real
estate, See nstructions for Forrm 4797

Mew Rulés Apply for Re:apture of Intangible Drilling and Development Costs on oil
and gas properties. See Instructions for Farm 4797,

foreign  parmership whose partners are
nonresident aliens must file its return on
ar hafore the 16th day of the Gth manth
following the close of the taxable year,

General Instructions

Made: It iz npnriank fhat the parfneschip's nams
be shown fhe same on all tax relums and ether
documends filed. 1se the Label prrvided. IF the part-

. bt e IF tha partaershiy's printi- Usa ik fellowing
nership's mame, address or empoyer identification gl m ar el Revesus
nusabes is wrcay a5 showd on 1he Lebel, make the alfice ¥ IEEY o ies Cander address.

i rml.d in rice Ca
nacassary corrections right on the label, If the pard-
mershap did nal recetve a Label, show the cormecd v v
employer identification number iritem O oa page 1.
Il the partnarship Sees not hawve ¢ sumber, you must D SERERL L R Wiy Athan o
apply for ome o Form 554, avalable at any Sociel  of Fessaw, Fockied, E
Secirity Adminisiration of Intemil Revenus Sarvics  Sulfelk, and Weicheaber

31D Lowel] Sinest

i Hew York [ chier comn-
uffice. ELE

- ies), Conmectiol, M in Mias.
A. Who must file—Ewry partnership }q'.’.'"m n'i-.rd"' ki
{see general instruction L1} for excep-  shire, Rhcde lilaed, Vermel gt e Y
tions) an d n & trade or business of Delaware, Dbl ol 11661 Bocamveil Boulevied
t:l“:tiﬁ &E‘;_ fram eoucer Lithin the Catarmain, Manlad. Philateahia, Fa, 19159
n 5 must file Form i Rrs
must da s whether or Mt S PNCial e o, Tl o o 300

place of basiness is outsde the United
States or all 1ts members sre nonresident
aliens, If you file for a wndicate, pool,
joint wenture, or similar goup, attach to
the return & copy of the agreement and

Michigss, Ohia
Ferhanpay, Kaness Lowidians,
Pigw Mamicg, Oklfema,
Texms

Cincmrali, Do 453798
3ES]1 B Imlereegioasd

iz by
Austin, Teras 79740
1260 Weit 1200 Sostk Si.

Aiwikca, Beizera, (nlerado,

oll smendments, unlesz you have pre: E'n“" ““ﬂmuh mﬁlm' wiaeLitakec SR
vigusly filed 8 copy. Caketa, r-l{ll'l.
¥ Ry Dwbst, Utak, ‘Wekinghan,

File only one return for each partner-

Wyomi
ship. Mark “duplicate copy” on each copy 1IIImI:!IM, 2396 East Dannister Bagd
you give to an individual partner. Mixioeri, Wiscardn Hasidaa City, Misigari B41T0
B. Time and place for filing—A res|- =silemis. tew i e 1+
dent partnership must fila Form 1065 on e riacks Hartn '“ ; T,h;
Oor DEIGre Ine 4010 O3y o7 TNe SN mantn Lardhifa, Iehbdied. H l.EJI.I:I

following the close of the taxable year, A Vigais, Wel Vigmia

Date Filed: 08/19/2024

A partnership without & pincipal office
or agency or principal place of husiness
in the United States rmust fle its return
with tha Ivterasl Reévenue Seavice Canbor,
11801 Roosewelt Boulevard, Philadelphia,
Pennsylvania 19155.

C. Period covered by retun.—File the
return for the calendar year 1976 or other
lazable year beginning in 1975, A partner-
ship"s taxable year shall be determined as
though the parfnarshin wees a2 Farpaver.

D. Change in, or adoption of, account-
ing period.—#& change by any partnership
from one taxable year to another, or a
new partnership's adoplion of an initial
taxable wear, must meet the provisions
of section F0&(b), A change by a princl-
pal partner from one taxable year to an-
other st mesl the proviions of sec-
thans FOG(h) and 442, A prirzipal partner
i5 one who has an nterest of 5 percent
ar more i the partnership profits or
capital. For the taxable yeas of partner-
ships resulting from a merger or division of
other partmeships, see sedions 7O0&(D)
anrd TrALRIED]

E. Signatum.—One pariner must sign
the raturnn, If & receiver, truttes in bank-
ruptcy, or assignes is in control of the
organization's property or business, that
person must sgn the returm.

Any persan, firm, or conoration pre-
paring a parteership return Tor compensa-
tion must alsa sign to verify the return.
Howewer, a verifying signatwe is not re-
quired if the mturn 15 preparsd by a regu-
lar, full-time partnership employee, such
s @ clerk, secretary, or bhookkesper.
If a firm or corporation predares the e
turn, it should be signed in the name of
Ve Hinimn wim wnm e im b,

F. Penalties.—The |aw provides severs
penalties for willful failure tc file a return
on time and for willful attenpt to evade
or defeat payment of any tax due.

G, Accounting methods.—Computa or-
dinary income by the accouiting method
rogularly used in maintaining tha portnar-
ship's books and records. The method
should clearly reflect income, (See sec-
tion 446). Urless the law spcilically par
mits, & taxpayer may not clange t
counting methed used to nport income

in prior ra (for incomsa 2 a whole or
any material itern) wi
g consent on Form ﬂf"mﬁ

Change in Accounting Method.

Hnundrm; off b Wﬂﬂf-ﬁ-ﬂﬂ“’!' SreEEnts.—
You may show the money iems on your
raturn and accompanyng schedules as
whole-dallar smounts, To de so eliminate
any amount less than 50 cents and in-
crease any amount Trom 50 ents through
99 cents to the next higher dallar,

H. Recordkeeping.—Your records must
e retained as long as their sontents may
b material in the sdministation of any
Internal Revenue law. Recordi that support
an itern of income or a deducSion appearing
wer yusn swbuoe sloubd be bopl wastil Liee
atatul.e of limitations expire: for that re-
turn. Usually this is 3 years rom the date
the retern was due or filed. lome records
musk be kept indefinitely. Records of trans-
actions relating to the basiz of property
shauld be retsined as long a: they are ma-
tarial in determining the bass of the orig-
inal of replacement propercy. Copies of
your filed tan returns should also be re-
tained as par of your recornds. Obtain Pub-
lication 552, Recordkesping ieguiremeants
and A Guide ta Tax Publications, for further
details.

I. Information NI:IJH'II-'—MIE: artner-
50 ZIMan §E INTonTaEceen NEtl i It
m , in the course of its Tade or busk
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ness during the calendar year, payments
of interest pther than under the $10 rule).
rents, comnissions, or other fiked or detar:

— . —rmnabla ipmme totaling TE00 or more to

afny One peran,

For example, i the anamhip makes
interest payments totaling $10 or more
an bank diposits and savings and boan
agsociation accounts, it must file Fasm
10909=0MT,

Use Farr 1096 to surmmari -
It TGN PRRING 1. Wor Internal
Revenue Secrvice Center. Far mare infor-
mation about filing information returns
and excepiins thereirom, ses the instruc-
tions for Fo'm 1096,

J. Foreign bank, securiies and other
financial accounts, and grantors, trans-
ferors or beneficiaries of Foreign tru
ete.—Be swe to answer qeastions G and
H an page ¢ of Form 1065, If either of the
“Yos" bloos s checked, attach Farm
4683, LS. infoermation Return on Foreign
Bank, Secwities, and Other Financial Ac-
counts, and Foreign Trusts. Chack "'Yes, '
fear Qusstienr G | LIl PHEMNErsnig owns
mare than 50 percent of the stock in any
corparation that owns one or more foreign
bank accounts.

Flease nite that this year Form 4683
murst be filed by 4 partnérship having any
interest in 1 foreign trust. In prior years
thie farm wac risquingd o report an intar.
est in a trust only if the interest was more
tham a 50-prcent interest.

A LS. purtnarship that transfers prop-
orty to a foeign trust may be required to
inclide the income atinbutable to such
property in the partnership’s taxable jns
enme, i dising 1976, such trust had a
.S, beneficary. {See section 675.)

If the parnership transfars property to a
foreign cororation as paid-in surplus or as

a contributon to capétal, or to a foreign
tru:l! or patnership, there is imposed an
axcisne tax as computed wnder S&Ction

1491 (see form 926, Traniferor of Prop:
gfly 10 a Foreign Corporstion, Forelgn

Trust, or Frreign Partnership). In o of
this sxcise ax, the partnarship may elect
to breat such transfer as a taxable sale oF
exchange as specified in section 1057,

K. Balame sheels.—The partnership
halance shests must be eamp ate?dl These
halance shests, Schedule L, should agree

with the awcount books. fny diferences
should be ecplained in an attached state.
mant.

If any o the liabilities reflected on
Schedule Lare nonrecourse loans (as de-

fined in Gereral Instruction S(4)), be sure
[0 repart the amounis in the spaces pag:

vided on Fom 1065, page 4, question L.

Partnershps reporting to the Interstate
Commerce Commission o to any na-
tional, Stats. munlcipal, er other public
officer, maysubmit, inttead of Schedula L,

copies of their halan:a shopts prescribed
oy INE LOHTMIESIon O STas or municipal

authorities, as of the beginning and end af
the taxable year.

L. Electims.—(1) An unincorporated
arganizatior  gualifying under saction
T61{a) as an investing partnership or as
partcipating in the joint production, &
traction, or use of proparty under an oper-
ating agrement, may elict to be oax-
cluded from treatment as a partnership
under sectin 1.761-2 of the Regulations.
The urincwporated  organization may
make the ekction in & statement attached
ta Farm 1045 for the first year for which it

2

Document: 31

Page: 49

wanls the exclusion. (See section 17612
of the Regulations.)

{2} Genemfly, the parmership shall
make the elertions affecting the compotas
tion of taxable income from its opera-
thans, EHEI‘IIPJE! af such aletions are the
accounting methad employed, depreciation
methods, et Howewar, cetain aleclions
are made by a partner seprately on the
partner 5 individual  incodn:  faxd return
rather than by the partnershp. These alec:
VGRS a0 mane Unoer Secton UL (Toreign
tax eredit), ssction 617 {(deduction and re-
Capturg of certain minmng eploration ax-
penditures, paid or incured), section
57(c) (definiton of net leae), and sec-
tion 163{d) (limitation on isterest on in-
westmant indebtednass).

{2) Bectina 1023 provide: for tha non-
recognition ol gain where priperly is com-
pulsarily or involuntarily canverted into
other property or into mmeney. Section
754 provides rules concerring the aloc
tion a partmership may file to adjust the
basis of its remaming asset; in the svent

assets distnibuted to a pafner have in-
Greasen or SECressed i ValleE and aisg 1o

adjust the basis of its assets to reflect the
purchase price paid Il:l' a new pﬂr‘.l’l&l‘ far
the new partner's interest, o as a result of
the death of & partner. Infomation about
other electigas may be found under the
applicable - sections of Chapter 1., sube
chapter K of the Code and the Regulations.

M. Section 702(a) items.—The partners
are required by the Code te take into ac-
caunt separately their distrbutive shares
of cerfain specific items ewmerated in
the Code a8 lollows: (1) pans and losses
frarm sales and exchanges of capital as:
Eti hield for not v thas six monihs:
(2) gmns and losses from sales and ox-
changes of apital assets kedd for mare
than six months; (3) gais and losses
fraom sales and exchanges of property de-
scribed in sacton 12310 ) charitable
cantributions; (5} qualifyirg idends;
(6 tawes desenbed in sedson 901 (F)
ather items of incame, gain loee, deduc-
tion, or credk, to the oxten provided by
regulations (ses Instructiors for Sched-
e K): and (B) taxable imomg or |08
{ordinary income) exclusive of items 1
through 7, above,

M. Distribution of unredlized receiv-
ahlps and indentory ilema —IF & padnare
receives a distribution of inrealized re-
caivables or substantially aspreciated in-
vertory items in exchange e all or part
of that partner's interest in other partner-
ship property (including morey), treat the
transaction as & sale of eéxclange between
the partner and the partnership, Treat the
partnership pain or loss o8 ordinary in-
comp or loss In {:umnutiug the partiens”
distributive shares of suck grdinary in-
tame ar loss, allocate it only to partners
athar than 1he destribulés partne: who
will take such amount into scoount sepa-
rately under section 702(a(8). See sec-
tion 751 and related Regulaions,

0. Met operating loss deduction.—A
partnarship s not albveed the deduction
for net operating losses. Parners tnmput-
g thesr awn nit operating bss or taxable
incom for amy faxable vea: for the pur-
poges af the computation required by sec-
tion 172, rmust take inte sccount their
share of the partnership’s Income and
logses, subject to the limititions in sec-
tions 46%(a} and FO4{b) and {d).

P. Specially allocated items —Allocate
distributive shares of income, gain, boss.
deduction, or credit among the pariners
under the partnership agreenent for shar-

-
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ing income or 085 generally, 11 the partners
agres, specifc items may be  allocated
among them a1 & ratie difernt than that
for sharing ircome or loss generally and
such allocatsons may be recognized undss
provigians of iection 704, For instance, if
the net income exclusive of specially allo-
cated items is divided evenly amang three
partners but some special itams are alle-
cated 50 percant o ane, 30 perognt to an-
other, and 20 percent to the third partnar,
report the speciol itames o Oohadula M,
line 15, instesd of on the nunbered lings
on paga 1 of the Torm. [Tee instrwctiong
for Schedules K and K=1.)

Q. Attachments.—If you need rmare
space on forms or schedules, attach sepa:
rate sheels ard usa the same arrangemeant
ag the printed forme, bt ehea your fokale
on the printed forms. Be sue to put the
partnership's name and employer wdenti-
fication numb:ir on these separate sheots,

R. Infermaion megarding  Schedule
K=1.—Prepare and furnish 3<hedules K-1
to all partners. Schedule K=! reflects the

mrmaanis aen Babedale B othak aee allacoated
ta gach partnar,

5. Definitiors and Special Rules.—

{1) Genera partner.—A general
iz a member 5 the nrmnn-lzamm
cept as provded in section 301. ??DI—E
(d}{2) of the Regulations, & personally
linkla fer the dolgpaticns of tha partnorchip,

{2) Limited partner=—f limited partmer
it one who may not be heid responsible
for partnershis debis, and whase potential
parsonal kabilty is confined to the amount
of money or ther property that the part-
ner contributel or is required to contribube
ten the martferhin

{3) Limitea partnarship—A  limited
partnership isone campased of at least one
general partner and one or mare limited
partnars, argnized under the Unifomm
Limited Partrership Act or comparable
State statute.

(4) Nonreciurse loans.—MNonrecounss
loans are thos: abildigs of the partnership
for which nore of the partnars have any
liability.

{5) Organiation lees.—Amounts paid
or incurred ti arganize a partnership or
promote the sidle of an interest in a partneres

ship are captal expenditures subject 1o
suetion S83, amd @ suchh org neg deduacil

ble. Inchede these amounts on Sched-
ule L—Balane Sheets. Zee the note in
specifec instriction 14 for the treatment
of such amownts paid to a parbner, AKO
see gection 705 for further details.

(6) For thespecial treatment of certain
oxprnditures neurred in the production of
1ilms, books, wcords, or similar property,
see section 280,

I"I.I'IEI

S

Specific Instructions
These instuctses corrgspond with line. sembers

on the first pag of the relum, and with sched-
w5 appeanng O Ib5 oifer pages.

—— i s "

1. Gross receipts.—Enter gross roceipts
or sales from all business operations ax-
cept those recuired to be reported on ines
4 through 11,

Instaliment saies—If, under section
453, you ws the installment method.
attach a schalule showing Separately for
the currant year and the three preceding
years the folbwing: (a) gross sales: (b)
cost of goods sold; (c) gross profits; (d)
percantage of gross. profits to gross sales;
(e} amount ce and {f) gross profit
on amount cdlacted.
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Exhibit C

Department of the Treasury, Internal Revenue Service,
1975 Instructions for Form 1065, U.S. Partnership Return
(Form 1065 Instructions Pages 1 and 2)

(As compared to the 1976 Instructions in Exhibit B, not including a
“Definitions and Special Rules” section)
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Document: 31

Page: 51

Deperiment of the Treasury

Internal Revenue Service

Instructions for Form 10635
U.S. Partnership Return

The term “‘partnership’ includes a limited partnership, syndicate, group,
paool, joint venture, or other unincerporated organization, through or by which
any business, financial operation, or venture is carried on, and which is not,
within the meaning of the Internal Revenue Code, a corporation, trust, estate,
or sole proprietorship. The term “partner’ means a member of a partnership.

(Section references are to the Internal Revenue Code unless otherwise specified)

General Instructions

Neba: 11 the partsership’s employer identifica-
tan nomhber is woang on ke Rshel or i the pan-
mership did not receive a label, shom Bhe comrect
number im item D onp page 1. If the partnership
does mot have @ nember you must spply lor one
an Form 554, available at any Sncial Secority
Administration or Intemnal Rewenue Sarice office,

A, Who must file.—Evwery parinership
{see general instruction K{1) for excep-
tions) engaged in a trade or business or
having income from sources within the
United States must file Form 1065, It
must do so whather or not its principal
place of business i3 outside the United
States or all its members are nonresident
aliens. If you file for a syndicate, pool,
joint venture, er similar group, attach to
the return a copy of the agreement and
all amendments, unless you have pre
viously filed a copy.

File only one return for ecach partner
ship. Mark “duplicete copy" on each copy
you give to an individual partner

B. Time and place for filing.—A rasi-
dent partnership must file Form 1065 on
or befora the 18th day of the 4th month
following the close of the taxable year, A
fareign  partnership whose partners are
nanresident aliens must file its reburn on
ar beltore the 15th day of the 6th month
foliowing the close of the taxable year.

it the pertnerbis’s prisci-

pal pleen of businen ar Use this address
priscipal ol
I]wgld in"t“w

' w

Mz Faruary,

Mew Yerk Clty snd essnbies
of Wasszs, Beckland,
Sofolk, wid Weilchigler

Imtermal Revomun Service

r
1043 Wawarly Awenue
Haliseille, Hew York 101755

Hew York {all oiher ecun-
tiez), Cannesticat, Maine,
Mazsachusalts, Mew Hamp.
shire, Bhocp Idland, Vermon|

intereal Favenue Sanoce

g
X190 Lowall Soroat
fedover, Mens, QLELZ

Detaware, [istrick of
Columbda, Marglead,
Porgsyiama

Intersal Rewenus Sanvicn
Cantar

1IE0L Reaseail Boylevard

Philusleinhin, Pa,  F9155

Alabama, Flonda, Grargia.
Missizzipgi, Sosth Carsdiza

fnteinsl Riewehug Swrice
Canler

480D Hulerd Highway

Chamblas, Doccgin 30006

Wichigas, Olbis

Intemnal Resenue Sedce
L3
Cinginnafi, Ohia 45298

Aikanis, Farais, Lasiiiae,
R Meico, Oklshoma,
Tazs

Mk el

Idaho, Mimmasste. Manlana,
Metewihe, N Motk
Daketa, Deegoe, Soath
Dabota, Utalh, Wathiegten,
Wymming

Inlemal Aipenos Gervics
ot il
J651 5, Interegeznal
Highway
n TN

T etienal Apvanes Sersics

Cantie
1160 Wast 1300 Soulh 51
Ggden, Uik §4201

Ellln:'-l. I,
Mo, Wintoesis

Iaternsl Aeyvase .Sl'lit-.l ’
Cealar
2306 Emst Bannisber Raad

_Kammas City, Wissour] 4170

Caldiomia, Hamadl Indernal Beverm Seralcs
Genter

G045 East Buther Avanua

Frases, Callfomia 93008

indisna, Bmbucky, Narth Internal Beveadn Jaivien

Carsling, Denwsiss, Coentar

Virginia, Weald Virginie 3131 Democrat Read
Memghiz, Tean.  SHIID

A partnership without a principal office
ar agency of principal place of business
in the United States myst file its return
with the Internal Revenue Servica Center,
11601 Roosevelt Bouleward, Fhiladelphia,
Pennsylvania 19155

C. Period covered by return—File the
return for the calendar year 1975 or other
taxable vear beginning In 1975, A partner-
ship's taxable year shall be determined as
thaugh the partnership were a taxpayer.

0. Change in. o adoption of, account-
ing period.—-A chango by any partmership
from one taxable year to anather, er a
new parthership's adoption of an initial
taxable year, must meet the provisions
af ssction 706(b). A change by a princi-
pal partner from one taxakle year to an-
other must meet the provisions of sec-
tions F06(0) and 442, A principal partner
s one who has an interest of 5 percent
or more o the partnership profits o
capital.

For the taxable years of parinerships
resulting Trom @ merger or division of
other partnarships, see sections JO6(b)
and FOB(DME).

E. Signature—One partner must sign
the return, If a receiver, trustee in bank-
ruptoy, of assignes is in control of the
organization's proparty or husiness, that
person must sign the return,

Any person, firm, or corporation pre-
panng a partnership return for compensa-
tion must also sigh le verlfy the returs.
However, a werifying signature is not re
quired if the return ia prepared by a reg-
ular, full-time partnership employes, swch
as a clerk, secretary, or bookkeeper. If a
firm or corparation prepares the return, it
should be signed in the name of the firm
af corporation,

F. Penalties.—The law provides severs
penalties for willful failure to file & return
on time and for willful attempt to evads
or defeat payment of any tax due.

G. Accounting methods —Compute or
dinary income by the accounting method
regularly used in maintaining the partner-
ship's books and records. The method
should clearky reflect income. (Ses sec-
tion 346). Unless the law specifically per
mits, & taxpayer may not change the ac-
counting method used to report income
in prigr years (for income as a whale or
for any material item) without first get-
ting consent on Form 3115, Application
for Change in Accounting Method,

Exs-8
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1065 5

Rounding off to whole-dallar amaounts.—
You may show tha money items on your
return & nd mmpanq_’mg schidulas as
whaole-dollar amounts. To do so eliminate
any amount less than S0 cenfs and in-
crease any amoaunt from 50 cents through
29 cants to the next higher dollar,

H. ltems exempt from tax—Items ex-
empt from tax are lsted in sections 101
through 122, For example:

{13 Interast on government obliga-
tions.—The interest on obligations of a
State, or U.S, possession, any of their
palitical subdivisions, or the Dastrict of
Columbia, is exempt subject to the excep-
tions described in section 103,

(2} Proceeds of insurance policies.—
In general, the progeeds of fife insurance
policies paid to the partnership on the
death of a partmer are exempt. If the in-
surer holds any of the praceeds under an
agreement to pay intorest, the interest i3
taxahle.

(3} Income  from  improvemsments by
lesseg.~—Income other than rent derves
by a lessor of real proparty upon the e
mination of & lease, reprasenting the value
of such property attributable to buildings
erected or other improwemants made by

the lessee, is esxcludable unless it rep-
resents a liguidation i Kind of lease
rantals,

I Informatlon retums.—Every partner-
ship shall file infermation retumns It
makes, in the course of its trade or busi-
ness during the calendar year, payments
of interest (other than under the $10 rule),
rents, comimissions, or other fiked or deter:
minable incame totaling $600 or more for
&My one person.

Far exampla, if the partrership makes
interest payments totaling $10 or more
on bank deposits, corperste bonds, stock-
holder's accounts, and savings and loan
association accounts, it must file Form
1O99—INT.

Use Form 1096 to summarize and trans.
mit Information retumns to your Internal
Revenue Service Center. For more infor
mation about filing infermation  retums
and exceptions therefrom, see tha instrue-
tigns for Form 1096,

If the partnership had a financial Interest
in, or signature authaority or other authority
ower & bank, securities, or other financial
account in a foreign country at any time in
1975, you must complete Form 4683 and
attachk it to the partnership return.

J. Balance sheets,—The partnership
balance sheets must be completed, These
balance sheelts, Schedule L should agree
with the account books. Any differences
shoukd be explained in an attached state
ment. Partnerships reporting to the Inter
state Commerce Commission or to &y na-
tional, Stabe, municipal, or other public
offlcer, may submit, instead of Schedule L,
copies of their balance sheets prescribed
by the Commission or State or mumnicipal
authorities, gs of the beginning and end of
the taxable year,

K. Elections.~—{!) An wnincorporated
organization qualifying under  section
7B1{a) as an investing parthership or as
participating in the point production, es-
traction, or use of property under an cper:
ating agreemaent, may elect to be ex-
cluded from treatment as a partnership
under section 1.761 of the Regulations.
The umincorporated organmization  may
make the election in & statement attached
to Form 1065 for the first year for which it
wants the exclusion. For more detailed in-

i3 58-1
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:—I:rmatim see section 1.761 of the Regula-
ons.

{2} Generally, the partnership shall
make the elections affecting the computa-
tion of taxable ncome from its opera-
tions. Examples of such elections are the
accaunting methed employed, depraciation
methods, #he. Howeuer, certain elections
are made by a partner separately on the
partner's  Individual incoema  tex meturn
rather than by the partnership. These elec-
tions are made urder: geection 901, relating
tor forelgn tax credit. section 617, relating
te dgduction and recapture of certaim min-
ing exploration expenditures, pald or in-
currad; section 57{c), relating 1o definition
of net fease, and saction 163(d}, relating
to fimilation on interest on lnvesbtment
indebtednass,

{3 Section 1033 provides for the non-
recopnition of pain where property ig com:
pulsorily or involuntarily converted into
other property or into money, Section
754 prowdes cules concerning the elac
tion a partnership may file 1o adjust the
hasiz of fts remaining assets in thg event

assets distributed to a partner have in-

creased or decreasad in valoe and alse to
adjust the hasis of its assets to reflect the
purchage price paid by a new partnar far
the new partner's infereat, or as a result of
the death of 8 partner. Information abaout
pther elections may be found under the
applicable sections of Chapter 1 sube
chapter K of the Code and the Regulaiions.

L. Section 702(a) iterns.—The partners
are required by the Code to take into ac
count separalely their distrbutive shares
of certain specific itemis enlmeraled in
the Code as follows: (1) gains and bosses
from sales and excharges of capital as-
sets held for not mare thas six months;
(2) gains and losses from sales and ex-
changes of capital agsats held for mors
than six months; (3) saing and lpsses
froim sales and EII:ha'I'I%E'E of property de-
senbed in section 1231 (4) charitable
contributions; (51 gualifying - dividends;
(B} taxes deseribed in secton S0L; (F)
athor iterms of income, gain, loss, deduc-
tion, or credit, to the extent provided by
regulations {zee instructions for Sched-
ule K); and (B) taxable Income or loss
ordinary Income) axchesive of iemns 1
ithrough 7, abowe,

M. Distribution of unresllzed recol-
phles and imentory items.——If a partner
recaives a distribution of unrealized re-
ceivables or substantially appreciated in-
ventory items in exchange for zll or part
of that partner's interest in other pariner-
ship propery (including money), treat the
transaction a5 a sale of exchange hetween
thie partner and tha partnership. Treat the
partnership gain or loss as ordinary in-
come or loss. In computing the pariners’
distributive shares of such erdinary in-
come or loss, aliccate it only to partners
other {han the distributes  parfser who
will take such amount into account sepa-
rately under section 702(a3(8). Ses sec:
tion 751 and related Regulations.

M. Mot operating loss deduction.—A
partrership is not allowed the deduction
for net operating losses provided by 3ec-
tion 172, Padners computing their own net
operating loss or taxable incomm for any
taxable year for the purposes of the com-
putation requirgd by section 172, must
take into avcount their share of the part-
nership™s income and losses, subject to the
limitation of section 704(d).

@, Spaciaily allocated stems.—Allocate
distriputive shares of Income, gain, loss,
deduction, or credit -items among the

F
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partners wnder the partnership agres
maal for sharing income or foss gener-
ally, If the partners agree, specific tems
mr::,r be aliocated among them in a ratio
different than that for sharing income or
logs generzlly and such allocations may
be racodnized under provisions of section
Foi. For instance, if the net income ex
clusive of specially allocated fems Is
divided ewenly among three partners bub
some special iterns are allocated S0 par
cent to ome, 30 percent to another, and
20 percent to the third partner, report
the special dems on Scheduls K, line 15,
Instead of on the nembersd fines on
page 1.

P, Attachments.—You may use atlach:
mants to your return if the lines on the
form schedeles are insufficient for your
needs, The attachments must contain all
required  mnfarmatian, follow the format
of the official schedubes, and must be &t
tached to the reiurn in the Same se-
qugnes as the schedules appear on the
official forms, If you use an attachmant
in place of & schedule having a sumimany
line on page 1 af the form, you need not
erter the total on the official schedule, but
must enter it on page 1.

. Information reaarding Behedule
K=1.—Prepare and furnmh & Schedule K-1
to all partners. It reflects the amounts
o Schedele K Ehat are allocated to them,
Since all iterns on Schedols K-1 are not
appllcable to every partnership, a sub-
stitute schedule, iflsting only applicable
itens may be submitted for the official
Schedula K—-1. ldentify amounts reporied
on the substitute by the official line num-
bar and fetter designation as well as by
a sufficient portion of the official lina title
to identily cach amount. In addition, in-
clude all information from the official
Schadule K-1 that rolates to the partner-
ship and portner. Insert the tithe, “'Sub-
stitute Schedule K=1 (Form 1065)," and
the parinership’s tocable year al the top
of gach subsabitute,

Specific Instructions

These instructions carrespond with ling
numbers on the first page of the return,
and with sehedules appearing on ks other
pages.

1. Gross receipts,—Enter gross rmoeipis
ar zales from all business operations ex-
cept those required to be reported on linas
4 through 11, )

Instailment sales.—If, - undar  section
453, you use the installment method,
attach a scheduke showing separately for
the current year and tha three preceding
years the following: (&) gross sales; (b)
coat of goods sold; (o) gross profits; (d)
percantage of gross profits o gross sales,
(&) amount collected; and (f) gross profit
on amount collected.

Farmer's income Schedule —For farm
ingome, attach Schedule F (Form 1040
{Sae instruction 2.)

2. Gost of goods sold (Schedule A)—
If the production, manufacture, purchass,
or sale af merchandise iz af nddme
producing factor in the trade or business,

inyentariea  of merchandise on hand
shaould be taken at the beginning and end
of the taxable year. They may valuad

at (a) coat, {b) cost or market, whichayer
Bs loweer, oF (&} any other method ap-
proved by the Commissioner. The valuing
method yvou sdopt for the fiest vear s
cantrolling, and can be changsd only
after you abtain permission from the Com-
missioner. To eapply for & change, file
Form 3115 with the Commissioner within

Exs-9
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180 days after the beginning of the tax.
able year in which vou want o make the
change.

i the partnership wanta to adopt the
LIFQ inventory method provided In sec
tion 472, it must file applcation ta do so
an Form 970 or attach a statement that
contains all the information required’ by
Form 970,

ltems withdrawn from inventory or pur-
chases for the persanal use of individual
partners should not be included as part
af the cost of goods sold, Account for them
in Schedules M and K-1.

Cost of operstions {where invantories
are rol an incomesdetenmining factor).—
If the amount you entar om line 2 includes
an amount eppiicable to cost of opera-
tions, complets Schedube A

4. Ordinary income (loss) from other
partnerships, symdicates, ete-—If one
pactnership, (partnership A) 1s a partrer
in another parinership (partnership B8),
partnership A will enter on this line its
distributive share of ordinary income
{loss) from B, If the distribistive share 13
a boss, it must be limited to the amoont
of the adjusted basis of A's interest in
parinership B as of the end of partner
ship B's year in wiich the loss occurred.
Il A's taxable yesr doss not coincide with
the annual accounting perlod of pariner
ship B, include in A's return the disiriba-
tivg share of the Dm'":.? income (loss}
for the accounting period of partnership |
B ending within the period for which A's
reburn s filed. '

Partnership & will consider its distribu-
tive share of other items {(sea gencral
instruction L (1} through (7)) from part:
nership B as if such ifems were realized
directly from the sowrce fram which
realized by partnership B or incurred in
the same manner as incurred by pariner-
ship B, For example, partnership A's dis
tributive share of partnership B's capltaf
gains or {losses) should be reported on
Gchedule © (Form 1088), ines 2 and 5
A5 ancther example, partnarship A5 dis-
tributive share of partnership B's spe-
cially ailocated ordinary gains or {fossas)
should be entered on Form 4797, line S

5. Nongualifying dividends.—MNongual=
ifying dividends are texehle dividends
which are included in ordinary mcome
and Tor which the individual partner =
MOT gatited o an exclusion. Such divi-
dends are derived from  the following
SOAIPEER]

{a) Corporations organized wnder the
China Trade Act (section 941k

{bp Corporaticns which, for their tau-
able year in which the distribution &
matde or for their next preceding taxable
year, are—

(i} exempt from tax crder section 501
{charitable, sic.. organizations) or
soction B21  (farmers’  ooopora-
tives); of

(il corporations to which sectlon 31
{income from sources within U5
possissions ) applies;

() Mutual savings banks, cooparstive
hanks, domestic bualding and loan asso-
ciations, domestic =avings and loan as
sociations, Federal savings and loan assd
cigtions, on deposits or  withdrawabla
accounts, Repart dividends from  these
organizations as intarest,

{d) Regulated investment companies,
except 0 the extent desipnated by the
company to he taken into account as @
dividend for thase purposes,

Le—EaEad~l
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Exhibit D

Department of the Treasury, Internal Revenue Service,
1977 Instructions for Form 1065, U.S. Partnership Return
(Form 1065 Instructions Pages 1 through 3)

(Definition of “Limited Partner” in
section S “Definitions” in middle of page 3)
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Carariment of theTreasury @
ﬂ 7 Internal Revenue Service

Instructions for Form 1065

U.S. Partnership Return

smartnership” includes a limited partnershi
The term “pa p" e

pool, joint venture, or ather unincorporated organ

ayndicate, group,

ar by which

any business, financial operation, or venture is carried on, and which is nat,
uliT'e’mn the rrmniqhuf the Internal Revenue Code, a corporation, trust, estate,
or sole proprietorship, The term “partner” means a ll'lll'lhlrﬁl.l wlp
{Section raferences are 1o [he Inlernsl Revenus Code unless obthervise specified)

et o

Highlights for 1977

Please note these important changes that
have been made,

Business Code Number.—The basis for dietermining
ihe business code number to enter in block C has been
changad from “fotal receipts)’ to “total assets™. See

g

page 10.
Organization Expenses.— 0 3 ize
organizolon expenses paid or incurne an s
beginning after Decembar 31, 1976, See page 4.

Architectural and Transportation Barriers.—You may
#lect to deduct the cost of removing such barriers for
the handicapped and elderly. See page 4.

Group Legal Services Plans.—You may deduct certain
contributions to qualified group legal services plans

OBgpg:

—

pstablished for the benefit of employess and their
families, See page 5.

Capital Gains and Losses.—The holding period for
Isng-term capital gains and losses and section 1231
treatment of transactions has been increased to 9
months, See page 5 and Instructions for Form 4797,

Amortization.—Schedules K and K=1 have been re-
vised 1o combine various types of amortization into &
single line for reporting such amounts as tax preference
items, See page 9.

Credit.—The salaries and wages reporied
Farm 1065, line 14 and olsewhere
must be amount of the few jobs credit
entersd on Sched il 11, See pages 4 and 8.

Schedule K=1 (Form 1065).—Significant ravisions
have been made to Schedule K<1.

&

e -

Bmaal Instructions

It is imgortand that the parinership's name
be shomn the same on all tax retwns and afhes
documents filed, lise the label provided. IF the
jparinership's same, address or emplayes idenli-
fication number is wrong 23 shown on the lakel,
make the necessary corrections nght on the
label. M the partmership did nof receise 3 |abel,
show the comect employer identification fum-
ber in item O om page L. If the partnersiing does
not have & sumber, you must apply far ane on
Form 554, available at any Sacial Security Ad-
miniedration o |ndemal Revenue Service office,

A, Who Must File.-—Every parinamhip
(see geneml instruction L{1) for excep-
tioas) engaged in a trade or budaness of
having incosme Irom sources within the
United States must file Form 1085 K
must do so whether or not its principal

af business s outside the LUnited

ar all its members ares nonresident
aliens. If you Hle for a syndicate, poal,
jeint vartuns, ar simalsr groaip, stach o
the returmn a copy of the agresment and
pll amendments, unless you have pre-
wiaualy filsd & ooy,

File oniy one retum for aach partner-
ship. Mark “duplicate copy’™ on each copy
you givie to an individikl DEFTEE.

Form 1065 is reguired to be filed b
naligiowk and apostalic crganizations whic
are aeompl wnder gectipn S01(d),

B. Tima and place for Aling.—A resi-
dent rlnlr:rﬂgdmu:l filg Form 1065 on
of the 15th day of the 4th month
Tollowing the close of the taxable year. A
foreign parinership whose parimers are

manresident aliens must file s meturn on
or before the 15th day of the &th monih
follcweng the closs of the tanable year. Use
the addressed envelops that came with

r oreturn or usa the Injernal Hevanue

rvice Center nodress for the State where
the partnership’s principsl placs of busi-
ness or principal oMice or agency is located.

Alabama—~Atlanta, GA 31101
Adasks—Ogden, UT  B4201
Arizops—Ogden, UT 84201
Arkansas—Austin, TE 73301
Califernie—Fregno, CA  9T0HA
Colorade—0gden, UT  B4201
Connecticul—Andower, MA 05501
Delaware—Philadelphia, PR 19255

District of Columbia—~Fhiladeiphia, FA
192556

Flaride—~Atlanta, GA 31101

Georgla—Allsnis, GA 31101
Hywaii—Frewno, CA DIARS

Idahe—COgden, UT  B4201
IMingls—Hansas City, MO G8955
Indiana—Memphis, TH  I7501
lows—Harsas City, MO 54599
Kansas-—~Austin, TX 73301
Kentucky—Memphis, TN 37501
Louisiana—Austin,d TH 73301
Malne—MAndower, MA& 05501
Maryland—FPhiladaiph, PA 19255
Massschusefts —Andover, MA  D8501
Michigan—Cincinnati, OH 45999
Minnesgta—0Ogden, UT 84201

Exs-11

Migsismippi—~aAtlanta, GA 31101
Missouri—Kanias City, MO 64999
Montans—0Ogden, UT  B4201
Mebraska—Ogden, UT 84301
Messds—Dgden, UT  BAZ0]

Meow Hampahirs—Andower, MA 05501
Mew Jersay=Holtsuille, NY 06501
Mew Magico—Augtan, T 73301

M Yok

New Yark City and Coumnlies of Nassaw,
Rockland. Soffolh and Westchester—
Hedtgwille, NY

AN Other Counties—Andower,  MA
DSS0I

HMarth Carolina—Memphis, TH 37501
Haorth Dakots—Ogden, UT 84201
Ohig—Cincinnat, OH 45000
Didlaboma—Austin, T 73301
Ovegon—0Ogden, UT 84201
Penmsylvania—FPhilacalphaa, PR 19255
Rhode Islangd—Andower, MA 05501
Souwth Caroline—Atlanta, GA 31101
South Dekots—DOgden, UT  B4201
Tennessse—Memphis, TN 37501
Taxas—Austin, T 73301
Utah—0gden, UT B4201
Yarmoni—Andower, MA 05501
¥irginia—bernphis, TH 37501
Washingion—0Ogden, UT 84201
West Virginla—Memphis, TH 37601
Wisconsin—arsas City, M0 G455

Wyoming—Ogden, UT 843201
735-0E3-1
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A partnership withoul & peincipal affice
or agency or principal place of business
in thE United Stades most file ity redure
with the internal Fevenus Service Center,
Philsdelzhia, PA 19255,

C. Period Cowersd by Return.—File the
return for the calendsr year 1977 or other
taxabln yaar beginning in 1977,

D. ':h.l* In, or Adaption of, Acbount-

Persdd.—To Change oy Dll'tmhlﬂ'
from one taxable wear o anoiher, or a
new partnership’s adogtion af an initial
tamable year, S&¢ biion TOG(E) and Form
1128, Application far Change in Accounting
Period, A change by a principsl partnar
from one taxable year o arather must
meel the prowissons of sections J06(B)
and 442. A printipal partieér is one who has
an intarest of 5 parcent or mone in tha pan:
mirslop iks or capital. For the faxabie
WIS partnerahipd redulting froem &
mErger of dnigion of other partrerships.
see sections FOB(L) and FOE{LH{2).

E Signature.—One pAFREr TRy
the retwrn. I o recaver. trustepl
ruptey, OFr SESagmbi B in oo U
organdgation's pruﬂarw of BN
perton must $gn the return.

An indnesdusl whi préperes vour feturn
for pay must manually sgm the refurn a8
preparer. Signature stamps or are
not abcaphabla,

It maore than one perean prepares the
refurn, the indssdus prepaner with the
primary responsibility lor the overall sc-
curacy of the reflurn muit SEn a8 prepaser,
The preparer requened to sigm (he netum
shall also enter his or her sooial seo
Aumber b the right of that signature.
the preparer |5 sall-samploysd [&T3 ll‘ll
must write "SE™ to Ihl “‘btrnf the pre-
parer's socisl Security num

If the individual & paid by anclhes ta

[q-] nl'r;lpltm“m;plrlmw

pmp.lrl1 rrefurn, the s {or

iptsl mAeme  and | ifcation

rlI.Ll'I'I:II.lI' must ba l'l'|!'tll'ld Iirllhl i pie-
rer signature lina. {Specia ruln pln

dentifeaticn numbers for

turn preparers. Such prepaners I.lH !-H

sections 1.6109-2(a) and 301.7701-15{a)
51 o the regulations),

The return must also show, below the
preparer's signatune, the address of the
preparee™s place of business where the
return was comploted, Howswer, i this
place of busingss is not maictained on a
vlar-raung bagis, the relurn showld §how
the address of such preparer’s principal
buginess lacalion which s mainkained on a

year-raund Basis, ar, i none, the o L EE LT
regidence.

The preparas muost .!H you & ol
mr ratunn in addition 19 the Copy

IRE Employers, pl:ln-lnhf, and
anll-em preparers must fi Farm

phayed
5717, Annisal Ligt of Income Tax Return
Preparers.

Mota: A $2% penaity may be charged a
paid prepaver who does nod give you & copy
af painr relurn on adaliticn te the copy filed
with IFS. A penaity may also be charged a
orepirer regu red o Sign who dees nof
show an origingd gignalure ar & phofocopy
of the anp:nal signature in the Spice rg-
vided A panalty may be charged 8 salf-am-
Ployed praparey who dops pol show his ar
her sdentiying numiber A e SSRCE pro-

IT e indavedual 16 paid by anothes 1o pre-
pane {or is @ parinar in & parnamhip pre-
panng) yowr netumn, Ehe r or partmer:
ship may be charged & pen if the return
do=ik not show the individual's socisl sacu-
rity number and the paver's (or parimer
ship's) employer idortification numbher,

if F return = prepared By pour negu.

lar, ful-time employee, sech as a clerk,

seorebary or bookkesper, or by your parl-

nﬂ-‘f.. that parson 4 nat SLBjech fo Tha above
5.

F., PomaRied —The |law prownded sevens
penalties for sallful failure b fis & refurs
on tme and for willful attempt to evale
or dileal payment af any tax due,

G. Accounting Methods ——Compute or
danary irbirmd by the accountng mathad
regularly used in madTaneng the pamner-
ship’s books amnd records. The method
showld chearly sefect imcome. (See sec-
tipn 446). Unless the low specilically par
mits, & Eaxpayer |1'|.lp gl chamge thi ac-
tmnl:lni m 0 repart income
im prige years [lor H'll'.!l?lﬁ 85 & whole of
far any material ibem] withowt hest get-
tng consent on Farm 3118, Appiecaton
fore Ghmn i im:-:lunhni Mt e

ﬂi‘ll 1] Whaole-Dallar
ﬂmdumli ou ih-uw'l!rrlmmwrllm:-
on your return & scoompanying sched:
ules as whole-dodlar amaunts. To do sa

n
Intafnal Réwenue I-I'H'
an [tem of income ar a ded

om yowr retwrn should be kept u
stafute of himitaliond expires for tlu't ru—
turn. Usuallty this is 3 years from the date
the return was due ar filed. Some records
MUET ba kit indelinilely. Records of trans.
actions relating 1o the basis of propeny
shawld be retained as long as tI:i-_f ma
tariad Im determining the basis of the

imal or replacement property, Coges of
youf fiked tas returns should also be e
taingd a8 par of your recoads. Dbtan Pub-
lication 5582, Record £ Aequirarments
and A Guste to Tax Publications, for turther
idetails.

I Information Heturns.-—Every partnar-
shilp shall file informatsan |i1!mr$ i it
emakes, in the course of its trade of busi-
mess during the cabendar year, payments
ol menls, commissions, or other fixed or
determunabde Income totaling $600 or more
@ amy one perscn. Dividend or interea pay
lT'rll'I:l ang repartalble il they total $10 o
FTSORE.

For azamqle, il the parinership pays a
person or mone in any calendar year
b pecform ervices under a sub-contract
bype o arrangamsnt, whins io smplaymant
faxes are withiheld, fhe parinership most
fike Fern 1099—MISC.

ze Form 1096 to cummarize and trang
mit infarmation returns to your Internal
Revense Service Center. Fofd more Inlar
matmn about Flieg information retisns
:I'H sxcEpliong |!|'|Hﬂl"hrl. see the Instrsc-

ons Farm
J Bank, Sscurities asnd Other
Financial nnd Geaniors of, o

Transterors to. Foreign Trosts, efc.-—He
SUne 1o Afedr questions K and L on page
4 gf Farm 1065, Check “'Yes,™ for Questicn
K i the parbnérship oens more than &0
pRreont . the Shock in any comporation that
owns one or maore foreign bank accournts,

I the “Yes™ black is checkad for ques-
tenim K, yoiu must Tl Ti'llll-?' Departmaent
Form G022 1, Report of Foreign Bank,
Securified, and Drher Financial Azcoumts,

This form., which is due Il'l"ﬂfl duly 1,
1978, mmunum the U5, Treaduiry
Depariment ot PO, Box ZRW0S, Ceniral
Staton, Washington, D.C. 20008,

Fasrem G221, which replaces Infernal
Reveriue Service Form 4633, 15, Intonma:
ticn Return on Foreign Bank, Securshes and
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Dther Financial Aczounts, and Foreign
Trusis, may be obianed freem Infernsl
Aeverue Servioe offices or by writing to
the atioe addaeig,

A US. partrership thal translers prop-
wrly 1o & igm trust may be requiregd to
wsglied® The incame aitribifdsble to such
pmp-.rl‘!l in the paninssship's tasabds in-
come, if during 1977, such trust had a
U5, baneficiary, (See gection 679.)

1 tha paninedship lransfers propety 1O a
foreign corparation as pasd-in surplus or as
a coatribulsan o capital, o to a Toreign
trusst or partrarship, thers e impossd an
eacite fax as compubed wnder saction
1491 [(see Form 926, Transferor of Prop:
erfy o & Foreign Corporation, Foseign
Trust, of Forgign Partnrghig). In ligu of
this pacise Eas, the partnership may elect
to freat sech transler as & tamable salé or
exchange a8 apecitied in gection 1057,

K. Balsmcs Sheets—The partnership
s ance shesls mwedl Lo completed. Thage
balance shests, Schaduls L, should agree
wilh the partnership’s books and records.
Any differences shiould be explainad in an
attached slatement.

Partnerghips recosleng o the bnlerstabe
Commenca Commissicn ar @ shy N
tiamal, SEate, municipal, orf cther Bl
aMicer, may submit, instessd of Schedule L,
copies of thésr BelAHCE Shewls poescnibed

the Coamamission or State or munscipal
rities, as of the beginning and end of
wabile yoar,

Elections.—

(1] Generslly, the parimemhbip shsll
erake the elections aflecting the com,.uta-
tign of taxable imcome from ifs Spera:
1Earms nﬁllﬂ'lﬂde;m'&; Bingh iz ;?:TI- are the
BCCounlang me smployed, iathan
rl"l'l't-l'lﬂﬂ'l-\.n‘f!f. Higswr e r:val‘l-lll"lp:?:ﬂi:ﬂi
Brg matde by & parings Leparalely on The
partner's indevidual income fax  return
ratheer Than by the partnerghip, Thess elec-
fiors are made under seciion B0 (fareign
tax credit), secton 617 (deduction and re-
capture af cerasn mining exploration &x-
pendilures, pond of @curted),  section
E7[c) (detmition of net lease), and sec-
tizn 183{d) {6} (Smitaticn on infenest an bn-
vestrnent indebibedness),

(21 Section 1033 ides for the non-
recognition of gain re propealy ig coeme
Pulgarily oFf invalumanily coneerted into
alhdr property of inio ma "

i3 p;.m:tum 754 pmuri:l-:‘lﬂlu concenm-
ing the sleclion & panaship may file to
adjisst the bass of its remasning assels in
the event assets distnbule! 18 a8 pariner
have incrpased or decreasml in value and
algn 19 adjest the basis of 1S sssels 0 re
fiect the punchase price pasd by & Aew pan-
rar Por the sew pariner’s nieresl. of a
changs i hasis of & partrershig ntenect
"p?jijhm :Il_ll.h ol @ partner on I

U AIRCDOTaled Qrgandza -
ifying under section T61{a) s an irﬂrﬂu
partmership of &8 parlicipaling in (ha fﬂiﬁ
prodiscton, astraction, of usa ol
under an operating nent, may elect
to be excluded Imm Fl'm“ mg & part-
melrshap under saction 1.761=2 of the Fllgu
lations. The unincorporated organizatsan
may make the alection b & sEtalement at
tached o Foom 1065 for the first pear for
which it wanis Ihe extlusion, [Se8 ssclian
1.761-2 of the Regulations.}

{5} Imformatson about abher ehectiong
may b lound under the apphcable sec-
tions of Chapter 1, subthapier B of thea
Caode and the Regulations.

M. Saction TOZ{a) Items.—The panners
are reguired by the Code to take inio ac
count separalely thelr distributive shares
of certain specific Ploms enumerdbed in
the Code a4 follows: (1) gains and losses

2250891
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frem sales and exchanges of capital as-
et for mot more than 9
:EJ gaens and lasses lrom Sales ond ex:
s of capital assets held for mars
Ilu-n mgnths: (3] ﬂm: and bosses from
sales  and  exchanges
scribed M section 1231' :rnnhlmm
contributions: (5 qualtying dividands:
(6) taxes descriped in secton 901 (F)
otner items of income, galn, loss, oeduc-
tion, or credit, 1o the extent prowded by
regulations (see instruclions dor Sched:
ub K): and (8) tauable income or oS8
{ordinary mcome)] eaclusive of tems 1
thraugh 7, above.

M. Distribution of Recen-
sbles and Inveniory lems.—If & partner
FRcesvg 0 Jdistrioutson of wnigahZed re:
ceivabdes or substartialiy a iated in-
wventory iteme in exchange dor all or part
@l thatl partiei's imleresl i ather parner-
ship property (snchuding money), treal the
transaction as a sale or exchange between
the pariner and the parinership, Treal the
partnership gain or loss as ordinary -
came or loss. In compuling the parmmers
ditnbulve sharet of fuch ordinary
coame or loss, allocate i§ only o part
other than the distributes pariner
will EARE guch amouni iflo SCCouRl B8 pa:
raf under section TO2[a)(8). Ses sec
tion FE1 @nd related Fegulations.,

0. Net Loss Deduction.—~A

rtnership is not allowed the deduction
of net operating lodses. Partners comput-
ing thair pwn N operating loss or taxabl
incame far any tazable year lor the pur
poses of the computation required by sec.
tion 1TZ, musd take into sccount their
share of ke partnership’s ingome and
losses. subject 1o the imdabons o sec
tione 465{s) ard TO4(b) and (d).

P. Specislty Allocated items.—Aliocate
detnibutive shares of mcome. gain, o,
deductan, oF cradil omong The FimErs
under the parinership agresment for shar
ing income ar lass generslly. I the partners

Document: 31
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agree. specific tems m be allocated
smbng them in a ratio remt than that
for sharimg income of loks generally and
such AlkOCATIONS MDY D& MECOENaTed Under
prosnasons of section 704, For instamce, if
the nat incame exclusive af specially alio-
cated ifems s divided ewenly amang thres
partners but same special tems are allo-
cated 50 percent to one, 30 percent to an-
othar, and 20 percent to the thard parteer,
report the special dems on Scheduls K,
lime 15, inttesd of on the numbered lines
on page B ool the farm. (See mstrecbons
for Schedules K and K=1 on pags £.)

Q. Attachments.—Ii1 you need mone
gpace on forme ar schedules, attach sepa-
Fal® shaats mnd uss the S8ME BFFAnDeTeN
as the prinied forms, bull show your totals
an the printed forms. Be swre to pul the
partnership’s name and amployer Kenti-
r*‘:'lﬂﬂ" Aumbpr gn (hese geparabe sheels,

I rmaticn rt:l Schasdule
l.- ~—Prepare and Turmigh il Iﬁ—l
to all panners, Schedule K=1 reflects the
portion of the total distributive amounts
on Schedule K thal sm alocated to sach
F.

hrrn-.r ==A general partner

s e nl'llnlulm 'nd'u:.. ax-
LT hon 3017 M00-2
[IHEIE:I rll"ﬁr
liable for ﬂ'll ablig.

(2] Limibed P:rlur.
ik g w0 m not Be el

bts, and whose

parsonal liabilfy is confined to the am

of money of other proparty that the l'l'
mer contributed or is reguired to ca

to the partnership.

{3) Limited Partnership—aA limited
partnership |:m'rl|:nmpuud-ulj! leasd one
géreral partnes ond 0ne o feons limiled

organized under tha Uniform
Limifed Partnership #&ct or comparable
Stale statibe.

Date Filed: 08/19/2024

@

(4) MNonrecourse Loans—MNanfecourse
loans sne those liabslibies of the pamnership
for which none of the partners have any
Ikl ity.

T. Special Rubes.—

(1) Owganiration and Syndicstion
Eepenses.—Amounts paid of eurmed to
u"nmu & parinership or promote the sale
of an interest in & partership are capital

nes to asctunn 2E3, amd
a4 such are not deductible. The partnership
may elect 1o amortize the nrurnuhm
EEGENSES Ower & parod of BD oFr more
mgnihg, beginning with a monath in which
the parimership beging business. Mnchude
the unamorized organization balance and
Ih'l' amount for Eyndicalion eapenses on
edule L==Balarce Sheets. Ses the note
in :pr:lrr. imstruction 11- for the reatment
of guch amaownts paid o 8 parner.

{2) Contributions to the Partnership.—
Ganevally, na gain or boss is recognized to
the partnership or any of the parinars whan
propery i3 contributed ta the partrershap
in emchange for an interest in the pertner
ship. This nale does rlntluﬂe.rh l-rrsrnl-n
realized on & transier of o part:
ﬂll"lhlpllllw.lld Htlﬂhdillﬂlrnﬂl
rmeni rrlﬁ [within tha meaning of
saclion 35 the parrership wers i
corporaied.

(3) Production Costs of Flims, Bocks,
Recovds, of Simdlar Properly.—Except in
If-lcmu-fpmﬂwuun:m:hirmhl
capital sccount, amounts attributabls To

prn-dul.'unﬁ af a film, seund recording.

similar Pl'ﬁpllfh' are deductibie

years ending durning

L} lc'l'llﬂ'l Ihl partnership rea-

lll:lrll llﬂclinﬂnllw il.#ltln‘tlnl-hl:

all of the income from swch property.
sdctipn 80 Tor definitiong and the method
of computing the deduction aillcwed for the
yaar. il & corporation is 8 member of the
partnership, consult &n |Aternal Rewenos
Service office for assistance.

Specific Instructions
These imstructions correspand with line num.

bers on the firsl page of the welurn, and with

schedules appasring on il other pages

1. Gross ter gross receipts
or sales from ali Lusiness JpeEraboRE BX:
mﬁﬂlhrulrﬂhhmmdmnm

hurhﬂ-mnt- Sales.—M, under section
453, yeui ke Mhe (nstallment  meihod,
attach a schedubs showing separately for
Il'HI- l:'.ll'l"'l'ﬂ'l: year and the thies precsdin E

the follwing: (a) gross sales; (b,
M-l'tnfi:uuclllaﬂ.. &} gross profits; {d)
peereeniage Wﬂﬁu o grass sabes;
{e] amount and (1) greas profit
on amaunt colleched
|nnmu"m':|’1.m Tenedute T (Form 1080)
.

{Bew instruction 2.)

2, Cost of Goods Soid (Schedule A).—

i the production, manufacture, purch
O a8 85 Sl & e

n ths ar

verntones of merchandise on haad
Should be tawen at the Beginning snd eng
of the tasable vear. They may valued
8l cost; cost or market, whichewer is Inwer;
or any other methed approved by the Cem.
missipngr. The valuing masthod you adopt
fﬁ#ﬁlﬂrﬂuur:mmmlm; arsd can be
?lﬂm“ Hmmn pErmisLien g

.D'Ill'hl'lllllhli wants to ad the
l.-||'43| I-Ihlﬂlnrj methiod mﬂ'ﬂm

235009

thon 47F, 0 muet file appheation o do so
an Form 970 or attsch a stalément that
contaims all the information required by
Fosm S70,

Mams wathdradwn Iroam invantory oF pur
chases Tor the personal use of indivedwal
parimers should not be included ss part
of the cost of gald, Accownt for them
n Schedubes

and K=1.

Cosd of Opecations [(Whesre Imvandories
are mot an income-determining Factor) —
If the amaunt you enter on ling 2 includes
an mmount applicables to the cost of opers-
tions, comphete Schedules A

4, Drdinary Intome [(Loss) from CHbher

and Fiducisries.—I11 one pari-
merzhap, {p.lr‘l'.mr'l.hm A) is & partner in an-

bazis of A's irtersst in
&8 of the end of partner
mn which the loas ooounnsd.
yaar does naf coimcids with
acoounting perod of partner
B, include in A’s meturn the distriby
hl:lrl- of the ordi income (loss)

return 8 Filed,

Partnership A will congider its digtribu-
twe share aof other items separately re-
parted on the Schedule K-1 isswed by
partnership B (ses general instruction M
(1} throwgh (7)) as i such ltems were

Exs-13

i

realired d froem thie gourca from
which realired by parinership B or incurred
in the same manner as incurred by pan-
nership B. For ssample, partmership A's
ditnbiative dhane of parinerihip B's capifal

ifE ar (losses) should Do reporisd on

hlidi.ll! D (Form 1065), (imses 2 and 5.

Mongua Deividhe nls. —Moagual-

"Iﬁﬂm! rn: are lawable divedends

arg included in urdinary income

and for which Iha individial mnli' L]

mot entithed to an exclusicn. diwi

dends  sre derived drom  the  following
SOUSCEE.

fa) Corporations which, for their fax-
Able yamr o which the distribution 8
made ar for their nee! preceding larable
Ealr, are edempt Fom tal under sechion

1 {chartable, ebc., organizations) or
sacton 521 (lanmers’ cooparafives),

(b) Mutusal savings banks, cooperative
banky, domastic buking snd loan asan:
ciations, domestic sasangs amd |Gan A%
sociationd, Federal sawngs and loan asio-
cintions, on deposits or  wilhdrewable
socounts, RAeport dividends from  these
organizations as Irbe ast.

fe} Fagulated |neastmant i,
wwcepl to the extent designated thee
company bo DBe taken into ACcount &% &
dividend for thess purposes.

{d} Certain resl estate investmeant trests
wnder secthions 856 to B5E. I

{#) Farsign corparatians, mw: YT
share from & controlled foreign corpa

Qupditying divedends ane uh.llll llh'l
dends received from domestic corpora-

3
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Exhibit E

Department of the Treasury, Internal Revenue Service, Publication 533,
Information on Self-Employment Tax, 1978 Edition, For Use in
Preparing 1977 Returns

(Publication 533 Pages 1 and 2)

(In the far right column of page 2, instructing limited and inactive
partners (for a tax year prior to the applicability of the Social Security
Amendments of 1977) to “include the distributive share of partnership

income or loss and any guaranteed payments in determining net
earnings from self-employment)

Exs-14
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Publication 533

Information
on

Self-
Employment
Tax

Introduciion

The sel-amploymant tas ks part of tha system
faor providing sacial security covernge for par-
sons who work for themsetves. Ench safi-em-
ployed pemson sl pay sell-employmant tax
an part or all of his or hes Incoméa 16 help A
rancs socisl securty benedits, which are pay-
able (o sel-amployed peraons & well 45 Wwiage
SAITHETE.

You must have a soclal securily acoounl
number # you are subjest to the seif-employ-
meet ta., i you do net have ane, apply for it on
Form 58=5, Applcation for & Social Secunily
Mumber, mrmilable at any Social Security office,
o -E;b" S TR mostpost offices, and Intermal Revere offices.
s LSS 1 |\ Filt cut andl ma & bo the Social Security offica
1978 5:_3 U5 lsarving your area. f you already have a socal

L E,;.§ Becuity ACSAUNL AUMDEY, do ROt apply for 2n-
Edition P ok

i .u-a-_;l_.'

RARIe

% "-."'

othver are, ewan though you may have obtainad

@{, your pumber whils you weea an amployes.
rovonpgiin S S et ot meroms:
T A & indicating the State and approximate date
e el you applied for your number arginally. This way
you will obialn the oripinal nusber, ol o e
Department ane.
‘Dr:é!;guw You must file an income 1ax rlum and pay

sall-emplrymant tax f you have net eamings
from self-employment of 5400 or more, @van
thotgh you are nok ol herwiss required ta file an
Income Lax el Sell-employment (3x is come
puted on saparate Scheduls SE (Form 1048)

Estimated income lax, Your declaration of as-
Rimated imeomn tas must include, in addilion o
your aalimated income tax, the seif-ampioy-
most tax atirlbutabia (o your estimaled salf-em-
ploymant incoma. I, in addition o being seil-
amplayed, you resaive wages subject to with-
holding, you may sTenge wilh your employer 1o
incisase your wahhoidng te cover the esti-
maled sell-amploymuent bax,

You miay be subiect 16 3 penaity lor 1iurs ta
pay n full & cormect instalmant of estimalod bix
n o el ite due dabe. For mons informaticn
obiain Publication 505, Tax Withhodding and
Daclaradion of Estvnated Tax. from any Intemal
Fevenue office.

U5 cilimens shroad are sulyect to he saif-
emplayment bax, Hawaver, Eluess sall-smployed
cillzens may aam a imited amount without in-
curting & ssl-ssplopmant’ (e liakiity T thay
it (h Bara Bda resldence besl. See Pubica-
tion 54, Tax G for LS Ciizens Abroad,
avatabie from ary intemal Revnus offics)

For an explanation of the bemelils avallable o
you and your lamily wder 1he social saciity
program, consit your nearest Soclal Security
Agdmnigiratan ofice,

Who Is Liable
For This Tax

IF y&u Camy On @ irade oF DLSinGss a3 n soke

proprietor, are 3 membar of 8 paringrship,
rafdar Becvice nd an ndependenl confraclor,

Exs-15
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o &g othenwsa fn business for poursel!, you
are probably Babla foe salf-employment fax and
wigitle for participation in Me social secunty
program.

Ganarally, a trade or businass = an activity
carmied on lar Bealiheod or foe profit. An acthvily
may be considared & trade or busness i it &
ontaresd inta and carried on in good faih for the
purposs af making & profit. Two characieristic
glamants af & trade or busiiess are meguiarnity of
activilies and trarsactions and the productian
of income.

Example 1. The income thal a doolor, a3 a
sola practiloner, receivas from the prachos of
medicine would bé cordidesad anmings Bom &
trade o business and subssct o seil-employ-
maant 1ax for s3Cinl sacumly plrposes.

Example 2 & member’s dislributve sham of
the Incama frem an invesbmend clud partner-
ship whesa acivilles are limsted to nvestmert
In savinga cortificales, slock, or securltes and
the colechion of intenest or dividends dor |bs
mambes’ Acoounts & nol samings from s&lf-
employmand for social secuily purpoRes Ge-
caise tha partnarship s not enpaged ina trade
of bupinbes.

Mate. Tha facts In pach case determine
whedher or not the activity i3 a trada o buai-
a5 for seif-employment 1&x pLABOSES.

It you have more ihan ane rede or busk
pess, your net eanmings from sell-amploymant
are the combined ned sarnings frem all your
businessag. Thus, s sustained in ons bus-
ness will reduce the income derved from an-
cAFar.

Ewan if you are fully insured inder 1he Social
Secwrity Act, you mead pay the proper pmaun
ol self-empioymeant tax on your annudl Sam-
nga,

Salf-employed mears more than eegulsr full-
tme business aclivites. |t also covars certaln
part-lime work including what you do a1 home
of on the side in addibion 1o your reguarn job.
Same examples of seif-employment are as fol-
lrwes,

Bookkeeplng. An indhidual performing
bockkesging and felabad sarvices for senaral
clants &3 an independen! condraclor & an-
gaged i 3 hrede o buginess, The moome from
this poerca |8 salf-emplaymeent iIncome:

Sideling, T, W, Jones |s emgloyed full-lime as
a glerk by bhe Gresn Co., but in R spoare ime
he sorvices telavisions and radios. M Jones
s his oWwn shag, equipment and ooty and
shtains customars through sdverising and the
recommandation of former customers. Tha in-
come fram the 1sievision &nd rado sorvice I&

salf-amglaymant incoma.

An exaculor's or admibalsirator’s fess 107
sdminittering a deceased person’s astate are
SAMNIRGS [rom sall-smpkyman f tha fiduciany
(inat is, the execubor ar adminlsiraton) is

) 1A wrul;m: Tickucany:
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2) A nonprofessional duciary who administens
an estabe that includes an aciive rade of
Dusiness, Bul only Ik
a) Juch peraon acthvely participates in the

oparation of the Blsinedss, ard
b} Tha fess recedved are related to the op-
aration of the rade of Dusinsis; oF

) A ponprolessioral fiduclary of a singie as-
tiln, tho adminsiration of which réquires
o gnaive managerial actvitles on his or her
plr cwer o long period of Ums, bul only if
the 5 motiites Bhe SuTicient bn scops and
duraticn te consiule the carmying on of &
iracie or basinesi.

Rasasvoh grante. An incividusl who recelves
under & research grant funds which am tax-
iibia, and who is free from the control and di-
raction of the grantor k& an Indapéendent
contrscior, Such funds ane included in the indi-
wichaal's nal sarmings from sl -smgiayment.

Renisly irom real sstwie. Tha rentals that an
ndividusl receives from redl estabe and from
perscnal proparty leased with the real estabe
o nod net samings from sif-emglioymant un-
Beaa the Inwclhvicual B8 engaped in & trade o bus-
rns a8 a real aatabe dealer.

Payments for the use or cccupancy of he-
fnfs, boarding houses, or aparimen! houvsss
furnishing hoted sarvicas 0o nat conatitule rent-
&is from real estabe ¥ services are provided for

sidaned rendensd of the cccupants if tha aar-
vicas & prvarly for ihe convenence of the
oecupatts and ane other than thoe ussally of
cusbomarniy rendersd in connection wih the
rental of Foome o Sther BEacH Tof QOSUDARTY
anly, The supplying of mald service, lor exam-
pia, conatiiies a service for the converience
of the ocoupants, Howeover, services. such as
the furmishing of heat and light, the cleaning of
stainwayy, axits, and kobbies, and the collection
of triesh are not considered Services fumishoed
for tha convenience of the occupants.

Tralier park owners providing land, sendces,
and Taciithes for trader ownen must incluce all
amounts recelned from this activity In comput-
ing net samings from sell employment. Thess
amounts we nol rentals from real estate, as
caplained previously.

Corialn mambevs of the crew periceming
sarvices on a boal that ks engaged in the catch-
ing of fsh or olber forms of aguatic e ane
considensd seif-smpicyed i
1) The membens do not recelve nor are entitled

o By cash remunenation;

) The members v shares of the boat's
cabeh of fish or shares of U procssds fnom
s sale of the calch;

3) The amoust of sach mambers share de-
panda on the amount of e boat's calch of
Bah, @nd

4) The operating créw of the boat i normally
made up of lewer than 10 indbdduais,
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i thess conditions are met the members of
the crew @re responaible jor self-amployment
tax and estimated tax payments. For-further in-
formation see Publication B85, Tax Guide lor
Conmmerchil Flshanmen.

Community Incoms. If any of the Incoms
from & irace of Business & communily Income
under State communty proporty lows, all the
girtss Income and related detuctions are gan-
araly troated a8 gross Feome and dedustions
of the husband bor sbf-smphoymant ks pur-
psid. Hiwaver, B e wile axsrtises substan-
Hally all the mansgement and conlrol dver the
bisiness, all the gnoss Ncome and relabed de-
ductions are Treabed &s incoms and deduciions
of tha wie. A wila s not conaldered o sell-
o of unless she 10 &0 aciual membar of a
partnarship.

Jodnl refurna, Even though you fle o joint
income tex retum, your spouss i nol consid-
arnd 1o ba & seli-amphoyed phnson wiEh rapect
to your nel samings from your sell-amploy-
mpnk, Thus, your spouss cannol qualify for So-
chal Securiy coverage on the basls of your sell-
employment aamings. If your spouse has sedf-
ampoymaent incoma, It & subdect 1o the self-
ampicyment tuc B you both have self-amploy-
mepnt income, aach of you must ke a separate
Schadule SE.

Partmerabipa. If you 006 & pafned you mes! 0
Glude your digtricutive share of partnership in-
coms of loaa in computing your nel samings
frim sal-amployemant.

Guaraniesd payments you recalve frem your
parnership shaukd be incuded, plus your shise
of sarnings or minus your share of losses.

if your tax yaar is difisrsnt from that of your
parinership, you must include your distributive
shie of parnership Income of Kas for T pat-
narship ta year thal ends within pour [ yesr

Examphi.Tou e you' retum on the cakern-
dar-year basis and your parinership uses the
fincal yoar snding Jenusry 3. ¥iou must inchide
o disiributive share of parsership sarmings
and youl guaranieed paymants for the fecal
yaar anding Janusry 31, 1977, i your return lor
the calendsr yaur 197T.

il @ partosr dies within the partnership tax
you!, 1ho decedact's self-empioymend ncoma
will include his or had distributive share of the
meome samad by the partnemsiip through tha
and of the manth in which his o her death cc-
curs. This bs trus ewen though the decedent’™s
astals or hairs may succend ko rights |n Bhe
painership, For this pupose, the parinorship
income for the year |8 conaldensd 1o be sarmed
ralably aach manth,

Fer example, supposs (hal a parther's ds-
tributive shars of profits for the partnarship
year ending June 30, 1677, was 52,000, The
pastner, wiho fed & relum on & calendar-year
basis, died on August 18, 1977, For the partres-
ship year ending June 30, 1978, assume that

Publication 533 (Rerised Oclober 187T)

Exs-16
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the disiributive share of the pariner and the
parimers estate was $3,000. Tho dptensed
partnas’s sadf-amploymant incoms 1o be shown
on his o _her 1877 return will be 52,000 plus
$500 (212 of $3,000), o $2,500

A limited or insctive pariner «il inclede the
distributive share of parnership income or [958

Corporallons. The performancs of servicss as
&n officer or employes of & corporation does
not subfect you to : tax anven
though you may own most oF all of the corpo=
rals sback.

Fess recelved for parforming serdces a8 A
direcior of 8 corporalion amne ncludible in sadl-
empioymant income. I I mme teral whisther
remUneEton B receted Bor BMesding Gned-

forn’ meeptings or Ior ganving on commillees.

Subchapier § corporablons. You are not Ha-
Eia for seif-senploymend (nx on incoma taced b
you &8 i shansholder of 8 Subchapier S corpe-
rafion,

Unincorporabed organizations. Generally, you

clasaified a3 mn asscclation taabie a3 & conpo-
rakion. Sae the discussion of such organiza-
Bana In Publication. 542, Corpovalions and Bhe
Fegaral income Tax, which you may obtain
feom any Inbemal Fevenue office.

Exceptions

In genaral, svery individual carrying on &
trade, business, o profession, eihar indhid-
wally oF in parinership, ls subject 1o the aeli-
el eymart (2 wilh the folawing axceptions.

Public olliclals, slected or appainiad, and
State employsss ars goanprally nol subject to
tha salf-amployment lax on Income derved
frown thesr positiona.

For exampis, an ekected tax colecior wha
pocounts for and bums over all colected taxes
o h treasuner of the taxing authority and wihe
is compensabed from Stale funds on the basly
of a fixed parcentage of the laxes colacted is
mdl engaged n & trade o business and doas
net helrve income from saif-amployment.

However, il an employss of & Stale or its
podlical subdivision i compansaled solefron o
lod Basis for sarviced nol covered under & Fad-
wral-State socisl secunity agresment, the fes ks
malf-preggicyThant incomsa urless, bafors the dus
daie of the enployes’'s 1988 16x relum, thal
inghyidual alected not 1o have tha e covered

| under tha sall-smployment provisions,

Honresident allens & nol subject to the sall-
amployment e, Reskdents of the Virgin le-
lands, Pueric Rico, Guam, or Americen Ss-
o, sl Arp ol Sonsidensd nonnasdant
alens for sell-employment fax paoses and
are thereiors subject 1o this tax,
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Exhibit F

Department of the Treasury, Internal Revenue Service, Publication 533,
Information on Self-Employment Tax, 1979 Edition, For Use in
Preparing 1978 Returns

(Publication 533 Pages 1 and 2)

(In the far right column of page 2, instructing limited partners
(but not inactive partners) to, after 1977,

“exclude the distributive share of partnership income or loss in
determining earnings from self-employment but will include only
guaranteed payments, such as salary and professional fees, received for
services performed by the limited partner for the partnership”)

Exs-17
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introduction

The seif-employment tax 5 part of the sysbam
for provicing social sscurily covaraps for per
sons who wark for themsslves Each sef-am-
ployed parson must pay sef-amploymerd ax
on pan or &l of his ar her income ta help -
ruince soclal security beralits, which are pay-
Bbe 10 sal-amplopad persans as well as wags
Elmers.

You must have a social security aceount
numbssr If you ane subject ta the self-employ-
mant tix. Ij'nl.tdurll;!t NTRE

and the approximats dats on
nly applied for your number, This way you will
obtain the orignal number and Hol 8 Hew cne:

You must fie an income tax retum and pay
sall-employment tax i you rave net eamings
from sat-amployment of $400 or moare, evan
1hDugh Yau ane not othenwise required to fle an
Inoome (X retum, San Lhx is com=
puied on & sepamabe Schedule SE (Form 1040)

Eglimated Incoms tax. Your declaration of a3
fimalad Income tax must includae, In addition o
your eslimabed come tax, the sel-employ-
mand tax stiributabie 1o your estimated seif-am-
ploymant incoma. M, in addiicn o being sel-
employed, you recale wages subject to with-
halding, you may arrange with your employer o
Increass your wihhalding to cover the esti-
mated sal-smpicymant tax.

You may ba subject to & panalty for faiure to
pary in Iull & conrect nstaliment of sstimated Lax
on oF bedore s dus dals. For mors Information
cbiain Publication 508, Tax Witholing and
Deciaration of Estmated Taz, rom any Inamal
Aevanue Sarvice office.

U.5. oliizers sbroad are subjsct 1o the saif.
wmpdoyment (e, Howeves, thess seli-ampioyved
Cillpand mly eam @ Amiied amaunt withaut in-
curing & sell-amplcyment tax llabllty If they
maal iha bana fice residence lesl. Ses Publica-
tian B4, Tax Guge for LS Cilirens dbmoad,
;.nllﬂlmm;- Irtemnal Flavenus Service of-
e,

LS. clilzens oparating & business in LS.
possassion. A ULS. citiven who cwns and opar-
ates A business in Puerto Rico, Guam, Morkam
Mafisha |slards (beginrng January 1, 15780,
American Samoa, o the Virgin telands must
pay tax on sal-amploymenl income (if it
amounts i $400 of mare) from those souces
whather of fal § is sxempt from US. income
taxes (or whethar or not & U.S. income tax re-
turn &= required). Unisss ona of the folowing
Epacial income tax rules apples, attach Schad-
ule SE (Form 1040) to your US, income tax
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redurn. For self-employmeant Income from
BOUTCES wikhin Buam and the Horhern Marlana
Islancs (beginning January 1, 1978), or sslf-am=
picymant incoma Troim sources within Amarican
Samaa that s ewempt from LS. Incoms tames,
ar incame of bana fide residends of the Virgin
Islands, the tax on which is mot pald to the
United States, compute seif-employmend tax
on Form 104085, For seif-amploymaerd income
from sources within Fuarto Rico, file Form
1040533 or Form 1040PR # appropriate, Thase
forms must e fNled with the Interral Revenue
Service Cenler, Philadelphia, PR 159285 For
more information on U5, citirana in U5, pos-
sassion ses Publicalion 5T, Tax Guide for U5,
Citizans £ LS, Possessions.

Social Security benefite. For an axplanation of
ihe benefts available to you ard your family
undar the social securlly progracn, corsuit your
naares! Social Security Administration cMice.

Who Is Liable

If yous carry on @ rade of Dusiness 58 & Boke
proprielor, are 8 membar of 8 partnership,
rander service as an independeni confracior,
or are othare e In business lor yourssil, you
are probably Eeble for salf-amployment 1ax and
aligible for participation in the sacial sscurity
program.

A trade or businees 8 genarally an astivity car-
rlad an for Ivelihood or for profit. An acthity
may be considersd a irade or business [f 1 is
wnbared inta and carred on in good failh for The
purpasa of making & profit. Two characienistc
MEmants ol & trade or business are regularity of
activities and transactions and the praduction
of Income

Example 1. The Income fhat a doctor, 88 a
sale practiicnar, receives from the practice af
mesdicing would b corsidersd aarnings rom a8
trade or Dusiness and subject bo s H-emiploy-
maril tax Tor social securnity purposss.

Exampie 2. & mamber's distribulive share of
the Income from an invesimenl ciub partner-
allp whose activitiea are limited 1o investmant
Iri savings cerificales, stock, or secunties and
the Gollechan of Inerest or dividends for |8
mambers’ sccourts i ned gamings from seil-
employmant for soclal secuwily purposes be-
Cause the parnamship is not engaged In a trade
of Euisiness,

The facts in aach cass detarming whather o
norl Bhe acihvity |5 a trade or busiress for sall-
employmant tax puposes.

i you have more than ong [rags or Busl-
raEs, your nal sarnings from sall-omplopment
aro the combined nat samings from ad your
businesses Thus, & loes susiained in one bual-
rieas will reguce the mcome darfved from an-
alhar,

Ewan i you are [ully insured under the Social
Sacurity Act, you musi pay iha propes amount
:mf-mplmmwrttnmm:muu [T

a5

Sell-employed means. maore than reguiar full-
lime business scthitles. it alse covers certain
pan-time work whal you de at heme
or on the mde @ addition o your negular job.
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Some examplas of sell-amploymrant Gre &8 fol-
lcrwes.

Bookkesping. An individual performing
bookkeaping and related services for several
glients as &n independen! conlracior |8 an-
gEged in & Irade of business. Tha incoma from
this scurce i sal-empdoymant Incomae.

Biclaiine. T. V. Jones ls employed full-time as
a clerk by the Green Co., but in kis spars time
he sarvices televisions and radios. Mr. Jores
has hie own shop, equipment and ook, and

coma from the television and mdio safice i
Elf-amployment Incama.

An axecudor's or sdmindstreior's lees for

(thaat s, the ewecutor or administrator) is:

1) A professional fiduciany,

2) A nonprofesaicnal fiduclary who sdministens
an sstate that includes an active trade or
business, but only If.

) Buch pamon actively partsipates in the
oparation of ihe busineas, and

B} Tha fesa recalved ars related 1o the op-
eration of the irade o business; or

3) A nonprofessional fiduclary of a single ss-
inte, the sdminisiration of which requires
axtenshe managerisl astivitles on the part
of the exaculor or adminstrator over a kong
pariod of tma, bul only i (hess aobhvities are
sufficient in scope and duration to conatl-
tube the carrying on of a trade or business.

Ressarch grante. An Individusl who recehos
under a ressarch grant funda, which are tax-
abils, and who 18 frea from the controd and di-
rection of the grantor |s an Indepandent
confracter. Such funds are included In the indl-
vidual's net sarmings from saii-smploymant,

Rentels from reasl satate, Tha rantals that an
individual receives from real estate and from
parssnal propary |sassd with 1he resl sstats
ara not net aamings from sailf , ure
laas the individual |8 sngaged in a trade or busl
nioas @8 @ real estate danler,

Paymants for the use or occupancy of fo-
isls, boarding houses, or aparimend housas
that furnish hotal services do nol consiituls
rantals from real ssiats f sarvices ane provided
for the occupants. Thase payments are In-
cluded. in delermining net sarmings from aell-
employmant. Genarally, servdces are consid-
arad randansd for the occuparrts if the sarvices
are primarily for the convenlance of the oocu-
pants and ane othed than those usually o cus-
tomarily rendensd In canneclion with the renal
of moms or other Bpace lor occupancy anly.
The supplying of mald sarvice, for sxample,
constitutes a service for tha convenlence of tha
otoupanta. Howewar, sarvices, such as the fur-
rishing of heat and light, the cleaning of atair-
ways, axils, and lobbies, and the collection of
trash are not considered services furnished for
the convenisnce of tha occupants.

Trailér park ownars providing land, sanices,
and taciiles for traller cwnens must includs all
amounts recedved from this actidity in comput-
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Ing nat @amings from sell employment. These
amounts are not rentals from real esiate, s
axplained previously,

Carialn mambers of the crew periorming
BVICEE Of B BOAT Nl 18 engaped in the cabch-
ing of fish or cther fcrme of acuatic ife am
considersd self-amployed I
1) The mambers do Aot fessve nor ane thay

antitiad 1o racelve Bry cash remunaration:
2) The meambars recelvwa sharas of the boat's

{or tha boata® in an oparation involving mons

than one boal) catch of fsh or shares of the

wuydhm

3) Fhg amdurt & each*member's share de-
')_1' i the ameountef the boat's (or the
,1’( in an oparatian iny mare han
/. ohe boat) catch of :
b raperating crew of e is normally
i g4 'hﬂw':g hiduals.
| gy conditions are fhet the mambars of
e | aie reaponsibid o ssil-smployment
tax ard satimated taxpaymants. For further in-

Communlly income. I any of the IRcome
fram & trace of business s community Income
uncer State communily property laws, all the
jgroas income and related deductions are gen-
warally treabed as gross iIncome and deducticns
of ihe husband for salf-employmant iax pur-
posas. Howsvar, i ihe wile axsrcisss substan-
tially ali the managament and control ower the
business, ol ihe gross income and related de-
ductions are treated as iIncome and deductions
of the wits. A wils B not considarad @ sall-
amployed parson Lnbass ahe RS har own Dus-
meas oF Unless she s BN actual member of &
parinarship,

sdaint reiume. Even though you file a joint
Incoms tax refum, your spouss is not consld-
afad bo ba 4 sall-amploysd parson with reapact
b your nel samings from your sell-amplay-
mant. Thus, your spouse cannot qualify for So-
clal Security coverage on the basis of your salf-
amploymant sarmings. If your spouss has salf-
amploymant income, it 18 subjsct to the sall-
ampioymant tax. i you both have sell-employ-
mant Incoma, sach of you must file a separate
Schedule SE (Form 1040).

Parinerships. If you &re & pariner, you must
Inchede your distributive share of parinership
incoma or loss in compuling your nel eamings
From sall-amalaymand.

Guarsnised payments you receia from your
partrarahip abeuld ba includesd, plus your share
of sarrings or minus your share of lossas.

1 your tax year Iy difsvenl from that of your
partriarshig, you must Include your disiributive
share of partnarship Income or lcas for the part-
narship tax yaar that ands within your e pear.

Exampla.You file your retwmn on the calen-
dar-year basis and your parinership usas tha
fiscal yaar anding Januany 31. You mist inslude
your distrinutive share of partnership sarmings
and your guarantesd pa for tha fiscal
yaar anding Jaruary 31, 1878, in your reburn for
the calendar year 1678

Publication 533 (Revissd October 1678)
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I & partoer dies within the partrership tax
yaar, the decedsnt's sad-smploymaent income
will include his or her distributive share of the
Incams sarmed by the partnership through the
and of (ke manth im which his or har daath oo-
curs. This ls true even though the decedant's
eatate or heins may sucoeed to rights in the
parinarship. For this purposes, the partnership
Ingome for the year is considensd 1o b samed
ratably aach month,

For axampis, suppose that a pariner's dis-
tributive shara of profits for tha partnarship
yaar anding June 30, 167, was $2.000. The
pariner, who fled & relumn on & calendar-yess
basis, disd on August 18, 1878, For the pariner-
ship year ending June 30, 1579, assume that
the distributive share of the parines and the
parinar's aatals was §3,000. The deceassd
pariner's sall-emgploymant incoma to be ahown
on his or har 1978 refum wil be §2,000 plua
$500 (212 of $3,000), or $2,500.

A limited or inactive pariner will inciude ths
digtributive share of partnenship Incema oF |o
and ANy QUATAMBAd DaYTEnts In detarmining
nat aamings from sali-smploymant. After 1877,
a limited partnar will axciude the distibuiive
snare of partnensnip income of loss In debenmin-
ing aarmings from seli-amployment but will in-
clude only guarantesd paymants, such as
salary and professional fees, recelved for s
viced parformad by the (imited partner for the
parinemship.

Corporaticns. The perlormance of serdces &
an afficar or amployss of a coparation dos
nat gubject you to sell-empioymant tax even
though you may own most or all of the corpe-
rafe stoci.

Feai recalved for performing sar/ices &l &
direchor of & corporation are Incledibls In el
amplcyment Incoma. |f I8 Immaterial whather
remunenation i recelved lor attending direc-
tors’ mastings or for sarving on commithees.

Subchapler § corpormtiions. You are not lis
bl for salf-amploymant tix on Income taxed o
you as & sharsholdar of & Subchapler S compo- |
ration. |

Unincorporated organizations, Genarally, you |
are rol considared sall-amployed If you are &

mambar of &n unincomorabed organization tha

has caraln corporate charpciedstics and B

classllied as an association taxable as a corpo-

ration. See the discussion of such organiza-

tions in Publication 542, Corporations and it

Faderal Income Tax, which you may obtain

from any intermal Rissenus Serdce offics.

Exceptions

In ganeral, avary indhvidusl carmying on &
rade, budineas, or profeasion, alther Indbid-
ually of in parinership, s subject to the sl
amploymant lax, with the lallowing axceplions

Public oiicisls, alacted or appointed, mnd
State amployess are ganarally not subject 1o
tha sall-amploymant tax o INcome darved
from their positions.

For axampls, an elected tax collecior who
acoouris for and turns ower all collectad taxes
1o the treasuner ol the taxing authority and wha






