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1. Interest of Amicus Curiael

Managed Funds Association (“MFA”) has more than 180 member
fund managers (151 of which have offices in this judicial circuit),
including traditional hedge funds, credit funds, and crossover funds.
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 Appellants 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).
Appellants explain 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
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. Appellants’
Brief SA12.

The Tax Court’s judge-made functional analysis test is 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 one who 1s “functioning” as a “passive investor,” id.,
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 partner interest in the same partnership (a fact
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that the Ways and Means Committee explicitly underscored in its
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. 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.3

MFA submits this brief to provide additional history and context
regarding the statutory provisions at issue. 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),

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 1mplies; n that capacity”),
http://www.oed.com/search/dictionary/?scope=Entries&q=as%20such;
Code § 701 (“A partnership as such shall not be subject to the income
tax imposed 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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regardless of whether the partner provides services to the partnership
and 1s 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.
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 (euphemaistically, a “compliance campaign”)

and thereafter (during this litigation) quietly amended the decades-old
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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 that (for SECA tax purposes)
Congress intended for a “limited partner, as such” to “refer to passive
investors.” Appellants’ Brief SA12.4

The IRS’s audit campaign and the Tax Court’s 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

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 the Tax Court’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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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.

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[a]lme increasingly

7
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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
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 . ..

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).
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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
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

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.

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.”
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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.”

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

10
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corresponding income tax provisions for taxing self-employed persons
for social security purposes,” a longstanding congressional policy
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

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”).

11



Case: 25-2079, 12/15/2025, DktEntry: 62.1, Page 19 of 61

for reading a “functional analysis test” into the SECA tax provision
either.
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

12
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partner”: “A limited partner is one who may not be held responsible for
partnership debts, and whose potential personal liability is confined to
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.

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 is not, and does not purport to be, a
definition for purposes of self-employment tax.” Appellants’ Brief SA14.
But that is not the point. Instead, the definition reflects the IRS’s

contemporaneous understanding of the words “limited partner” when

13
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the legislative proposals to create the limited-partner exception were
being considered.

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-

23

Employment Tax,” had previously instructed that “[a] limited or
mactive 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

14
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original). This revision demonstrates that the IRS recognized three
important principles. First, the terms “inactive partners” and “limited
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).

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)—which states: “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.”—clarifies that the income addressed in paragraph (b)(1)
needs to be included even if not arising from personal services of the
partner. Contrary to Appellee’s suggestion in related litigation, the
second sentence is not providing that, “Generally, [a limited partner]
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.” The term “you” is used throughout the
regulation, including § 404.1080, and is defined in § 404.1002(a) to
mean “any person whose earnings from employment or self-
employment are included or excluded under social security.” Thus,
the “you” in the second sentence is the same person being addressed
throughout paragraph (b)—a member of a partnership that is
carrying on a trade or business, as first referenced in paragraph
(a)(2) of the regulation, not a limited partner. Also, the words
“Generally” and “will not have to perform services” indicate precisely
the opposite of what Appellee has suggested—namely, that a partner
may (and, indeed, usually will) perform services and participate in
the control of the business.
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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.

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 1is 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

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. The manual
1s a “subregulatory-guidance document.” See Schofield v. Saul, 950
F.3d 315, 317 (6th Cir. 2020).
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copy of the certificate of registration when there is a question as to
whether someone is a limited partner.” See id. Finally, it rejects the
notion that a limited partner must be a mere passive investor: “The
terms ‘silent partner’ and ‘inactive partner’ are sometimes confused
with limited partner. They are not the same.” RS 01802.304 Partners,

https://secure.ssa.gov/apps10/poms.nsf/Inx/0301802304. The POMS

thus directly refutes the Tax Court’s assertion that the statutory term
“limited partner” must mean a passive investor who is a “silent partner”
or “inactive partner.”

Loper Bright recently explained that “due respect to Executive
Branch interpretations of federal statutes ... was thought especially
warranted when an Executive Branch interpretation was issued
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.”
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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
imposing financial penalties on individuals who had engaged in non-
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. dJustice 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:
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Our point is not that the administrative guidance 1is
controlling. Nor 1s i1t 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.

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 Tax
Court’s 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
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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
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).1!

In 2010, Representative Baucus and Senator Levin, the chairs of

the Ways and Means Committee and Senate Finance Committee,

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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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
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

12 A similar rule would have applied to S corporation shareholders, and
conforming amendments were proposed for the parallel SSA
provisions. Id.
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business in which the partnership is engaged.”'3 Thus, the chairs and
staff of the congressional tax-writing committees in 2010 understood
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.14

If section 1402(a)(13) were already limited to only passive
investors, none of the foregoing proposals would have been necessary

and they would not have raised any revenue.

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).

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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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
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 — (i) 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

:

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” 1s 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
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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
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 1s 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).
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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
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).
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The Tax Court 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.” Appellants’ Brief
SA13. 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 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).
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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
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

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 is 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)).

28



Case: 25-2079, 12/15/2025, DktEntry: 62.1, Page 36 of 61

D. The IRS audit campaign and the Tax Court’s 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 by reason of providing
services and not being merely a passive investor.16

In 2018, the IRS launched the audit campaign that led to this
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),

16 In 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? It is
not relevant here, where the taxpayer is a limited partner under
state law.
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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
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.

In remarks at the Texas Federal Tax Institute, the author of the
Tax Court 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
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.
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280 (1946), and Commissioner v. Culbertson, 337 U.S. 733 (1949), which
hold that federal courts must look past labels to 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; nor does anyone question the Tax Court’s ability to probe
those bona fides. The Tax Court’s 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’r, 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 1s 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, Soroban Capital Partners LP’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, the Court should reverse the Tax Court.

December 15, 2025 Respectfully submitted,
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Exhibit A

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).
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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-
eurity Act, little noticed
for two decades, has final-
ly been found by Wall
Street promotors — and
Congress.

The loophole is a provi-
sion in the 1950 Social Se-
eurity 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 classified
2z self-emploved.

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

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

Thus a limited partner-
ship is potentially valua-
ble to teachers, govern-
ment employves 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
fquarters of coverage to
gain eligibility for a disa-
bility benefit under Social
Security.

“By an investment of
£5000 he became a limited
partner late in 1872, He
was credited with four
quarters of coverage in
1972 and four gquarters of
coverage in 1874 on the
basis of $400 income in
each year from the limited
partnership, a 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 insured status. His
monthly Social Security
benefit iz $93.80 and az a
dizability 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
ecrutinized many limited
partnership  promotions.
Of 40 formed since 1970,
none has returned 3400 a
year on a $5000 invesi-
ment, Only five have gen-
erated $400 a year om 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 beth
the Social Security Ad-
ministration and the Trea-
sury Department have
i;;}:ad Congress to plug up
he

Exs-3

limited partnership

loophole In the Social Se-
curity Act.

There js 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 reporfed
net income for the 12
weeks ended Nov, 9 of $3,-
562,000 or $1.13 a share
versus §1.867,000 or 53
cenfs for the same peri
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 cen-
ter in Readville, which
was destroved by fire in
August, 1969, Sales were
£293.4 million versus
$247.6 million.

Ket income for the 40
weeks ended Nov. 9 was
£6,685,000 or $2.18 a share
versus $3,881,000 or $1.23.
The latest period includes
the extracrdinary 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 partrership, syndicate, group,
ponl_ jnint venture, nr nther unincormoeatad nrg.amﬂlunn through or by which
any business, financial eperation, or venture is caried on, and which is not,
mthm the mﬂning af 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 wsless otherwize specified)

Highlights for 1976

Pleaze nate these important changes that hawe been made beciuse of revisions in the fax law.
Organizaton Fees.—~Amunts paid or incurred o argarize & partnership are not de-

ductible a5 turrent expenses. See page 2.

Additional First-year iation.—The amount of addtional firstyear dﬁ[lf'ﬂl:la‘tll;ll'l
that the partnership can dstnbute has been reduced toa mazimum of 32,000, See

Intm'nal Havenue Service

e N -

4
4 ﬁweﬂmﬂ Interast,—Tha information reguired (o be sipplied the partners for inter-
est on investment indebtedness has been revised to refled the new provisions that re-
duce the angsunt of such iMerest allowable as a deductior by the partners, See pages 3
and ¥ and Schedule K, line 17,

Prepaid laterest.—Dedudions for interest prepayments must be allocated owver the
peariod of the lean. See page 3.

Constructon Period Interast and Tawes.—Mew provizionz limit the deductions for
conatructicn parod intoras: and toxes in the cose of norresidential roal preperty. Esa

page 3.

Distributive Shares.—Lirder the new, more restrictive provisions, income or {loss)
is allocabie to a partner ony for the partion of the year that persan is a member of the
partnership. See page 5.

Speclal Aliocations.—Mew, stricter rules apply for spedal allocations o be made If
lé\e partm:r: distributive shares are not provided for ir the partnershp agreerment.

] S,

I,lrnl!rhun on Deductiblé Losses.—New limitations (besed on the ameunt at which
the partner is “'ab risk™) heve been placed on losses that :an be deducted fram certain
farming, leasing, motian piture film or video tape, and ol and gas activities. See page

6.

Minimum Tax.—Additioral tax preference iterns for intngible drilling costs and the
partners’ excess itemized leductions have been added, Sea page ¥ and Schedule K,
line 16,

Mew Dwp ign Rt Rules apply o dispaaitionsol depreciable esidential real
estate. See Instructions for Farm 4797,

MNew Rules Apply for Re:apture of Intangibie Dﬂlllm ad Development Costs on oil
and gas properties. See Instructions for Form 479

et e e e ——

foreign parimership whose partners aré

General Instruchans

Made: b iz npnrtank that the parkneship's nama
be shown ihe same on all tax relums and other
docements filed. e the label prvaded. IF the part-
nership’s mams, addvess or empoyer identification
nusmber is wrong a5 thowa on 1he lubel, make the
nacassary coarschions right on the labed. If the par-
mershap did nal recerne a4 Lebel, show the comact
ampleyer identificalion numEer initem O ca page 1.
I il pamnersip Sess not havd ¢ sumban, pou must
apply for cme en Form 534, avalable at any Social
:ﬁ\_:uri[‘_l Adminisiration of Intemil Revenus Sansica

[[=3

A. Who must file.—Ewry partnership
{ses general instruction L1} for excep-
tions) engazed in a trade or business or
having ireerme fram aouees within tha
United States must file Form 1065, It
must do se whether or ot its principal
place of besiness is outsde the United
States or all [ts membears sra nonrasident
aliens, 1f you file for a syndicate, pool,
jmint wenture, or similar goup, attach to
the return 8 copy of the agresment and
all smendments, unleas you hove pre:
vigusly filed & copy.

File only one retum for each partner-
ship. Mark "duplicate copy” on each copy
you give to an individual partner.

 B. Time and place for filing.—A resi-
dent partnership must fila Form 1065 on
OF DETGre Ine 409 O3y OT TNE S0 imoanTe
following the close of the taxable year, A

nanresident alians musk file its return on
ar bafare the 1Eth day of the &th month

follawing the close of the taxabbe year,

if ibs partserabiy's princi-
= M Bl e B

1 ¥
Ehid In

Usa ihe following
Internal Revenue
Sarvice Canter addness.

Mew fereey, LOMD Wawsedy Muvfas

Mew Tory Uity ol cousters  Helbwille, Few York L1799
al Nasau, Fockied,

Sullelk, and Weikcheiler

Hew Work (a0 ghier coen-
tied), Consectiogl Kaise,
Magzachusetty, Piss Hamp:
shire, Rhods (e, Yok

Dielosmre. Délalc ol
Cqmrrﬁh, ll.mlud
Pl higyin

300 Loweld Sirest
Andove, Mass. @

1L5EL bacanvell Boulevied
Philadeghia, Fa, 19155

&llbmm Flasida Beorgis,
Mississgp, Souli Careling

4500 Miford Mighway
Chamble. Georpla 30006

Hichigms, Ohis

Cincarali, Dhio  44509R

Bzhanpae, Kanksa Losidisaa,
P Wiz, Oklfoma,
Texms

Aines, Arigena, Colersdn,

| ey, M-Jmﬂcrl. LA,
P riiien, iy Plaith

Cabpta, 1
[h:ilﬂ u“{mmunmrna
Wyoming

3E51 B imercegional

iz bery
h!hﬂ Teoas 78740
1160 e 1700 South 5.
Deden, Uinh  B420L

Hllinais, lowa,
Miriaari, Wisoardn

7306 East Dannider Kasd
Hanass City, Misisari 64170

Calilem s, Hawi

S045 Essl Dutler Aeeniss
Frédng, Califarids 031889

Iraligns
Ll full,

Viipain, Wil Wrgnia

Hrrﬂuh Mirth
gl =t

Herana Tem. 9110

A partnership without & pincipal office
or agency or principal place of busingss
in the United States rmust fle its return
with tha Interasl Revence Sevice Canter,
11601 Roosewslt Boulevard, Philadelphia,
Pannsylvania 19155,

C. Period covered by retwn.—File the
return for the calendar year 1976 or other
laxable year beginning in 1975, A partner-
ship’s taxable year shall be determined as
though the parinarshin wee & faxnawer.

0. Change in, or adoption of, account-
ing period.—A 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 70&(b). A change by a princi-
pal parther fram one taxable year to an-
other st mest the proviions of sec-
tiens FOG(h) and 442, A prircipal partner
i5 one whio has an (nterest of 5 percent
or mare In the partnership profits or
capital. For the taxable years of partners
ships resulting from a merger or division of
other partnemhips, see sedions FO&(D)
and THALRIE

E. Signatum.—One partnsr must sign
the raturn, If & receiver, truites in bank:
mptcy, or assgnes is in cuntrol of the
organization's properly or tusiness, that
person must sign the return.

Any persan, firm, or conoration pre-
paring a parteership return fr compansa-
tion rmust also sign to verify the return,
Howewer, @ werifying signature is not re-
quired if the weiurn is preparsd by a regu-
lar, full-time partnership employes, such
s & clerk, secretary, or bookkesper.
If a firm or corporation presares the e
turn, it should be signed in the name of
Mo Biaans wrn s s ks

F. Penalties.—The law provides severs
penalties for sillful failure tc fle a return
on time and for willful attenpt to evade
or defest payment of any taxdue,

G. Accounting methods.—Computa ar-
dinary incoms by the accouwiting method
rogularly used in maintaining tha portnar-
ship's books and records. The method
should clearly reflect income. (Ses sec-
tion 446). Uriess the law spcifically par
mits, & taxpayer may not change the ac-
counting methed used to nport incoma
m prios weard (for income # a whole o

any material Il#l'l'l] i
tlng consent on Form Hﬁ mﬁ
for Change in Accounting Mlthnd.

Rounding off to whole-dolizr amounts.—
You may s the money imms on your
return and accompanying schediules &%
whole-dollar amounts, To dc so eliminaybe
any amount less than 50 cents and in-
crease any amount Trom 50 ents throwgh

949 cents to the next higher dallar,

H. Recordkeeping.—Your records must
e retained as long as their sontents may
be material in the sdministation of any
Internal Revanue law. Recordi that support
an item of income or a deduclon appearing
e yaimn pmbsor plhgubd be bpl wastil LUe
statute of limitations expire; for that re-
turn, Usually this is 3 years vom the date
the retern wes due or filed. iame records
must be keptindefinitely. Rewords of trans-
actions relating to the basi of property
should be retiined as long as they are ma-
terial in determining the hass of the orig-
inal of replacement progery. Copies of
your filed tas returns shoull also be re-
tained as part of your records. Obtain Pub-
lication 552, Recordkesping Iequirements
gm:l %Guid&tﬁ'ﬁal Fublicationg, for further

otails.

I. Information returns.—ivery partner-
5 Enﬂll e INIOrmacedy regun i IT
m , in the course of its Tade or busk

Exs-5
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npss during the calendar year, payvmenls
of interest fpther than undes the $10 rule).
rents, comnissions, or other fiked or detar:

— . —minable incame totaling TE00 or more fo

Ay ane pEnan,

For example, f the anership ke
interest pavments totaling $10 or mome
on bank diposits and sevings and boan
association aceounts, it must file Form
1090=0NT,

Use Fanr 1096 to summarize an
mit information returns te nternal
Revenue Service Center. Far mum infar-
imation abiut filing infermation retums
and excepténs thereirom, see the instrue-
tions for Fomm 1096,

trans-

J. Foreign bank, securiies and other
financial accounts, and grantors, trans-
ferors or beneficiaries of Foreign trusts,
#te.—EBe sire to answer qeastions G and
H af pags & gf Farm 1065 If gither of the

Yas' i5 cheched, attach Ferm
d4683, LS. nfermation Return on Fargign
Bank, Secuities, and Other Financial Ac-
counts, and Fnr|=i n Trusts. Check *'Yes '
Tepr Question G 0 Ui pOnngrsnig owns
mare than 0 percent of the stock in any
corpaeation that owns one or more foreign
bank accounts.

Flease nite that this year Form 4683
muest be filed by @ partnership having any
interest in b foreign trust. In prior years
thiz farm wis regquinkd o repart an dited
est in a trust only if the interest was mare
tham a 50-procent interest,

A W5, pirtnership that transfers prop-
erty to a foeign brust may be requined to
include the income attnibutable to such
property in the partnership’s taxable jn-
eama o diming 1976, such trust had a
.5, beneficary. (See sectien 675.)

If the parnership transfars property to a
forsign corparation a5 paid-in surplug or a8
a contribution to capital, or to a foreign
trust or patnership, thers is iImposed an
excise tax as computed under Section
1491 [ses form 926, Transferor of Prop:
gily o A ‘Fnrelgn Cﬁrpurathnn, Foraign
Trust, or Fereign Partnership). In hew of
this excise ax, the partnarship may eloct
to treat such transfer as a taxable sale oF
exchange as specilied in section 1067,

K. Balame sheels.—The parinership
halance sheets must be comoleted, These

balanee sheets, Schedule L should agree
with the awcount books. An diffarances.
should be explained in an attached state.

meant.

If any o the liabilities reflected on
Sehgdule L are nonrecaurse loans (as de-
fired in Gereral 1nstri.|-:.tlun Si4y), h-c =un!

vided on Form 1065, page 4, question L.

Partnershps reporting to the Interstabe
Commeice Commission o to any na-
tional, Stats. municlpal, er other public
officer, ma:.r_—,uhrm! instead af Sehedula L,

copies of their halan:s shegts prescribed
oy T LAHTTIESION STanE ar I'I‘ILIIIIGIF.IHI

authorities, as of thn tmgmnlng and end af
the taxable year.

L. Electins.—(1) An umincorporated

ﬂ anization  gualifying under saction
(a} as in investing partnership or as
purtu:lpsahnl in the joint production, ex-
tractian, or use of praperty under an ager-
ating agroomaent, may elwct to be ox-
cluded from treatment as & partnarship
under secton 1.761-2 of the Hq:gulntlnn:
The wunincxrporated organization  may
miake the elBction in a stalément attached
fo Form 1085 for the first year for which it

2

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

{2} Geneemily, the parnership shall
make the slertinns affecting the computa.
tion of taxable income from its opera-
tigng, Exampes of sech eletions are the
accounting method employer, deprecistion
methads, etc. However, cedain elections
are made by a partner separately on the
partner's individual incom: tax  return
rather than by the partnershp. These alec:
TIEME arg msne unosr Secriol L (roreign
tax credit), section 617 (deduction and re-
capture of certaln mining eploration ex-
penditures, paid ar incured), section
57(c) [definiton of not lease), and ses-
tion 163(d) [limitation on isterest on in-
wastiment indesbtednass).

{2) Section 10232 provide: for the non-
recognition ol gain where priperly is com-
pulsarily or inveluntarily canverted into
other propery or into meney. Section
784 provides rules conceming the alec
tion a partpership may file to adjust the
bagiz of it rmaming asset; in the svent
assets distributed te a patner have in-
Cragssl or JECreEsTEed ik YaIlE and asg o
adjust the basis of its assets to reflect the
purchase price paid by a new partner for
the new partner's interest, oias a result of
the death of a partner. Infomation about
ather electioss may be found under the
applicable - sections of Chepter 1, sub:
chapter K of tha Coda and the Regulatlions.

M. Bection 702(a) items.—The partners
are required by the Code te take into ac-
count separately their distrbutive shares
of eerain specific items enumerated in
the Code as follews: (1) gans and losses
fram sales and exchanges of capital as-

515 hald for n-:st myore thas six months:
) gains and losses from sales and ox-
changu uf capital assets beld for more
than six menths; (3) gaim and Iosses
from sales and exchanges o property de-
scribed in saction 1231; @) charitable
contributions; (5} gualifyiig dwidends;
(B) taxes described in sedion 901: (7)
other itema of incame, gain leeg, dedue-
tion, ar credit, to the extem provided by
regulations (sea Instructiors for Sched-
ule K); and (By taxable ircome or loss
{ordinary income) exclusive of items 1
through 7, above,

M. Distribution of unreilized receiv-
ahles amd inuenfore ileme —IF & pafase
receives a distribution of nrealized re-
celvables or substantially aspreciated in-
ventory items in exchange o all or part
of that partner's interest in other partnere
ship property (including moey), treat the
transaction as a sale of exclange between
the partner and the partnership. Treat Tha
portnerahip gain or loss oy ordinary in-
come or Ioss In computing the partiens”
distributive sharés of suck grdinary in-
come or [oss, allacate it only to partners
ather than ihe distributes pariner who
will take such amount into scoount sepa-
rately under section 7O2(a'(8). See sec-
tion 751 and relsted Regulatons,

0. Met operating loss deduction.—A
partnarship s mot allowsd the deduction
for net operating losses. Parners eomput-
g thedir awn net operating bss or taxable
income for any taxable year for the pur-
poges of the computation rejuired by sec.
tion 172, must taka into sccount their
ahary of the parinershig’s income and
logses, subject bo the limittions in sec-
tions 46%(a) and TO04{b) and (d).

P. Specially allocated items.—Allocate
digtributive shares of income, gain, boss.
daductien, or credit amang the pariners
under the partnership agreenent for shar-

-
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ing income or oss genarally. 1 the partners
agree, specifc tems may be allocated
among them n a ratio difersnt than that
for sharing ircome or loss generally and
such allocateoss may be recognized undeg
provisians of section 704, For instance, if
the net income exclusive of specially alio-
cated items is divided evenly amaong three
partners but some special itams are allo-
cated S0 percant o ane, 30 percent ta an-
wother, and 20 percent to the third partner,
rop=rt tha apciol tame on Ochadaula By,
line 15, instesd of on the nunmbersd lines
an page 1 of the form. (See instrections
for Schedules K and K=1.)

Q. Attachments.—If you need mare
space on forms or schedules, attach sepa-
rate sheets ard use tha same arrangement
ag the printed forme, ot elow your fotale
an the printed forms. Ba sume to put the
partmership's name and employer sdenti-
fication numb:r on these separate sheots.

R. Informadon  regarding  Schedule
K=1.—Prepare and furnish Schedules E-1
to all partners. Schedule K=! reflects the
mruaunis an Bbadlile B bhad nea allasstasd
to sach partnir.

5. Definitiors and Special Aules.—

(1) Genera partner.—A general partner
is a member 3 the organization who, ex-
copt as provded in section 301.7701-2
{dj{2) m the Regulations, 5 porsonally
linkle for the daligatisns of the partnorship.

{2) Limited partner.—f limited partmer
i ome who may not be hakd responsible
for partnershis debis, and whase potential
parsonal labilty s confined to the amount
of money or ither property that the part-
ner contributel or is required to contribute
fr thie partneskbin

(3) Limitea partnership—a  limited
partnership isone composed of at least cne
gengral partner and one or more limited
partners, arpnized under the Unifomm
Limited Partrership Act or comparable
State statute,

(4) Nonrecurse losns.—Honrétourss
loans are thos: kabildies of the partnership
for wihich nore of the parinars have amy
liability.

{5) Organiation fees.—Amounts paid
ar ingurred ti arganize a partnership or
promote the sile of an interest in a partnas

ship are capial expenditures subject o
mgorion Z83 g s much oare nog odeducei

ble. Inchede these amounts on Sched-
ule L—Balame Sheets. See the nole i
spesile inslriclon 14 for the treatmant
of such amownts paid to o partner. Also
sa@ section 7% for further detals.

{6) For thespecial treatment of cerfain
srpenditures nourrsd in the production of
filmE, books, woords, oF similar propety,
see Section 280,

R

Specific lmtrucmnﬁ
These instuctees cormespond with ling sembess

o the first pag of the reduen, and with sched-
whes appeanng o its olber pages.

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

Installment sales. under saction
453, wou ws the installment methad.
attach a schedule showing s2parately for
the currant year and the three preceding
years the folbwing: (a) gross sales: (b)
cost of goodssold; (o) gross profits; (d)
percentage of gross profits 1o gross sales;
(e} amount cillected; and {f) gross profit
an amount cdlected,

— o - -
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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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1970

Oepartment of the Theasury
Internal Revenue Service

Instructions for Form 10635
U.S. Partnership Return

The term “‘partnership’ includes a limited partnership, syndicate, group,
pool, joint venture, or other unincorporated arganization, 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 refarences are to the Internal Revenuve Code unless otherwise specified)

General Instructions

Note: 1f the parimsership’s employer identifica-
tian nomber is wrang on the lshel or if the par-
mership did not receive o label, show the cosrect
number Im itsm O on page 1. If the partnership
dops mot hawe a number you musl spply lor one
on Form 554, available at amy Social Security
Administration or Intenal Revenue Sarvice office,

A, Who must ﬁfe.—Ewr{ partnarship
(see general instructiopn K(1) for excep-
tions) enpaged in a trade or business or
kaving income fram sources within the
United States must file Form 1066, It
must do sz whether 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,
jorinit wenture, or Similar group, attach to
the return a copy of the agreemest and
all amendments, unless wou hawve pre
winusly filed a cojpy.

File only one return for ocach partmer
ship. Mark “duplicate copy™ on each copy
yod give to an individual partner,

B. Time and place for filing—A resi
dent partnership must file Form 1065 on
or bhefora the 15th day of the 4th month
following the clase of the taxable year, A
toreign  partnership whose partnérs are
nancesident aliens must file its return on
ar haltore the 15th day of the 6th month
foliowing the close of the taxable year.

rﬁ"ﬂm :mhﬂ"‘:“; Use this address
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' v
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Centbar
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seifur

319 Lowall Soroet

Amdover, Mess. GLEL2
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Jﬁal 5, Intarigusnal
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A partnership without & principal office
ar ageney of principal place of business
in the United States myst file its return
with the Internal Bevenue Serdea Center,
11601 Roosevelt Boulevard, Fhifadelphia,
Pennsylvania 19155,

C. Poriod coversd by return—File the
return Tor the calendar yvear 19735 or other
taxable year beginning In 1975, A partner:
ship's taxable year shall be determined as
though the partnership were a taxpayer.

0. Change in. o adoption of, account-
ing period.——A change by any partnership
from one taxable year to anather, or a
new partnership’s adoption of an initial
taxable year, must mest the provisions
af section 706(b). A change by a primei-
pal partner from one taxable year to an
other must meet the provisions of sec-
tions F06(b} and 442, A principal partner
la one who has an interest of 5 percent
or more I the partnership profits o
capital.

For the taxable wears of partnerships
resulting from a merger of division of
other partnerships, see sections YOG}
and 7802}

E. Signature—0One partner musi sign
the return, If a receiver, trustee in bank-
ruptey, of assignes is in control of the
organization's proparty or business, that
person must sign the return.,

Any person, firm, of eorporation pre-
panng a partnership return for compensa-
tion must also sign te werfy the return.
However, a werifying signature is not re
quired if the return ia prepared by a reg-
ular, full-time partnership employes, such
as a clerk, secretany, or bookkeeper, If a
firm or corporation prepares the return, it
should be signed in the name of the firm
arf eorparathomn,

F. Penalties.—The law providas savers
penalties for willful failwre to file a return
on time and for willful sttempt to evads
or defeat payment of any tax due.

G. Accounting metheds.—Compute or
dinary income by the accounting method
regularly used in maintaining the partner
ship's books and records. The method
should clearty reflect income. (Ses sec-
tion 446). Unless the law specifically per-
mits, a taxpayer may not change the ac-
counting method used to report income
in prigr years (for imcome as a whole 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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Rounding off to whole-dailar amounts.—
You may show the money items on your
return dand accompanying schedules as
whaole-dollar amounts. To do 5o eliminate
any emeunt less than S0 cents and in-
creage any amount from 50 cents through
%9 cants to the next higher dollar.

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

(1) Interest on government obliga-
tions.—The interest on obdigations of a
State, or U.S, possession, any of their
palitical subdivisions, or the District of
Columbia, is exampt subject to the excep-
tions described in section 103,

(2} Proceeds of insurance policies.—
In general, the proceeds of life insurance
policies paid to the partnership on the
death of a partner are exempt. If the in-
syrer holds any of the praceeds under an
agreement to pay intorest, the interest i3
taxahlbe.

{2y lncome from  improvements by
fessee.~—Income other than rent derived
by & lessor of real proparty upon the fer
mination of & lease, represanting the value
of sueh property attributable to buildings
erocted or other improvemants made by
the lessee, is ewmcludable unless it rep-
resents & Dguldation ;o kisd of leasze
rantals,

I Informatlon retums.—Every partner-
ship shall file information returns [ It
makes, in the course of its trade or busi-
ness during the calendar year, payments
of interest (ather than under the $10 rula),
rents, commissions, or other fiked or deter-
minablg incame totaling $500 or more for
any one person.

For example, if the partnership makes
interest payments totaling $10 or more
on bank deposits, corporste bonds, stock-
holder's accounts, and savings and loan
association accounts, it must file Form
1099—INT.

Uge Form 1096 to summarize and trans-
mit Information retumns to your Internal
Revenue Serdice Center. For mere infor
mation about filing information retums
and exceptions therefrom, see the instruc-
tins for Form 1096.

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

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

K. Elections.—(1) An unincorporated
organization qualifWing under section
761(a) as an investing partnership or as
participating in the joint production, ex-
traction, ar use of property under an cper:
ating agreement, may elect to be ex-
cluded from treatment as a partnership
under sectlon 1.761 of the Regulations.
The upincorporated organization  may
make the election in & statement attached
to Form 1065 for the first year far which it
wants the exclusion. For more detailed in-

[ e B
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formation see section 1.751 of the Regula-
tlons.

2} Generally,  the parnership shall
maks tha elections affecting the eomputa-
ton of taxable income fram its opers-
tians. Examples of such elections are the
accaunting method employad, depreciation
methods, ete. Howewar, eardain elachions
are made by a partner separately on the
partnes's  individual incoma  tex  return
rathar than by the partnership, These alec-
tions are made urder: dection 901, relating
to forelgn tax credit. section 617, relating
to deductien and recapture of certain min-
ing exploration expenditures, pald or in-
currad; section 57{c), relating to definilion
of net lease, and saction 183{d}, relating
te fimilatien on Interest on investment
ind ebted nass.

(3) Section 1033 provides for the non-
recognition of gain where properly i3 com:
pulsorily or involuntarily comverted into
other property or into money, Section
754 prowvides rules concerning the elac
tion a partnership may file 1o adjust the
haszis of its remaining assets in the ewent

asants digtributed ta a partner have in-

creased or decroased in value and algo to
adjust the hasis of its assats to reflect the
purchage price paid by & new partner far
the newr partner's inferest, or ag a result of
the death of @ pertner. Information ataut
other elections may be found under the
applicable sections of Chapter 1, sub.
chapter K of the Code and the Regulations.

L. Section 702{a) iterns.—The partners
arg required by ihe Code to take into ac
cownt separalgly Pheir destributive shares
of certain specific items enumerated in
the Code as follows: {11 pains and losses
from sales arnd exchanges of capital as-
sets held for mot maore thas six months;
(2) gains and losses from sales and ex-
changes of capital assats held for mors
than six manths; (3) sains and jpsses
froen =ales and exchanges of property de-
serihed in gection 1231 (4) charitable
contributions; (5) qualifying - dividends;
(B} taxes described in secton 901 (7}
athor items of income, gain, losa, deduc-
tiom, or credit, to tha extent provided by
regulationz {=zee instructions for Sched-
ule K); and (&) taxable |ncoms or losS
{ordinary Income) axclusive of iems 1
through 7, above.

. Distribution of uneesllzed recoh-
ables and imventory fems.—if a pariner
recaives a distribution of unrealized re-
ceivables or substantially appreciated in-
ventory thems in exchange for all or part
of that partner's interest in other partner
ship properly {including maonay), treat the
transaction 35 a sale or exchanze belwean
the partmer and tha partnership. Treat the
partnership gain or Bloss as ordinary in-
coma or loss. In computing the partmers’
distributive shares of such ordinary in-
come or loss, alipcate ik only to partners
other ihan tha distributes pariner who
will take such amount into account sepa-
rately under section 702(aj(8). Ses sec-
ton 751 and related Regulations.

M, Mot oporating loss deduction.—A
partnership is not allowed the deduction
for net operating losses provided By 3ec-
tign 177, Pariners canputing their own net
aperating loss or taxable incamms for any
taxable year for the purposes of the com-
putation required by ssctien 172, must
take into account their share of the part-
nerghip’s incorme and losses, subject to the
limitation of section 70d40d).

@&, Speciaily allocated items.—~Allocate
distributive shares of Income, gain, loss,
deduction, or credit items smong the

F

partners wnder the partnership agree-
meal for sharing income or Foss gener-
ally. If the partners agree, spacific itams
may be allocated among them i a ratio
different than that for sharing income or
logs generally and such allocations may
be recognized under provisiens of section
Fou. For instance, if the net income ex-
clusive of spacially allocated #Hems s
divided ewenly among three partners but
some special items are allocated 50 per
cent to one, 30 percent to another, and
20 percent fo the third partner, regert
the special tems on Schedule ¥, line 15,
Instead of on tho numbersd finez on
page 1

P. Attachments.—You may use attach-
mants to vour return if the lines on the
form schedules are inswfficient for your
needs, The attachments must contain all
requiced  nformation, follow the format
of the official schedules, and must he &t
tached to the return in the same Se-
fquence as the schedules appear on the
ofiicial forms. If you use an attachmant
in place of a schedule having a summany
fline on page 1 af the form, you need not
enter the total on the official schedule, but
must entar it on page 1.

i Information regarding Schadule
K=1.—Prepare and furnsh 8 Schedule K-1
to all partners. It reflects the amounts
on Schedule K that are allocated to them,
Since all iterms on Scheduele K-1 are not
applicable to evary partnership, a sub-
stitute schedule, ilsting only apalicable
iterms may he submitted for the official
Schedule K-1. ldentify amounts reported
an the substitute by the official line num-
bar and fetter designation as well as by
& gufficient portion of the official lina tiths
te identity each amount. In addition, in-
clude all information from the official
Schedule K= that rolates to the partner-
ship and pertner. Insert the tibe, “Sub-
stitute Schedule K—1 (Form 1065)," and
the partnership’s taxable year at the top
of sach substitute,

Specific Instructions

These instructions correspand with ling
numbers gn the first page of the retum,
and with scheduies appearing on its other
pages.

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

Insialilment sales.—If, - vnder  section
453, wou upse the installment method,
attach o schedule showing separately for
the current year and the three preceding
woars the following: (&) gross sales; (b)
coat of goods sold; (o) gross profits; (d)
nercentage of gross profits to gross salas,
{e) smount collected; and () gross profit
on amount caollected.

Farmer's income schadile —For farm
ingome, attach Schedule F (Fonn 1040%
{Sea instroction 9.3

2. Cost of goods sold (Sehedule A)—
if the production, manufacture, purchase,
gr sale af merchandise iz af ncome
producing factor in the trade or business,

inventories  of merchandise on hand
shauld be taken at the beginning and end
of the taxable year. They may valued

at (a) coat, (b) cost or market, whicheyer
is lower, oF ()} any other method ap-
proved by the Commissioner. The valuing
method vou =dopt for the fiest wear s
confrolling, and can be changsd only
after you abtain permission frem the Com-
missicner. To apply for & change, file
Form 3115 with the Cornmissioner within
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180 days after the beginning of the tax.
able year in which wou want o make the
change.

i the partnership wanta to adopt the
LIFD pventory methed provided In sec-
tion 472, it must file apphcation ta do so
an Form 970 ar attach a statemont that
contains all the information required by
Form 970,

Items withdrawsn from inventory or pur-
chases for the personsl wse of individual
partmers showld not be inciuded as part
af the cost of goods sald, Account for them
in Schecules M and K-1.

Cost of operstions (where invartories
are riob an income-determining factor).—
if the amount you entar on ling 2 includes
an amount appiicable to cost of apera-
fiong, complete Schedubs A

4. Ordinary income (loss) from other
parinerships, syndicates, etc~-If one
pactnership, (partnership A) 1s a partner
in another parinership (partnership B),
partnership A will enter on. this line its
distribetive share of ordinary income
{loss) from B, If the distribuative share 13
a boss, it must be limited fo the amount
of the adjusted basis of A's interest in
parinership B as of the end of partner-
ship B's year in which the lois occurrad.
il A's taxable yeer does not coincide with
the annual accounting peried of pariner
ship B, include in A% return the digioboa-
tive share of the -:;xrdln;ﬁp incame (loss)
for the accounting peried of partnership |
B ending within the period for which A's
refurn (5 filed. '

Partnership A will consider its distribi-
tive share of other ifems {ses genéral
instruction L (1) through (7)) from part-
nership B as if such items were realized
directly from the sowrce from  which
realized by partnership B or incurred in
the same manner as incurred by pariner-
ship B. For gxample, partnership A's dig-
tributive share of partnership B's capltaf
gains or {losses) should be repored on
Scheduls D {(Form 1065), inea 2 and 5
As another example, partnership A's dis-
tributlve share of partnership B's spe-
ciafly allacated ordinary gaing or {fosses)
should be entared on Fobm 4797, line 8.

5. Mongualifying dividends.—MNongquai-
ifying dividends are texahle dividends
which ara included in ordinary neome
ang] for which the individual partner is
MOT entitled to an exclusion. Swch divi-
dends are derived from the following
S0AIPCER]

{a) Corporations organized under the
China Trade Act {sectlon S41);

{b) Corparations which, Tor their tax-
able year in which the distribution &
made or for their next preceding taxable
Year, ars-—

(i} exempt from tax srder sectian 501
{charitable, etc., organizations) or
soction  B21  (farmers’ coopora-
tives); or

(i} corporations fo which sectlon $31
{income from sowrces within 1.5
possessions) applies;

{e) Mutual savings banks, cooparstive
banks, domestic building and lean ass0-
ciations, demestic savings and loan as
sociations, Federal savings and loan assd
ciations, on depeosits of  withdragable
aocounts. Repart dividends from  ihese
organizations a% intersst,

{d)} Regulated investment companies,
excapt o the extent desipnated by the
company f0 be taken into account as @
dividend for thess purposes,

Le— S
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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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Ceperiment of he Treasury
Internal Revenue Service

Instructions for Form 1065

U.S. Partnership Return

The term “parinership” includes a limited partnership,

pool, joint venture, or other unincorporated
any business, financial

nptﬂumqrnrm" is carried on,

ayndicate, group,

10 by which
which is not,

within the mnnﬁﬁﬁ the Imternal Revenue Code, a corporation, trust, estate,

or sole proprietors

p,Thlhrm“Mmr"munummhrd:wmp.

{Section mﬂcﬂ are to the Internal Revenus Code unless otherwise specified)

Hllhllghtl ‘lnr 1977

Please note these important changes that
have been made.

Business Code Number.—The basis for determining
ihe business code number to enter in block C has bvaas;.rl:

gstablished for the bensfit of employess and their
families. Sea page 5.

Capital Gains and Losses.—The holding period for
long-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 info a

page 10.
Organization Expenses.—

changed from “‘total r&teup@ to “total assets’”

organization expenses paid or incurre

izati ize
arﬁ% 5
beginning after December 31, 1976, See page

Architectural and Transportation Barriers,—You may ¥l

#lect to deduct the cost of removing such barriers for
the handicapped and elderly, See page 4.

Group Legal Services Plans.—Yau may deduct certain
contributions to qualified group legal ur-.-ices plans

must be |

entered on Sched

Schedule K=1 (Form 10565).—Sigmificant revisions
hawve been made to Schedula K=1.

single line for reporting such amounts as tax preference
items, See page 9.

Credit —

The salaries and wages regorted
Farm 1065, line 14 and ¢lsewhere
amount of the new jobs Lredit
ineé 11. See pages 4 and 8.

General Instructions

It is imgortand Ehat the parinership’s name
be shown the same on all tax rebwns and obhes
docaments filed, Use the label provided. If the
partnership's mame, address or employes idenki-
fication nwmber iz wroag 83 shown an the label,
make the necessary correclions nighl on the
label, H the partmership did aod recewe 3 |abel,
show the comect employer ideatificalion rum-
ber in ibem O e page L. 1 the partnesship does
not have a mumber, you musi apply for one on
Form S5-4, available at any Secial Secusity Ad.
minisiration oo (nfermal Revenme Service office.

A Who Must File.—Every parinambip
ises genaral instruction L{1] for sxcep-
tions) sngaged in 8 trade or busEness or
having income from sources within the
Umited States must file Form 1085, R
must do 80 whether or not its prmﬁlﬂl

ca af Business A outside the Lnited

ar &l its members a8 Aenresident

amliens. If you file for a syndicate, poal,

H‘"‘lt wartune, ar simalar grodp, stach to

the returmn & copy of the agresment and

sl smeendments, unless you have pre-
wvidualy Tilsd & eogry.

File oniy cne return for aach partner-
ship. Mark “duplicet® copy’™ on each copy
you give to an individual partmer.

Form 1065 iz reguirsd to be filed Iig
raligiows and apostalic crganizations whic
are exgmpt under sectipn S010d},

B. Tima and place for fAling—A resi-
-:hni E; Mﬁ[ﬂ%'mﬂ filg Form 1065 on
h day of the 4th month
mmmrcmﬂlmmmmr A
foreign partnership whose panners &

monrasident aliens must file A8 retum on

or before the 15th day of the &th monik
followsng the ciosas of the tanabie year. Use
the addressed envelope that came with
r retwn of wsa the Infemmal Revenue
rvice Centar podress for the State wheee

the partnership’s principal plecs of busi-
ness o principal ofice or agency is located.

AMabama=—Atlanta, GA 31101
Mosha—Ogden, UT  B4201
Adrops—Ogden, UT  B4201
Arkamsas—Austin, TX 73301
Californis—Fresno, CA 93088
Colorade—Dgcen, UT  Ba201
Connecticut-—Andower, Ma 05501
Delawars—Philsdelphia, PR 19255

District of Columbis—PRiladeiphia, PA
19255

Floride==Atlants, GA 31101
Georgla—Atiania, GA 31101
Hwwail—Fresno, CA  DIERE
ldaho—Ogden, UT 54201
Iminois—Hansas City. MO G4595
Indisns—Memphis, TH 37501
lows—Hameas City, MO 54539
Kansag-—Austin, TX 73301
Kentucky—MWemphis, TH 37501
Louisiana—Austin, TX 73301
Malne—Andower, MA 0E501
Maryland —Philsdeiphia, PA 19255
Massachusetts——Andover, MA  D8501
Michigan—Cincinnati, OH 450940
Minnespts—0Ogden, UT B4201
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Migsissippi—Atianta, GA 31101
Missouri—Kanias City, MO 5435959
Montane-—0Ogden, UT  B420]
Mebraska—Ogoen, UT 24201
Mevada—Cigden, UT  B4201

Heow Hampahire—A&ndoesr, MA 08501
Mew Jersay—Holtaville, NY D551
Mew Mexico—Austin, TK 73301

Mew Tiork

MNew Yoark City and Counling of Naczaw,
Rockland, Suffalk and Wesiohesisr——
Hanmna MY Oos0l

Other  Counties—Andower,  MA
ﬂl‘iﬁﬂl

Haorth Carolina—Memphis, TH 37501
Morth Dakats—Ogden, UT 84301
Dhilg—Cincinnat, OH 45509
Didahoma—Austin, TX 73301
Oragon—Ogden, UT 84201
Penmsylvania—Phadadelphaa, PA 19255
Rhide Islangd—Andover, MA 05501
Sowth Caroline—aAthanta, GA 31101
South Dakota—DOgden, UT B4201
Tennessse—Memphis, TH 37501
Texas—Auglin, TH 73301
Utah—Ogden, UT B42010
Varmoni—~Andover, MA 05501
Wirginks—Memahis, TH 37501
Washington—Ogden, UT 84201

West Viginla—Memphis, TH 37501
Wisconsin—Mansas City, M0 B9

Wyaming—Ogden, UT 84201
23480891
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A pavtnership without & a-nn:-'nl affice

or agancy or principal place of business
im tME Usnited Ststes muost file ity redurs
with the internal Revenus Service Center,
Philsdeishia, PA 19255,

€. Period Cowered by Retum.—Fils the
return for the calendar year 1977 or other
taxabie yaar baginning im 1977,

0. Change if, or Adaption of, ALcount-
ing Perod.—To change any parrsrship
from one taxable yoar fo anoiher, or a
new partmership’s adogtion of an initial
tamable year, dee seciion 706(B) and Form
1128, Application for Change in Accounting
Panod, A change by a principsl partner
from one taxable year o aratber must
mesl the provissoms of sections JO&(b)
ond 442 A principal partier s one whio has
an inberest of 5 BEFCENE GF MDAE in Tha pain-
narslup profits or capital. For the faxable
WS partneranips resulting friem a
marger of grvigion of gther parirerships,
sae pections TO6(b) and FOA{b){2},

E Signature,—Ong partrer sl
the refwrn. |f 3 recover. trusich
muptcy, or akEagrbe B in conl
GrganIation’'s p
pErsom must Sign the return.

An indisdusl who prepsres your fetirn
for pay must manually sign the return as
prup.um Sr;nmrl stamps or are

ot stoaptabla

I maore thll'l onE pEFROA Orepareds the
refurn, the indredus preparer with the
primary responsibility for the overadl ac-
curacy of the relurmn must Sign a8 prepaner,
The preparer regquered to Sigm tha retuin
shall slso enter his or her social sec
;un‘“hnﬂ‘rlllnlilﬁlinfthﬁi tl'h

& preparer |5 sellamsphoyec =1} L
Frust - e SEY to the n‘h&rﬂf the pre:
paner's w security num|

Il the ingdividual & paid by anciher 1o
prepare (or s & partner in a parinership
preparing) rrefurn, the s {or
partrerghip's) Apme  and iFcation
numbar must be entered below the pre-
parer signature line. (Special rubes ¥ 10
identifcation numbers fgr l-bnll u-
furn preparers. Such prepaners
sections 1.6109-2(a) and 301. T?ﬁ)l,a—].sﬂj
%) of the regalations).

The return must aleo show, below the
preparer's signature, the address of the
preparee’s place ol businesy where the
return was comploted, Howower, i this
place of businéss is nat mairtained on a
wharround basis, the relurn showld &hiow
the address of such preparer’s principal
buginesy location which s maintained on a
yearraund basis, ar, i none, ths PrEpATEr' g

The prepare mst ‘1\'} Fou 8 of
your return in addition 10 tha Copy
with IRE Employers, partnersh and
sell-employed peeparers must fi Farm
5717, Anniaal List of Income Tax Returs
I"rl-p;r-;

Mota: A& £28 pesnalty may be charged a
paid prepaver who does nol give you & copy
ﬂl'yﬁl.lu' relurn @ addition fo the Copy ﬂll-l

with IBS. A psnalty may also be ¢
prepmr reqgu fed 16 Sign who does rmt
show an arigingl gignalure ar & phofocopy
of the arig:nal sml‘hl!uu in IhE Spice nig-
wided. A panalty may be a salf-em-
Mﬂlﬂlmmm Ml'!-l"lml‘l'lm ar
her wfenttying numiser 0 Ihe Sa8cE pro-

IT Ese indivedual is paid by anciher by phe-
pare (of i a pariner in & pannership prg-
paring) your return, the g r or partner:
ship may be charged & pen if the return
does not show the sndiviclusl's socisl secu:
rify number and the paver's (or parfner
ship’s) employer idomtification number.

i r return s prepared by your regu:
lar, full-time employee, sech as a cledk,
ssoretary or bookkesper, or by your pasrl-
m that parEam & mol Subjech 1o tha abova

5.

F. PonalRies, —The [aw providled sevens
penalties for willful failure o fie & refurn
on timee and for willhdl atiempt fo
of dotes] payment aof any tax dus,

G. Accounting Methods —Compute or
danary irtirmd by the scoouning m-lthud
ragularly usdd in mBntaneng the pariner
ship’s bopks and records. The method
should chesrly reflect imcome. (See sec-
tign 446). Unless the low specilically par
mifs, & I:Ial::llr:.:'1 may nob change the ac-
counting med usesd B0 repart income
im prige yeprs [Mor coase 83 & whols or
far any material itemn] withoot hast get-
ting congent on Foerm BLL1S, Appiscaion
for i:hanqq i m.u:uunrlng e o

Hi‘l. 4] Whole Dedlar
ﬂn'lﬁuwu au th-m the money items:
o your refurn sccompanying sched:
H|ﬂ' as whole-dodlar WUH‘H- To do o

b ret pir ConbRnis may
2 material &rﬂ any
Infernal ﬂhrﬂn.lﬂ e rid

an [tern of income or a ded g
om wouwr refern should be kept unti®ibe

statule of limitaliond espires for that ra-
turn. Uswially this i 3 waars from the date
the refurn was due ar filed. Some records
MLE! b kape indalinilely. Reconds of trans.
actions relating 1o the basis of propeny
showld be retained 2s long as ﬂ? rru-
tarigd In determining l.h! bans the

imal or replacement property, l;‘.ngnﬂ nl
wour filed tax returms showld olso be e
tained &g pan of your records. Dbitain Pub-
lication 582, Recordiesping Requirgrments
and A Guse to Tax Publications, for turther
details.

L [nformation BAeturns.—Every parinar-
ship shall file infonmalan |thmE; it it
emakes, in the course of its trade of busi-
mess during the cabendar year, payments
of fenls, commissions, or other fined or
detenmanabée income totaling $600 or mone
o amy pne perscn. Dividend or intersst pay-
m-ln:-': are repartable il they total $10 or
FINOrE.

For azample, if the partnership pays a
person $600 or more in any calendar year
b pecfora services untder a sub-contract
byp of arrangamsat, whens mo smpleymant
laxes are wathheld, fhe parinership most
fiks Fmm 1 099—MISC.

Uze Form 1096 to cummarize and Erans:
mit mbormation returns o your Intermal
Revense Service Cenisr. For more |alor-
matiar about Fling information reterns
&gl sxcepliong ihersdrom, see the Inetruc-

tipns for Form 1
A Securities and Other
Ftnancial afid Granlors of, oF
Transferors to, Foreign Trusts, etc.-—He
sune (o answer questicns K and L on page
4 af Form 1065, Check *fes,” for Question
H #d the partnérship cens more than 50
pereemt o Bhe shock in any conporation thal
owns one or mare foreign bank accounts.

I the “Yes™ block is chécied for ques-
team K, you must file Tm-u?' Department
Form G93-22 |, Report of Foreign Bank,
Securilied, and Other Fanancial Ascounts,

This form. which is due l:lhm duly 1,
1978, N-wldbrfltdwltl‘n the LS. Tréaduny
Depariment ot P.0O. Gox ZRAG, Central
Staton, Washington, D.C. 20008,

Fosrm G0-23 1, which replaces Infernal
Revanus Service Form 4683, LS. Infosma:
ticn Return on Foreign Bank, Securibes and
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Other Fimaneial Accounis, and Foreign
Trusis, may be obianed frem Infernal
Aeverue Servioe offices or by writing to
the BGove addneis,

A LS. partnership thal transhers prop-
erly 1o & foreign rust may be requined to
isglinde The meame gitribufasbles to such
p-rup-.r["!i i 'lhl- pannssskip's tasalids in-
come, if d 1977, such trust had a
LE S, hhli:mrr {S=e secticn 679.)

1 tha pantnership lfiﬂﬂlflﬂmﬂl
foreign corporation as pasd-in surplus or as
a contribulsan to capital, or bo a foreign
trisit or partrarahip, thers is impossd an
ecie ftax as compubed wnder saction
1491 [see Form 926, Transferor of Prop
grly o & Fﬁl‘l‘l’i Corporation, Foneign
Trust, of Forgign Partnerghipl. In liei of
this pacise tax, 1he parinershep may elect
1o treat swch transfer as 8 tasablo sale ar
exchange as specihied in saction 105T.

K. Balance Shests.—The
baance shesls el L conpliteld. Thege
balance shests, Schadule L, should agres
wilh the partnership’s books and records
Ay differences shiould be axplained in an
afached siatemant.

Partnerships recosieng o the Pnlerstate
Comments Commigsen ar & sy 0
tiamal, State, municipal, or other public
aHicer, may submit, instesd of Schadule L,
copies of thesr Belance shesls prascibed

the Cosmmission or State or municipal
nities, as of the beginning snd end of
ralile yaar,

Elpctions. —

(1) Generally, the pariaerskip shall
rake {he sloctions aflecung Tthe com,.utas
ton of taxable income from i opers:
BECOUNEINE Rthd SmPRCrS0: epOOAticn
scoounting me BT i
mithu:h.ﬂiett Huwcuie cartain p:“:m
arg made by & partned weparalely on the
partngrs  indevidusl income fax  return
ratheer Than by the partnecship. Theds elec-
tions are made usder seelinn $01 (foreign
tas credit), secton 617 (deductian and re-
capture af certain mining eaploration &x-
pendidures, powd of Ecurred),  sechion
5?{2; dal=ilion ol net lease), and Sec
Bion 163¢d) {6} (Emitation on infenest on iA-
vestrment andebibedness),

i3 S;Qﬂpqn 1033 peovides for the non-

nition of gain where propedy s com.
puilsarily oF incaluplaErily coneered inlo
alhar property or info monaey.

i3 i;ws.al:tmm 754 pmw‘id::ynﬂn concem-
ing the ebeclion a pannadghip may file to
adiust the basss of its remasning assels in
the ewvent assets distnbule! 18 A pariner
have incrpased or cdecreasml in value and
plgm 1o adjust the basis of s assels o re-
fiect Ehe purchate price pasd By & Aew pan-
reer for the mew pariner’s inferesl. of a
changs n basis of & partrership interest
up?j‘j.ll].“ death ol a partner - .

v i AIRE T DOTE hed OrgEndEa ojlea
ifying under section 781{a} 25 an imiﬁ"im
partmership of a8 participaiing in the joi
predisction, ssiraclion, or uss of property
under an operaling pinent, may iim:t
to be excluded lmm Fmﬂﬁ ag & ﬂl‘l-
mearghap under section 1.761=2 of the
laticns. The mlnﬁmﬂlﬂ'ﬁd mmuuhnn
may maks (he election i a stalemsnt at.
tached to Form 1065 for the first year for
which it wanis (he exclugion, [Se8 aeclian
1.761-2 of the Ragulabionsj

5] Imformatson about obher ahsctiong
may b foumd wusder the applcable sec-
tions of Chapter 1, subchapler K of tha
Code and the Regulations.

M. Saction T02(a} IRems.—The panners
gre reguered by the Code o take inte ac
coient separalely thelr distributive chares
of certain specific Ploms enumerdlted in
the Code as follows: (1) gains and losses

2A5-08%-1
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froem sales and exchanges of capital as-
st for mot more than 9 months:
(2} gaens and lasses lrom Sales and ex:
chamges of capisl assefs held for mare
than 9 months: (3) gakns and kosses from
sales and eschanges of property de-
scribed o section 1231; H-] chantabie
conbributiand: (5 qualying dividends;
(6) taxes described in sectom BOL: (7)
ctngr items of income, gain, loss, oeduc
tion, or credit, 1o the extent prowsded by
ragulationg (e instruclions dor Schisd:
ust K): mnd (8) tausble income or fosE
{ordinary mcomma)] eaclusive of ibems 1
thiasigh 7, abbve.

M. Distribution of Recen-
sbles and Inveniory lems.—If & partmer
recEvag 0 distriDutson of wnigalized e
ceivables or substamtialty iated in-
ventory ibeme in exchange for all or part
ol that partmer's imenesl in athar pariner-
shap property (including money), treal the
tramsaciion &% a sale or exchange betwsen
the pariner and the parnership. Treal the
partnershep gain or loss as ordinary M-
ocome o loss. In compuling the partners
@it shadet of fuch oFdinafy
o or loss, allocate if only to part
other than the distributee pariner

will EARE BUSH Bmunl irlo BCCBURE BEpa:

ral under section TO2(a){8). Ses sec
tmn 51 H‘Id related Fegulatiomns.,
Loss Deduction—&
{u nership is not aliowsd the deguction
of nat ml-nhn' losses. Fartmérs comput-
ing their own Nl operating leas or taxakily
incame for any tacable year for the pu
poses of the computation required by sec:
tigm 172, musi take it accoumt Thaeie
share of IRE PparErEhap’s income and
losses. subject to the limdatons i sec:
tions 465 (a) and TOA{b) amd (d}.

P. Specialty Allocated items.—allocate
destributive shares of sncame, liiﬂ o,
deduchan, of credil pmang the parmers
under the parinership agresment for shar
ing imcomee ar kass genersily. 1 the partners

ke allocated
rent tham that
IW sharimg meome or loss generslly and
such allocations mny be recognasd under
prosnasars of section 704, For instamce, if
the met income exclusive of specially alio-
cated ifems is divided evenly among thres
partners but some special tems ore allo-
cated 50 percant 1o ane, 30 percent 1o an-
othar, and 20 pescent ta thi third parimer,
report the speciad dems on Scheduls K,
lime 15, indtesd of on the numbered lines
en page L ool the farm. [(Ses nstrechons
for Schedules K and H=1 on page 6.)

Q. Atachments.—I you need mone
Bpace on foome or schedules, attsch seps-
rale sheets Bnd use the Samie arrangedment
as tha printed fooms, bl show your totaks
an the printed Torms. Be swre to pul the
partnership’s name and employes identi-
Fication numbser on (hesy peparabe shesls.

N Pronars and e Scheduive 11
K=1.—Prepare and Turmigh aclilen ll;—l
1o all pariners. Schedule H=1 reflects the
portion of the total distributive amoumnts
mSthidﬁaHmﬂtﬁMHmh

Partner =i general partner

[ F] h & mru,. -
. anm o ST
[H}ED ticn rulhr
lialile for the ablig:

(2} Limited Parimer,
i ohg who may not be bl

personal lability is ennfined to the Iﬂ‘lﬁ

for partnership . and whose

of money or other property that the uln-
mer contributed or is requinsd ta cantriba

to the partnership.

{3} Limited Partnership.—& liméted
plﬂnmhlpm_ml:uﬂpl:ludul.ll leasi ome
peneral partned and One Or msore limiled
partners, ofganized under tha Uaiform
Limited Partnership Act or comparabie
Stale statute.

O

{4) Nonrecourse Loams—Nandecourss
loans sre those liabslities of the pamnership
for which none of the partners have any
liability.

T. Special Rubes.—

(1) Cvganipatiocn and Syodicstion
Expenses.—Amounts paid of aneurred to
Giganice @ partiership or promote {he sale
of an interest in A partnership are capital

res to sscteon 263, amd
a8 such are mot deductible. The partnership
may elect o amortiee the organinslion
“ﬁmmmrammwwmm
mgAths, beginning with a migath in which
the parinership b
the unsmiomized nrpmuﬂ:um Balancs mnd
the amount fof lynmtnm anpEnBeE on
Echedule nee Shewts. See the note
in specilic mmuum 14 for the treatment
of guch amauwnts paid io 8 pariner.

{2) Contributions to tha Pantnership.
ﬁ-ﬁmlly mnmwm;hmhﬁlm

nlrlhlp that -wu b treated sb o0 invest-

mant mgﬂfﬁ within the meaning of
saclion 35 the parinership wers in-
corporated

3 Fmdm:lmn Costs of Films, Books,
Recovds, or Similer Properny.—| in
the cass of production costs charged to l
capital sccount, amounts attributabls T

prodisction af @ film, scund recording.

similar pfuﬁrﬁl are deductibie
% yaars snding during
A !'I'liﬂ'l IJH pa rimership rea-

!Ipll:‘llﬂtlﬂﬂil.ﬁhtlmlllr
-l|| of the income from swuch property. See
imillll'l B0 Tor delniticns and the method

rlulllt tha deduction allewsd Tor the
gllr il & corporaticn Iz 8 member of the
partnérship, consult &h |Akerhal Revenus
Zsrvice office for assistance.

Specific Instructions
These instructions carrespand with line num-

bers on the first page of the return, and with

schedules appesring oa il obher pages

1. Gross Receipts.—Enter gross reced
or sales from &l buosiness u“rmuq:?
capt Thess requinsd to be reparted on lines
4 through 11,

Instaidment Sades —N, umder section
453, youi e the instaliment  meethod,
sttach a schedubs showing hﬂr;!ﬂ;r for
the curremt year and the thies

mlm in the traoe of business.
ol mefchandise on  hand
Should be taken at the Beginning snd snd

of the tassble year. They may walued
Al cost; cost or market, whichever is lower;

first yoas s cortrolling. and can be
changed only if you abtain nsnﬁ:m fredm
Ih-"tmmm.mr .

partngrship wants to ad the
LIFQ Iméentary method provided Trr:ne

235-009-]

tion 472, A0 mutl file application o do 80
on Form 970 or atiach a statement that
contaims all the sniocrmaticn requained by
Form 870,

s wethdrawn Iroem inventory of plr-
chases Tar the personal use of individoal
parimers should nol e included ss parl
of the cost of m-d Accawnt for tham
meeniories
are nat an ng Factor), —
IrmrmrtmenInmlmamhm

mumuntupll:ﬂhmlhlmﬂdmru
tions, comphete Schedubs A

4, Drdinery Income (Loss) from Other
I s it
merzhip, (partnership A) Is 8 partner in an-
othir partrsrshap (Dartnamhip B). partner-
ship A& will enter an this line its distributive
share of prdinary income (loss) as reported
oA the Schsduls H-1 issued lo partnamhip
A by partnership B, [ the distributive shane
iw & lows, 10 must be limited to the amount
of the sdjusted basis of A's (ntersst in
partnerabip B a8 of the end of partner-
I'lpﬂ'l}rurm'lﬁtl‘!th leAs oce U,
tagable year doss nal coincils with
annual sceourding persad of partner-
B. include In A's return the distribu-
hare of tha ordi

he accounting
B ending within the period for which A's

return s Filed,

Parinership A will congider ity digtribu-
tiwe share of other items separstely re-
mMﬁnthl Schedule K-1 isswed by
parinership B (see pn-nl instraction M
{1} ﬂmnnh (7)) as i such Memg werg

k]

i A's
tha
shap
tive 8
far 1

Exs-13

—

ralired directly from the source from
which realized by parftnership B or incurred
in the same manner as incurred by pan-
nership B For ssample, partmership A's
dilFilbutive shane of parneribip B's capital

s ar (kosses) should bo e an

etule O (Form 1065), (imes 2 snd 5.
8. Mongua Diveiihe reds, — M osuguial-
[hyiny rm'| are tamable dividends
which are Wcluded in urdinary Income
and for which thae individial w i
mol entithed to an suclusicn. i
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