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Jerri is a tax senior manager who has practiced in public accounting for 15 years and has been with Moss 
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The material appearing in this presentation is for informational purposes 
only and is not legal or accounting advice. Communication of this 
information is not intended to create, and receipt does not constitute, a 
legal relationship, including, but not limited to, an accountant-client 
relationship. Although these materials may have been prepared by 
professionals, they should not be used as a substitute for professional 
services. If legal, accounting, or other professional advice is required, the 
services of a professional should be sought.  
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Agenda 
 
• In general: 

• What are hedge funds and what is the investment advantage? 
• How does that compare to PTPs? (Publicly Traded Partnerships) 

• What complexities arise when preparing returns that include such K-1s? 
• Review of example K-1 and tax return 

• Step-by-step guide to inputting the various items 
• Deciphering related footnote disclosures 

• Passive vs. Non-passive 
• International/foreign 
• States 

• Other considerations 
• Tracking tax basis 
• Net Investment Income Tax 
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What is a hedge fund and what is an advantage of 
investing in these funds? 
 
A hedge fund is an investment fund that can undertake a wider range of 
investment and trading activities than other funds, but which is generally only 
open to certain types of investors specified by regulators. These investors include 
certain high-net-worth individuals, who are generally considered to have the 
knowledge or resources to understand the nature of the funds. 
 
One advantage of such an investment is that it allows investors to pursue higher, 
but less volatile, returns than the returns available to the public at large from 
direct investment in publicly-traded stocks and securities. 
 
In addition, the portion of passive income generated from these funds can offset 
other passive losses from other investments. 
 
However, investments in hedge funds do add complexity to the preparation of 
high-net-worth individuals. 
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How do investments in Hedge Funds differ from 
investments in PTPs? 
 
A PTP is a partnership the interests of which are traded on an established 
securities market (national or local exchange, or an over-the-counter market) or 
are readily tradable on a secondary market (or the substantial equivalent).  
 
A partner's net passive income for a tax year from a PTP can't be offset by losses 
from other passive activities. Thus, a partner who doesn't materially participate in 
the operations of a publicly traded partnership is allowed to deduct his share of 
the partnership losses only to the extent of future income from the partnership or 
when the entire interest is sold.  
 
Gain or loss on the disposition of the interest could be a combination of both 
ordinary and capital, depending on any “hot assets”. 
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Compliance Complexities 
 
• Basis tracking 

• Multiple lines and multiple disclosures 

• Determining passive vs. non-passive treatment in regards to trader or 
lending vs. investor activities 

• Reporting multiple activities 

• Unfamiliar items (example Section 59(e) expenditures) 

• DPAD – Domestic Production Activities Deduction 

• Net Investment Income Tax 

• Foreign items and foreign tax credit 

• International disclosures and required filings 

• State disclosures and required filings 
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“Extreme” example K-1 – notes 
 
• Create an excel template to track all K-1 line items and to track non-passive activities 

(PTP, Trading and Lending) and passive (Investor) activities 
• 1.469-1T and 2T Regs cover the trading and lending activities 
• Generally, these activities are disclosed in footnotes. If not, you should inquire. 
 

• Reconcile taxable income/loss to K-1  
 
• Track overall tax basis in the partnership/fund 

• Review Section L of K-1. Tax basis? Or do you need to maintain separately? 
• PTP dispositions could have ordinary component. This info is usually provided in 

footnotes. 
• Don’t trust the broker’s provided basis – usually this represents original cost 
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“Extreme” example K-1 – notes 
 
• From K-1, report each individual passive activity separately.  This will allow deduction 

of suspended passive losses upon disposition of that passive activity. 
 
• From K-1, report each PTP activity separately.  

• PTP passive losses can’t be used to offset passive income from other activities, 
including other PTPs.  

• Suspended passive losses can be taken only upon the disposition of that PTP.  
• PTPs are treated as if they are the only passive activity owned by the taxpayer. 
 

• All other non-passive trader/lender activity can be summed together and input 
• Generally, line 11f includes a footnote detailing income and deduction items 

related to trader/lender activities 
• Trader deductions represent more “above the line” deductions that are generally 

more beneficial at the federal and state level than non-trader portfolio 
deductions.  
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“Extreme” example K-1 – notes 
 
• Net Investment Income Tax (NIIT) – applies to both passive activities and trader/lending 

activities 
 
• International –  

• Forms 8886 & 8621 – may not be required at individual level if partnership 
already filed 

• Form 926 may be required if total direct and indirect transfers exceed $100,000 
• PFIC considerations 
 

• States – materiality, ability to carryover or back NOLs, composites filed or any 
withholdings made by partnership should be reviewed 
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Final considerations 
 
• Questions?   

• Best Practices to share? 











taxable income







Lines 1, 2, 10, 11E, 12, 13A and the income (loss) 
listed in the "passive activity income (loss) items", self-
charged interest in box 20z and the PTP info footnote, 
none of the distributive share of items are considered 
as derived from a passive activity per 1.469-1T(E)(6). 
(Everything else is "trader" activity)





309self-charged int







pass on reporting due to materiality



pass on state 
filings





Portfolio
The Fund I, LP Line 1 Line 11A Line 11f

Per partner footnotes, all income is nonpassive except 1,2,10,11e,12,13a, and the
info from Passive Detail, PTP Detail, and 20Z Self-Charged Int.

Passive Nonpassive Nonpassive Passive

021K.15 Line 1 Ordinary Income (487) (487) (82)
Ord. Income-PFIC on Form 8621
Section 987 Gain/(Loss) (80)
Section 988 Gain/(Loss) 11,319
Section 475 Gain/(Loss)
Section 475 Gain/(Loss)-PFIC on Form 8621
Swap Income
Investment Interest Expense-Sch. E
Amortization on Bond Premium
Section 751 Gain/(Loss)
Trade or Business Expenses

Line 2 Rental R/E Income (221)
Line 3 Other Rental Income
Line 4 Guaranteed Payments
Line 5 Interest Income 7,258

Government Obligations 3
Line 6a Ordinary Dividends 7,981
Line 6b Qualified Dividends 5,450
Line 7 Royalties 477
Line 8 STCG 12,777
Line 9a LTCG 47,464

LTCG-PFIC on Form 8621
Line 9b Collectibles
Line 9c Unrecap 1250 Gain 24
Line 10 1231 Gain 61
Line 11a Other Portfolio Income 20,124 8,885
Line 11b Involuntary Conversions
Line 11c § 1256 contracts & straddles (6,844)
Line 11e cancellation of debt 1,338
Line 11f Other Income 246,611



All Other K-1 Items TOTALS
Nonpassive Passive Nonpassive Passive Nonpassive

Ent #23 Ent #28

(8,375) - (569) (8,375) K-2 Activity
- -

(80) Ordinary Gain
30,110 - 41,429 98,627 K-2
57,278 - 57,278

- -
- -
- -
- -
- -

(56,018) - (56,018) K-5 Other Income & Adj.
(221) (221) - K-2

- - -
- -

60,810 339 6,919 339 67,729
13,084 3 - 13,087
21,266 1 7,980 1 29,246
14,263 5,450 - 19,713

54 423 54 423
39,734 12,777 - 52,511
88,804 16 47,448 16 136,252

- -
- - -

24 24 -
61 61 -

(15) (15) 8,900
- -

(6,844) - (6,844)
1,338 1,338 -

- -

Line 11f





Portfolio
The Fund I, LP Line 1 Line 11A Line 11f

Per partner footnotes, all income is nonpassive except 1,2,10,11e,12,13a, and the
info from Passive Detail, PTP Detail, and 20Z Self-Charged Int.

Passive Nonpassive Nonpassive Passive

Line 12 Section 179 Deduction
Line 13a Cash Contributions
Line 13h Investment Interest Exp. - Sch. A 9,976

Investment Interest Exp. - Sch. E 59,539
Line 13i Deduction - Royalty Expense 818
Line 13j §59 (e)(2) expenditures 264
Line 13k Deductions - Portfolio (2% Floor) 61,784
Line 13l Deductions - Portfolio (Other) 5
Line 13t Domestic Production Gross Receipts (DPGR)
Line 13t Gross Receipts from All Sources
Line 13t Cost of Goods Sold Allocable to DPGR
Line 13t Cost of Goods Sold From All Sources
Line 13t Deductions Allocable to DPGR
Line 13t Deductions Allocable to Non-DPGR
Line 13t Interest Expense
Line 13t W-2 Wages
Line 13w Other Deductions
Line 15o Federal Withholding
Line 15m Credit for increasing research activities
Line 15n Credit for employer social security & medicare
Line 15p Other credits
Line 16b Foreign gross income-all sources 392,550
Line 16c Foreign gross income-partnership level 280,703
Line 16d Foreign-Passive income 36,651
Line 16e Foreign-General Limitation income 656
Line 16f Foreign-Other income
Line 16g Foreign-Interest Expense 69,515
Line 16h Foreign-Other deductions 362,893
Line 16i Foreign-Passive deductions 3,613
Line 16j Foreign-General Limitation deductions 824
Line 16k Foreign-Other deductions



All Other K-1 Items TOTALS
Nonpassive Passive Nonpassive Passive Nonpassive

Ent #23 Ent #28
- -

- - -
9,976 9,976 -

59,539 - 59,539
818 - 818

259 5 259 5 K-3 Activity (continued)
61,784 - 61,784 K-2

5 - 5

- - -
- -
- -

-
-

392,550 - 392,550 K-3
280,703 - 280,703

36,651 - 36,651
656 - 656

- - -
69,515 - 69,515

362,893 - 362,893
3,613 - 3,613

824 824
- - -





Portfolio
The Fund I, LP Line 1 Line 11A Line 11f

Per partner footnotes, all income is nonpassive except 1,2,10,11e,12,13a, and the
info from Passive Detail, PTP Detail, and 20Z Self-Charged Int.

Passive Nonpassive Nonpassive Passive

Line 16l Foreign Taxes Paid 857
Line 16m Foreign Taxes Accrued 193
Line 17a AMT Adjustment 27
Line 17b AMT Adjusted Gain/Loss
Line 17c Depletion
Line 17d Oil, gas, & geothermal - gross income 583
Line 17e Oil, gas, & geothermal - deductions 97
Line 17f Other AMT Items 5
Line 18a T/E Interest Income 1,423
Line 18b Other tax-exempt income 2
Line 18c Nondeductible Expenses 411
Line 20a Investment Income 35,843
Line 20b Investment Expenses 62,607
Line 20v Unrelated business Taxable Income

(487) - 20,124 (82)
- -

Income/Loss from Lines 1-11 336,542
Deductions from Lines 12, 13, 16L, 16M (133,436)
Income per K-1 203,106
Book to tax differences (136,849)

Section L Current Year Increase (Decrease) 66,257



All Other K-1 Items TOTALS
Nonpassive Passive Nonpassive Passive Nonpassive

Ent #23 Ent #28
857 - 857

- 193 - 193
27 - 27 K-2

- - -
- - -

583 - 583
97 - 97

5 - 5
1,423 - 1,423

2 - 2
411 - 411

35,843 - 35,843
62,607 - 62,607

- - -
246,693 - (8,662) (54,495) - 1,004 335,538 -

- 10,235 123,201 -

Income allocated on K-1 203,106

-





Portfolio
The Fund I, LP Line 1 Line 11A Line 11f

Per partner footnotes, all income is nonpassive except 1,2,10,11e,12,13a, and the
info from Passive Detail, PTP Detail, and 20Z Self-Charged Int.

Passive Nonpassive Nonpassive Passive



All Other K-1 Items TOTALS
Nonpassive Passive Nonpassive Passive Nonpassive

Ent #23 Ent #28





Portfolio
The Fund I, LP Line 1 Line 11A Line 11f

Per partner footnotes, all income is nonpassive except 1,2,10,11e,12,13a, and the
info from Passive Detail, PTP Detail, and 20Z Self-Charged Int.

Passive Nonpassive Nonpassive Passive



All Other K-1 Items TOTALS
Nonpassive Passive Nonpassive Passive Nonpassive

Ent #23 Ent #28
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