Tax Tricks & Tips,

By Michele Knight, CPA

More and more taxpayers each year receive K-1’s...and more and more of those taxpayers do not understand why they’re received a K-1 or what to do with it.  A K-1 should be thought of like any other tax form, most similar to a W-2 or 1099.  You can’t file your tax return without it, yet the deadline for mailing them out is not until March 15th, so quite often these come as a surprise to unsuspecting taxpayers.  

To best prepare yourself, you need to know the situations in which you would receive a K-1.  If you are part owner of a Partnership or S Corporation, you will receive a K-1 from that company, which passes along any income or losses to you as an individual.  Sometimes, you may not even know that you are part owner, such as an investment in an Oil & Gas Limited Liability Partnership.  Other times, you may be the owner of the S Corporation, and not be aware that you must distribute a K-1, even to yourself.  K-1’s are also distributed for certain types of estate distributions, most often when the assets are distributed from a trust.  Another use of the form is for investments which allow for tax credits, including specialized real estate investments.

Because of the varying situations in which you may receive a K-1, you should always ask upfront in a new investment or venture.  If you think there’s a chance that you may be receiving a K-1, be sure to wait until at least March 20th before filing your tax return.  That safety date leaves time for the company to prepare the K-1 (which most do at the last possible moment) and mail it out to you, the taxpayer.  If you happen to file your tax return and later receive a K-1, you will have to go through the added effort of filing an amended return to account for the income or loss reported on the K-1. 
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

