partnership sold last asset for $8000 and distribute cash to two partners, nothing left in business, how do i report this on 1065 tax return


To report the sale of your final asset and the subsequent cash distribution on IRS Form 1065, you must show the tax impact of the sale, reduce your business balance sheet to zero, and properly classify the final cash distributions to the partners.

Because this marks the end of your business operations, you are filing a final tax return.

1. Indicate a Final Return
You must explicitly signal to the IRS that the partnership is closing down: [, 2]
· Form 1065 (Page 1): Check the "Final return" box located in Item G at the top of the form.
· Schedule K-1: Check the "Final K-1" box in Item H for both partners. [1]


2. Report the Asset Sale
You must report the transaction details of the asset sale to determine if the partnership generated a taxable gain or loss: [1]
· Determine Character: If the asset was a capital asset, report the sale on Schedule D (Form 1065). If it was business property (like equipment or real estate), use Form 4797. [1]

· Calculate Gain/Loss: Record the $8,000 gross sale proceeds, subtract the asset's adjusted tax basis, and flow the resulting gain or loss through to Schedule K and onto each partner’s Schedule K-1 based on their ownership share. [1, 2, 3, 4]


3. Record the Cash Distribution
The $8,000 cash distribution must be tracked to show that the business capital has been emptied out: [1, 2]
· Schedule K (Line 19a): Report the total $8,000 cash distribution on Line 19a ("Cash and marketable securities").

· Schedule K-1 (Box 19, Code A): Allocate the cash to each partner's respective Schedule K-1 based on how much physical cash each person received. [, 2]


4. Reconcile Capital and Balance Sheets to Zero
Because nothing is left in the business, your final tax books must clear completely to zero: [1, 2]
· Schedule M-2 (Analysis of Partners' Capital Accounts): Show your beginning capital, add any net income or gain from the asset sale, and show a deduction for the final $8,000 cash distribution. Your Ending Capital (Line 9) must be $0. [1, 2, 3]

· Schedule L (Balance Sheet): If your partnership is required to fill out Schedule L, both your Total Assets (Line 14) and your Total Liabilities and Capital (Line 22) must read $0 in the "End of tax year" columns. [1, 2, 3, 4, 5]


Crucial Blind Spot: Partner "Outside" Basis
The partnership itself does not pay income tax on this cash payout, but the individual partners might. [1, 2]
Each partner must compare the actual cash they received against their personal outside tax basis in the partnership: [, 2]
· Taxable Gain: If a partner receives a cash distribution that exceeds their personal outside basis, they must report a taxable capital gain on their personal Form 1040 (Schedule D).
· Deductible Loss: Because this is a complete, final liquidation, if a partner's remaining outside basis is higher than the cash they received, they can generally claim a capital loss on their personal return. [, 2]


To ensure your final figures tie out perfectly, would you like me to walk you through calculating the exact gain or loss on the asset sale, or do you need help determining how the individual partners' outside tax basis will be impacted?



========================================

exact gain or loss on asset sale


To calculate the exact gain or loss on your asset sale, you must subtract the asset's adjusted tax basis from the $8,000 purchase price.
1. Gather Required Constants
To find your exact tax outcome, you need three specific numbers from your partnership bookkeeping:
· Gross Sales Price: $8,000 (The amount you received).
· Original Cost Basis: The initial purchase price of the asset plus any setup expenses.
· Accumulated Depreciation: The total amount of tax depreciation deductions the partnership claimed on this asset over the years. [1, 2, 3]

2. Calculate the Adjusted Basis
First, determine the asset's current book value for tax purposes using this formula:

Adjusted Tax Basis=Original Cost Basis−Accumulated Depreciation
 [1]

3. Calculate the Gain or Loss
Next, subtract your calculated adjusted tax basis from your net proceeds:

Gain or Loss=$8,000−Adjusted Tax Basis

· If the result is positive: The partnership has a taxable gain.
· If the result is negative: The partnership has a deductible loss. [1, 2]

4. Determine Your Tax Line Items
The exact forms you use depend on the asset type and your calculation results:
· Equipment, Vehicles, or Property (Form 4797): If you sell business property at a gain and previously claimed depreciation, you must use IRS Form 4797. Any gain up to your accumulated depreciation amount is treated as ordinary income (Section 1245 depreciation recapture) and flows to Schedule K (Line 9). [1, 2, 3, 4]
· Pure Capital Assets (Schedule D): If the asset was strictly an investment (like land held for appreciation or securities) and was never depreciated, report the result directly on Schedule D (Form 1065). [1]

Summary of the Formula
To get your final number, apply the complete formula:

Gain/Loss=$8,000−(Original Cost−Accumulated Depreciation)


Step-by-Step Calculation Breakdown
· Original Cost Basis: $8,000
· Less Accumulated Depreciation: -$8,000
· Adjusted Tax Basis: $0
· Gross Sales Price: $8,000
· Total Taxable Gain: $8,000 — $0 = $8,000

Exactly How to Report This on the Tax Return
Since the gain is entirely due to depreciation recapture, you must report it under Section 1245 rules:
· IRS Form 4797 (Part III): Fill out lines 19 through 25. You will enter the $8,000 sales price, $0 adjusted basis, and $8,000 of accumulated depreciation.
· IRS Form 4797 (Part II): The $8,000 gain will carry over to Part II as an ordinary gain.
· Form 1065 (Page 1, Line 6): Enter the $8,000 on Line 6 (Net gain or loss from Form 4797). This increases the partnership's ordinary business income.
· Schedule K & K-1 (Line 1): The $8,000 ordinary income flows into Box 1 of both partners' Schedule K-1s (divided by their respective profit-sharing percentages), increasing their individual tax liabilities for the year.

Impact on Partner Cash Distributions
The $8,000 gain will flow to the partners' Schedule K-1 (Box 1). This addition increases each partner's outside tax basis by their share of the gain right before the cash is distributed.
Because their outside basis increases by the exact amount of the gain, distributing the $8,000 cash to them will bring their final capital accounts cleanly down to $0 without triggering any additional double-taxation on the cash payout itself.
Would you like to review how to split this $8,000 ordinary income on the partners' final Schedule M-2 capital accounts to ensure everything reconciles to zero?

