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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser.



WithumSmith+Brown, PC    |  BE IN A POSITION OF STRENGTH

6

SM

Today’s Agenda

▪ How to do a self review

▪ Forms 1065, 8825, M-3

▪ New items & reminders for 2021

▪ Footnotes/Statements/Elections/ Attachments

▪ K-1 items:
• Allocation of liabilities

• Income allocations & reading a partnership 
agreement

• Capital accounts

▪ Resources
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How to do a self review
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Self-Reviewing a Return – Do’s and 
Don’ts
▪ The reviewer should be able to follow the workpapers and 

return from start to finish without needing to ask where a 
workpaper is or how a number is supported. Make sure the 
binder is a complete file.

▪ READ INSTRUCTIONS!!! Many questions can be answered in 
the instructions. This includes state returns. IRS Publications 
can also be a good resource.
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Self-Reviewing a Return (cont.)

▪ Don’t pass along a potentially incorrect return and assume 
the reviewer will find your mistakes. If you have questions, 
ask the reviewer! Additionally, it’s a best practice to 
investigate the issue and come up with a few possible 
solutions before asking. In other cases, it’s best to not spin 
your wheels and just ask the reviewer.

▪ Read the actual return
• If something says “See statement” or “Attach statement”, did you 

attach the statement?

• If the return references another schedule, did you include the 
schedule?

• Read any questions that require a checkbox. Did we ask the client or 
are you assuming SALY?

• Check your spelling ☺
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Self-Reviewing a Return (cont.)
▪ Review overrides/diagnostics/potential e-File issue

▪ Make sure state returns are consistent with the federal return. If 
there is a sale or they have income, is nonresident withholding 
required?

▪ Compare to last year:
• Did you include the same footnotes/elections/statements? Confirm 

whether or not these are needed.
• Do the K-1s have the same formatting as last year?
• Open both returns in PDF and do a quick flip back and forth

▪ Although you should rely on the prior year return as a guide, you 
should not assume the bare minimum is making the return look 
like last year. Use common sense and ask yourself “Does this make 
sense? Why did this change?”
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Self-Reviewing a Return (cont.)
▪ Do an overall comparison of big ticket items and taxable income 

including, but not limited to:
• Rental income

 Did they get a new tenant/did a significant tenant move out?

 Was the property being rented for the entire year this year, when maybe last year it was 
placed in service partway through the year?

 Did they properly account for any lease amendments due to Covid?

• Repairs expense
 Did they do a major tenant fit out/renovations in the current year or a prior year?

 Are they correctly applying the tangible property regulations (TPR)? Are they expensing 
where they should be capitalizing or vice versa?

• Depreciation
 Was this year the final year of depreciation for certain assets so they are only taking a part 

year deduction? Was last year the final year for significant assets so depreciation this year is 
significantly less? 

 Did they elect out of 163(j) in a prior year? If so, did you correctly enter new building assets 
using ADS method?

 Is there a significant change in the AMT adjustment on Sch K Line 17? Can it be explained 
due to an election out of 163(j)? Even if depreciation schedules aren’t printing in the final 
copy, print them to PDF and do a comparison.

 Have they made the proper change for QIP placed in service in 2018 or 2019? 
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Self-Reviewing a Return (cont.)
▪ Do an overall comparison of big ticket items and taxable income 

including, but not limited to:

• Interest expense
 Was there a refinancing? (Interest expense most likely would decrease.) Sometimes clients 

will refinance to pull cash out of the partnership.

 Did they elect out of 163(j)? Should they consider electing out? 
– This should always be discussed with the client and they should be the ones to make the final decision.

– They could be a tax shelter one year and not the next. 

– Business plan could include paying off debit in a few years and they would be better off with taking the depreciation.

• 199A
 Is this property a triple net lease? If so, it should be excluded from 199A.

 UBIA – should not be allocated to partners who left the partnership

 Did you calculate UBIA for any 743 adjustments?

 If necessary, consider safe harbor for real estate
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Self-Reviewing a Return (cont.)
▪ Items to consider on the K-1s

• Ending capital accounts (Are any negative?)

• Do a flip back and forth between the current year and prior year    K-1s. 
Are any footnotes missing? 754 depreciation is a common one.

• Read the partnership agreement and determine proper allocations of 
liabilities and income. Create an excel file to make it easier for the 
reviewer.

• Confirm beginning liabilities, beginning capital accounts, and beginning 
capital percentages tie to prior year ending amounts if they used tax 
basis. If not, beginning account balances might not tie.

 Are you allocating them to the correct class and partners?

 Liabilities should not be allocated to partners who left the partnership.

• If there is a partner letter included last year make sure its included this 
year or vice versa. Note that the K-1s with codes are no longer included 
in K-1s. Partners can find that info in the instructions.
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Planning & Cross-Selling 
Opportunities
▪ Do they have significant R&M items?  Should the 

client consider an R&M study?
▪ Did they buy a new building or make a major 

improvement?  If so, should we recommend a cost 
segregation study?

▪ Do they have questions about sales tax?  Should we 
bring in a SALT expert?

▪ Do they have any foreign partners/properties?  
Should we bring in a member of the International 
team? Should they consider a REIT structure?

▪ Are they considering selling a property?  Should we 
recommend a 1031 exchange?

▪ Do they need a refresh of their estate plan or will?   
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Form 1065, 8825, and 
Schedule M-3
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1065 – Pages 1-5
▪ Page 1:

• Principal business activity, 
service, and code most likely will 
not change. Form 1065 
instructions give a listing in the 
back of instructions.

• Check appropriate boxes for 
initial or final year returns, 
amended returns, or 
name/address changes.

• Confirm preparer and client 
name/titles are correct in the 
signature lines.
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1065 – Pages 1-5

▪ Page 1:

• For a real estate partnership, page 1 (ordinary 
income on line 1 of Sch K) will be filled out for a 
management company or dealer in real 
property.

• If they own property that is rented, Form 8825 
will be used instead and flow to Line 2 of Sch K.
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Schedule B

▪ Read the questions – don’t assume it’s the same as prior year

▪ Question 2 –
• Look at K-1s to see which partners own a greater than 50% interest. 

Also need to look through for indirect owners

• Ask for structure charts

• Use end of year percentages

• Fill out Schedule B-1



WithumSmith+Brown, PC    |  BE IN A POSITION OF STRENGTH

19

SM

Schedule B (continued)

▪ Question 3 –
• Also uses end of year % and include all direct and indirect interests

• Now is asking what the partnership owns. 

• Again, ask for structure charts 
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Schedule B (continued)

▪ Question 4 –

• Often overlooked – especially if year to year partnership 
assets are near $1m.

• Technically, if this box is checked yes, page 5 can be left 
blank, but in most cases it’s filled out anyway for tracking 
purposes. This is partner/reviewer preference.
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Schedule B (continued)
▪ Question 6 – asks about Cancellation of Debt income *PPP Loan***

▪ Question 10 – Applies if there is a current year or prior year step 
up/down.

▪ 10a- Asks if a Section 754 was made whether in the current year or prior 
year. If it was checked yes last year, it will continue to be checked yes, 
unless the election was revoked (unlikely).

▪ 10b- Should be checked yes, if IN THE CURRENT YEAR an optional basis 
adjustment is being made under 743(b) or 734(b).

▪ 10c – asks specifically if a 743(b) or 734(b) adjustment is being made 
due to a substantial built-in loss. Potentially applies if 10b is also checked 
yes. Otherwise, check no.
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Schedule B (continued)
▪ Foreign entities & partners: Look at other information on the return – Is 

line 16 info on Sch K filled out? Does the partnership have foreign 
investments or foreign partners? Structure charts are helpful here.

• 13 – If the partnership owns a disregarded foreign entity or foreign branch 
enter # of 8858s and fill out Form 8858 for each DRE or branch.

• 14 – Does the partnership have foreign partners? (Hint: look at K-1s) and 
check yes. In addition to checking yes, you must enter the number of Form 
8805s filed. Even if there is a loss, the instructions to the 8804/8805 
indicate this form is needed if there is effectively connected gross income 
(i.e. rental income or gross sale proceeds).

• 15 - If the partnership owns an interest in a foreign partnership and meets 
the criteria to file an 8865, enter the number of 8865s attached and fill out 
Form 8865.
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Schedule B (continued)

▪ Don’t miss this one, and make sure you ask 
the client!

▪ This one deserves its own slide, it is so easy 
to get this one right.  

▪ Correct answers:

• Yes, Yes

• No, No

▪ RED FLAG: Yes, No
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Schedule B (continued)
▪ Foreign entities & partners (continued):

• 17 – Similar to #15, except it’s asking about foreign 
corporations.

• 18 – if any partners are a foreign government under 
Section 892, enter the number of partners who meet this 
criteria.

• 19 – Similar to #14 – if the partnership has foreign 
partners this may apply if the partnership passes through 
interest income, dividends, or in some cases royalties to 
foreign partners and withholding is required.
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Schedule B (continued)

▪ Question 23 – check yes if the partnership made or is 
making an election out of 163(j) as a real property trade or 
business.

▪ Question 24 – also applies to 163(j). If you check YES, fill out 
Form 8990.

▪ Question 25 – certifying as a QOF
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Schedule B (continued)

▪ Question 26 – provide the number of foreign partners subject to Sec. 
864(c)(8) as a result of transferring all or a portion of an interest in the 
partnership if the partnership is engaged in a US TorB. (Potential 
withholding on effectively connected income)

▪ Question 27 – if there are certain transfers that are presumed to be 
sales, disclosure must be made.

▪ Question 28 – applies in certain cases in which a foreign corp directly or 
indirectly acquires substantially all of the properties constituting a TorB 
of a domestic partnership 
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Schedule B (continued)
▪ Question 29 –centralized partnership audit regime question, which 

needs to be confirmed with the client each year. 

▪ Must fill out Schedule B-2 if you check yes. Can only elect out with 
certain partners. Partnerships with partnership and trust partners can’t 
elect out (see instructions for other partners that disqualify them).

▪ Must name a designee if you check no.

▪ If the partnership representative is an entity, you must also name an 
individual.
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Schedule B – Trends?

▪ Each year more questions and forms are added 
to provide transparency and information to the 
IRS.

▪ Number of Schedule B questions per year:
• 2021 Form 1065 – 29

• 2020 Form 1065 – 29

• 2019 Form 1065 – 28

• 2018 Form 1065 – 26

• 2017 Form 1065 – 22

• 2016 Form 1065 – 22

• 2015 Form 1065 - 20
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1065 – Pages 1-5 (continued)
▪ Schedule K:  

• Lines 1-13 + 21 foreign taxes make up taxable income.

• If interest expense is limited, the disallowed amount will flow to 13d 
Other Deductions.

• Lines 11 and 13 have a place to enter a description for type. Usually 
we enter “See statement” and the detail will print on a statement. If 
it’s one item you can just enter the description instead.

• If there is an amount on 17a, you should review AMT depreciation 
schedules even if they aren’t printing.

• Remember – Negative Sec 743(b) adjustment should be reported 
on Line 13v only now.  Not included in Line 1 or 2 as depreciation or 
on 13w

• If there is any foreign activity, Schedules K-2/K-3 should be 
populated.

• Nondeductible expenses should be included on 18c.

• Distributions on Line 19 should tie to Sch M-2 and K-1s.
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1065 – Pages 1-5 (continued)

▪ Schedule L:
• If there was an amount last year, but is zero this year enter 

NONE. Don’t leave it blank.
• Sch L capital should tie to ending capital on M-2 if both are 

tax basis. If Sch L shows book (i.e. GAAP) capital and M-2 
shows tax basis capital (required). A reconciliation is needed if 
this is the case.

• Try to be consistent with how assets are grouped and 
presented on Sch L. 

• Showing negative balances on the balance sheet is a matter 
of preference.  Most don’t want to see negative balances. For 
example, if there was an Other Asset for 100 in 2020 and the 
balance is -200 in 2021, I would put none for the ending 
balance. Add an Other Liability with a beginning balance of 
NONE and ending balance of 200.
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1065 – Pages 1-5 (continued)

▪ Schedule M-1: to be discussed on later slides 
with M-3

▪ Schedule M-2:

• Don’t plug to get to ending capital with other 
increases or decreases

• Should tie to K-1s

• M-2 should all be tax basis by this point
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Form 8825
▪ Fill out entity code – can be found in instructions based on type 

of property

▪ Enter fair rental days – this doesn’t roll from prior year. If the property 
is rented/held out for rent for the full year enter 365.
• Be sure to enter any personal use days.

▪ Each property has its own column on the 8825.

▪ If interest expense is limited, only the allowable amount will show on 
the 8825. The disallowed amount will be on Sch K, Line 13 deductions.

▪ If the partnership is an upper tier partnership with pass through rental 
income, this will flow to 20a.

▪ Our Firm preference is to enter the type of property as a footnote to 
the K-1s for 199A purposes. 
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Common M-1 Adjustments
▪ M-1 adjustments are differences in determining the taxpayer’s 

taxable income and financial income under GAAP.
• Temporary timing differences that are reported for tax purposes in a 

different accounting period.
• Permanent differences that are never reported for tax purposes.

▪ Depreciation – some real estate entities are on the tax basis so 
their tax depreciation = book depreciation.  For those that are 
not, we will have an M-1 adjustment for the difference in book 
and tax depreciation.  

▪ Nondeductible Expenses – 100% nondeductible (entertainment, 
political contributions), 50% nondeductible (certain meals)
• Note the change to deductibility of certain meals for 2021

▪ Deferred Rent – included in taxable income in the year of receipt, 
but reported in period earned for book purposes.  
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Schedule M-3

▪ Who must file an M-3?

• Total assets on Sch L are $10m or more (A)

• Adjusted total assets are $10m or more (B)

• Gross receipts are $35m or more (C)

• There is a reportable entity partner (D)
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Schedule M-3

▪ How to calculate adjusted assets – the 
instructions tell you!
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Adjusted Assets Example
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Reportable Entity Partner

▪ Owns or is deemed to own, directly or indirectly, under the 
instructions, a 50% or greater interest in the income, loss, 
or capital of the partnership on any day of the tax year; and 

▪ Was required to file Schedule M-3 on its most recently filed 
U.S. federal income tax return 

▪ Attribution rules apply – must look through to all ultimate 
owners to see who owns a 50% or greater interest in the 
partnership. There could be multiple direct and indirect 
partners listed. Start with the K-1s and work up from there.

▪ Important to note – use the highest profit, loss, or capital 
percentage at any time during the tax year. If beginning 
percentages are higher than ending percentages use those. 
(This is different from Schedule B-1. Each schedule can use 
different percentages.)
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Schedule M-3 (continued)

▪ What to fill out:

• The entire M-3 is required to be filled out if total assets 
are $50m or more. In this case, you do not need to fill 
out the M-1 and can select an option in your tax 
software to leave it blank, but some practitioners prefer 
both to be filled out. It’s personal preference.

• Voluntary M-3 filers or partnerships with under $50m in 
assets can either fill out page 1 of the M-3 plus the M-1 
or fill out the entire M-3 and leave the M-1 blank.
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Schedule M-3 (continued)

▪ Make sure total of assets and liabilities flow to the 
M-3. 

▪ In general, the items you enter on the M-3 should tie 
back to your 8825. For example, if you enter 
Insurance expense as $100 on the 8825 and this is an 
item with no differences, the detail on the M-3 
should show Insurance expense of $100. It’s a 
common mistake preparers make when tying taxable 
income on the M-3 to page 5 taxable income to plug 
+/- $1 to certain items.
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New Items for 2021
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Form 1065 – New Items

▪ Biggest change – Forms K-2 & K-3
• Report foreign taxes paid on Sch K Line 21 as well as the new forms

▪ Sec 743(b) adjustments – net remaining basis changed from 
Line 20AH to Line 20U

▪ Additional reporting requirements for Sec. 1061

▪ Reporting of PPP Forgiveness
• Schedule B question

• Need to report in correct period
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Form 1065 – New Items

▪ Tax Shelter election under Sec. 448
• Annual election to use allocations made in immediately preceding 

tax year to determine if a syndicate for current year

▪ Employee Retention Credit 
• Make sure proper treatment if credit taken

▪ Sch K-1, Line 20N: Business Interest Expense
• Partnership reports the partners share of the partner’s deductible 

business interest expense for inclusion in separate loss category for 
computing any basis limitation
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Form 1065/Schedule K-1 – Reminder 
Items
▪ K-1’s no longer come with page 2 list of 

codes.  This is available in the instructions. 

▪ M-2 capital accounts – tax basis

▪ If partner is a disregarded entity, fill out the 
information on K-1 properly
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Schedule K-1 – Reminder Items

▪ Check box if decrease in partner’s share of profit, 
loss and capital is due to sale or exchange of 
partnership interest 

▪ Check box if partner‘s share of liabilities include 
liability amounts from lower tier partnerships (and 
disclose)
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Schedule K-1 – Reminder Items

▪ Check box if partner contributed property 
with built-in gain or loss

▪ Disclose partner’s share of net unrealized 
Sec. 704(c) gain or loss

▪ Check box if partnership has more than one 
activity for at-risk or passive activity 
purposes 


























































































