
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:

-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:

-On the web, use the chat box at the bottom left of the screen

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  

Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Remedies for Partnership Form 1065 Errors Resulting from 

Tax Reform and Centralized Audit Rules
WEDNESDAY, OCTOBER 30, 2019, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality

When listening via your computer speakers, please note that the quality 

of your sound will vary depending on the speed and quality of your internet 

connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com

immediately so we can address the problem.

mailto:sound@straffordpub.com


October 30, 2019

Remedies for Partnership Form 1065 Errors 
Resulting from Tax Reform and Centralized 
Audit Rules

Terence Coppinger, Partner

Mazars USA

terence.coppinger@mazarsusa.com

Faye Tannenbaum, CPA, Partner

Mazars USA

faye.tannenbaum@mazarsusa.com



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.
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New Centralized Partnership 
Audit Rules
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Centralized Partnership Audit Rules

• Under the new rules, any changes determined by the IRS in the course of an audit of a
partnership will be made at the partnership level and the changes will be assessed to the
partnership in the year that the audit or a judicial review is completed.

•The amount of the tax will be calculated at the highest marginal rate for individuals or
corporations. The taxpayer representative will have an opportunity to try and demonstrate
to the IRS that some or all of the assessment should be at a lower rate.

•This process will be administered by the IRS unless the partnership elects out of these
rules. Electing out of the application of these rules can only be done by partnerships which
have 100 partners or less and only have partners who are (i) individuals, (ii) estates, (iii) C
corporations, (iv) S corporations, or (v) foreign entities that would be C corporations if
they were domestic entities.

•The partnership must make the election out of the centralized audit regime on a timely
filed return and include information regarding all partners on a new form.
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Centralized Partnership Audit Rules

• A push out election can be made upon examination, where the partnership would send

amended K-1s to all the former partners. Note that the partnership, not the IRS, must send out

amended K-1s. Partnerships wishing to make this election must do so within 45 days of

receipt of the notice of a partnership adjustment.

• The taxpayer representative replaces the Tax Matters Partner (TMP). The taxpayer

representative takes on a much greater role than the traditional TMP. Partners, other than the

taxpayer representative, will no longer have the right to participate in a partnership audit or

judicial proceeding. Partners will not even be notified by the IRS that the partnership is being

audited and will not be able to assist in the partnership’s defense.

• The taxpayer representative does not have to be a partner in the partnership and is selected

annually.
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Centralized Partnership Audit Rules – Effects of 

Election and Items to Consider

• Election could burden current partners with fiduciary responsibility for audits of
prior years, even if they were not partners at that time.

• Election could affect timing of recognition of items reported on amended returns.

• Election should be considered in drafting new agreements and restructuring old
agreements.

• Taxpayer representative indemnities and limitations should be outlined in all
agreements.

• Changes to taxpayer representative due to resignation etc.

• Documentation of applicable tax rates for partners should be gathered
contemporaneously.

• Documentation of current partners in order to be able to contact them at the time of
an audit.
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Tax Basis Reporting
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• Generally, a negative “tax basis capital” exists when a partnership allocates tax

deductions or losses or makes distributions to a partner in excess of the partner’s tax

basis equity in the partnership.

• It can also arise when a partner contributes property subject to debt in excess of the

property’s adjusted tax basis to a partnership.

• The 2018 Schedule K-1 requires a partnership that does not report tax basis capital

accounts to its partners to report the amount of such partner’s tax basis capital both at

the beginning of the year and at the end of the year if either amount is negative (note:

applicable in Form 8865 as well).

Reporting Negative Tax Basis Capital
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• Notice 2019-20, Penalty Relief for Missing Negative Tax Basis Capital Account Information,

provides additional information and penalty relief for complying with the requirement to report

negative tax basis capital account information for tax year 2018 if the following conditions are

met:

• The Schedule K-1 or other applicable form or statement is timely filed, including extensions, with the

IRS; is timely furnished to the appropriate partner, if applicable; and contains all other required

information.

• The person or partnership required to file the Schedule K-1 or other applicable form or statement files

with the IRS, no later than one year after the original, un-extended due date of the form to which the

Schedule K-1 or other applicable form or statement must be attached, a schedule setting forth:

Reporting Negative Tax Basis Capital
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Reporting Negative Tax Basis Capital

a. A statement that the schedule is “Filed Under Notice 2019-20”;

b. The Schedules K-1 or other applicable forms or statements for which the schedule is

filed, e.g., Schedule K-1 (Form 1065) or Schedule K-1 (Form 8865);

c. The partnership’s name and Employer Identification Number, if any, and Reference 

ID Number, if any;

d. For each partner for which negative tax basis capital account information is required:

i. The partner’s name, address and taxpayer identification number; and

ii. The amount of the partner’s tax basis capital account at the beginning 

and end of the tax year at issue.
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Section 163J and Other Basis 
Issues
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• IRC 163(j) limits deductions for business interest expense.

• While the prior version of IRC 163(j) applied almost exclusively to U.S. corporations with non-U.S.

parents, the current version of IRC 163(j) applies to taxpayers engaged in business in any form, with

limited exceptions.

• IRC 163(j) generally limits a taxpayer’s interest expense deductions for a taxable year to the sum of 30

percent of adjusted taxable income plus its business interest income. Taxpayers with average gross

receipts of less than $25 million over the preceding three taxable years are generally excluded from the

application of section 163(j) as are certain trades or businesses.

• A significant portion of current IRC 163(j) now deals with the interest expense of partnerships, as a result

of the complexity associated with Congress’ decision to treat partnerships as separate entities for certain

aspects of section 163(j) and as aggregates of their partners for others.

Partnership Basis Issues Resulting from Section 163J
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• The section 163(j) limitation is generally calculated in the first instance at the

partnership level. However, most of the remaining aspects of section 163(j) apply at the

partner level.

• Carryforwards of disallowed business interest expense are generally calculated at the

partner level. A partnership’s “excess business interest” and “excess taxable income”

are both allocated among the partners in the same manner as the partnership’s non-

separately stated taxable income or loss. “Excess taxable income” is defined as the

excess (if any) of 30 percent of the partnership’s adjusted taxable income over the

partnership’s business interest expense. The law adopted this partner-level carryforward

mechanism to take into account the fact that partners’ relative interests in their

partnerships are not necessarily fixed from year to year.

Partnership Basis Issues Resulting from Section 163J
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• Generally, a partner’s share of the partnership’s section 163(j) interest expense limitation is
calculated at the partnership level without respect to the partner’s own adjusted taxable
income or interest expense.

• The partnership’s business interest expense and adjusted taxable income generally have no
impact on the partner’s non-partnership business interest expense limitation.

• A partner’s share of allowed business interest expense is not further limited by a partner-level
section 163(j) limitation. However, a partner’s share of disallowed business interest expense
cannot become allowable at the partner level even if the partner has excess adjusted taxable
income.

• The one exception to this entity-level treatment is that a partner’s share of “excess taxable
income” can be used to increase the partner’s section 163(j) limitation on non-partnership
business interest expense once no “excess business interest” remains.

Partnership Basis Issues Resulting from Section 163J
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• Partners must adjust the basis in their partnership interests to account for various aspects of the application of

section 163(j). Specifically, a partner must reduce its basis in the partnership for “excess business interest” (but

not to less than zero), even though the interest expense is disallowed. However, this basis reduction will be

subsequently reversed to the extent “excess business interest” is not used under the carryforward rules before

the partner sells or exchanges its partnership interest in either a taxable or tax-free transaction.

• To the extent that the basis reduction is reversed, neither the transferor nor the transferee will be permitted to

utilize the “excess business interest” that resulted in the initial basis reduction. A partner that has had its basis

in a partnership reduced as a result of the operation of section 163(j) will need to be cautious regarding certain

transactions that can ordinarily flow from a partner not having basis in its partnership interest. For instance,

the partner could find itself unable to take into account its distributive share of partnership losses or recognize

gain as a result of a distribution from the partnership in excess of basis.

Partnership Basis Issues Resulting from Section 163J
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New K-1 Forms
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• Part II, Item K: Partnership share of liabilities

• A partner's share of liabilities is expanded to include beginning amounts of debt as well as the ending amounts that were

previously required to be reported. This change doesn't stem from TCJA changes, but is a welcome change for taxpayers and

practitioners. Proper basis tracking is important for partners and this change will assist in that process.

• Part II, Item L: Partner's capital account analysis

• New reporting requirements have been added to the instructions for certain scenarios. Partnerships who report other than tax

basis capital accounts to its partners in Item L and have negative tax basis capital at either the beginning or end of the year are

now required to report such amounts on line 20, code AH.

• The IRS released an FAQ that gives more information on this topic, provides a safe harbor calculation and also states that

partnerships satisfying the conditions in question 4 on Schedule B of the Form 1065 are not required to report a negative tax

basis capital statement because the partnership is not required to complete Item L of Schedule K-1.

New K-1s and Reporting
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New K-1s and Reporting

• Box 6c: Dividend equivalents

• Dividend equivalents are informational items for non-U.S. persons who are generally required to treat dividend

equivalents as U.S.-sourced income. The partnership instructions note that ordinary dividends reported in box 6a do not

include the amount of equivalents in box 6c.

• Box 11: Other Income (loss)

• Code F. Section 951A income: Sec. 951A refers to the new global intangible low-taxed income (GILTI) provision of the

TCJA, which requires a U.S. shareholder of any controlled foreign corporation (CFC) to include in gross income the

shareholder's GILTI for the tax year.

• Code G. Section 965(a) inclusion: Sec. 965 is more commonly referred to as the transition, or repatriation, tax brought

by the TCJA, requiring certain U.S. persons to pay a reduced tax on previously untaxed earnings held offshore. The Sec.

965(a) inclusion is a starting point to calculate that tax and the IRS has provided guidance on this subject. The Sec. 965

tax information was initially reflected on 2017 K-1s in other income and expense statements; however, now there is a

line item specifically reserved for this use.

• Code H. Subpart F income other than GILTI and transition tax items: Foreign income is intended to be GILTI or Subpart

F income. This is a complex new area of tax law and entity structure may need to be reevaluated to ensure the best tax

outcome in relation to these new foreign rules.

23



New K-1s and Reporting
• Box 13: Other deductions

• Code K, Replaced: TCJA temporarily repealed miscellaneous itemized expenses subject to 2% adjusted gross income

floor and the use for this code has been changed. It is now for excess business interest expense; an amount on this line

in 2018 triggers the filing of new Form 8990, Limitation on Business Interest Expense.

• Codes T–V: These codes were previously used for reporting information for eligible partners to calculate the Sec. 199

domestic production activities deduction (DPAD), which was repealed by the TCJA and are currently reserved for future

use (i.e., there is nothing here this year). Taxpayers whose fiscal tax year began before 2018 may still be able to take the

DPAD. Certain specified agricultural or horticultural cooperatives with tax years beginning after 2018 may qualify for a

deduction under Sec. 199A(g); if so a statement will be provided under Box 13, Code W.

• Code W, Other Deductions:

• Miscellaneous itemized deductions formerly deductible under Sec. 67 as subject to 2% of AGI floor are now

reported here. Reminder that these are still deductible by C corporations and certain states.

• Code X, Section 965(c) deduction: This deduction is commonly called the "participation exemption" and reduces the

Box 11G transition tax gross income inclusion, which effectively lowers the transition tax rate on un-repatriated

earnings.
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New K-1s and Reporting

• Box 16: Foreign transactions

• Codes D and E: The IRS added codes designated for Sec. 951A GILTI category foreign gross income and

foreign branch category gross income sourced at the partnership level.

• Codes K and L: Codes were added for Sec. 951A GILTI deductions and foreign branch category

deductions allocated and apportioned at the partnership level to foreign source income.

• Codes P and Q: Total foreign taxes paid and foreign taxes accrued are now codes P and Q, respectively.

• Codes U–W are new:

• U: Sec. 951A(c)(1)(A) tested income — This income amount is needed for calculating GILTI and

the GILTI deemed-paid foreign tax credit.

• V: Tested foreign income tax — This is also part of the equation to calculate the deemed-paid foreign

tax credit.

• W: Section 965 information — Preparers have additional reporting related to the effects of the

transition tax on the foreign tax credit. New Form 965, Inclusion of Deferred Foreign Income Upon

Transition to Participation Exemption System, is required for taxpayers having included in income

amounts under §965 for the 2017 or 2018 tax year.
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New K-1s and Reporting
• Box 20: Other information

• Codes Z through AD, QBI deduction: Information necessary to compute a business owner's qualified business income

deduction under Sec. 199A — or the "passthrough deduction" as it has come to be known — is reported here. Sec. 199A allows

for a deduction of up to 20% of qualifying business income, REIT dividends and publicly traded partnership (PTP) income. This

information is used in part to determine the final potential deduction; for 2018, worksheets are included in the Form 1040, U.S.

Individual Income Tax Return, instructions or in Publication 535, Business Expenses, to calculate to the final deduction amount.

• Z: Section 199A income, AA: Section 199A W-2 wages, AB: Section 199A unadjusted basis, AC: Section 199A REIT

dividends, AD: Section 199A PTP income

• Codes AE and AF. Information for limitation on business interest expense: This information is used on Form 8990 to compute

the current year business interest expense deduction under Sec. 163(j) and disallowed interest expense that can be carried

forward to the next year.

• AE: Excess taxable income, AF: Excess business interest income

• Code AG. Gross receipts for Section 59A(e): Sec. 59A is a new Code section from the TCJA called the base erosion and anti-

abuse tax (BEAT), which essentially serves as a new minimum tax. Information reported here will determine if the taxpayer met

a three-year average annual gross receipts test of at least $500 million to be subject to the BEAT.

• Code AH. Other information: Code Z from prior years' Schedules K-1 is replaced by this code. It is used to report various other

information needed by the partner to properly report the activities of the partnership on the partner's return, including any

information needed to comply with the limitation on excess business losses under Sec. 461 and calculation information related to

FDII and GILTI deduction..
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CONTACT

Follow us on:  

Visit us at: www.mazarsusa.com

Faye Tannenbaum 
Partner, Mazars USA LLP

(P) 212.375.6713

(E) Faye.Tannenbaum@MazarsUSA.com

Terence Coppinger
Partner, Mazars USA LLP

(P) 516.620.8510

(E) Terence.coppinger@MazarsUSA.com
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