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Final regulations governing the selection, designation and power of partnership representatives were issued 

on August 6, 2018.  On December 21, 2018, the Treasury and the IRS issued final regulations addressing 

other aspects of IRS partnership audits.  If your family owns a family limited partnership or other entity 

taxed as a partnership, such as  a limited liability company (or an S corporation that has made an election to 

be taxed as a partnership), these rules could apply to you and may necessitate changes to existing 

organizational documents.  

Partnerships and limited liability companies that have not yet reviewed their agreements should take steps 

now to comply with the new rules and regulations or risk compliance issues should they be selected for 

audit.  Furthermore, partnerships and limited liability companies should take steps now to identify a 

partnership representative.   

Here are some helpful reminders for companies on the status of the new partnership audit rules and 

regulations now that 2018 has come and gone.   

Partnership Representative Regulations 
One of the biggest changes to the partnership rules was the creation of the partnership representative as the 

replacement for the tax matters partner, or TMP, who acted on behalf of the partnership under prior law if 

the partnership were audited.  The new partnership representative has far more authority to act on behalf of 

the partnership, including the power to bind the partnership and all partners to any audit determinations.  

With the substantial increase in authority, a partnership must be careful deciding who, or what, should serve 

as its partnership representative. 

Unlike prior law, which required a partner (or member in the limited liability company structure) to serve 

as the TMP, any individual or entity may be selected as the partnership representative.  The individual or 

entity can come from outside of the partnership.  A partnership can even select itself as its own partnership 

representative.  If an entity is chosen as the partnership representative, a “designated individual” must be 

selected from within the entity to work with the IRS in the event of a partnership audit. 

Regulations: Centralized Audit Regime 
In August of 2018, the IRS issued new proposed regulations to address centralizing partnership audits.  The 

new centralized partnership audit regime was enacted as part of the Bipartisan Budget Act of 2015 ("BBA").  

The new audit procedures are effective for taxable years beginning after December 31, 2017 (§§6221 –6241).  

These rules provide an easier way for the IRS to collect underpayments of tax from partnerships and partners 

by generally requiring payment at the partnership level.  Prior law required the IRS to instead pursue 

individual partners to satisfy underpayments of tax following a partnership-level audit adjustment.   
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Opting Out of the BBA Regime 
Under the BBA, all partnerships are subject to the new audit/collection rules unless they qualify for an 

exception applicable to certain so-called “small partnerships.”   Even if an exception applies, the partnership 

must affirmatively elect out on that year's Form 1065.  There are strict eligibility requirements to opt out of 

the regime, focusing on the number and type of partners in the partnership.  Each eligible partnership should 

carefully consider whether it wishes to be bound by the BBA partnership audit process or to opt out. 

Important Reminders 
Partnerships should start thinking about logical choices for who, or what, to select as a partnership 

representative. The designation is required on all future Form 1065 filings. Should a partnership fail to select 

a partnership representative, the IRS does have the ability to select one on the partnership’s behalf. 

Partnerships that still have not reviewed their partnership agreements in light of the new BBA regime should 

take proactive steps to ensure compliance with the new rules and regulations. Otherwise, they face substantial 

risk should they be selected for audit.  

 

 

Disclaimer 
No representation or warranty, express or implied, is being given or made that the information presented is 

accurate, current or complete, and such information is at all times subject to change without notice. 

This information is limited in scope and is not intended to provide an exhaustive analysis.  Colony Family 

Offices and its directors, officers, agents and employees are not permitted to render tax or legal advice.  The 

opinions expressed herein are those of Colony Family Offices and are subject to change without notice. 

Please consult with your tax and legal advisors.   

Unless otherwise specifically indicated, any deemed advice contained in this presentation has not been 

prepared to be used, and cannot be used, by any person for the purpose of avoiding any penalties that may 

be imposed by the IRS.  Reproduction or distribution of this material is prohibited, and all rights are 

reserved. 

Colony Family Offices is a registered investment advisor. More information about the firm, including its 

investment strategies and objectives, can be found in our ADV Part 2, which is available, without charge, 

upon request. Our Form ADV contains information regarding our Firm’s business practices and the 

backgrounds of our key personnel.  As always, past performance is not necessarily indicative of future results, 

and the value of investments and the income they might generate can fluctuate.  CFO-19-09 

 

 


