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• K-2 and K-3 Reporting

• Employee Retention Tax Credit

• Sales and Use Tax Compliance Matters

• Federal Taxation of Virtual Currencies

TOPICS
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Tax Potpourri: Practical Considerations for Taxpayers

K-2/K-3 REPORTING
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• New for the 2021 Tax Year

− K-2

• Extension of Schedule K

− K-3

• Extension of Schedule K-1

K-2/K-3 REPORTING
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• Intention is to report items that partners/shareholders need to calculate 
their U.S. Income Tax liability when considering international deductions 
and credits

• Foreign Activity was previously reported in Box 16 of Schedule K-1

• TCJA changed the international tax system by adding:

− GILTI (Global Intangible Low-Taxed Income)

− BEAT (Base Erosion and Anti-Abuse Tax)

− FDII (Foreign-Derived Intangible Income)

K-2/K-3 REPORTING
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• Who must file?

− All pass-through entities with items of “international tax relevance”

− Pass-through entities with partners/shareholders who claim the FTC 
may still need to file K-2/K-3

• 2021 transitional relief

K-2/K-3 REPORTING
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• Who must file?

− 2022 Relief

• Entity must verify with each direct/indirect partner/shareholder that info 
needed to complete Form 1116 and 1118 is not needed

• Partnerships that have no foreign activity and in which all partners are less 
than 10% LPs

K-2/K-3 REPORTING
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• Specific K-2 Items – Extension of Form 1065

− Part 1 – reflects any international activity of the partnership that is not 
reported elsewhere on Schedule K-2

− Part 2 – used to provide partners with necessary information to complete 
Forms 1116/1118

− Part 3 – used to correctly report the information necessary for partners to 
claim R/E Expense, Interest Expense and FDII Deduction

K-2/K-3 REPORTING
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• Specific K-2 Items – Extension of Form 1065

− Part 4 – Section 250 FDII deduction

− Part 5 – Applies if the partnership has an interest in a foreign corporation 
that made a distribution

− Part 6 – Provides information with respect to Subpart F and GILTI income

− Part 7 – PFIC Information

K-2/K-3 REPORTING
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• Specific K-2 Items – Extension of Form 1065

− Part 8 – Subpart F special items

− Part 9 – BEAT

− Part 10 – Represents allocations of income and deductions to foreign 
partners in the partnership

• Breaks out effectively connecting and non-effectively connected income

− Part 11 – Designed for PTPs that hold an interest in a lower-tier partnership

K-2/K-3 REPORTING
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• Specific K-3 Items

− Same criteria as K-2, but reports information applicable to each partner to 
whom the schedule is provided

K-2/K-3 REPORTING

TAX POTPOURRI: PRACTICAL CONSIDERATIONS FOR TAXPAYERS



GYF ANNUAL CPE DAYTAX POTPOURRI

11/03/2022 7

GROSSMAN YANAK & FORD LLP ANNUAL CPE DAY – NOVEMBER 3, 2022

• Utilizing the K-3

− Form 1116

− Form 1118

− Form 1042

− Form 4797

K-2/K-3 REPORTING
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EMPLOYEE RETENTION TAX CREDIT
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• Basic Qualification

− Governmental Shutdown

− Decline in Gross Receipts

• Income Inclusion Concerns

• Processing Concerns

EMPLOYEE RETENTION TAX CREDIT
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• October 19, 2022

− IRS warns employers to be wary of third parties who are advising them to 
claim the ERC

− Improper and aggressive positions are being taken

− Large upfront fees or a fee that is contingent on the amount of the refund

− Failure to inform taxpayer about income exclusion

EMPLOYEE RETENTION TAX CREDIT
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PA SALES & USE TAX UPDATE
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• Online Merchants Guild v. C. Daniel Hassell (September 9, 2022)

− Department of Revenue could not collect sales tax from out-of-state retailers 
with inventory housed in PA through fulfillment by Amazon

− Insufficient connection with Pennsylvania for sales tax imposition

− Decision’s impact may be limited due to newer Wayfair Economic Nexus Rules

− May yet be important for smaller businesses and taxpayers

PENNSYLVANIA SALES AND USE TAX UPDATE
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TAXATION OF VIRTUAL CURRENCY
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• IRS Definition of Virtual Currency 

− “A digital representation of value that functions as a medium of exchange,  
a unit of account, and/or a store of value”

• Cryptocurrency is a form of virtual currency

• 1,600+ cryptocurrencies

• Bitcoin = Approximately $20,000 for 1 coin

TAXATION OF VIRTUAL CURRENCY
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• Virtual Currency is treated as property for federal tax purposes

• Receipt of virtual currency as a payment for goods/services is 
considered gross income at the FMV

− FMV = USD Value

• Page 1 of Form 1040

TAXATION OF VIRTUAL CURRENCY
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• Selling/exchanging virtual currency

− Gains from transactions of virtual currency are taxable at the time the 
virtual currency is exchanged for:

• USD/Currency

• Property

• Services

TAXATION OF VIRTUAL CURRENCY
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• Selling/exchanging virtual currency

− Typically going to be a capital asset

− 1031 exchange rules

− Wash sales rules

TAXATION OF VIRTUAL CURRENCY
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• FBAR/FATCA

− FBAR

• As of July 2021, virtual currency balances are not reportable on the FBAR

− FATCA

• Separate reporting when holding specific foreign financial assets (Form 8938)

TAXATION OF VIRTUAL CURRENCY
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• Mining Bitcoin

− Taxable income is recognized at the FMV of Bitcoin received on day it is mined

− Trade/business = ordinary income

• Self-employment income

TAXATION OF VIRTUAL CURRENCY
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• Wages/Compensation

− 1099 and W-2 Reporting

• Appropriate payroll taxes

• Backup withholding rules/regulations

TAXATION OF VIRTUAL CURRENCY
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