
The Tax Cuts and Jobs Act imposed a $10,000 limitation on the amount of state and local tax (“SALT”) that

individuals (or pass-through business owners) may deduct for federal income tax. Some states have responded by

enacting various bills to mitigate the impact of this limitation.

As of July 2021, 14 states Louisiana, New Jersey, Oklahoma, Rhoda Island, Wisconsin, Connecticut, New York,

Alabama, Georgia, Arizona, California, Colorado, Massachusetts, and Minnesota have enacted law relating to PTE

tax. The months of June and July 2021 itself saw five states enacting this law. Some salient features of these recent

enactments are as under-

Arizona:

House Bill 2838 was signed into law on July 9, 2021, by Arizona Governor.

• The law goes into effect for tax years beginning after Dec. 31, 2021.

• Partnerships and S corporations can elect to pay income tax at the entity level rather than pass the liability

to its owners.

• The election is required to be made on or before the due date or extended due date of the entity’s return.

• Election to be taxed at the entity level is at a rate of 4.5% on the entity’s Arizona taxable income.

• The partners/shareholders of the electing entity will also be granted an Arizona income tax credit for their

share of the tax paid by the entity.

• The portion of the taxable income attributable to a partner or shareholder that is not an individual, estate,

or trust is not included in the entity level tax. Additionally, individual, estate, or trust partners or

shareholders may opt out of the election to be included in the entity level tax.

• Estimated tax payments are required for electing taxpayers whose taxable income exceeds $150,000 in the
preceding tax year.

California:

On July 16, 2021, the California governor signed Assembly Bill 150 (AB 150), which includes a new elective pass-

through entity (“PTE”) tax.

• The “CA PTET” is effective for taxable years beginning on or after January 1, 2021 and will sunset on

December 31, 2025.

• Qualifying PTEs, including entities taxed as a partnership or S corporation may elect to pay an entity level

tax on income.

• The election is irrevocable and must be on an annual basis on a timely filed return for the year of the

election.

• Eligible entities that make the election will pay a 9.3% tax on the total of each consenting owner’s pro rata

share of the entity’s income that is subject to tax in California.

• A credit equal to 9.3% of tax paid by the entity will be allowed on the owner’s share of income subject to tax

in California. Excess credits can be carried forward for up to five years.

• For tax years beginning in 2021, the tax is due on or before the due date of the entity’s return, without

regard to extensions.

• For tax years beginning in 2022 through 2025, the elective tax is due in two instalments: the greater of

$1,000 or 50% of the tax paid in the prior year is due by June 15th of the taxable year of the election, and

the remaining amount is due on or before the due date of the original return (without regard to

extensions).

MORE STATES MOVE TO PASS-THROUGH ENTITY TAX



Colorado:

On June 8, 2021, the Colorado legislature approved 2021 Colo. HB 1327 (HB 1327), which would allow owners of

pass-through entities to pay state income taxes at the entity level.

• Goes into effect for tax years beginning on or after Jan. 1, 2022.

• Partnerships, S corporations and LLCs treated as partnerships or S corporations may elect into an optional

pass-through entity tax.

• The election would be made annually on the return filed by the electing PTE.

• The tax is imposed at a rate of 4.55%

• Members of the electing entity are permitted a subtraction from their federal taxable income for

determining their Colorado tax liability in the amount equal to the owner’s share of the pass-through

entity’s income attributable to the state.

Massachusetts:

On July 16, 2021, Governor enacted legislation that allows for PTE tax. The Massachusetts House and Senate

included the above legislative change in their Fiscal Year 2022 budget (H. 4002).

• Effective for tax years beginning on or after January 1, 2021, eligible PTEs may elect to pay an excise on

their "qualified income taxable in Massachusetts".

• PTEs may irrevocably elect into the regime on an annual basis. The entity-level PTE tax is due and payable

on the eligible PTE’s original, timely-filed return.

• Tax is imposed at a rate of 5%.

• A qualified member of an electing PTE is allowed an offsetting credit against 90% of the personal income

tax imposed on such member’s share of such excise paid by the PTE.

• The pending PTE tax and credit regime would not apply to any taxable years for which the federal SALT

deduction limitation has expired or is otherwise not in effect.

Minnesota:

On July 1, 2021, Minnesota Governor signed into law House File 9, providing several significant tax-related

developments. The new law also provides for a pass-through entity tax election.

• For Taxable years beginning on Jan. 1, 2021, a qualifying entity, including a partnership, limited liability

company, or S corporation, can elect to pay an entity level tax in Minnesota.

• Annual binding election made on or before the due date (including extensions) by qualifying owners that

hold more than a 50% interest in a qualifying entity. Once the election is made, it is irrevocable for the

taxable year.

• Tax is paid by the qualifying entity at the highest individual income tax rate, 9.85%.

• The PTE tax imposed on a qualifying entity equals the sum of the tax liability of each qualifying owner.

• Qualifying owners of electing entities may claim a refundable credit on their individual income tax return

equal to the amount of the owner’s share of the pass-through tax liability.

• Electing PTEs are required to make quarterly estimated payments in the same manner as estimated

payments are required for composite tax.

Conclusion:

As stated above, while PTE tax helps mitigate the $ 10,000 SALT deduction limitation, taxpayers should carefully

analyze whether making the election and paying the entity level tax will result in a lower overall tax burden. It is

possible that not all pass-through entity members will benefit from the election and there likely may be other tax

considerations that could make the election undesirable.

If you have any queries, please get in touch with us at tax@knavcpa.com


