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This presentation is for general
information only.

Presentation content can not be
interpreted as specific tax advice for
a specific tax situation.

This presentation does not take draft
or future legislation into account.
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“_ NC SALT Legislation

Background: What does a SALT Workaround do?

338

The TCJA, passed in 2017, limited the federal deduction for
the amount of state and local taxes paid to $10,000 for tax
years 2018-2025.

IRS Notice 2020-75, permitted state pass-through entity
taxes as a workaround to the SALT cap for individual
taxpayers.

In general, these structures allow a pass-through entity to
directly pay state taxes on business income and claim the
corresponding federal deduction at the entity level (no SALT
cap).

This allows individual owners to maximize their SALT
deduction for that income.
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“_ NC SALT Legislation

Session Law 2021-180, enacted November 18, 2021,
created North Carolina’s first SALT Workaround structure.
This law contained a provision that allows certain pass-
through entities ("PTEs") to elect to pay North Carolina
income tax at the entity level (a “Taxed PTE").
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“_ NC SALT Legislation

Session Law 2023-12, enacted April 3, 2023, expanded the
eligible partnerships that could make the election.

This law also significantly changed the calculation of Taxed
PTE income beginning with tax year 2023 and expanded the

individual income tax credit available for taxes paid to other
states.
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“_ NC SALT Legislation

Session Law 2023-134, enacted October 3, 2023, again
expanded the eligible types of partnerships that could make
the election.

Session Law 2024-1 extended the time to make 2022 Taxed
Partnership election for 2022 to July 1, 2024.

Session Law 2024-28 added additional definitions related to
Taxed PTEs and removed outdated provisions related to
Taxed PTE tax credits.
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“_ NC SALT Legislation

Session Law 2024-51 added provisions allowing additional
time to make the 2023 PTE election for certain taxpayers
iImpacted by Hurricane Helene.

This presentation will focus on the current (tax year 2023
and forward) Taxed PTE structure.
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\ Taxed PTE Summary

North Carolina law allows eligible S Corporations and
eligible partnerships to elect to be taxed for North
Carolina income tax purposes at the entity level.

This is a different taxation structure that the pre-existing
S corporation composite returns and partnership
payments made of behalf of nonresident partners (both
of which are still available).

If a PTE makes a timely election to pay North Carolina
Income tax as a Taxed PTE, the Taxed PTE pays income
tax on the income of its shareholders or qualifying
partners that is attributable to North Carolina.
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\ Taxed PTE Summary

The tax on the Taxed PTE is imposed at the individual
income tax rate for the applicable taxable year.

Each Owner of the Taxed PTE is allowed to deduct the
Owner’s share of the Taxed PTE’s income attributable to

North Carolina on the Owner’s North Carolina Tax
Return.
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\ Taxed PTE Summary

North Carolina law expressly provides that when a PTE
elects to be a Taxed PTE, the State’s income tax is
imposed on the taxable income of the PTE itself.

A PTE that elects to pay state income tax at the entity
level may generally deduct the full amount of its state
iIncome tax as a business expense on the PTE'’s federal
Income tax return.

An eligible PTE can make the Taxed PTE Election by
timely fiing a NC Tax Return for a tax year that begins
on or after January 1, 2022.
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\ Taxed PTE Summary

The federal SALT cap is set to expire at the end of 2025.

Notably, North Carolina law does not provide a sunset
date for the SALT workaround.

Taxpayers should not assume that electing to be a Taxed
PTE will always result in a net State/Federal tax benefit
for all owners/entities involved.
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North Carolina Taxed PTE
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Taxed PTE Election /

What type of entity is eligible to make the Taxed
PTE Election?

» An eligible S Corporation required to file an NC Tax Return
under G.S. 105-131.7, and

» An eligible partnership required to file an NC Tax Return
under G.S. 105-154(c).

NOTE: An entity that is not a PTE (for example, a sole
proprietorship) is not eligible to make the Taxed PTE Election.
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\ Taxed PTE Election

S Corporations

* An eligible S Corporation is an S Corporation as defined
under North Carolina law.
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\ Taxed PTE Election

Partnerships

An eligible partnership is defined as a domestic

partnership, a foreign partnership, or an LLC that is
classified for federal income tax purposes as a
partnership.

BUT...



NCD®R #:. Taxed PTE Election

The following partnerships are not eligible to make
an election to be a Taxed Partnership:

* A publicly traded partnership that is described in section 7704(c) of the
Code.

* A partnership that has at any time during the taxable year a partner who is
not one of the following:

(1) An individual.

(2) An estate.

(3) Any of the following:
a. A trust described in section 1361(c)(2) of the Code.
b. A trust if such trust does not have as a beneficiary any person
other than an individual, an estate, a trust, or an organization
described in section 1361(c)(6) of the Code.

(4) An organization described in section 1361(c)(6) of the Code.

(5) A partnership, including an entity that is classified as a

partnership for federal income tax purposes, or an entity that is

classified as a corporation for federal income tax purposes. S




NCD®R #:. Taxed PTE Election

The underlined sections were added by Session
Laws 2023-12 and 2023-13:

(1) An individual.
(2) An estate.
(3) Any of the following:
a. A trust described in section 1361(c)(2) of the Code.
b. A trust if such trust does not have as a beneficiary any person
other than an individual, an estate, a trust, or an organization
described in section 1361(c)(6) of the Code.
(4) An organization described in section 1361(c)(6) of the Code.
(5) A partnership, including an entity that is classified as a
partnership for federal income tax purposes, or an entity that is
classified as a corporation for federal income tax purposes.

Note: (a)(3) and (a)(5) partners are NOT treated the same for
purposes of determining the PTE tax. 4



Taxed PTE Election /

The partnership qualification changes made by Session
Laws 2023-12 and 2023-134 were retroactive to 2022
and continue to apply in future years.




Taxed PTE Election /

How does an eligible PTE make the Taxed PTE
Election?

An eligible PTE must make the Taxed PTE Election on
its timely filed annual NC Tax Return.

The Taxed PTE Election is for the tax year covered by
the return.



Taxed PTE Election /

The Taxed PTE Election must be made by the due date
of the PTE’s annual return, including extensions.

A Taxed PTE Election on a late-filed NC Tax Return is
not valid unless a specific statutory exception applies.

Session Law 2024-51 allows an eligible PTE additional time
to make the Taxed PTE election for tax year 2023 if the NC
Tax Return for the PTE was due on or after September 25,
2024, through May 1, 2025, so long as the NC Tax Return is
filed on or before May 1, 2025.

This additional time applies to all eligible PTEs, regardless
of whether the PTE is in a Disaster County. <



Taxed PTE Election /

Can the Election be Changed or Revoked?

For Tax Years 2023 and later:

No. A PTE may not make or revoke the election after the
original return is filed.

The election must be made by the due date of the return
to be valid.

A PTE that does not timely file a return by the due date is
not allowed to make the election.



NCD®R =i Taxed PTE Returns

Important! Failure to timely file the PTE return will prevent
the PTE from making a valid election to be a Taxed PTE.

Partnership Income
Tax Return

F|II in all applicable cirdes:
) Initial Return
- Amended Retum

Lesgal Narme Corinusd I LLC, Erer M.C. Secretary of State ID Final Return
Short Period
Partnerzhip is LLC
() Partnership has

Legal Mame (LASE CAPITAL LETTERS FOR NAME AND ADDRESE) Federal Emgloyer 1D Number

Apariment Numier "~ Monresident Owners
() MC-NPAs attached
MNC-478 attached

() Publicly Traded
Partnership

() WC-PE attached

M.C. Education Endowment Fund: A partnership may contribute to the N.C. Education Endowment Fund by making a contribution or
designating some or all of the partnership’s overpayment to the Fund. To make a contribution, enclose Form NC-EDU and the partnership's

payment of & . To designate the partnership’s overpayment to the Fund, enter the amount of the
partnership's designation on Line 26 on Page 2. (See instructions for information about the Fund.)

Taxed Partnership [See instructions for definition of Taxed Partnership.)
Is the parnership making the election to be a Taxed Partnership for tax year 20237

Federal Extension Was the partnership granted an automatic extension to file its 2023 federal income tax retum (Form 1065)7

™\
&=
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Beginning with the 2023 tax year, North Carolina taxable income
of a Taxed PTE is determined by adding the following:

» Each Owner's share of the Taxed PTE’s income or loss,
subject to the adjustments provided in G.S. 105-153.5 and
105-153.6, attributable to North Carolina.

Note: Resident Owners’ shares of the Taxed PTE’s income or loss
not attributable to North Carolina are not included in the Taxed
PTE’s taxable income beginning with 2023.
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Income attributable to North Carolina is defined as:

* With respect to a partnership, all items of income, loss,
deduction, or credit of the partnership apportioned and
allocated to this State pursuant to G.S. 105-130.4.

* With respect to an S Corporation, all items of income, loss,
deduction, or credit of the S Corporation apportioned and
allocated to this State pursuant to G.S. 105-130.4.
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The G.S. 105-153.5(c3) adjustments (for Owners of Taxed
PTEs) are not included in the calculation of the Taxed PTE's
taxable income.

Separately stated items of deduction are not included when
calculating each Owner's share of the Taxed PTE's taxable
income. We will discuss section 179 and bonus depreciation
later in this presentation.

Pursuant to G.S. 105-153.5(c1), a partnership and an S
Corporation must add back any amount deducted under IRC
section 164 as state, local, or foreign income tax.
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Taxed Partnerships with partnerships or corporations as
partners do NOT include the income from these partners in
the calculation of Taxed PTE tax. These partners are still
subject to the provisions of G.S. 105-154(d).

Trust partners continue to be included in the calculation of a
Taxed PTE’s taxable income for tax year 2023.
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Common Question: Is the federal deduction for included
in the taxable income of a Taxed PTE?

It depends. A deduction is included in the calculation of the
Taxed PTE’s North Carolina taxable income to the extent the
deduction is included in the Taxed PTE’s calculation of total
income (loss). See federal Form 1065, Schedule K, Lines 1-11.



NCD®R #:. Taxed PTE Tax

A Taxed PTE calculates its North Carolina income tax by
multiplying its North Carolina taxable income by the tax rate
imposed on individuals.

North Carolina individual income tax rates:
For taxable years beginning in 2023, the individual income tax rate is 4.75%.
For Taxable Years beginning in 2024, the North Carolina individual income tax
rate is 4.5%.
For Taxable Years beginning in 2025, the North Carolina individual income tax
rate is 4.25%.
For Taxable Years after 2025, the North Carolina individual income tax rate is
3.99%.
Additional rate changes may apply to tax years beginning with 2027 based on
certain rate reduction triggers. For more information, see Session Law 2023-

134. .
4
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D-403

Partnership Income
Tax Return

2023 =

For calendar year 2023, or fiscal year beginning (MA-DD) = 2 3 and ending MADC-YY) - -

Taxed PTE Returns

Legal Mame (First 10 Characters]

Federal Emplayer ID Number

gyl Wt [LASE CAPVTAL LETTERS FOR NAME AND ARDRESS) Frachiil Esagherpar 1) Mt

b Initial Return

- O Amended Returm
Final R&tum
Short Period

) Partnershig is LLC

FLLE, Erir W Secratiry of Stia 10

Parinershin has
Nenresident Cwners

7 NC-MPAs attsched

1 NC-4TE abtached

) Publicly Traded
Paninership

N s . ) NC-PE attached

Apariart Nurmber

Fill in all apphcabie crdes:

M.C. Education Endowment Fund: A parinership may condribute 1o the N.C. Education Endowment Fund by making a coniribution ar
desigrating some of all of the parnership's overpayment fo the Fund. To make & contribution, endose Form NC-EDU and the panérship's

# paymean of § - To designale the pamnership's averpaymen 1o the Furd, enber the amount of e
parinership's desigralion on Line 26 an Page 2. [See insfructions for imformation sbouf the Fund )

Taxed Partmership [See instructions for definition of Taxed Partneship. |
Is the parinership making the election io be a Taxed Parinership for tax pear 20237

Federal Extension  Was the parinership granbed an automatic extension (o file it 2023 federal incame tax retum (Form 1085)7

Part 1. Informational Return and Tax Due for Nonresident Partners and Taxed Partnership

1. Income [Loss) (Fram Part 8, Line 12, or Federsl Form 1065, Schedude X add Lines 1-11) 1. ()

. Guaranteed Payments to Partners

. Bubtract Line 2 fnom Line 1

. Additions to Income [Loss) Lne
(From Famm NC-PE, Part A, 16)

. Add Lines 3 and 4

ZOGOLOLLL

[

. Deductions fram Income (Loss)
(Frovn Farm NC-PE, Parf B, Ling 41)

. Net Distributive Partnership Income (Loss)
{Line 5 minus Line &)

. Nonapportionable Met Distributive Parinership Income (Loss)
(From Part 3, Line 1)

. A Het D
{Line T minus Line 8

Income [Loss)

. Nonapportionable Net Distributive Parinership income (Loss) Allocated to N.C.
(From Part 3, Line 2)

If the partnership has nonresident partners or if the partnership is a Taxed Partnership,

complete Lines 11 through 13. Otharwise, skip to Line 14.

11. Tax Due for Nonresident Partners and Taxed Partnership
[Add Pariners' Todal froum Parf 4, Ling 78 and Pard 4_ Line 25]

12. Tax Credits Allocated to Monresident Pariners and Taxed Parinership
{Add Pavtners’ Total fom Part 4, Line 19 and Par 4, Line 26)

43. Met Tax Due for Nonresident Pariners and Taxed Partnership
{4 Partnars’ Talal fom Part 4, Line 20 and Part 4, Ling 27}

| RN

. Paymemts [Add Lines 14a through 144, Ender fotad on Line 14e)
14a. Extension 14k, Other Partnershios

* o > ’ .
. Orther
(Mnciunds Estimated Tax Papments)

> >
e ...00 R
. Additional Payments [dmanded Redurns Only See instruchions)

14¢. Wihhalding from Services

- Add Lines 142 and 15

. Previous Refunds [Amanded Refurns Only. See instructions)

. Bubtract Liné 17 fraom Line 16 (W iess ifan 2évo, fllin the cinge)

. Tax Due (if Line 18 is Jass ihan Line 13, subiract Line 18 from
Line 13, Oiferwise, go fo Line 200

. Overpayment Before Penalties and Interest (i Line 15 iz
grealer than Ling 13, Subdract Line 13 from Ling 18)
21. a. Penalties (Inciude all penalfies spplicable do infarmatianal
redurns, See insiruchions)

S20802OLLE

00

L0

€. Inberest on the Underpayment of Estimated Income Tax (Tanad Patnershios Only)

d. Add Lines 21a through 21

If Line: 21d i gréater than Déng and you enbered an amaunt on Line 20, corgane Ling
21d with Line 20. if Line 21d is gredies than Line 20, subract Line 20 fom Line 21d
ard erfer regull on Line 32, If Line 21d i bess than Line 20, sublract Line 21d from
Line 20 and erfer resull on Line 23.

22. Amount Due (Add Lines 79 and 27d)
Pay in U.5. Currency from a Domestic Bank. You can pay online st www.nedor.goy.

23, Overpayment After Penalties and Interest

Whan fling an aménded refum, S&& nsruchions 4|

24, Amounit of Lire 23 ta be applied o 2024 Estimated Incoma Tax
28. Amount of Line 23 coniributed 1o NLC. Nongame and Endangered 'Wildlife Fund
26. Amount of Line 23 conributed (o NLC. Education Endowmant Fund

7. Amount to be Refunded (Subfract Linss 24, 25 and 26 fom Live 23)

» 2ic

| 3

| 3

| 2

>

21d.
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Page 4 (Tegal Fame [First 70 Chavacier FeieaiE T HomEe
Page 3 (7 uoal Name (First 10 Characters) Federal Employer I} Nurber o £gal Hame =l el Empizyer 1D HumEer

Web -
B-23 B-23 [ S——

Part 4. Parlnm‘ |nm|‘|"ﬂat|0ﬂ and Tax Calculation for Nonresident Partners and Taxed Partnerships
Part 2. Apportionment Percentage Iwo padness, aftach & schedule for sach padner. Only one Parfrers” Talal i& neéded. )
Note: Apportianment faciovs must be calculahed 4 places ko the rght of the decimal.

A. Partnars' Shares of Income, Adjustments, Tax Credits, and Other Items (T be compietad by al partrarships for sach parner.)

A. Partnerships Not Apportioning Income Gumlde Morth Carolina Partner 1 Partner 2 Partners’ Total
Errier 100% on Pan 4, Line 12 for each pariner :

|deritifying number

B. Partnerships Apportioning income Outside North Carolina
Harme

1. 'Within North Caralina 2. Total Everywhers

1. Gross Recsipts Subject 1o Agpartionment 3. Aodiess

2 Gress Reits Subject to Appationment

3. Gross Royallies Subject to Appartionmert
4. Dividends Subject ta Apporlicnmend
B. Imerest Subject lo Appationment . Type af pariner
& Ot Lﬁj_ MIP‘-‘“ (Ex: Ind., Cop., Pavt)

< o “ . Additions bo income (lass)
T. Share of Receiphs from Nondarporate Entities Subjed! 1o Apportionment (T Farm NG K-1, Line 2

. Deductions nmlnﬂnme-:lm:

B. Total (Add Lines 1 frough 7 for each column) (Te Farm NC K-1, Line

Tax credits (To Form NC K-1
Ling 4] Nofe: Enfer an amaint

Pariner’s share percentage

8. M.C. Apportionment Factor
(Divade Ling & Colurin 7 by Line 8 Colurin 2 and anfer fe Bcfor e and an Pa 4, Line 12 for sach gafnar)

ot Line B only if the parner can
claim e Jrzyl:redlr. if & Taxed
Parinership can claim the fax

credil 0 Yes Yes
C. Speclal Apportionment Formulas L see e 23
Special appertionment formulas apply b centain types of entilies such as barks, whoissale content distribuors, Income Attributable to North Carolina (To be completed by sl parinerships for sach parner |
:m:paw:rmpﬂru::. air ransgortEion Dmruames wiater iransporafion companies, pipeline companies, ard %
rairead companies. [f he parinevainp uses a special mnmen!bﬂnu!a enler the mmmappum:ru Partner 1 Partner 2 Partners’ Total
fackar heve and an Parf 4, Line 12 for each pariner. anﬁrx\'gﬁhbluxwwt Spacial apporhiciment — —1—

caicutstion, (See instructions and G.S. 1051304, 13044, and 130,48 for more infarmatian.) e e nome

on Pan 1, Line 8

Part 3. Nonapportionable Met Distributive Partnership Income (Loss) 2 Eﬂ"&ﬂfﬂ::fqm-!rmml

Camplste this scheduls i the partnership has incame (loss) classified && nonappatianabie income flass). Far sdalionsl information, Ses nstruchions.

. (B} Grass IC) Rekabed (D) Mt Amounts {E} Hel Amounts Allocaled
() Nomapportionable income (Loss) Amourts Expermss (Calurmnn B minus Calumn C) Diirectly bo MLC.

#dd Lines & and 10

Agparonmenl percerntage
froem Part 2

Multiply Line 11 by Line 12

Guarameed payments ba
parnnens apgicable o ncome
on Pan 1, Line 10

froem Part 1, Line 10

Separatedy stated Bems of
income attibutable o pariners

Ircome Atributable o Morth Carclina
(ke Lines 13 through 16)

Pariners’ share of the amaunt |

_ Tax Computation for Nonresidant Partners (To be compisted by sl partnerships for sach nanresident pavfnar on whoss bafalf the
2. Nonapportionable Income (Loss) Allscated to N.C. ([Enter e fafal of Column £ here patnarafap 15 required bo pay tax. |
e

1. Monapportionable Income Loss) (Enier ine iofal of Coiumn D here and an Par 1, Ling 8

Partner 1 Partner 2 Partners' Total
HC- Nm Fnrm attached MC-MPA Form attached
) Yes ) No ) Yes O No

Tax due (Muliply Line 17 by 4. 75%)) |
Tax eredits taken on behalf of e g =

ranresident pariner (From Farm

D-403TC. Part 3, Line 13)

Met tax dus [Line 18 mivnus Ling |

Explanation of wiy income {loss) isted in Pant 3 is nonapportionable income: (lass)

(AMach agaonai Sheels if nasessarny) 19,1 I & When filing an

* For an acceplable means of compuling relaled expenses, see 17 N.CAC. 5C 0304 l=||"|'| St inStruchions.

irlpol‘hm: Al parirerships must provide each paner with & NC K-1 for Form D-403 and any albér information necessany for the
partner bo prépans (he appropriabe Morth Canolina tax retum.
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Taxed PTE Returns

P;EEGS Legal Name (Firs! 10 Characters)

WViish
B-23

Federal Emploayer ID Mumbér

——

D. Partners’ Share of Taxed Partnership's Tax Credits (To be complefed by af Taned Parirershins for sach partner |

Aftach other pages if nesded.

Partner 1

Partner 2

Partners’ Total

P;B:G 6 [ Legal Name [Firs! 10 Graracters) Federal Emgloger 1D Number
L

Wik =
B-23

Part 5. Ordinary Business Income [Loss) Part 6. Partners' Distributive Share tems

2. |den$fying number

. Name
. Tax credits (Enter an amounf

on Line 23 anly if the Taxed
Parinership can claim the fax |
cragi )

. Tax Computation of Taxed Partnarship (7o be compisied by afl Tassd Parnarshins for sach pariner for which fre parnanstip is regquined

i pay feor of e nfidy leval |

Partner 1

Partner 2

Partners’ Total

. Income altribulable ba Manh

Carolina (Enter the amourd from
Part 4, Line 17)

. Tax due (Multiply Line 24 b
4.75%) o ’

. T credits taken by the Taxed
Partnershin (Fram Form
D-403TC, Part 3, Ling 13)

. Wi Ta Due (i 25 minus Line 36)

. & Gross recepls of Sales 1. Ovdinary busingss income (loss)
b. Returns and sllowances
&. BalAnce [Line fa minus Line 78}

. Cost of goods sold (Affach schedwe)

. Gross paofil Line 1c minus Line 3)

2. Med rental redl estile ncome o)
3. Ofer net rental income [lass)

4. Guararieed Paymenis

. Inlernest income

. Ovdiraary incame (o) from ofher &. Ordirary dividends

partrershins, estales, insls (dfach schedle) 7. Royaliies
. Net B prafil (loss) jAfsch schadule) B. Net shoet-berm capital gain (loss)
8. Met lang-lerm capital gain (loss)

10. Med section 1231 gain (oss)

. Net gain (loss) jAftack schadule)

. Ciher ncome {|osS) jAfach soheduie)

. Total Income (Loss)
Aadd Lines 3 Ih‘u‘jm‘l? 1. Ofher incame (loas) jAmact sohsdue)

12. Tokal Income [Loss)]

Explanation of changes for Amended Retum (Afack addtiona sheets f necessary)

]
. Salaries and wages fother han f parners) ﬁﬁugﬂ .Lir'l‘-eflﬂbefamwrﬂ

{Less empiopment oreiits)

. Guaranieed paymenty.to pariners: Part 7. Adjustments to Income (Loss)

. Repains and mainbenance
. Bad debis
. Rent

. Taxes ard licenses

If the: partnership is required to add certain
Morth Carolina adjustments to income
(loss) or, if the partnership is allowed to
deduct certain adjustments from income
(loss), the partnership must complete Form
MNC-PE and attach it to Form D-403.

. Inberest
. a_ Depreciation

b Depreciation rapanad
elsewhare on return

c. Balancs jLins 163 minus 165 00
. Depletian 00
. Retirement plans, ele: .00 Important: If you do not attach both
pages of Form NC-PE to Form D-403, the
Department may be unable to process
the partnership return. Form NC-PE is

.00 available from the Department's website.

. Employee benefit programs .00
. Diiher deductions [Asacn scheduie) 00
. Total Deductions

Add the amounts shawn in the far
right column for Lines 9 through 20

L Orlilnh'! Business Income (Loss)
Line & minus Line 21 erer amourt
hese and an Parl 6, Line 1

{1 dhchare et coarily Bt | have coasare s setarn Gnd STy Schucubes ard staturmnts, an i e bl o my Retneion and Suled, ey a0 s, cee, and complele
Contact Phins Numbef (incle amd sose)
Taw —— e PR

GChak hitre If you authodize tha Modth
Gartling Depanmant of Revanus 1o
SCUSS this 11U and attachmsnts with

P B,

Signatun of Maraging Panne
It entity s an LLC and & convered toan LLC aunng the tax year, Sner enily Rami prior 10 Conersion:

¥ pruparisd bry @ parson ofher fhan B meansgieg pasner, i certficrten b besed on el inkematon of shich presenes his ey kowvissgs

ESignature of Paid Preganer Diher Than Managing Parner Daie Addrass of Paid Prepaner
Fréparers FEIN, 3N, of PTIN Fiapane’s Contat Prons Humber (incle s cons)

Fill in appécabie cicle: () FEIN ) 85N ) PTIN - -

Impartant: All parirerships must provide each pariner with a NC K-1 for Farm D-403 and any other information necessarny for the

parines o prapare the apprapriate Norh Caroling tax relum.

L

MAIL TO: North Carolina Depariment of Revenue, P.O. Box 25000, Raleigh, North Carolina 27840-0640




NCD®R . Taxed PTE Payment

Is a Taxed PTE required to pay estimated income
tax payments?

Yes. A Taxed PTE that can reasonably expect to have a North
Carolina income tax liability of at least five hundred dollars ($500) is
required to pay estimated tax payments in the same manneras a C
corporation.

A Taxed PTE required to pay estimated income tax generally must
make estimated tax payments in four equal installments.

The installments are generally due on or before the 15th day of the
fourth, sixth, ninth and twelfth months of the taxable year (for
calendar year filers, April 15, June 15, September 15, and
December 15).



Taxed PTE Payment}ﬁ

Note: The Taxed PTE will not be subject to interest for
underpayment of estimated income tax for the first tax
year for which it makes the election to be a Taxed PTE
(this includes all Taxed PTEs for the 2022 tax year).




Taxed PTE Payment}ﬁ

Payment Requirements

Apart from any required estimated tax payments, the full
amount of tax shown due on the Taxed PTE’s North
Carolina income tax return must be paid within the time
allowed for filing the return. An extension of time to file is
not an extension of time to pay.

The Taxed PTE will be subject to interest and the failure
to pay penalty if it fails to pay the tax due by the original
due date of the return even if it is not required to make
estimated tax payments.



Taxed PTE Payment}ﬁ

Note: Section 164(a) of the Internal Revenue Code
provides a deduction for state and local income taxes
“paid or accrued.”

When a tax payment must be submitted to the
Department in order for the payment to qualify as a
deduction for federal income tax purposes is a federal
tax question.
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NC-40 PTE
Taxed Partnership
Estimated Income Tax
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Payment Transfers

Note: The Department cannot transfer estimated income
tax payments made by an individual to a Taxed PTE.
Estimated income tax payments made by an individual
that result in an overpayment of N.C. income tax can
only be refunded to the individual.
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Payment Requirements

If the Taxed PTE files a return showing an amount due with the
return and does not pay the amount shown due, the Department
may collect the tax from the Taxed PTE pursuantto G.S. 105-
241.22(1). The Department must issue a notice of collection for the
amount of the tax debt to the Taxed PTE.

If the tax debt (as defined in G.S. 105-243.1(a)) is not paid to the
Secretary within 60 days of the date the notice of collection is mailed
to the Taxed PTE, the Owners of the Taxed PTE are not allowed the
deduction provided in G.S. 105-153.5(c3). If the disallowance results
in additional tax due for the Owners, the Department will send the
Owners a notice of proposed assessment in accordance with G.S.
105-241.9.
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Reporting Requirements

v
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In addition to the applicable federal and State reporting
requirements for partnerships and S Corporations (e.g.,
each Owner’s share of the PTE’s income, adjustments, tax
credits, etc.), a Taxed PTE must also report to its Owners:

 That it made the election to be a Taxed PTE; and

« The amount of the Owner’s share of income or loss
from the Taxed PTE to the extent it was included in
the Taxed PTE’s North Carolina taxable income.
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D-403 NC K-1

2023 Partner’s Share of
North Carolina Income,
Adjustments, and Credits

[ For calendar yesr 2023, or fiscal year beginning mwwoo) - = 2 3 andending w00y
Information About the Partnership

Partnership's Federal Employes D Mumber Partnership's Name, Address, and Zip Code

——
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Is the partner a beneficial owner of a disregarded entity 7 CiNo (IFpes”, & the name and taxpayer identification number of fhe
disneganded enlily balow )

Mams of Disreganded Enity Taxpayer dentification Number of Dis regarded Endity

A. All Partners (To be completed by sl partnerships for sach partner.

Share of Partnership income [Loss) (Add Lines T trough
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Additions to Income (Loss) (Fram Form D Part 4, Line 6)

Deductions from Income (Loss) (From Form D-40
d, Line 7)
Share of Tax Credits (From Farm D-403. Part 4, Line &)

Share of Tax Withheld from Compensation Paid for Services
Performed in W.C. (Notinauded an Form D-403, Part 1, Line Tdc)

Portion of Line 1 Attributable to Marth Carolina Frermn D-400 Schedule PN, Column B, Line 11

Formn D-400 Schedule P urnn B, Part B, or
. Portion of Line 2 Attributable to North Carolina Farm D- civadule PH-1 Calumnn B, Parl A
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Portion of Line 3 Attributable to North Carolina Feern D400 Seheeule PN Columen B, Part B

Nonresident's Share of Met Tax Paid by the Parinership . -
(From Farm D-403, Part 4. Line 20 Formi D-400, Line

D403, Pact 4, Line 2 Part A fnonresi
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e D403, Part 4, Line 24, i the amount of 24 is rer0 e P




/ NCD®R . NC PTE Tax \

Taxed PTE Owners
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For Tax Years Beginning with Tax Year 2023

Taxed PTEs only include income attributable to North
Carolina in the calculation of Taxed PTE tax.

A taxpayer that is an Owner of a Taxed PTE may deduct
the amount of the taxpayer's share of income from the
Taxed PTE to the extent it was included in the Taxed
PTE’s North Carolina taxable income and the taxpayer's
adjusted gross income.

Note this will only encompass income attributable to
North Carolina beginning with tax year 2023.
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Resident owners are now also allowed a separate
deduction for PTE income not attributable to North
Carolina. See G.S. 105-153.5(c3)(1a) (for S corporation
shareholders) and (3a) (for partnership partners).
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.S. 105-153.5(c3)(1a) and (3a) Deduction

For taxable years beginning on or after January 1, 2023, Session Law 2023-
12 created a deduction from AGI to a resident individual taxpayer who is
an Owner of a PTE for the taxpayer’s share of income not attributable to
North Carolina from the PTE to the extent the income was:

Included in the PTE’s taxable income in another state or the District of

Columbia.

Subject to an entity-level tax levied on the aggregate share of the

PTE’s income allocable to one or more of its Owners.

Included in the taxpayer's AGlI modified by North Carolina law.

Note: A PTE is taxable in another state or the District of Columbia if the
PTE’s business activity in that state or the District of Columbia subjects the
PTE to a net income tax, or a tax measured by net income. In addition, the
PTE does not have to make the election to be a Taxed PTE for North

Carolina purposes in order for the PTE Owner to qualify for the deduction. |
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Income not attributable to North Carolina is defined as all
items of income, loss, deduction, or credit of the entity
other than income attributable to the State.

IMPORTAT: Under G.S. 105-153.9(f), an owner is not
allowed a tax credit for taxes paid to another state on
income which qualifies for this deduction.
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Is a nonresident Owner of a Taxed S Corporation
required to file an NC Tax Return?

The North Carolina Administrative Code provides that
“[a] nonresident shareholder in an S Corporation shall
not be required to file a North Carolina individual income
tax return when the only income from North Carolina
sources is his or her share of S Corporation income and
the S Corporation pays the tax on his or her behalf.”

This rule applies to nonresident shareholders of Taxed S
Corporations to the extent the Taxed S Corporation
complies with the provisions of G.S. 105-131.1A.
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Is a nonresident Owner of a Taxed Partnership required to file an
NC Tax Return?

The North Carolina Administrative Code provides that “[a] nonresident
individual partner is not required to file a North Carolina individual
income tax return when the only income from North Carolina sources
Is the nonresident's share of income from a partnership doing
business in North Carolina, and the manager of the partnership has
reported the income of the nonresident partner, including any
guaranteed payments made to the partner, and paid the tax due:”

This rule applies to nonresident partners of Taxed Partnerships to the
extent the Taxed Partnership complies with the provisions of G.S.
105-154.1. 4
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Section 179 and Bonus
Depreciation
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North Carolina Decoupling Adjustments

Except as specifically excluded by statute, the
adjustments provided in G.S. 105-153.5 and 105-153.6
are included in the calculation of the tax imposed on
Taxed PTEs.

The required North Carolina adjustments, even when
included in the amount of tax calculated for the Taxed
PTE, must also be passed-through and reported on the
Owners’ NC Tax returns.
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Bonus Depreciation Addition

The addition for bonus depreciation pursuant to G.S.
105-153.6 must be included in the calculation of the

Taxed Pass-Through Entity’s (Taxed PTE’s) NC taxable
Income.

Note: a deduction is included in the calculation of the
Taxed PTE’s North Carolina taxable income to the extent
the deduction is included in the Taxed PTE’s calculation

of total income (loss). See federal Form 1065, Schedule
K, Lines 1-11
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Bonus Depreciation Deduction

Generally, the deduction for bonus depreciation allowed
under G.S. 105-153.6 can be included in the calculation
of the Taxed PTE’s taxable income.

Importantly, the Taxed PTE can only deduct bonus
depreciation for partners who were partners in the
partnership in the year the bonus depreciation addback
was allocated to the partners and who are still partners
In the partnership in the year of the deduction.
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Bonus Depreciation Deduction

A general principle behind North Carolina’s SALT
workaround is that the State is still taxing the total
income only once. Without the SALT workaround, the
PTE income is taxed only at the individual level. With the
SALT workaround, that same income is being taxed once
through a combination of tax imposed at the individual
and entity level.

The net effect, in terms of both income and tax due,
should be approximately neutral in most cases.

Note: The following examples have been simplified for
illustration purposes and use the 2022 NC tax rate. y
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Bonus Depreciation

Example:

No NC Decoupling Adjustments

Taxed PTE

Partner A Income

Partner A Additions

Partner & Deductions

MNC Taxable Income 50,000.00
MC Tax 2.495.00

Partner A

PTE Income

Other Income

AGI

NC Additions

MNC PTE Deduction
Other Deductions®
MNC Taxable Income
NC Tax

* For illustration purposes, excluding
standard/itemized/child/164/etc.

N\
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Bonus Depreciation

Example:

Bonus Depreciation Addition

Taxed PTE

Partner A Income 20,
Partner A Additions 25,
Partner A Deductions

MNC Taxable Income 75,

MNC Tax 3,742.50

Partner A

PTE Income 20,
Other Income

AGI 50,

NC Additions 25,
MNC PTE Deduction 75,
Other Deductions®

MC Taxable Income

NC Tax

N
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Example: Bonus Depreciation Deduction

Taxed PTE

Partner A Income
Partner A Additions
Partner A Deductions

MNC Taxable Income
MC Tax

Partner A
PTE Income
Other Income
AGl

MNC Additions

MNC PTE Deduction 20,000.00
Other Deductions® 30,000.00
NC Taxable Income - d
MNC Tax -

N\
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Example: Bonus Depreciation Deduction — Other Income (2022)

Taxed PTE

Partner A Income
Partner A Additions
Partner A Deductions
MC Taxable Income
NC Tax

Partner A

PTE Income

Other Income

AGI

MNC Additions

MNC PTE Deduction
Other Deductions®
MC Taxable Income
NC Tax
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Section 179

Section 179 expense deduction is not included in the
calculation of the Taxed PTE'’s total income (loss). See
Form 1065, Schedule K, Line 12.

Because the section 179 expense deduction is not
included in the Taxed PTE’s calculation of income (loss),
no adjustment under G.S. 105-153.6(c) is required.
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Note: If the Taxed PTE has allocated a Code section 179
expense to its owners for federal income tax purposes,
the Taxed PTE must provide a statement on each North
Carolina K-1 that notifies the owner that North Carolina’s
dollar and investment limitations are different than the
federal limitations and an addition may be required on
the owner’s North Carolina income tax return.

The individual partner may choose to file a North
Carolina income tax return and deduct the section 179
expense on their North Carolina income tax return.
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Review the Department’s Important Notice from 2014

Note the section and examples beginning on page 95,
Code section 179 Investments and Pass-through Entities
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Tax Credits




|
NORTH
CAROLINA
DEPARTMENT
EEEEEEEEE

The SALT Workaround statute has a number of
provisions addressing tax credits.

We will first address tax credits generally, and then move
to the credit for taxes paid to another state

AN
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A Taxed PTE that qualifies to claim an income tax credit
may apply each Owner’s share of the tax credit against
the Owner’s share of the Taxed PTE’s income tax.

A Taxed PTE cannot pass a North Carolina income tax
credit to its Owners. In addition, a PTE cannot pass to its
Owners any carryforward of an unused portion of a tax
credit that was claimed by the Taxed PTE on the Taxed
PTE's North Carolina Tax Return.
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A Taxed PTE must pass through to its Owners any
income tax credit required to be taken in installments if
the first installment of the tax credit was claimed by the
Owner of the Taxed PTE.

A Taxed PTE must pass through to its Owners any
carryforward of an unused income tax credit required to
be taken in installments if the first installment of the tax
credit was claimed by the Owner of the Taxed PTE.
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A Taxed PTE cannot pass through to its Owners any
income tax credit required to be taken in installment if
the first installment of the tax credit was claimed by the
Taxed PTE.

A Taxed PTE cannot pass through to its Owners any
carryforward of an unused income tax credit required to
be taken in installments if the first installment of the tax
credit was claimed by the Taxed PTE.
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Background

SL 2023-12 greatly simplified the issue of the tax credit for taxes
paid to other states in the Taxed PTE context.

In 2022, a Taxed PTE was allowed a tax credit against the income
taxes levied against it by North Carolina so long as the Taxed PTE
was subject to and paid income tax to another state or country on
the same income that North Carolina taxed with respect to resident
owners.

In addition, a resident owner of a Taxed PTE was not allowed a tax
credit on the owner’s NC Tax Return for taxes paid by the Taxed
PTE to another state or country on income that is taxed to the Taxed
PTE.
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S.L. 2023-12 Updates

Beginning with tax year 2023, the tax credit for taxes paid to another
state has been simplified

Because Taxed PTEs are no longer paying tax on the non-North
Carolina income of North Carolina resident owners, this tax credit
was repealed for PTEs beginning in 2023

PTE owners now receive a deduction for income taxed at the PTE
level in other states, and so no longer qualify for a credit in many
circumstances.

G.S. 105-153.9(d) and (e) now provide consistent language for S
Corporations and partnerships.
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Personal Taxes Bulletins

Important Notices and Directives

Instructions
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\ Contact Information

Register for e-alerts at

William Young

Assistant Director, Personal Taxes Division

William.Young@ncdor.gov

Have Other Questions? Contact NCDOR at..

1-877-252-3052 0
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