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Disclaimer

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.



NC PTE Tax

North Carolina SALT 
Legislation



NC SALT Legislation

Background: What does a SALT Workaround do?

• 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.



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”).



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. 



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Taxed PTEs and removed outdated provisions related to 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. 



NC SALT Legislation

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

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



NC PTE Tax

Taxed PTE Summary



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.



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.



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 
income tax as a business expense on the PTE’s federal 
income tax return.

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



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. 



NC PTE Tax

North Carolina Taxed PTE 
Election



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.

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



Taxed PTE Election

S Corporations

• An eligible S Corporation is an S Corporation as defined 
under North Carolina law.



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…



Taxed PTE Election

• 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.

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



Taxed PTE Election

 (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.

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



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

• 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. 

How does an eligible PTE make the Taxed PTE 
Election?



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

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. 

Can the Election be Changed or Revoked?



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.



NC PTE Tax

Taxed PTE Tax



Taxed PTE Tax

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. 



Taxed PTE Tax

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.



Taxed PTE Tax

• 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. 



Taxed PTE Tax

• 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. 



Taxed PTE Tax

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.



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.



NC PTE Tax

Taxed PTE Returns and 
Payments



Taxed PTE Returns



Taxed PTE Returns



Taxed PTE Returns



Taxed PTE 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 manner as 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). 

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



Taxed PTE Payments

• 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 Payments
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 Payments

• 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.



Taxed PTE Payments

• To make an estimated tax payment, 
the Taxed PTE must use the Pass-
Through Entity Estimated Income Tax 
voucher: 
• Form NC-40 PTE (partnerships)
• Form CD-429 PTE ( S Corps)



Taxed PTE Payments
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.



Taxed PTE Payments
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 pursuant to 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.



NC PTE Tax

Reporting Requirements



Taxed PTE Reporting

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.



Taxed PTE Reporting



NC PTE Tax

Taxed PTE Owners



Taxed PTE Owners

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.



Taxed PTE Owners

• 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).



Taxed PTE Owners

G.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 AGI 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.



Taxed PTE Owners

• 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. 



Taxed PTE Owners

Line 38



Taxed PTE Owners

• 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.

Is a nonresident Owner of a Taxed S Corporation 
required to file an NC Tax Return?



Taxed PTE Owners

• 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.

Is a nonresident Owner of a Taxed Partnership required to file an 
NC Tax Return?



NC PTE Tax

Section 179 and Bonus 
Depreciation



Bonus Depreciation

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.



Bonus Depreciation

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



Bonus Depreciation

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.



Bonus Depreciation
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.



Bonus Depreciation

Example: No NC Decoupling Adjustments 



Bonus Depreciation

Example: Bonus Depreciation Addition 



Bonus Depreciation

Example: Bonus Depreciation Deduction 



Bonus Depreciation

Example: Bonus Depreciation Deduction – Other Income (2022)



Section 179

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.



Section 179

• 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.



Section 179

• Review the Department’s Important Notice from 2014: 

• Important Notice: Income Tax Adjustments For Code 
Section 179 Expenses 

• Note the section and examples beginning on page 5, 
Code section 179 Investments and Pass-through Entities



NC PTE Tax

Tax Credits



Tax Credits

• 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



Tax Credits

• 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.



Tax Credits

• 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.



Tax Credits

• 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.



Tax Credits – Other States

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.



Tax Credits – 2023
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. 



Resources

• Personal Taxes Bulletins

• Important Notices and Directives

• Instructions



Register for e-alerts at www.ncdor.gov

William Young

Assistant Director, Personal Taxes Division

William.Young@ncdor.gov

Contact Information

Have Other Questions? Contact NCDOR at 
1-877-252-3052
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