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June 2, 2021 
 
To: Members, Senate Committee on Budget and Fiscal Review 
 Members, Assembly Committee on Budget 
 
RE:  2021-22 Budget Trailer Bill Language – Elective Pass-Through Entity Tax  Support 
 
On behalf of the members of the California Society of CPAs (CalCPA) representing the Certified Public 
Accountant profession and related professionals working in public accounting firms and businesses 
throughout California, we are writing to express our support for budget trailer bill language related to an 
elective pass-through entity (PTE) tax. This important legislation would establish a framework for 
California taxpayers to structure their state income tax compliance in a manner that provides some 
relief from the current federal limits on individual state and local tax (SALT) deductions. 
 
When the Tax Cuts & Jobs Act of 2017 took effect, it limited the amount of SALT deductions an 
individual could deduct on their federal income tax return to $10,000. This excessive limitation 
disproportionately affected taxpayers in high cost-of-living states like California, where taxpayers are far 
more likely to exceed the current SALT cap. For many small business owners, this effectively increased 
their overall tax liability and exacerbated an already challenging economic climate made more dire with 
the COVID pandemic.  
 
This budget action would address this issue by allowing individual owners of a pass-through entity, such 
as a partnership or S corporation, to shift some of their tax liability to the entity level, making it 
deductible for federal tax purposes. To do this, the elective PTE tax framework would allow the PTE to 
elect to pay an entity level tax to California and, in turn, provide the individual owners of the PTE a tax 
credit equal to the owner’s proportional share of the elective tax. The PTE, which is not subject to the 
federal SALT limits, would then be able to deduct the elective PTE state tax from their federal tax 
liability. In effect, this allows individuals, who are partners, members, and shareholders of small 
businesses to deduct SALT beyond the current federal cap.   
 
Importantly, the elective PTE tax is structured in a way to be revenue neutral to California. Because it 
allows eligible taxpayers to reduce their federal tax liability without affecting their state tax liability, 
California will maintain the same level of state tax collections. This provides a unique opportunity for 
California to provide important tax relief to small businesses while having no demonstrable fiscal impact 
to state revenue.  
 
Additionally, in November of 2020, the IRS issued Notice 2020-75, which generally confirmed the federal 
deductibility of state PTE taxes – opening the door for this approach. To date nearly a dozen states, 
including New York, New Jersey, and Illinois have set up a similar PTE framework and several other 
states are actively pursuing legislation in 2021. By following suit, this will also help simplify multi-state 
tax compliance for many California businesses that have activities in states with a PTE framework.  
 
The CPA profession has been assisting countless small businesses navigate these unprecedented 
economic and financial hurdles. Small business tax compliance, including how to mitigate the negative 
impact the federal SALT cap, is challenging and expensive for many California businesses. The elective 
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PTE tax framework provides a meaningful solution that will assist taxpayers at a critical time as they 
rebuild in a post-COVID economy. Moreover, this supports California’s business climate and helps keep 
our state competitive and desirable for small businesses.  
 
Thank you for your work to support Californians facing unprecedented financial and economic stress. 
For these reasons, we urge support for the elective pass-through entity tax. Please do not hesitate to 
contact us should you have any questions or if we can be of any assistance. 
 
Sincerely,      

 
Jason Fox 
Vice President, Government Relations 
 
cc  

Jay Chamberlain, California Department of Finance 
Joe Stephenshaw, Senate Budget Committee 
Kirk Feely, Senate Republican Caucus 
Christian Griffith, Assembly Budget Committee 
Genevieve Morelos, Assembly Budget Committee 
Julia King, Assembly Republican Caucus 
Colin Grinnell, Senate Committee on Governance and Finance 
Jessica Deitchman, Senate Committee on Governance and Finance 
David Ruff, Assembly Revenue and Taxation Committee 
Carlos Anguiano, Assembly Revenue and Taxation Committee 
 

 


