
PASS-THROUGH ENTITY
Entities taxed as an S-corporation, LLC, LLP, or LP.

Does not include publicly traded entities or those in
a combined reporting group

FEDERAL

STATE

Elective PTE tax at 9.3% for
taxable years beginning Jan 1,

2021 & before Jan 1, 2026.

Credit for state PTE
tax paid.

Owner’s share of the PTE
tax paid at entity level.

OWNERS
Individuals, �duciaries, estates or trusts.

Does not include partnerships or disregarded entities.

Credit for state PTE
tax paid.

Owner’s share of the
PTE tax paid at entity

level becomes
deductible as a business

expense offsetting
taxable income for
federal purposes.

Owner applies share of
the credit for the PTE
tax paid at entity level to
reduce state personal
income tax liability.

Individual owners, who are partners, members and 
shareholders of small businesses structured as a 

PTE, are able to deduct state and local taxes 
beyond the current federal limit of $10,000.

CALIFORNIA ELECTIVE PASS-THROUGH ENTITY TAX
The Legislature passed and Governor Newsom signed on July 16 Assembly Bill 150, a tax budget trailer bill that 
covers a variety of tax related provisions, including legislative language to establish an elective pass-through 
entity (PTE) tax. The new tax provision would apply for taxable years beginning Jan. 1, 2021, and before Jan. 1, 
2026, which is aligned with the expiration of the current federal rules for state and local tax deductions.



Section Fifteen of the 
bill adds Part 10.4 to 
Division 2 of the Revenue 
and Taxation Code to 
establish the “Small 
Business Relief Act,” 

which outlines the PTE tax framework. 
This section also defines “qualified net 
income,” “qualified entity,” and specifies 
the PTE tax is repealed Dec. 1 2026 
or earlier if the federal limitation on 
individual deductions is repealed by the 
Congress.

The Legislature passed and Governor Newsom signed on July 16 Assembly Bill 150, a 
tax budget trailer bill that covers a variety of tax related provisions, including legislative 
language to establish an elective pass-through entity (PTE) tax. The new tax provision 
would apply for taxable years beginning Jan. 1, 2021, and before Jan. 1, 2026, which is 
aligned with the expiration of the current federal rules for state and local tax deductions.

The PTE tax is intended to provide 
California taxpayers a method of 
structuring their state income tax 
compliance in a manner that pro-
vides some relief from the current 
federal limits on individual state 
and local tax (SALT) deductions.

To do this, California is allowing 
individual owners of a PTE, such 
as a partnership or S corporation, 
to shift some of their tax liability to 
the entity level. 

Specifically, a PTE elects to pay an entity 
level tax (9.3%) to the state 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 individual 
owners can then use this credit to o�set 
their state personal income tax liability. 
At the federal level, the PTE, which is not 
subject to the federal SALT limits, would 
deduct the elective PTE state tax from any 
federal tax liability. 

In e�ect, this allows individuals, 
who are partners, members and 
shareholders of small businesses 
structured as a PTE to deduct SALT 
beyond the current federal cap. 

This approach has been accepted 
by the IRS in Notice 2020-75, which 
confirmed that the deduction of state 
PTE taxes are allowable. 

Specific PTE 
provisions of AB 150

Section Twelve amends 
Revenue and Taxation 
Code Section 17055 to 
allow both residents 
and non-residents to 
take advantage of the 

elective credit opportunity.

Section Seven of the 
bill adds Revenue and 
Taxation Code Section 
17052.10 specifying 
the applicable taxable 

years from January 1, 2021 through 
January 1, 2026 and defines the terms 
“electing qualified entity,” “qualified 
amount,” and “qualified taxpayer.”

The timely advancement of this favorable tax policy is the 
product of CalCPA’s robust advocacy program and the 
strong relationship with key policy leaders across 

the state. CalCPA has worked over the last year to support policies that positively 
impact the California business climate and allow for the CPA profession to better assist 
their clients. 

Disclaimer
Please note that legislative proposals 
are complex and wide ranging. Before 
making any determinations for yourself 
or your client, be sure to review the 
provisions in detail and consult with 
experts as appropriate.

You can find all the 
specific PTE provisions at

 https://bit.ly/3yyjm4w


