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STATES' PTE
TAX ELECTIONS:

Status and Issues to
Consider for Dealerships




Nearly 30 states now allow pass-through entities (PTEs) to elect to be taxed at the entity level as a
workaround to the $10,000 federal state and local tax (SALT) deduction limitation known as the “SALT
cap.” Most recently, Missouri, Ohio, and Virginia joined the increasingly large group of states providing
PTE tax elections, and at least three additional states have PTE tax election legislation pending as of the
date of publication — lowa, Pennsylvania, and Vermont. Since most dealerships are PTEs, these SALT
cap workarounds may provide tax savings for some business owners in certain states.

Depending on where your dealership is located, it's important
to understand states have generally approached the creation
of these elective PTE tax regimes in one of two ways. “Group 1"
states, such as Georgia, North Carolina and Wisconsin, allow
members of a PTE to reduce their adjusted gross income by
their pro rata or distributive share of income from the PTE

if the entity elects to be taxed at the entity level. “Group 2"
states, such as California, Illinois and New York, on the other
hand, allow electing PTE members to take a credit for their
share of the PTE's tax to offset their taxable income, but

still require the members to include their distributive share

of income in their tax returns. Connecticut is the only state
that has created a mandatory PTE tax in response to the SALT
cap. A handful of other jurisdictions (District of Columbia,
New Hampshire, New York City, Tennessee and Texas) have
historically imposed entity-level taxes on PTEs.

While the intent behind these PTE tax elections is to benefit
members of eligible PTEs, they are not simple elections to
make, nor should they be entered into lightly. There are a host
of issues to consider, both from a compliance perspective

and from an overall tax perspective. A holistic evaluation of
whether to make a state's election will compare the total
federal and state net tax cost (PTE's, resident members and
nonresident members) with and without the election.

The following is a list of some of the most important issues

to consider from a holistic perspective for your dealership.

To demonstrate the different kinds of requirements and
considerations that apply in individual states, each issue

is accompanied by two or three examples of the disparate
approaches certain states have taken to the issue. For an
overview perspective, this list of issues and examples is
followed by a map of the PTE tax regime status across the U.S.

JUMP TO THE MAP ON PAGE 5 FOR A
VISUAL DESCRIPTION OF GROUP 1

AND GROUP 2 STATES.




INSIGHTS FROM THE BDO AUTO DEALERSHIPS PRACTICE 3

Making a PTE Tax Election and Compliance

Issues to Consider

When must the election be made?

Arizona - The election must be made by the due date, or the
extended due date, of the business's return, but owners must
be given 60 days' notice.

Michigan - The election must be made by the 15th day of the
3rd month of that tax year (i.e., March 15, 2022, for a calendar
year taxpayer to make the election for the 2022 tax year).

Is the election binding or annual?
Alabama - The election is binding until revoked.

Arkansas - The election is made annually.

Is the election revocable?
Georgia —The election is irrevocable.

New Jersey —The election can be revoked electronically by the
original due date of the return.

How do you make the election?

Michigan - Until the Department of Treasury creates a specific
election form or includes instructions on the PTE tax form, the
election is made by making an electronic payment.

Wisconsin — The election is made on the PTE's annual return.

Who is authorized to make the election on behalf of
the PTE?

Alabama - The election must be made by the PTE's governing
board or by greater than 50% voting control of the PTE.

Idaho - The election must be made by each member of the
PTE, or by an officer, manager or member authorized by law of
the PTE’s organizing documents to make an election.

Maryland - The enacting bill is silent on this issue.

Can tiered partnerships or PTEs with non-individual
members make the election?

Georgia — It depends. PTEs can only make the
election if all of the PTE's members are eligible to be
S corporation shareholders.

Michigan - Qualified PTEs are not precluded from making
the election if they have a tiered-partnership structure or
corporate partners.

Are electing PTEs still required to comply with with-
holding or composite requirements?

Illinois — Electing PTEs are not required to withhold on behalf
of nonresident owners.

Maryland - Electing PTEs cannot file a composite return on
behalf of any members.

New Jersey — An electing PTE is still responsible to remit
tax on behalf of its nonresident partners in accordance with
N.J.S.A. 54A:12-3c. The election made by a PTE to pay the
pass-through business alternative income tax at the entity
level does not eliminate the requirement to file any other
tax return

Are nonresident members of electing PTEs still re-
quired to file returns?

Arkansas — No, nonresidents are not required to file individual
returns if they have no other Arkansas-source income.

New Jersey - Yes, nonresidents are still required to file returns
if they meet the state’s gross income tax filing thresholds.
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(@ General Tax Issues to Consider

for Dealerships and Business Owners

What is the tax rate?

Minnesota - The highest individual income tax rate in
Minnesota is 9.85%.

New York — New York uses a graduated rate that reaches up to
10.9% if the PTE's tax base is over $25 million.

How is the electing PTE's tax base calculated?

Colorado —The tax base is the sum of each electing PTE
owner's pro rata or distributive share of the electing PTE's
income attributable to Colorado and each resident electing
PTE owner's pro rata or distributive share of the electing PTE's
income not attributable to the state.

Louisiana - The tax base is calculated “as if" the electing PTE
were a C corporation for federal tax purposes.

Michigan - Electing PTEs calculate and pay tax due only on the
business income tax base allocable to those members who are
individuals, flow-through entities, estates or trusts and exclude
the business income tax base allocable to those members that
are corporations, insurance companies or financial institutions.

How do members of the electing PTE report their
share of income?

Arkansas (a Group 1 state) — Members exclude their share of
PTE items that are subject to tax under the PTE tax election.

California (a Group 2 state) - “Qualified taxpayers” include
their pro rata or distributive share of income in their California
return, which then may be offset with a credit.

Are net operating losses allowed, for the electing PTE
or its members?

Arkansas - Net operating losses generated by the PTE do not
flow through to owners. Net operating losses may be carried
forward by the PTE.

Wisconsin - Electing PTEs cannot claim net operating
loss deductions.

How do members of the electing PTE calculate
their credit?

Arizona - The credit is calculated as a portion of the tax paid
by the electing PTE that is attributable to the partner’s or
shareholder’s share of income taxable in Arizona. The credit is
not refundable, but it can be carried forward for five years.

Massachusetts — Qualified members receive a refundable
credit against their Massachusetts income tax. This credit is
equal to the qualified member’s proportionate share of tax due
and paid by the eligible PTE, multiplied by 0.9.

Oregon — Members can claim a refundable personal income
tax credit for their pro rata share of the Oregon PTE tax paid.

Can non-individual members take a credit? If so, is
it refundable?

Alabama - Corporate partners are entitled to a
refundable credit.

New Jersey — For tax years before 2022, corporate partners
are entitled to a credit, but it is not refundable and can be
carried forward for 20 years. Beginning with tax year 2022
elections, corporate partners also receive a refundable credit.

Are non-residents allowed to take an “other state tax
credit” on their resident state income tax return for
elective PTE taxes paid in another state?

Arizona - Yes, for substantially similar PTE income taxes paid
to other states.

North Carolina — No, if the PTE also made a North Carolina
PTE tax election, but yes if the North Carolina election was
not made.

Indiana — No.

The issue of whether non-residents may take other state tax
credits on their resident state income tax returns for their
share of another state's elective PTE tax is one of the most
important issues to evaluate for SALT purposes. If a state does
not allow another state tax credit for elective PTE taxes paid,
then an individual may be trading a dollar-for-dollar state tax
credit for a $0.37 federal income tax deduction by making a
PTE tax election.

«»
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‘ Federal Income Tax Issues to Consider

i for Dealerships and Business Owners

In addition to the aforementioned high-level state issues, there are also federal income tax issues to consider, such as:

» In which tax year can an electing PTE that is an accrual method taxpayer take a deduction for elective PTE taxes paid?
» Isanowner’s state tax refund attributable to the PTE tax credit considered taxable income?

» How is the state tax expense of an investment partnership treated?

> May the PTE's state tax expense be specially allocated only to those partners whose income was included in the PTE's state
tax base?

PASS-THROUGH ENTITY TAX ELECTION FOR INCOME-BASED TAXES
(As of 9/30/2022)
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HOW BDO CAN HELP

Regardless of whether your dealership is a local partnership operating in one state with only a few members
or a multi-state entity with members in all 50 states, consider a cost/benefit analysis and then modelling the
overall federal and multistate net tax impact from making the election.

BDO can advise your dealership and its members using a holistic approach to determine whether they
should make an election, discuss the benefits and potential pitfalls, and model the overall tax impact of a
potential election.

HAVE QUESTIONS OR WANT TO LEARN MORE? CONTACT US!

MARIANO SORI MEGAN CONDON
Partner, State Income and Franchise Tax National Leader, Tax Partner, Auto Dealerships Practice Co-Leader
State & Local Tax mcondon@bdo.com

msori@bdo.com
JORDAN ARGIZ
SCOTT SMITH Audit Partner, Auto Dealerships Practice Co-Leader
Managing Director, National Technical Practice Leader, jargiz@bdo.com
State & Local Tax
ssmith@bdo.com

ABOUT BDO'S AUTO DEALERSHIPS PRACTICE

BDO is a valued business advisor for auto dealerships, bringing a wealth of experience on traditional and emerging accounting, tax, and advisory issues. The firm's Auto
Dealerships industry practice works with a variety of companies across the dealership sector, including automotive, motorcycle, marine, RV, rental equipment and
more. We help dealerships of all sizes achieve their desired business outcomes.

ABOUT BDO USA

At BDO, our purpose is helping people thrive, every day. Together, we are focused on delivering exceptional and sustainable outcomes — for our people, our clients
and our communities. Across the U.S., and in over 160 countries through our global organization, BDO professionals provide assurance, tax and advisory services for a
diverse range of clients.

BDO is the brand name for the BDO network and for each of the BDO Member Firms. BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of
BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of independent member firms. www.bdo.com

Material discussed in this publication is meant to provide general information and should not be acted on without professional advice tailored to your needs.

© 2022 BDO USA, LLP. All rights reserved.
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