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TTHE TAX CUTS AND JOBS ACT OF 2017 
IIMPOSED A $10,000 CAP ON THE 

STATE AND LOCAL TAX DEDUCTIONS 
(SALT DEDUCTION) FOR TAX YEARS 

2018 THROUGH 2025. 

HOWEVER, BUSINESS-LEVEL TAXES 
PAID BY A PARTNERSHIP OR AN S 

CORPORATION TO A STATE TO SATISFY 
A LIABILITY FOR INCOME TAXES ARE 
NOT SUBJECT TO THE CAP ON THE 

SALT DEDUCTION BECAUSE THEY ARE 
EXPENSES OF THE ENTITY.
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Most states have now adopted what are 
commonly called pass-through entity 
taxes that allow the entity to elect to pay 
tax on their income earned in the state. 
For owner/members of a pass-through 
entity the income is generally exempted 
from state income tax or a credit is 
allowed for pass-through entity taxes paid 
on behalf of each member. 

Arkansas law allows for an exemption 
from income tax for members of a pass-
through entity that elect to pay the pass-
through entity tax also known as the PET 
tax.

Act 362 of 2021
was passed and signed into law 
to allow Arkansas businesses to 
reduce their Federal Tax burden 
by electing Entity-level taxation.
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• Act 362 of 2021 creates a voluntary tax for pass-through entities if 

members with more than 50% of the voting rights of a pass-through 

entity elect to do so. 

• Income of a member that is subject to the pass-through entity tax 

would be exempt from Arkansas income tax.  

• This may increase the Arkansas income tax liability of a taxpayer, but 

will decrease the SALT deduction subject to the federal $10,000 limit 

for Federal income tax purposes and decrease the amount of income 

from the pass-through entity to each member, and thus reduce the 

member’s Federal tax liability.  
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• Act 362 of 2021 amended Arkansas Code §26-51-
404(b) to add an exemption for a person that is subject 
to the tax imposed by the Elective Pass-through Act so 
that the income is not subject to tax on both the 
business entity and its member(s). Income subject to a 
similar tax in another state or the District of Columbia 
would also be exempt from Arkansas income tax.  

• Non-resident members of an entity subject to the pass-
through entity tax are not required to file an Arkansas 
income tax return if all pass-through entities the 
member has an ownership interest in pay the pass-
through entity tax or composite tax.

• Act 362 of 2021 is effective for tax years beginning on 
or after January 1, 2022.
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Act 362 of 2021 defines “Business entity” as a general 
partnership, limited partnership, limited liability company, 
or a Subchapter S Corporation, that:

1. Is engaged in a business for profit and;

2. Is required to file a return under this title.  

The PET tax is not available to sole 
proprietorships or C corporations.

Act 362 of 2021 created a voluntary tax that pass-through entities would pay at a flat rate of 
5.9% on net taxable income for tax years beginning on or after January 1, 2022. 

• The rate was reduced to 5.5% by Act 1 of the Second Extraordinary Session of 2021. 

• The rate was reduced to 4.9% by Acts 1 and 2 of the Third Extraordinary Session of 
2022. 

• Act 532 of 2023 reduced the rate to 4.7% for tax years beginning in 2023.

• Act 6 of the First Extraordinary Session of 2023 lowered the rate to 4.4% beginning in 
tax year 2024.

Act 362 of 2021 limits the rate of tax on net capital gains to 50% of the flat rate on ordinary 
income. The rate under Act 362 for net capital gains was 2.95%. Subsequent acts eventually 
reduced the rate to 2.45% for tax years beginning in 2022. Act 532 of 2023 reduced the 
capital gains credit to 2.35% for 2023.  For years 2024 and after, the capital gains tax rate is 
2.2%.

Pass-Through Entity Tax Rates



Act 362 of 2021 provides that the 
business entity can elect to receive 

any business incentive credit against 
its tax liability that the business 
entity has received or pass them 

down to the members. 

Act 362 of 2021 provides that entities subject 
to the pass-through entity tax (PET) would be 
allowed the same provisions for net operating 
loss deductions as provided in Arkansas Code 
§26-51-427. Net operating losses incurred by 
an entity filing a PET tax return may be carried 

forward 10 tax years.

PET Tax Election 
and Revocation
• Filing an election and registering for the 

PET tax in advance will help ensure quicker 
processing of the AR1100PET and help 
DFA track payments made on an account 
prior to the filing of the return.  

• All members of the Pass-Through Entity 
must be included in the AR1100 PET if the 
election is made by members that hold 
>50% voting rights.

• Act 362 requires an annual election, but 
DFA will assume the taxpayer will continue 
to file PET tax returns in the future unless 
the election is revoked on Form AR362 or 
Form AR1100PET is marked as a final 
return.



PET Tax Election and Revocation
Act 362 requires taxpayers to elect the PET tax before the due date for the Arkansas income tax 
return as may be extended. There are several methods available to elect the PET Tax:

• Complete Form AR362 Pass Through Entity Income 
Tax Election or Revocation Form. 

• Complete Form AR1R Combined Registration Form

• Register for the PET tax in ATAP, (online version of 
Form AR1R).

• File the Arkansas Pass-Through Entity Tax Return 
Form AR1100PET.

Form AR1100PET is used to file 

the Arkansas 

Pass-Through Entity Income Tax 

Return. 

Form AR1100PET is a 4-page return 
• Page 1: tax calculation
• Page 2:  member’s share of 

income, 
• Page 3: income and deductions for 

entities operating only in Arkansas
• Page 4: apportionment of income 

for multistate filers.
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• Must include a copy of their federal income tax return with 
Form AR1100PET. 

• Multi-state Businesses that file Form AR1100PET will 
follow the apportionment rules for corporations and 
partnerships. 

• Forms AR1100REC, AR1100BIC, AR1100NOL, AR2220 
and AR2220A will be used for PET tax. Note: In addition to 
NOL, pass-through entities may have tax credits, capital 
loss, and contribution carryforwards.  

• Businesses that file Form AR1100PET should not file Form 
AR1100S or Form AR1050.
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• The pass-through entity tax would be subject to all 
interest and penalty provisions of the Arkansas 
Tax Procedure Act (ATPA).

• The pro-rata interest of each member of a pass-
through entity shall be reported to each member 
on a Form ARK1.  

• DFA has developed forms and instructions for 
reporting and paying the tax that are available on 
the DFA website. (www.dfa.arkansas.gov)

• The elective pass-through entity tax is NOT the 
same as filing a composite return which allows 
pass-through entities to file and pay the individual 
tax on behalf of nonresident members who elect 
to be included. 
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• Effective for tax years beginning on or after 
January 1, 2022. 

• Net Taxable Income excluding capital gains is 
taxed at a flat rate of 4.9% in 2022.

• Capital Gains are taxed at 50% of the ordinary 
rate.

• Tax is due on the 15th day of the fourth month 
after the close of the tax year.

• Must be paid in quarterly installments to avoid 
underpayment penalties. 

• Members get corresponding exclusion from 
income. 

• All members included if election made by 
members that hold >50% voting rights

• Annual election so status can change year to year.

Thank you!

Tommy Burns

Assistant Administrator

Income Tax Administration (Corporate)

Tommy.Burns@dfa.Arkansas.gov


