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THE TAX CUTS AND JOBS ACT OF 2017
IMPOSED A $10,000 CAP ON THE
STATE AND LOCAL TAX DEDUCTIONS
0 0 50 (SALT DEDUCTION) FOR TAX YEARS
2018 THROUGH 2025.
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TAX DEDUCTIONS HOWEVER, BUSINESS-LEVEL TAXES
0 PAID BY A PARTNERSHIP OR AN S
0 CORPORATION TO A STATE TO SATISFY
B A LIABILITY FOR INCOME TAXES ARE
0 0 NOT SUBJECT TO THE CAP ON THE

SALT DEDUCTION BECAUSE THEY ARE
EXPENSES OF THE ENTITY.




PASS-THROUGH ENTITY ELECTION FOR INCOME-BASED TAXES
(as of 5/19/2023)
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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.




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.

* 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.




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.

Pass-Through Entity Tax Rates

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.
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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%.




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.

CREDIT

| Act 362 of 2021 provides that entities subject

' to the pass-through entity tax (PET) would be

\ y‘ allowed the same provisions for net operating

| loss deductions as provided in Arkansas Code

Net §26-51-427. Net operating losses incurred by

O perating an entity filing @ PET tax return may be carried
Loss forward 10 tax years.
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P E I I a x E e‘ t I o n ARKANSAS PASS-THROUGH ENTITY INCOME TAX
ELECTION OR REVOCATION FORM
Software ID
Pass-through entity making the election: «[DFAWEB |

= [] The entity listed below is electing to be taxed at the entity level for this tax year. By checking this box, | affirm that this election has

[}
been approved by members holding mare than fifty percent of the voting rights.
dn evocation e T
# [ Revocation of election of pass through antity tax # ! . Effective date of revocation

Any credits at the time of Revocation will be applied as:
* CJRefund « O] rward # []income Tax Composite # [] Pass-Thraugh Withhalding
Date of first operations in Arkansas:e HAICS code e

Filing an election and registering for the P G

-

PET tax in advance will help ensure quicker ™
processing of the AR1100PET and help i

CHy Siale E

DFA track payments made on an account . . :

Type of Organization: {check the one box that applies]

prior to the filing of the return. < O scar

« Ouc

« [] Partnership (8] types including limited (LP). limited liability (LLF). general (GF. etc.}

All members of the Pass-Through Entity * D over ,
must be included in the AR1100 PET if the T — ==

election is made by members that hold . :
> 50% voti ng rig hts. e et s et el et o i o o s e bt e Sl st and

Act 362 requires an annual election, but o e e e S =

DFA will assume the taxpayer will continue P o sy Tx
to file PET tax returns in the future unless e e Rk AR T2 0019
the election is revoked on Form AR362 or form e fom ARH1S0PEY te ke e leten T

Form AR1100PET is marked as a final e -

return.

o i a e
s authorized to sign and fle such income tax
jer PET tax

Form AR3E2 Arkansas Pess- Through Entily Income Tax ElectioniRewocelion form is not required o elect o be taxed an the Entily level under AR §26-
E5-101. The election mey ales be made by fling form ARTICOPET. If Business Entilies wish Lo establish estimated payments, fiing an election using
/g in tracking estimated payments.




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:

Tax Election or Revocation Form.

Form AR1R).

Form AR1100PET.

Complete Form AR362 Pass Through Entity Income

Complete Form AR1R Combined Registration Form
Register for the PET tax in ATAP, (online version of

File the Arkansas Pass-Through Entity Tax Return

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.

PRINT FORM

AR1100PET

(LTEER ]
[FEPEZZ]]

CLEAR FORM

Arkansas Pass-Through Entity
Tax Return

2022
P1

it

2022
P2

2022
P3

2022
P4

KANSAS
0 o]
o the seeable e o N * ] Fina Rotan ® ] Extension Fikd .
the tax: . . . =
ar the taxable yoar fram E— rough T ] iitial Retum [ Amended Retum
Fedeeal epioyer eniiaion number o Jos]
. 0o {S8-THROUGH
Hame factors are only
oo s for indusiry
Address 1 oo
- ) ic)
+
City, tawm, or post ofice State. ZiPreds FAICE cada is Tax riage (4 + )
. - - - oo
sie 108 places i
Entity type: o[ | LLC o[ |LLP  &[ |LP &[] Portnership o[ | SMULE o[ ] $Com 0o L) it of the decimal.
naf spaces )
FILING STATUS: »1 [ ] Pass-Thieugh Enlily aperating only in Arkansas  #3 [ ] Mulistate Pass-Thecugh Entity - Direct Aczeunting oo o
{cmecH on Prisr 00 Bagmmee %)
auE san) 2 [ Multstate Pess-Thiough Enty - Appartionment 0 XAMPLE)
oo
1. Total Pass Swcugh Entity Income taxable in Arkansas, exd huding 1w oo I :EI
2. Akansas Tax: Mubiaty Line 1 by 4.90% 2e oo oo
3. Capial Gaine subjoct to AR tax £ oo 00| oo
4 Arkan=as Capital Gaine. Tax: Multly Line 3 by 2 45% 4. oo o0
5. Passtreough Ersty Election Tax. Acd ines 2 and 4 E L] 0o = %
6. Businass Incarsve Credits (BIC) Fram Form ART100BIC Line 6 can not excesd amount of line §) G oo oo
7. Met income Tax {Line 5 minus fine & e 0o o
8. Pazztheough Ensity Estimate paymants From Fomm ARTIBOEEPET ..o s e B 8 oo oo 0o
8 it E: Request ae oo ) oo
10. Withhelding Payments {Afach Farm ARTD0AWH andlar Form 10888y we oo w0
11. Amended Return: [Enter Net tax paid {or refund) on previous returnds) for this tax year] e oo [uie]
12. GVERPAYMENT: {Tatal of ines 810 plus or minus line 11 less line 7) 12 8] oo - o
13. Amount of overpayment 1o be appied to 2023 estimated tax 3.8 oo o
14, Amount of o be refunced e o0 00| 0
15. Tax Bue: (Ling 7 less 8, 8, 10; Pz or minus ne 1) 15 & oo in) :
18, Intorest on tax due i6» oo o) = 5
17 Panalty for Late Fiing or Paymont 7. oo 0 .
18. Panaity for Underpayment of Extimated Tax: {Anach AR2220) Enter sxcegtion checied in Part 3 [+ 16 ® oo o R
18, Amount Due: (Add lines 16 through 18) [ER] oo oo oo Factor.
2T 2o o g Bveiedgs e e, & rom,moseate, e oyt a0
i aapryar] in basad on ab infoematon of which amaarer has any owledgs. By ing fhis s, Enfsies and their Shashokisrs urdsrtnd they ar slecting| 00|
e Frie Taiaamana Humber ) o [
) ]
Praparer's Signature Cate Proparer’s FEINPTIN &E_"“‘:."m‘ 00| E
.
Fraparars Pred Hama My the Paza Through Far Duparimest Uss aly 0o —_ =
Tax Soction cortact . B
= o
Tores o and Tekephans Famber of Proparer e prapare s . E
[ es [m[™ " a0
Due on or before the 15th day of the 4th month following the close of the taxable year. Jle year.
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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.

* 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. ( )

* 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.




* Effective for tax years beginning on or after

SUMMAR ‘ 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 15 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.
15

Thank you!

Tommy Burns

/) i Assistant Administrator

Income Tax Administration (Corporate)
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