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Disclaimer

This presentation is for general 
information only.

Presentation content can not be 
interpreted as specific tax advice for 

a specific tax situation.

This presentation does not take draft 
or future legislation into account.
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NC SALT Legislation

• On November 18, 2021, the North Carolina General 
Assembly enacted Session Law 2021-180. 

• This law contained a provision that allows certain pass-
through entities (“PTEs”) to elect to pay North Carolina 
income tax at the entity level (a “Taxed PTE”).

• North Carolina now joins several other states that have 
enacted legislation meant to reduce the impact of the 
federal state and local tax (“SALT”) deduction cap on an 
individual’s federal income tax return



NC PTE Tax

Taxed PTE Summary



Taxed PTE Summary

• NC law now allows an eligible S Corporation and an 
eligible partnership to elect to be taxed for North 
Carolina income tax purposes at the entity level.

• If a PTE makes a timely election to pay North Carolina 
income tax as a Taxed PTE, the Taxed PTE pays income 
tax on the income of its shareholders or partners.

• An eligible PTE can make the Taxed PTE Election by 
timely filing an NC Tax Return for a tax year that begins 
on or after January 1, 2022.



Taxed PTE Summary

• The tax on the Taxed PTE is imposed at the individual 
income tax rate for the applicable taxable year.

• Each Owner of the Taxed PTE is allowed to deduct the 
Owner’s share of the Taxed PTE’s income on the 
Owner’s NC Tax Return.



Taxed PTE Summary

• North Carolina law expressly provides that when a PTE 
elects to be a Taxed PTE, the State’s income tax is 
imposed on the taxable income of the PTE itself.

• Under current federal law, a PTE that elects to pay state 
income tax at the entity level may generally deduct the 
full amount of its state income tax as a business 
expense on the PTE’s federal income tax return.



NC PTE Tax

NC Taxed PTE Election



Taxed PTE Election

 An eligible S Corporation required to file an NC Tax Return 
under N.C. Gen. Stat. § 105-131.7, and

 An eligible partnership required to file an NC Tax Return 
under N.C. Gen. Stat. § 105-154(c).

NOTE: An entity that is not a PTE is not eligible to make the 
Taxed PTE Election.

What type of entity is eligible to make the Taxed 
PTE Election? 



Taxed PTE Election

• An eligible S Corporation is an S Corporation as defined 
under North Carolina law.

• An eligible partnership is defined as a domestic 
partnership, a foreign partnership, or an LLC that is 
classified for federal income tax purposes as a 
partnership. However…



Taxed PTE Election

 A publicly traded partnership that is described in section 
7704(c) of the Code.

 A partnership that has at any time during the taxable year a 
partner who is not one of the following:

(1) An individual.
(2) An estate.
(3) A trust described in section 1361(c)(2) of the Code.
(4) An organization described in section 1361(c)(6) of the 
Code.

The following partnerships are not eligible to make 
an election to be a Taxed Partnership:



Taxed PTE Election

• An eligible PTE has the option to make the Taxed PTE 
Election on its timely filed annual NC Tax Return. The 
Taxed PTE Election is for the tax year covered by the 
return. 

• The Taxed PTE Election must be made by the due date 
of the PTE’s annual return, including extensions. A Taxed 
PTE Election on a late-filed NC Tax Return is not valid.

How can an eligible PTE make the Taxed PTE 
Election?



Taxed PTE Election



Taxed PTE Election

• Yes. A Taxed PTE can revoke the Taxed PTE Election if 
an authorized person requests the revocation prior to the 
due date of the NC Tax Return, including any extensions.

• The election cannot be revoked after the due date of the 
NC Tax Return for the PTE. 

• For tax year 2022, the election may be revoked by filing 
an amended return and selecting “No” for the Taxed PTE 
election.  

Can the Election be Revoked?



NC PTE Tax

Taxed PTE Tax



Taxed PTE Tax

The North Carolina taxable income of a Taxed PTE is determined 
by adding the following: 

 Each Owner's share of the Taxed PTE’s income or loss, 
subject to the adjustments provided in N.C. Gen. Stat. §§
105-153.5 and 105-153.6, attributable to North Carolina, and

 Each resident Owner's share of the Taxed PTE’s income or 
loss, subject to the adjustments provided in N.C. Gen. Stat. 
§§ 105-153.5 and 105-153.6, not attributable to North 
Carolina.



Taxed PTE Tax

• Separately stated items of deduction are not included when 
calculating each Owner's share of the Taxed PTE's taxable 
income. 

• In addition, the adjustments required by Stat. § 105-153.5(c3) 
(for Owners of Taxed PTEs) are not included in the calculation 
of the Taxed PTE's taxable income.



Taxed PTE Tax

• A Taxed PTE calculates its North Carolina income tax by 
multiplying its North Carolina taxable income by the tax rate 
imposed on individuals who are required to file an NC Tax 
Return

• Beginning January 1, 2022, the individual income tax rate is 
4.99%. 



NC PTE Tax

Taxed PTE Returns and 
Payments



Taxed PTE Returns

• A Taxed PTE must file its NC Tax Return by the due date of the 
applicable NC Tax Return for the PTE. 

• Without a valid extension, the due date of the NC Tax Return 
for an S Corporation and for a partnership is the 15th day of 
the 4th month following the PTE’s year end. 



Taxed PTE Returns

• A PTE that is granted an automatic extension to file a federal 
income tax return will be granted an automatic extension to 
file its corresponding NC Tax Return if the PTE certifies on its 
NC Tax Return that the PTE received an automatic federal 
extension. 

• If a PTE is not granted an automatic federal extension to file a 
federal income tax return, the PTE may still request an 
extension of time to file its NC Tax Return by filing the 
applicable North Carolina extension form by the original due 
date of the PTE’s NC Tax Return



Taxed PTE Returns

• Important! Failure to timely file the PTE return will prevent 
the PTE from making a valid election to be a Taxed PTE.



Taxed PTE Returns



Taxed PTE Returns



Taxed PTE Returns

New



Taxed PTE Payments

• Yes. A Taxed PTE that can reasonably expect to have a 
North Carolina income tax liability of at least five hundred 
dollars ($500) is required to pay estimated tax payments 
in the same manner as a C corporation.

• Note: The Taxed PTE will not be subject to interest for 
underpayment of estimated income tax for the first tax 
year for which it makes the election to be a Taxed PTE 
(this includes all Taxed PTEs for the 2022 tax year).

Is a Taxed PTE required to pay estimated income 
tax payments?



Taxed PTE Payments

• A Taxed PTE required to pay estimated income tax 
generally must make estimated tax payments in four 
equal installments. 

• The installments are generally due on or before the 15th 
day of the fourth, sixth, ninth and twelfth months of the 
taxable year (for calendar year filers, April 15, June 15, 
September 15, and December 15). 



Taxed PTE Payments

• To make an estimated tax payment, 
the Taxed PTE must use the Pass-
Through Entity Estimated Income Tax 
voucher, Form NC-429 PTE, 
available from the Department’s 
website.



NC PTE Tax
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Taxed PTE Reporting

In addition to the applicable federal and State reporting 
requirements for partnerships and S Corporations (e.g., 
each Owner’s share of the PTE’s income, adjustments, tax 
credits, etc.), a Taxed PTE must also report to its Owners:

• That it made the election to be a Taxed PTE; and

• The amount of the Owner’s share of income or loss 
from the Taxed PTE to the extent it was included in 
the Taxed PTE’s North Carolina taxable income.



Taxed PTE Reporting

New

New
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Taxed PTE Owners

• A taxpayer that is an Owner of a Taxed PTE may deduct 
the amount of the taxpayer's share of income from the 
Taxed PTE to the extent it was included in the Taxed 
PTE’s North Carolina taxable income and the taxpayer's 
adjusted gross income.



Taxed PTE Owners

New



Taxed PTE Owners

NC Decoupling Adjustments

• Except as specifically excluded by statute, the 
adjustments provided in N.C. Gen. Stat. §§ 105-153.5 
and 105-153.6 are included in the calculation of the tax 
imposed on Taxed PTEs.

• The required North Carolina adjustments, even when 
included in the amount of tax calculated for the Taxed 
PTE, must also be passed-through and reported on the 
Owners’ NC Tax returns.



Taxed PTE Owners

• The North Carolina Administrative Code provides that 
“[a] nonresident shareholder in an S Corporation shall 
not be required to file a North Carolina individual income 
tax return when the only income from North Carolina 
sources is his or her share of S Corporation income and 
the S Corporation pays the tax on his or her behalf.”

• This rule applies to nonresident shareholders of Taxed S 
Corporations to the extent the Taxed S Corporation 
complies with the provisions of new N.C. Gen. Stat. §
105-131.1A.

Is a nonresident Owner of a Taxed S Corporation 
required to file an NC Tax Return?



Taxed PTE Owners

• The North Carolina Administrative Code provides that “[a] nonresident 
individual partner is not required to file a North Carolina individual 
income tax return when the only income from North Carolina sources 
is the nonresident's share of income from a partnership doing 
business in North Carolina, and the manager of the partnership has 
reported the income of the nonresident partner, including any 
guaranteed payments made to the partner, and paid the tax due.”

• This rule applies to nonresident partners of Taxed Partnerships to the 
extent the Taxed Partnership complies with the provisions of new N.C. 
Gen. Stat. § 105-154.1.

Is a nonresident Owner of a Taxed Partnership required to file an 
NC Tax Return?



NC PTE Tax
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Tax Credits

• A Taxed PTE that qualifies to claim an income tax credit 
may apply each Owner’s share of the tax credit against 
the Owner’s share of the Taxed PTE’s income tax. 

• A Taxed PTE cannot pass a North Carolina income tax 
credit to its Owners. In addition, a PTE cannot pass to its 
Owners any carryforward of an unused portion of a tax 
credit that was claimed by the Taxed PTE on the Taxed 
PTE’s NC Tax Return.



Tax Credits

• A Taxed PTE must pass through to its Owners any 
income tax credit required to be taken in installments if 
the first installment of the tax credit was claimed by the 
Owner of the Taxed PTE. 

• A Taxed PTE must pass through to its Owners any 
carryforward of an unused income tax credit required to 
be taken in installments if the first installment of the tax 
credit was claimed by the Owner of the Taxed PTE.



Tax Credits

• A Taxed PTE cannot pass through to its Owners any 
income tax credit required to be taken in installment if 
the first installment of the tax credit was claimed by the 
Taxed PTE. 

• A Taxed PTE cannot pass through to its Owners any 
carryforward of an unused income tax credit required to 
be taken in installments if the first installment of the tax 
credit was claimed by the Taxed PTE.



Tax Credits – Other States

Taxed S Corporation

• A Taxed S Corporation is allowed a tax credit against the 
income taxes levied against it by NC so long as the 
Taxed S Corporation was subject to and paid income tax 
to another state or country on the same income that NC 
taxed under new N.C. Gen. Stat. § 105-131.1A with 
respect to resident shareholders.

• The resident shareholder of a Taxed S Corporation is not 
allowed a tax credit on the shareholder’s NC Tax Return 
for taxes paid by the Taxed S Corporation to another 
state or country on income that is taxed to the Taxed S 
Corporation.



Tax Credits – Other States

Taxed Partnership

• A Taxed Partnership is allowed a tax credit against the 
income taxes levied against it by NC so long as the 
Taxed Partnership was subject to and paid income tax to 
another state or country on income that was taxed to the 
Taxed Partnership with respect to its resident partners.

• The resident partner of a Taxed Partnership is not 
allowed a tax credit on the individual’s NC Tax Return for 
taxes paid by the Taxed Partnership to another state or 
country on income that is taxed to the Taxed Partnership



Tax Credits
Taxed PTE for NC Purposes, Non-Taxed PTE in Another 
State

• A PTE may be a Taxed PTE for North Carolina tax 
purposes, but may not be a taxed entity in another state. 
In such cases, the other state’s income tax, if any, is paid 
by the Owner(s) of the PTE.

• If a Taxed PTE for North Carolina purposes is not a 
taxed entity in another state where the PTE does 
business and the Owner of the PTE pays income tax to 
the other state on their share of income from the PTE, 
the North Carolina resident Owner of the PTE may be 
allowed a tax credit for income taxes paid to other states.



Tax Credits

• The credit is subject to the provisions of new N.C. Gen. 
Stat. § 105-153.9(a)(4) (for Taxed S Corporation 
shareholders) or new N.C. Gen. Stat. § 105-153.9(a)(5) 
(for Taxed Partnership partners).

• These statutory provisions instruct the Owners of a 
Taxed PTE to use their share of the income from the 
Taxed PTE and the amount of tax imposed on the Taxed 
PTE when calculating their North Carolina income tax 
credit.



Tax Credits – NC PTE 
Non-Taxed PTE for NC Purposes, Taxed PTE in Another 
State
• In some instances, a PTE that is not a Taxed PTE for 

North Carolina tax purposes may elect or be required to 
pay income tax as an entity under the laws of another 
state. 

• In such circumstances, North Carolina does not provide 
a mechanism for the PTE to claim a North Carolina tax 
credit for income taxes the PTE paid to the other state. 

• If allowable at all, the tax credit must be taken by the 
resident Owner of the PTE on their NC Tax Return. The 
Owner’s eligibility for the tax credit is dependent on the 
type of PT.



Tax Credits – NC PTE 
S Corporations

• N.C. Gen. Stat. § 105-131.8(a) provides that, “[f]or 
purposes of N.C. Gen. Stat. §§ 105-153.9 and 105-
160.4, each resident shareholder is considered to have 
paid a tax imposed on the shareholder in an amount 
equal to the shareholder's pro rata share of any net 
income tax paid by the S Corporation to a state that does 
not measure the income of S Corporation shareholders 
by the income of the S Corporation. For purposes of the 
preceding sentence, the term “net income tax” means 
any tax imposed on or measured by a corporation's net 
income.”



Tax Credits – NC PTE 
S Corporation

• In order to qualify for the tax credit, the other state 
cannot have measured the income of the North Carolina 
resident shareholders by the income of the S 
Corporation. 



Tax Credits – NC PTE 
S Corporation

• For taxes paid by an S Corporation to a state that 
imposes a tax on the S Corporation that meets the 
requirements of N.C. Gen. Stat. § 105-131.8(a), the 
North Carolina resident shareholder can claim a tax 
credit for taxes paid to the other state subject to the 
provisions of N.C. Gen. Stat. §§ 105-153.9 and 

• For taxes paid by an S Corporation to a state that 
imposes a tax on the S Corporation that does not meet 
the requirements of N.C. Gen. Stat. § 105-131.8(a) the 
North Carolina resident shareholders cannot claim a tax 
credit for taxes paid to that state.



Tax Credits – NC PTE 
Partnership

• There is no provision in North Carolina law that allows a 
North Carolina resident partner of a partnership to claim 
a tax credit for entity-level income taxes paid by the 
partnership to another state. 

• Consequently, any income tax required to be paid (or 
elected to be paid) to another state by a partnership as 
an entity under the laws of the other state cannot be 
claimed by the North Carolina resident partner as a tax 
credit on the partner’s NC Tax Return. 



Review the Department’s Notice dated April 14, 2022. This notice will 

be updated periodically.

Additional information will be available on the Department’s website 

(www.ncdor.gov) with the 2022 tax forms and instructions.

More PTE Information

Have Other Questions? Contact NCDOR at 
1-877-252-3052
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NC NOLs

• S.L. 2021-180 creates a NC net operating loss 
calculation. 

• Prior to 2022, only federal NOLs were included in the 
calculation of NC taxable income (via AGI).

• The new NC NOL will be a stand-alone calculation. 
Federal NOLs (via additions to AGI), will no longer be 
included in NC taxable income.



NC NOLs

• Similar to the NOL provisions under section 172 of the 
Code.

• 15 year carryforward for NC NOLs.

• No NC NOL carryback.

• Allows a federal NOL carryforward for federal NOLs 
incurred and not absorbed prior to January 1, 2022.

• Effective for tax years beginning on or after January 1, 
2022.



Student Loans

Student Loans



Student Loans

• The White House has indicated that President Biden’s 
recent student loan forgiveness will be excluded from 
federal income tax due to the student loan forgiveness 
exemption contained in IRC 108(f)(5). 

• As part of the American Rescue Plan, Congress enacted 
Section 108(f)(5) of the Internal Revenue Code to 
expand the types of student loan forgiveness that would 
not be treated as taxable income for purposes of federal 
income tax.



Student Loans

• The North Carolina General Assembly did not adopt 
Section 108(f)(5) of the IRC for purposes of the state 
income tax. Therefore, student loan forgiveness 
excluded pursuant to IRC 108(f)(5) is currently 
considered taxable income in North Carolina.  

• See N.C. Stat. 105-153.5(c2)(22) for limited exceptions 
to the general rule. 

• The Department of Revenue is monitoring any further 
enactments by the General Assembly that could change 
the taxability of student loan forgiveness in North 
Carolina. 



Military Retirement

Military Retirement 
Deduction



Military Retirement

• In 2022, North Carolina enacted new legislation that 
expanded the eligibility of the military retirement 
deduction to qualifying members of the uniformed 
services.

• The new law extends the deduction to qualifying retirees 
of the commissioned corps of the National Oceanic and 
Atmospheric Administration or the United States Public 
Health Service can deduct qualifying retirement pay.

• For more information, see the Department’s Important 
Notice dated May 2, 2022 (updated August 5, 2022)



Register for e-alerts at www.ncdor.gov

William Young

Assistant Director, Personal Taxes Division

William.Young@ncdor.gov

Contact Information

Have Other Questions? Contact NCDOR at 
1-877-252-3052
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