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the greater of $1,000 or 50% of the PTE’s prior tax year’s
ELET payment, on or before June 15 of the then-current
tax year; and the balance on or before the due date of the
then-current tax year’s tax return.’

Timely Election. The PTE must make its election to pay
the ELET on an original (not amended) and timely filed (not
on extension) tax return and must be made annually. For
tax years after 2021, that means the PTE must pay some of
its ELET before it makes the formal election!

Tax Credit. Only if the PTE made both timely election
and timely payment of its ELET, California grants a tax
credit of 9.3% of the PTE owner’s percentage share of the
PTE’s “qualified net income” (i.e., S corporation and part-
nership profit distributions).*

Excess or Prepaid ELET. If the PTE does not make the
annual election on its original and timely filed entity retumn,
or overpays on ELET for the applicable tax year, the prepaid
ELET is not refundable but may be carried forward on tax
returns due and filed on or before April 30, 2027.%

Using our earlier example of a married California couple
eamning $250,000 as PTE owners, let us assume that they
paid themselves $85,000 wages and $165,000 as distribu-
tions (profit) in 2021.'2 If this couple’s PTE pays 9.3% of
those distributions as an ELET ($15,345), and complies with
election and payment timing rules, that ELET becomes a
2021 tax deduction on the PTE federal S corporation tax
return, reducing the couple’s reported distributions (and
personal federal taxable income) by the same $15,345. At
an assumed 24% marginal federal tax rate, they just saved
an additional $3,376 on their personal federal income tax
while their overall personal and PTE California income tax
remains the same as before.

This is not a complete solution to the $10,000 SALT
deduction limit, but for the couple in our example, it ef-
fectively increased their SALT deduction limit from
$10,000 to $25,345. Your results may vary, so contact your

CPA for details. ®

Robert W. Olson, Jr, has been a California licensed attorney
since 1984. His practice includes professional practice transitions
(purchases, sales, partnerships, and associations); corporate, busi-
ness, and commercial real estate law; estate planning; and related
tax considerations.
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