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FISCAL IMPACT STATEMENT

LS 7135 NOTE PREPARED: Feb 6, 2023
BILL NUMBER: SB 2 BILL AMENDED: Jan 31, 2023 

SUBJECT:  Taxation of Pass Through Entities.

FIRST AUTHOR: Sen. Baldwin BILL STATUS: As Passed Senate
FIRST SPONSOR: Rep. Snow

FUNDS AFFECTED:   X GENERAL IMPACT: State & Local
  DEDICATED

FEDERAL

Summary of Legislation: The bill authorizes certain pass through entities to make an election to pay tax
at the entity level based on each owner's aggregate share of adjusted gross income. It provides a refundable
tax credit equal to the amount of tax paid by the electing entity with regard to the owner's share. It allows
a credit for pass through entity taxes that are imposed by and paid to another state. It makes certain changes
to provisions that apply to taxpayers who file a combined return for the financial institutions tax. It makes
conforming changes for purposes of partnership audit and administrative adjustments. 

Effective Date:  January 1, 2019 (retroactive); January 1, 2022 (retroactive);  January 1, 2023 (retroactive). 

Explanation of State Expenditures: Department of State Revenue (DOR): The DOR will incur additional
expenses to create and revise tax forms, instructions, and processing systems to reflect the changes made by
the bill. This could result in significant increase in DOR’s workload. The DOR’s current level of resources
should be sufficient to implement these changes.

Explanation of State Revenues: Summary - The bill imposes a new optional pass through entity tax. It
offsets the fiscal impact from the pass through entity tax with a refund provided to the members. It is
assumed that the pass through entity tax will be deposited in the state General Fund, offsetting any loss to
the refundable credit provided in the bill. The timing of the payment of estimated taxes allowed under the
bill could shift some revenues generated from individual income taxpayers across fiscal years; however, any
such impact will depend on taxpayer actions and is indeterminable.

Effective January 1, 2022 (retroactively), the bill establishes an entity-level tax for a partnership or S
corporation, referred to as pass through entities. It provides these pass through entities an option to pay the
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taxes at the entity level. The tax rate would be the same as the individual income tax rate for the tax year.
The bill also establishes a credit for the pass through entity tax allowed against individual income tax for a
taxpayer who is a partner in a partnership or a shareholder of an S corporation that has elected to pay the pass
through entity tax. It sets the amount of the credit as the portion of the tax paid by the entity that is
attributable to the partner or shareholder's share of income taxable in Indiana.

Pass Through Entity Tax: Under the bill, starting tax year 2022 (retroactively), the elective pass through
entity tax allows a partnership or S corporation to file a single pass through entity tax. The tax is not
available to C corporations, trusts, sole proprietorships or limited liability companies taxed as C corporations
for federal income tax purposes. It defines an authorized person and allows the person to bind the electing
entity or sign returns on its behalf. The election is applicable for the taxable year of the return. 

The bill states that a tax shall be imposed on the adjusted gross income of an electing entity for the taxable
year of the election. It defines the adjusted gross income for an entity. The adjusted gross income of the
electing entity shall be the aggregate of the direct owner’s share of the electing entity's adjusted gross
income. It provides guidelines to calculate a resident and non-resident entity owner’s tax liability to be
aggregated to calculate the full liability under the pass through entity tax. The tax rate is the same as the
individual income tax rate. The electing entity is required to calculate each entity owner’s share of taxes. 

The bill provides guidelines related to: (1) the payment of estimated taxes, (2) withholding, (3) taxation and
refunds of certain non-residents related to the electing entity, and (4) tax credits received by Indiana residents
liable for pass through entity taxes in another state. 

Election to Pay: For 2023 and tax years thereafter, the election may be made at any time during the taxable
year, or the election may be made after the taxable year on the entity’s timely filed return, including
extensions.  For tax year 2022, it provides that the election may be made after March 31, 2023, and before
August 31, 2024. It provides that the election is irrevocable. The entity owners shall remain liable for
adjusted gross income tax on their share of the electing entity's adjusted gross income but with the credit
provided to the entity owners. 

Refund of Pass Through Taxes: It provides that each entity owner is entitled to a refundable credit in an
amount equal to that portion of the tax paid by the electing entity that reflects the entity owner's share of the
pass through entity tax. This would effectively offset any impact of payment of tax at the entity level on the
entity owners.

Additional Information - A pass through entity passes its income through to its owners to be taxed on their
respective returns, rather than at the entity level. This applies to both state and federal income tax laws. An
owner or shareholder of a pass through entity pays both state and federal income tax on their distributive
share of the income generated by the pass through entity.

Explanation of Local Expenditures:  

Explanation of Local Revenues: Any fiscal impact on the timing of local income tax arising from the timing
of tax payment is indeterminable. 

State Agencies Affected: Department of State Revenue. 

Local Agencies Affected: All local units.  
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Information Sources: IRS Notice 2020-75 https://www.irs.gov/pub/irs-drop/n-20-75.pdf ; 
IRS SALT Limit, 2019,  
https://www.irs.gov/newsroom/with-new-salt-limit-irs-explains-tax-treatment-of-state-and-local-tax-refunds

Fiscal Analyst:  Randhir Jha,  317-232-9556.
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