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Aug. 26, 2022 
 

TO: Members, Assembly Committee on Revenue and Taxation 
 

RE: SB 851 (Portantino) – As Amended Aug. 25, 2022 
Technical Modifications to Clarify Pass-Through Entity Tax Provision  (Support) 

 
On behalf of the members of the California Society of CPAs (CalCPA) representing the Certified Public 
Accountant profession and related professionals working in public accounting firms and businesses 
throughout California, we are writing in support of SB 851 (as amended Aug. 25, 2022). This bill 
provides a technical modification to correct an oversight in the drafting of California’s elective pass-
through entity tax (PTET) framework. This clarification is necessary to ensure that the PTET effectively 
provides the meaningful tax relief as intended by the Legislature and the Administration.  
 
The PTET framework offers a valuable opportunity to provide assistance to California taxpayers 
disproportionately affected by the current federal limits on individual state and local tax deductions. 
Most importantly, the PTET framework accomplishes this while having no demonstrable fiscal impact 
to state revenue, effectively being revenue neutral—a proverbial “win-win” for all involved.   
 
Since its adoption, CPAs have been working extensively with their clients of all sizes to evaluate and 
apply the PTET framework. This real-world experience has given the CPA profession a unique 
perspective of the PTET and the potential relief it could provide taxpayers. With the benefit of this 
knowledge, we have sought ways to refine the PTET and build on the work of the Legislature and the 
Administration to provide relief to taxpayers and small business across the state. SB 851 aligns with 
these efforts and takes an important step in ensuring an effective and administrable PTET framework. 
 
Specifically, SB 851 clarifies the interplay of credits derived from the PTET with existing taxpayer 
credits resulting from the other state tax credit (OSTC). When the PTET framework was first 
established in AB 150 (Chapter 82, Statutes of 2021), the ordering of tax credits listed PTET credits as 
applying before the OSTC. Since the OSTC cannot be refunded or carried over in the same manner as 
the PTET, this credit ordering would have led to stranded OSTC – effectively resulting in double 
taxation for certain taxpayers that elected into the PTET. This issue, along with other critical 
adjustments to the PTET framework, was intended to be resolved when the credit ordering was 
revised as part of SB 113 (Chapter 3, Statutes of 2022). 
 
However, the Franchise Tax Board noted that because the revised credit ordering failed to also make 
corresponding changes to the tax code governing the calculation of the OSTC, the PTET could not be 
factored into its calculation. Consequently, certain taxpayers that opted into the PTET are still faced 
with the same dilemma of stranded OSTC and double taxation. SB 851 resolves this issue by ensuring 
that the PTET credits are in fact considered in the calculation of the OSTC. This adjustment will ensure 
that the PTET framework is sufficiently accessible to all taxpayers it is intended to assist, and for those 
that do elect to participate, they are able to maximize the relief afforded to them.  
 

http://www.calcpa.org/


Thank you for your important work to establish a meaningful tax relief provision that will benefit 
countless California taxpayers. An effective and administrable PTE tax framework can greatly assist 
taxpayers and help keep our state competitive and desirable for small businesses. For these 
important reasons, CalCPA supports SB 851. Please do not hesitate to contact us should you have any 
questions. 
 
Sincerely, 

 
Jason Fox 
Vice President, Government Relations 
California Society of Certified Public Accountants 
 
cc: Senator Portantino 
 Julia King, Consultant, Assembly Republican Caucus 
 David Ruff, Consultant, Assembly Committee on Revenue and Taxation 


