APA-1
Transmittal Sheet For
Notice Of Intended Action

Control: 810 Department or Agency: Revenue

Rule Title: Partnership Returns

____New; _x__Amendsd; ___ Repealed; ___ Adopt by Reference

Would the absence of the proposed rule No
significantly harm or endanger the public
health, welfare, or safety?

is there a reasonable relationship between Yes
the state's police power and the protection
of the public health, safety, or welfare?

15 there another, less restrictive method of No
regulation avallable that could adequately
protect the public?

Doe the proposed rule have the effect of Ng
directly or indirectly increasing the costs of

any goods or services involved and, if so,

to what degree?

Is the increase in cost, if any, more harmiul N/A
to the public than the harm that result from
the absence of the propused rule?

Are all the facets of the rulemaking process Yes
designed solely for the purpose of, and so

they have, as their primary sffect, the

protection of the public?
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Does the proposed rule have any economic No
impact?

If the proposed rule has an econornic impact, the proposed rule is required to be accompanied by a fiscal
note prepared in accordance with subsection (f) of Section 41-22-23, Code of Alabama 1875,
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Certification of Authorized Official

| certify that the attached proposed rule has been proposed in full compliance with the requirements of
Chapter 22, Title 41, Code of Alabama 1975 and that it conforms to all applicable filing requirements of

the Administrative Procedure Division of w Reference Service.
Signature of certifying officer /{77 - % : M

Date 08/22/2016




APA-6
10/96
ECONOMIC IMPACT STATEMENT
FOR APA RULE
(Section 41-22-23(f)

Control No.__ 810 Department or Agency _REVENUE
Rule No:  810-3-28-.01

Rule Title:  Partnership Returns

New X Amend Repeal Adopt by Reference
® NO This rule has no economic impact.
) YES This rule has an economic impact, as explained below:
1. NEED/EXPECTED BENEFIT OF RULE:
2. COSTS/BENEFITS OF RULE AND WHY RULE IS THE MOST EFFECTIVE,

EFFICIENT, AND FEASIBLE MEANS FOR ALLOCATING RESOURCES
AND ACHIEVING THE STATED PURPQSE:

3. EFFECT OF THIS RULE ON COMPETITION:

4, EFFECT OF THIS RULE ON COST OF LIVING AND DOING BUSINESS IN
THE GEOGRAPHICAL AREA WHERE THE RULE IS TO BE
IMPLEMENTED:

5. EFFECT OF THIS RULE ON EMPLOYMENT IN THE GEOGRAPHICAL

AREA HERE THE RULE I8 TO BE IMPLEMENTED:

6. SOURCE OF REVENUE TO BE USED FOR IMPLEMENTING AND
ENFORCING THIS RULE:

7. THE SHORT-TERM/LONG-TERM ECONOMIC IMPACT OF THIS RULE ON
AFFECTED PERSONS, INCLUDING ANALYSIS OF PERSONS WHO WILL
BEAR THE COSTS AND THOSE WHO WILL BENEFIT FROM THE RULE:

8. UNCERTAINTIES ASSOCIATED WITH THE ESTIMATED BENEFITS AND



10.

11.

BURDENS OF THE RULE, INCLUDING QUALITATIVE/QUANTITATIVE
BENEFITS AND BURDEN COMPARISON:

THE EFFECT OF THIS RULE ON THE ENVIRONMENT AND PUBLIC
HEALTH:

DETRIMENTAL EFFECT ON THE ENVIRONMENT AND PUBLIC HEALTH
IF THE RULE I8 NOT IMPLEMENTED:

OTHER COMMENTS:



APA-2

ALABAMA DEPARTMENT OF REVENUE
Individual and Corporate Tax Division

NOTICE OF INTENDED ACTION

RULL NO, & TITLE

$10-3-28-.01 Partnership Returns

INTENDED ACTION: Amend rule

SUBSTANCE OF PROPOSED ACTION: The department proposes to amend the above rule
to conform 1o the federal due date for such partnership returns and to eliminate language
regarding the computation of Alabama net partnership income. The computation language is
outdated and will no tonger reflect the way we compuie Alabama partnership income beginning
with form year 2016.

TIME, PLACE, MANNER OF PRESENTING VIEWS: A public hearing will be held at
2:00 p.m. on Thursday, October 6, 2816, Room 1203, First Floor, Gordon Persons Building.
located at 50 N Ripley Street, Montgomery, Alabama. Copies of the rule(s) can be obtained at
httpfwww revenue alabama, povianalvsis/rules.elm.

All interested parties may present their views in writing to the Secretary of the Alabama
Department of Revenue, Room 4131, Gordon Persons Building, 50 N Ripley Street,
Montgomery, Alabama 36132 at any time following publication of the notice up until the
conchusion of the hearing. Interested parties may also appear at the hearing to present their
views.

FINAL DATE FOR COMMENT AND COMPLETION OF NOTICE;
Thursday. Octaber 6, 2016

CONTACT PERSON AT AGENCY;
Timothy Sanders

Alabama Department of Revenue

4131 Gordon Persons Building
Montgomery. Alabama 36132

(33:4) 2421380

"

Michael . Gamble, Secretary
Alabama Department of Revenue

OYOOAPC.INT



810-3-28-.01 Parnership Returns.

H@%&Wﬁh&%&xable—year—All
partnerships _having “substantial nexus” from_property owned or business

conducted in this state shall file the Alabama Form 65 on or before the due date,
including extension. Ali single member limited liability entities having “substantial
nexus” from property owned or business conducted in this state shall file the
appropriate Alabama income tax return. The appropriate income tax return will be
determined based on the entity’s classification for federal purposes, found in IRC
Section 7701. Returns for both partnerships and single member limited liability
entities, whether filing as a separate entity or as a disregarded entity, as a division
of its owner, are required to be filed on or before the date the taxpayer's
corresponding federal tax refurn is due. If no federal tax return is required, the due
date is the date in which the taxpayer would be required to file if the federal return
was required.

) T i ey ol : o fi th oxtonsi ‘4
forfiling-the Form-65. A business has “substantial nexus” in Alabama when factor
presence thresholds are met or exceed the thresholds established pursuant to
Section 40-18-31.2, Code of Alabama 1875 and rules promulgated thereunder,

{¢) Any extension of time fo file an income tax return allowed for by
federal income tax purposes will be recognized for Alabama purposes.

1. An-entity that-fails-to-file-the required-return-by-the-extended-due-date
may-not-be-granted-an-automatic-extension-the-following-{ensuing)-year-but-may
be-required-to-request-the-extension-in-writing: A taxpayer is not required to file a
separate extension to extend the filing deadline in Alabama.

2. —lf-a-written-requestis—reguiredthe-request-must-be-made-to-the
Commissioner-of Revenue or-{o-his-designee;-and-must-explain-the-reason-for-the
request-and-the-reason-forfailing-to-timely file-thereturn-in-the previous-year—The
request-also-must-state-that-the-entity-has—no-outstanding—debts—owed-to-the
Department._Taxpayers must meet all federal requirements for additional
extensions.

{e}{d) An Alabama Schedule K-1 must be prepared for each person who held an
interest in the subchapter K entity or single member limited liability company during the
taxable year showing each partner's or member's name, address, social security or
federal employers identification number, distributive share of the income (or loss) of the
partnership and distributive share of charitable contributions made by the partnership.



1. For an Alabama resident partner or member, the K-1 for tax years
beginning after December 31, 1996 and before January 1, 2011 shall include:

(i) For multi-state subchapter K entities doing business within and without the
State of Alabama, only that income which is required to be allocated and apportioned to
Alabama under the rules of Section 40-18-22. (If the multi-state subchapter K entity is
not doing business in Alabama, no income is reportable to Alabama from that subchapter
K entity.)

(iiy For a subchapter K entity doing business in only one state, whether the
state of Alabama or another state, the distributive share of the entire income from that
subchapter K entity.

2. For a nonresident partner or member, the K-1 shall include:

(i) For muiti-state subchapter K entities doing business within and without the
State of Alabama, only that income which is required to be allocated and apportioned to
Alabama under the rules of Section 40-18-22.

(ii) For a subchapter K entity doing business in Alabama exclusively, the
distributive share of the entire income from that subchapter K entity.

3. For an Alabama resident partner or member, the K-1 for tax years beginning
after December 31, 2010 shall include amounts determined in accordance with
subchapter K of the Internal Revenue Code, 26 U.8.C. §§ 701-761, Code-of- Ala-1875;
Sections §840-18-24 and 40-18-4, Code of Alabama 1975, and without regard to 1.
above, Likewise, Alabama resident pariners or members of sub-chapter K entities are
entitled to a credit computed in accordance with Gode-of-Ala-—1876-§ Section 40-18-
21(a)_Code of Alabama 1975, for taxes paid by (or on behalf of) the resident partner or
member (including composite return and withholding payments) to other states where the
sub-chapter K entity does business and is treated as a sub-chapter K entity.

(2Wa){d}——Form-65-is-designed-as-a "coversheet to-the federal- Form-1065
"U.SRartnership-Return-ofihceme’—The-computation-of Alabama-net-partnership
income-on-Form-65-begins-with-the-federal-ordinaryincome-as-shown-on-Form
10685—Adjustments-must-be-made-to-conform-federal-income-to-the-Alabama-law
for-any—items-of-income—or-expense—except-eontributions,—which—are-passed
direstly-through-to-the-partners-or-members—on-the-federal-return-and-for-items
WemMemwMemmmmmMThe computation
of Alabama ordinary income is determined by combining the items necessary to
arrive at federal ordinary business income {loss) and making adjustments for items
which are treated differently under Alabama law than the freatment under federal
law. These adjustments include, but are not limited to, the following:




W;wmmﬁmwm
eqaamwr&er»membeps—w—theieéermdeded federal-ordinary-income;

—2——additional-depreciation- W%ewe%fer—asseﬁs—whm#hav&&%edmed

foderal-basis-due-to-investment-tax—credits-or-which-have been-expensed-under
LR-C-§-178and

———3———depletion-on-oil-and-gas-properties-which-is-passed-through-directly
to-the—partners—-or—members—in-the federal return—are—subtracted-from-federal
ordinary-income-using-the-rates-allowed by-§§-40-18-16-0¢-40-18-15;--and

B ———porcentage-depletion-in-excess-of cost-on-minerals-other-than-oiland
gas-are-added-to-federal-ordinary-income-

------ ——5&—interest expense-passed-through-directly-to-partners-er-members-on
Form-1065-is-subtracted-from-foderal-ordinary income:

B any-other-items-of incomer-expense-or-deduction-which-are-passed
directly—through—to—partners—or-members—and-not-included-in—federalordinary
income:

1, Related members interest or intangible expenses and costs required
to be added back if sugh expenses were deducted in calculating federal ordinary
business income, pursuant to Section 40-18-25(b}), Code of Alabama 1975

2. Other recongciling items required to be added back to federal ordinary
business income to arrive at Alabama ordinary income, like Federal depreciation
that may be in excess of the allowable depreciation for Alabama purposes.
Amounts like these would be required to be added back in determining Alabama
ordinary income under Section 40-18-35, Code of Alabama 1975.

3. Expenses not deductible in computing federal ordinary business income
due to a taxpayer's election to claim a federal tax credit would be allowed as a
deduction on the Alabama return in computing Alabama ordinary income.

4. Other reconciling items allowed to be deducted from federal ordinary
business income to arrive at Alabama ordinary income.

{e} (b) Federal Form 1085 and accompanying schedules must be attached to Form
65 when filed,

48 {c) The return must be signed by one partner or member and the person who
prepared the return, and must contain a printed declaration that it is made under the
penalties of perjury.



Janua%—%@ﬂ—er—ie{—gams—as&emated w;th—the—ta*ablad}spesﬁmmmny
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MWBH&WMMMH&MWWM% s—Rukng—MeNees
v-Departmentof Revenue DOCKET-NO-06-523entered-December 12,2006,

{6}—The-Department-will-notrely-on-the-amendments—to-thisregulation
which-were-filed with the-lLegislative Reference Service-on-March-24-2011Hortax
ber—34—2041—Fortax—periods-beginning -after

periods—beginning—after-Becem
Desember 34,2041 the Departmentwillissue newregulatorylanguage-addressing
the-issues-to-which-these-amendmenispertain:

Author: Nancy Butler, Angela Cumbie, Holly Coon Ann F. Winbome, CPA,
Individual and Corporate Tax Division, and Joe Garrett, Tax—Relley
Administrator.

Authority:  Sections 40-2A-7(a)(5) and 40-18-28, Code of Alabama 19875,

History: Adopted: September 30, 1982 '

Amended: February 8, 1989, filed March 20, 1989,

Amended: Filed March 26, 1998, effective April 30, 1998.
Amended: Filed November 26, 2008, effective December 31, 2008.
Amended: Filed August 3, 2011, effective September 7, 2011.




