Alabama Pass-Through Entity Navigator
1. Overview
1.1. State Conformity
1.1.1. Receipt of Partnership/Member Interest in Exchange for Contribution of Property
Same as federal.
Alabama generally conforms to the federal nonrecognition provisions that apply to the formation of a partnership or limited liability company.
[footnoteRef:1]1.1.2. Receipt of Partnership/Member Interest in Exchange for Services [1: Ala. Code § 40-18-8(o).] 

Same as federal.
Alabama follows the federal rules applicable to the exchange of a partnership interest for services.
[footnoteRef:2]Alabama defines gross income broadly to include gains, profits and income derived from salaries, wages, or compensation for personal services of whatever kind, or in whatever form paid, and including any amount included in gross income under I.R.C. § 83 at the time it is so included. [2: Ala. Code § 40-18-14(1).] 

[footnoteRef:3]For coverage of the federal income tax consequences of receiving a profits interest or a capital interest in a partnership in exchange for services, see 711-2nd T.M., Partnerships–Formation and Contributions of Property or Services, at 711.III.C and 711.III.D, respectively. [3: Ala. Code § 40-18-14(1).] 

1.1.3. Extent of Recognition of Gain or Loss on Distribution
Same as federal.
California conforms to the federal nonrecognition provisions under I.R.C. § 731 that apply to distributions by a partnership to a partner.
[footnoteRef:4]1.2. Nexus [4: Ala. Code § 40-18-8(p).] 

Economic nexus standard.
In Alabama, nexus is created by a business entity doing business in the Alabama.
[footnoteRef:5]Alabama uses a factor presence nexus standard for business activity for purposes of corporate income tax, business privilege tax and financial institution excise tax. An entity has substantial nexus for any tax period in which it exceeds the statutory thresholds of property, payroll, or sales of the entity in the Alabama as periodically adjusted consistent with the consumer price index. For thresholds by specific year, see Corporate Income Tax Navigator, at Alabama 2.1.2.3. [5: Ala. Code § 40-18-31.2(a)(2).] 

[footnoteRef:6]For further discussion of nexus issues related to partnerships, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.03. [6: Ala. Code § 40-18-31.2(a)(2).] 

Corporate General Partner Nexus
In Alabama, a corporate partner's ownership of a general partner interest in a partnership doing business in Alabama creates nexus for corporate income tax purposes.
[footnoteRef:7]Every corporation doing business in Alabama or deriving income from sources within Alabama, including income from property located in the state, is subject to corporate income tax. A corporation operating in Alabama as a partner is subject to income tax on the portion of the partnership's income apportioned to Alabama and passed through to the corporation as its distributive share if the property, payroll, or sales/gross receipts of the partnership exceed the statutory nexus threshold. Accordingly, the corporation must file an Alabama income tax return the same as any other corporation. [7: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:8]For further discussion of nexus issues related to corporate partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.05. [8: Alabama Dept. of Rev., General Information for Partnership and S Corporations.
Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2(a)(3).] 

Non-Corporate General Partner Nexus
In Alabama, a non-corporate partner's ownership of a general partner interest in a partnership doing business in Alabama creates nexus for income tax purposes.
[footnoteRef:9]Every nonresident individual, estate, or trust receiving income from property owned or business transacted in Alabama is subject to income tax. If the property, payroll, or sales/gross sales of a general partnership in Alabama exceed the statutory nexus threshold, a nonresident, non-corporate general partner is subject to tax on the portion of the partnership's income apportioned to Alabama and passed through to the nonresident partner as their distributive share. [9: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:10]For further discussion of nexus issues related to nonresident non-corporate partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.06. [10: Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2(a)(4), (6).] 

Corporate Limited Partner Nexus
In Alabama, a corporate partner's ownership of a limited partner interest in a partnership doing business in Alabama may create nexus for corporate income tax purposes..
[footnoteRef:11]Alabama law does not specifically state whether ownership of a limited partner interest in a limited partnership doing business in Alabama and classified as a partnership for federal income tax purposes will, in and of itself, subject the partner to Alabama corporate income tax. Under Alabama's factor presence nexus standard, however, a corporation operating in Alabama as a limited partner in a partnership is generally subject to tax on the portion of income earned in Alabama and passed through to the corporation if the property, payroll, or sales of the partnership exceed the statutory nexus threshold. [11: Ala. Code § 40-18-31.2(d)(4)] 

[footnoteRef:12]For further discussion of nexus issues related to corporate partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.05. [12: Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2.] 

Non-Corporate Limited Partner Nexus
In Alabama, a non-corporate partner's ownership of a limited partner interest in a partnership doing business in Alabama may create nexus for income tax purposes..
[footnoteRef:13]Every nonresident individual, estate, or trust receiving income from property owned or business transacted in Alabama generally is subject to income tax. If the property, payroll or sales of a limited partnership in Alabama exceed the statutory nexus threshold, a nonresident, non-corporate limited partner is generally subject to tax on the portion of the partnership's income earned in Alabama and passed through to the nonresident partner. [13: Ala. Code § 40-18-31.2(d)(4)] 

[footnoteRef:14]A nonresident individual who is a mere passive investor and does not participate in the management of a limited partnership generally does not have nexus with Alabama. [14: Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2(a)(4), (6).] 

[footnoteRef:15]For further discussion of nexus issues related to nonresident non-corporate partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.06. [15:   Lanzi v. Alabama Dept. of Rev., 968 So.2d 18 (Ala. Civ. App. 2007), cert. denied (Ala. 2007) (an individual limited partner who owns no property, conducts no business, and otherwise has no economic ties to Alabama other than a passive limited partnership interest in an Alabama partnership formed to manage a family's investment assets does not have nexus with Alabama).] 

Corporate Managing Member Nexus
In Alabama, a corporate member's ownership of a managing member interest in a limited liability company doing business in Alabama likely creates nexus for corporate income tax purposes.
[footnoteRef:16]Every corporation doing business in Alabama or deriving income from sources within Alabama, including income from property located in the state, is subject to corporate income tax. A corporation holding a managing member interest in a limited liability company classified as a partnership for federal income tax purposes and operating in Alabama is subject to income tax on the portion of income earned in Alabama and passed through to the corporation if the property, payroll, or sales of the limited liability company exceed the statutory nexus threshold. Accordingly, the corporation must file an Alabama income tax return the same as any other corporation that was doing business in the state directly. [16: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:17]For further discussion of nexus issues related to corporate members treated as partners, see Portfolio 1500-2nd: State Taxation of Pass-Through Entities: General Principles, at 1500.05. [17: Alabama Dept. of Rev., General Information for Partnership and S Corporations.
Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2(a)(3).] 

Non-Corporate Managing Member Nexus
In Alabama, a non-corporate member's ownership of a managing member interest in a limited liability company doing business in Alabama likely creates nexus for income tax purposes.
[footnoteRef:18]Every nonresident individual, estate, or trust receiving income from property owned or business transacted in Alabama is subject to income tax. If the property, payroll, or sales of a limited liability company in Alabama exceed the statutory nexus threshold, a nonresident, non-corporate managing member is subject to income tax on the portion of the company's income earned in Alabama and passed through to the nonresident member. [18: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:19]For further discussion of nexus issues related to nonresident non-corporate members treated as partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.06. [19: Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2(a)(4), (6).] 

Corporate Non-Managing Member Nexus
In Alabama, a corporate member's ownership of a non-managing member interest in a limited liability company doing business in Alabama likely creates nexus for corporate income tax purposes.
[footnoteRef:20]Alabama does not specifically state whether a corporation's ownership of a non-managing member interest in a limited liability company that has substantial nexus with Alabama and is classified as a partnership for federal income tax purposes will, in and of itself, subject the corporate member to Alabama corporate income tax. Under Alabama's factor presence nexus standard, however, a corporation operating in Alabama as a member of a limited liability company is subject to tax on the portion of income earned in Alabama and passed through to the corporation if the property, payroll, or sales of the limited liability company exceed the statutory nexus threshold. [20: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:21]For further discussion of nexus issues related to corporate members treated as partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.05. [21: Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2.] 

Non-Corporate Non-Managing Member Nexus
In Alabama, a non-corporate member's ownership of a non-managing member interest in a limited liability company doing business in Alabama may create nexus for income tax purposes.
[footnoteRef:22]A nonresident individual who is a member of an LLC and does not have any other contacts or connections with Alabama except for receiving income from the Alabama LLC generally does not have nexus with Alabama. [22: Ala. Code § 40-18-31.2(d)(4).] 

[footnoteRef:23]For further discussion of nexus issues related to nonresident non-corporate members treated as partners, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.06. [23: Alabama Administrative Law Judge Ruling Docket No. INC. 11-660 (Jan. 3, 2013) (citing  Lanzi v. Alabama Dept. of Rev., 968 So.2d 18 (Ala. Civ. App. 2007), cert. denied (Ala. 2007)).] 

Tiered Partnerships
Alabama may collect tax from nonresident partners or members who indirectly derive income from Alabama sources through multiple tiers of pass-through entities..
[footnoteRef:24]Alabama, and every other state imposing a net income-based tax, may tax any corporation or individual that derives income, directly or indirectly, from sources with the state. Accordingly, subject to potential constitutional defenses, Alabama may tax the income of a nonresident owner of a pass-through entity that has substantial nexus with Alabama. Alabama has statutory authority, in the context of requiring composite returns, to extend its taxing jurisdiction indirectly to nonresident pass-through entity owners that derive income from Alabama sources, including through multiple tiers of pass-through entities. [24: Ala. Code § 40-18-24.2(c)(1).] 

[footnoteRef:25]2. Mandatory Taxes on Pass-Through Entities [25: Ala. Code § 40-18-26.2(c)(1); Black Eagle Minerals, LLC v. Ala. Dep't of Revenue, No. 2200050, 2021 BL 78608 (Ala. Civ. App. March 5, 2021).
Ala. Code § 40-18-31.2(d)(4).
Ala. Code § 40-18-2;  Wisconsin v. J.C. Penney Co., 311 U.S. 435 (1940).] 

2.1. Mandatory Taxes Imposed on Pass-Through Entities at Entity Level
2.1.1. Entity Level Income Tax
None.
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
However, Alabama imposes income tax on general partnerships and publicly traded partnerships treated as corporations for federal income tax purposes. For information on mandatory taxes imposed on publicly traded partnerships, see Pass-Through Entity Navigator, at Alabama 7.2.
[footnoteRef:26]S corporations generally are not subject to corporate income tax at the entity level but may be subject to income-based tax at the entity level for built-in gains or excess net passive income at a rate of 5%, or for LIFO recapture, which must be included in gross income. For information on mandatory taxes imposed on S corporations, see Pass-Through Entity Navigator, at Alabama 4.2.  [26: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35).] 

[footnoteRef:27]2.1.2. Entity Level Franchise Tax on Partnerships and LLCs (Based on Capital Stock or Net Worth) [27: Ala. Code § 40-18-31; Ala. Code § 40-18-160(a); Ala. Code § 40-18-161(d); Ala. Code § 40-18-174; Ala. Code § 40-18-175.] 

2.1.2.1. Entity Level Franchise Taxes on Partnerships
Yes, except for general partnerships.
Alabama imposes the net worth-based Business Privilege Tax on limited liability partnerships, limited partnerships, and publicly traded companies.
[footnoteRef:28]Alabama imposes the Alabama Business Privilege Tax on publicly traded partnerships treated as corporations for federal income tax purposes. A publicly traded partnership that is classified as a partnership for federal income tax purposes but that offers limited liability to the owners with respect to some or all of the entity's obligations is also subject to the Alabama Business Privilege Tax. [28: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

[footnoteRef:29]An “Electing Family Limited Liability Entity” qualifies for a maximum Alabama Business Privilege Tax of $500. To qualify, the LLE must be more than 80% owned, directly or indirectly, by an individual and the members of the individual’s family as defined by the statutory family attribution rules. The LLE also must satisfy the gross receipts test or assets test, and must elect annually (on or before the due date of its Business Privilege Tax return, including extensions) to be taxed as a family limited liability entity. [29: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

[footnoteRef:30]For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9. [30: Ala. Code § 40-14A-1(h); Ala. Admin. Code r. 810-2-8-.05. See alsoAlabama Administrative Law Div. Ruling Docket No. BPT. 17-712-CE (Sept. 26, 2017) (taxpayer did not qualify for treatment as an Electing Family LLE because it failed to elect to do so for the tax year in question, although it had elected to be treated as such in previous tax years); Alabama Administrative Law Div. Ruling Docket No. BPT. 16-541 (June 16, 2017) (limited liability company did not qualify as a Family LLE in tax years when 100% of the company was owned by a single individual, directly and constructively as the grantor of a grantor trust, and not by the individual and at least one other family members). ] 

2.1.2.2. Entity Level Franchise Taxes on Limited Liability Companies
Yes.
Alabama imposes the net worth-based Business Privilege Tax on limited liability companies.
[footnoteRef:31]The net worth of a limited liability entity is equal to the sum of the capital accounts of the limited liability entity's owners as of the first day of the taxable year and further adjusted pursuant to the code. [31: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

[footnoteRef:32]The Alabama business privilege tax is on the privilege of doing business whether or not any business is actually conducted. In the case where a limited liability company filed its Articles of Dissolution, while backdating the effective date of dissolution, the business privilege tax remains due for the period covered from the backdated effective date until the actual date the articles were filed. The fact that the LLC did not conduct any business in Alabama for the covered period is of no consequence.  [32: Ala. Code § 40-14A-23(b); seeAlabama Administrative Law Judge Ruling Docket No. BPT. 14-504 (April 2, 2015) (taxpayer could not deduct goodwill on its balance sheet from its net worth calculation because the goodwill did not result from the taxpayer's direct purchase of another corporation or limited liability entity as required under Ala. Code § 40-14A-23(g)(3)).] 

[footnoteRef:33]An “Electing Family Limited Liability Entity” qualifies for a maximum Alabama Business Privilege Tax of $500. To qualify, the LLE must be more than 80% owned, directly or indirectly, by an individual and the members of the individual’s family as defined by the statutory family attribution rules. The LLE also must satisfy the gross receipts test or assets test, and must elect annually (on or before the due date of its Business Privilege Tax return, including extensions) to be taxed as a family limited liability entity. [33: Alabama Administrative Law Judge Ruling Docket No. BPT. 13-705 (Feb. 6, 2014).] 

[footnoteRef:34]For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9. [34: Ala. Code § 40-14A-1(h); Ala. Code § 40-14A-22(d)(2); Ala. Admin. Code r. 810-2-8-.05. See alsoAlabama Administrative Law Div. Ruling Docket No. BPT. 17-712-CE (Sept. 26, 2017) (taxpayer did not qualify for treatment as an Electing Family LLE because it failed to elect to do so for the tax year in question, although it had elected to be treated as such in previous tax years); Alabama Administrative Law Div. Ruling Docket No. BPT. 16-541 (June 16, 2017) (limited liability company did not qualify as a Family LLE in tax years when 100% of the company was owned by a single individual, directly and constructively as the grantor of a grantor trust, and not by the individual and at least one other family members). ] 

2.1.3. Entity Level Gross Receipts Tax 
None.
Alabama does not impose entity level gross receipts tax, except in the form of a state/county business license tax. For information on the business license gross receipts tax, see Sales and Use Tax Navigator, at Alabama 1.1.
[footnoteRef:35]For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11. [35: Ala. Code § 40-23-2; Ala. Code § 40-2A-3(8).] 

2.1.4. Entity Level Other Taxes
None.
Alabama does not impose any other entity level taxes.
2.1.5. Entity Level Minimum Taxes
2.1.5.1. Entity Level Minimum Income Tax
None.
Alabama does not impose an entity level minimum income tax.
2.1.5.2. Entity Level Minimum Franchise Tax (Based on Capital Stock or Net Worth)
Yes, for certain entities.
Alabama imposes the minimum Business Privilege Tax on limited liability partnerships, limited partnerships, limited liability companies, and S corporations.
[footnoteRef:36]Alabama imposes a minimum Business Privilege Tax of $100. For tax years beginning after Dec. 31, 2022, the tax is reduced to $50. For tax years beginning after Dec. 31, 2023, taxpayers that would otherwise be subject to the minimum tax under Ala. Code § 40-14A-22(c)(1) or Ala. Code § 40-14A-22(c)(2) are exempt from the privilege tax. [36: Ala. Code § 40-14A-22(c).] 

[footnoteRef:37]Alabama imposes the Alabama Business Privilege Tax on publicly traded partnerships treated as corporations for federal income tax purposes. A publicly traded partnership that is classified as a partnership for federal income tax purposes but that offers limited liability to the owners with respect to some or all of the entity's obligations is subject to the Alabama Business Privilege Tax. [37: Ala. Code § 40-14A-22(c) (reductions and exemptions of the minimum tax do not apply to taxpayers subject to marijuana retail sale tax).] 

[footnoteRef:38]For information on mandatory entity level income tax imposed on S corporations, see Pass-Through Entity Navigator, at Alabama 4.2.1. [38: Ala. Code § 40-14A-22; Ala. Code § 40-14A-1(k).] 

2.1.5.3. Entity Level Minimum Gross Receipts Tax
None.
Alabama does not impose entity level gross receipts tax, except in the form of a state/county business license tax. For information on the business license gross receipts tax, see Sales and Use Tax Navigator, at Alabama 1.1.
[footnoteRef:39]For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11. [39: Ala. Code § 40-23-2; Ala. Code § 40-2A-3(8).] 

2.1.5.4. Entity Level Other Minimum Taxes
None.
Alabama does not impose any other entity level minimum taxes.
2.2. Tax Rates for Mandatory Taxes on Pass-Through Entities
2.2.1. Income Tax Rates for Mandatory Pass-Through Entity Taxes
2.2.1.1. 2015 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.2. 2016 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.3. 2017 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.4. 2018 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.5. 2019 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.6. 2020 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.7. 2021 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.8. 2022 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.9. 2023 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.10. 2024 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.11. 2025 Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.1.12. Future Mandatory Entity Level Income Tax Rate
0% (no tax).
Alabama generally does not impose mandatory entity level income tax on pass-through entities.
2.2.2. Franchise Tax (Based on Capital Stock or Net Worth)
2.2.2.1. 2015 Mandatory Entity Level Franchise Tax Rate
$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:40]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [40: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:41]The maximum Alabama Business Privilege Tax is $15,000. [41: Ala. Code § 40-14A-22(b).] 

[footnoteRef:42]2.2.2.2. 2016 Mandatory Entity Level Franchise Tax Rate [42: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:43]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [43: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:44]The maximum Alabama Business Privilege Tax is $15,000. [44: Ala. Code § 40-14A-22(b).] 

[footnoteRef:45]2.2.2.3. 2017 Mandatory Entity Level Franchise Tax Rate [45: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:46]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [46: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:47]The maximum Alabama Business Privilege Tax is $15,000. [47: Ala. Code § 40-14A-22(b).] 

[footnoteRef:48]2.2.2.4. 2018 Mandatory Entity Level Franchise Tax Rate [48: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:49]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [49: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:50]The maximum Alabama Business Privilege Tax is $15,000. [50: Ala. Code § 40-14A-22(b).] 

[footnoteRef:51]2.2.2.5. 2019 Mandatory Entity Level Franchise Tax Rate [51: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:52]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [52: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:53]The maximum Alabama Business Privilege Tax is $15,000. [53: Ala. Code § 40-14A-22(b).] 

[footnoteRef:54]2.2.2.6. 2020 Mandatory Entity Level Franchise Tax Rate [54: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:55]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [55: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:56]The maximum Alabama Business Privilege Tax is $15,000. [56: Ala. Code § 40-14A-22(b).] 

[footnoteRef:57]2.2.2.7. 2021 Mandatory Entity Level Franchise Tax Rate [57: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:58]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [58: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:59]The maximum Alabama Business Privilege Tax is $15,000. [59: Ala. Code § 40-14A-22(b).] 

[footnoteRef:60]2.2.2.8. 2022 Mandatory Entity Level Franchise Tax Rate [60: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:61]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [61: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:62]The maximum Alabama Business Privilege Tax is $15,000. [62: Ala. Code § 40-14A-22(b).] 

[footnoteRef:63]2.2.2.9. 2023 Mandatory Entity Level Franchise Tax Rate [63: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:64]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [64: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:65]The maximum Alabama Business Privilege Tax is $15,000. [65: Ala. Code § 40-14A-22(b).] 

[footnoteRef:66]2.2.2.10. 2024 Mandatory Entity Level Franchise Tax Rate [66: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:67]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [67: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:68]The maximum Alabama Business Privilege Tax is $15,000. [68: Ala. Code § 40-14A-22(b).] 

[footnoteRef:69]2.2.2.11. 2025 Mandatory Entity Level Franchise Tax Rate [69: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:70]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [70: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:71]The maximum Alabama Business Privilege Tax is $15,000. [71: Ala. Code § 40-14A-22(b).] 

[footnoteRef:72]2.2.2.12. Future Mandatory Entity Level Franchise Tax Rates [72: Ala. Code § 40-14A-22(d).] 

$0.25 - $1.75 per $1,000 of net worth, with a maximum tax of $15,000.
Alabama has not changed the Business Privilege Tax rates for tax years beginning after 2025. The Business Privilege Tax rate ranges from $0.25 to $1.75 per $1,000 of Alabama net worth, with a maximum tax of $15,000.
[footnoteRef:73]The Business Privilege Tax is imposed on an entity's Alabama net worth at the following rates:  [73: Ala. Code § 40-14A-22(b).] 

if the taxable income of the taxpayer is less than $1, $0.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $1 but less than $200,000, $1.00 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $200,000 but less than $500,000, $1.25 per $1,000 of Alabama net worth; 
if the taxable income of the taxpayer is at least $500,000 but less than $2.5 million, $1.50 per $1,000 of Alabama net worth; and 
if the taxable income of the taxpayer is at least $2.5 million, $1.75 per $1,000 of Alabama net worth. 
[footnoteRef:74]The maximum Alabama Business Privilege Tax is $15,000. [74: Ala. Code § 40-14A-22(b).] 

[footnoteRef:75]2.2.3. Gross Receipts Tax [75: Ala. Code § 40-14A-22(d).] 

2.2.3.1. 2015 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.2. 2016 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.3. 2017 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.4. 2018 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.5. 2019 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.6. 2020 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.7. 2021 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.8. 2022 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.9. 2023 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.10. 2024 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.11. 2025 Mandatory Entity Level Gross Receipts Tax Rate
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.3.12. Future Mandatory Entity Level Gross Receipts Tax Rates
0% (no tax).
Alabama generally does not impose a mandatory entity level gross receipts tax on pass-through entities.
2.2.4. Other Tax
2.2.4.1. 2015 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.2. 2016 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.3. 2017 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.4. 2018 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.5. 2019 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.6. 2020 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.7. 2021 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.8. 2022 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.9. 2023 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.10. 2024 Mandatory Entity Level Other Tax Rate
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.11. 2025 Mandatory Entity Level Other Tax Rate 
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.4.12. Future Mandatory Entity Level Other Tax Rates
0% (no tax).
Alabama generally does not impose any other mandatory entity level taxes on pass-through entities.
2.2.5. Fixed Dollar Minimum Income Tax
2.2.5.1. 2015 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.2. 2016 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.3. 2017 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.4. 2018 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.5. 2019 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.6. 2020 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.7. 2021 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.8. 2022 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.9. 2023 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.10. 2024 Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.11. 2025 Mandatory Entity Level Fixed Dollar Minimum Income Tax 
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.5.12. Future Mandatory Entity Level Fixed Dollar Minimum Income Tax
0% (no tax).
Alabama does not impose a mandatory entity level minimum income tax on pass-through entities.
2.2.6. Minimum Franchise Tax (Based on Capital Stock or Net Worth)
2.2.6.1. 2015 Mandatory Entity Level Minimum Franchise Tax
$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:76]2.2.6.2. 2016 Mandatory Entity Level Minimum Franchise Tax [76: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:77]2.2.6.3. 2017 Mandatory Entity Level Minimum Franchise Tax [77: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:78]2.2.6.4. 2018 Mandatory Entity Level Minimum Franchise Tax [78: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:79]2.2.6.5. 2019 Mandatory Entity Level Minimum Franchise Tax [79: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:80]2.2.6.6. 2020 Mandatory Entity Level Minimum Franchise Tax [80: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.
[footnoteRef:81]2.2.6.7. 2021 Mandatory Entity Level Minimum Franchise Tax [81: Ala. Code § 40-14A-22(c).] 

$100.
Alabama imposes a minimum Business Privilege Tax of $100.[footnoteRef:82] [82: Ala. Code § 40-14A-22(c).] 

2.2.6.8. 2022 Mandatory Entity Level Minimum Franchise Tax
$100.
Alabama imposes a minimum Business Privilege Tax of $100.[footnoteRef:83] [83: Ala. Code § 40-14A-22(c).] 

2.2.6.9. 2023 Mandatory Entity Level Minimum Franchise Tax
$50.
Alabama imposes a reduced minimum Business Privilege Tax of $50.[footnoteRef:84] [84: Ala. Code § 40-14A-22(c).] 

2.2.6.10. 2024 Mandatory Entity Level Minimum Franchise Tax
Exempt.
Alabama exempts the minimum Business Privilege Tax.[footnoteRef:85] [85: Ala. Code § 40-14A-22(c).] 

2.2.6.11. 2025 Mandatory Entity Level Minimum Franchise Tax 
Exempt.
Alabama exempts the minimum Business Privilege Tax.[footnoteRef:86] [86: Ala. Code § 40-14A-22(c).] 

2.2.6.12. Future Mandatory Entity Level Minimum Franchise Tax
Exempt.
Alabama has not changed the mandatory minimum franchise tax for tax years beginning after 2025. Alabama exempts the minimum Business Privilege Tax for tax years beginning after Dec. 31, 2023.[footnoteRef:87] [87: Ala. Code § 40-14A-22(c).] 

2.2.7. Minimum Gross Receipts Tax
2.2.7.1. 2015 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.2. 2016 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.3. 2017 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.4. 2018 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.5. 2019 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.6. 2020 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.7. 2021 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.8. 2022 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.9. 2023 Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.10. 2024 Mandatory Entity Level Minimum Gross Receipts Tax 
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.11. 2025 Mandatory Entity Level Minimum Gross Receipts Tax 
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.7.12. Future Mandatory Entity Level Minimum Gross Receipts Tax
0% (no tax).
Alabama generally does not impose a mandatory entity level minimum gross receipts tax on pass-through entities.
2.2.8. Other Minimum Tax
2.2.8.1. 2015 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.2. 2016 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.3. 2017 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.4. 2018 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.5. 2019 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.6. 2020 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.7. 2021 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.8. 2022 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.9. 2023 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.10. 2024 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.11. 2025 Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
2.2.8.12. Future Mandatory Entity Level Other Minimum Tax
0% (no tax).
Alabama does not impose any other mandatory entity level minimum taxes on pass-through entities.
3. Elective Taxes on Pass-Through Entities
3.1. Elective Taxes Imposed on Pass-Through Entities at Entity Level
3.1.1. Imposition of Elective Entity Level Tax
Yes.
Alabama imposes income tax on pass-through entities that elect to be taxed at the entity level.[footnoteRef:88] [88: Ala. Code § 40-18-24.4; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.1.2. Effective Tax Years
Tax years beginning on or after Jan. 1, 2021.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
The pass-through entity tax election can be made for tax years beginning on or after Jan. 1, 2021.[footnoteRef:89] [89: Ala. Code § 40-18-24.4(c).] 

Alabama does not provide a sunset date for the election, nor is the statute tied to the federal state and local tax cap implemented by the Tax Cuts and Jobs Act (Pub. L. No. 115-97).[footnoteRef:90] [90: Ala. Code § 40-18-24.4.] 

3.1.3. Affected Entities
Partnerships and S corporations.
Alabama allows partnerships, including general partnerships, limited liability partnerships, limited partnerships, and multi-member limited liability companies, and S corporations to elect to pay tax at the entity level.[footnoteRef:91] [91: Ala. Code § 40-18-24.4(b).] 

Any other entities subject to I.R.C. §§ 701 through 761 for federal income tax purposes, except for single member limited liability companies, are eligible to make the election.[footnoteRef:92] [92: Ala. Code § 40-18-24.4(b); Ala. Code § 40-18-160; Ala. Code § 40-18-1(35).] 

Estates, trusts, business trusts, and disregarded entities cannot make an election to pay tax at the entity level.[footnoteRef:93] [93: Ala. Admin. Code r. 810-3-36-.01(1)(a)] 

3.2. Election Mechanics
3.2.1. Election Due Date
Timely filed return.
For tax years beginning on or after Jan. 1, 2025, a pass-through entity must make the election or revocation on a timely filed return, including extensions.[footnoteRef:94] [94: Ala. Code § 40-18-24.4(d)(3), as amended by2024 Ala. H.B. 187, effective April 25, 2024; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

Alabama grants an electing pass-through entity an automatic six-month filing extension.[footnoteRef:95] [95: Ala. Admin. Code r. 810-3-36-.01(2)(g); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

For tax years beginning on or after Jan. 1, 2024, an electing entity must make the election on or before the due date for filing the applicable income tax return, including extension granted following the close of that tax year for which the entity elects to be taxed at the entity-level. For tax years beginning on or after Jan. 1, 2021, through Dec. 31, 2023, an electing entity must make the election at any time during the tax year, or on or before the 15th day of the third month following the close of the tax year for which the entity elects to be taxed at the entity level.[footnoteRef:96] [96: Ala. Code § 40-18-24.4(d)(1), (2), as amended by2024 Ala. H.B. 187, effective April 25, 2024; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated July 10, 2023).] 

Planning Point: Taxpayers should be aware that the due date for filing the election to be taxed at the entity level for tax year 2023 has been extended to the due date of the 2023 electing pass-through entity return, with applicable extensions. This extended due date is only available for elections made online via My Alabama Taxes and for pass-through entities that:
 timely filed the required entity and member tax returns, as if the election had been properly made for the year;
 timely made an electing pass-through extension payment;
 made an entity-level tax payment prior to the due date of the respective return.[footnoteRef:97]  [97: Alabama Press Release 5/1/24.] 

3.2.2. Required Forms or Other Election Method
Alabama Form PTE-E; Election Status on Pass-Through Entity Account.
The election is made by submitting Alabama Form PTE-E online at My Alabama Taxes, and by updating the entity's election status on its Pass-Through Entity account.[footnoteRef:98] [98: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

The election must be approved by vote or written consent of the members of the entity's governing body and by vote or written consent of the owners and or shareholders with greater than 50% of voting control of the entity.[footnoteRef:99] [99: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

An electing entity is required to file Alabama Form EPT: Electing Pass-Through Entity Return along with Alabama Form 65: Partnership/Limited Liability Company Return of Income or Alabama Form 20S: S Corporation Return of Income.[footnoteRef:100] [100: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

Taxpayers claiming electing pass-through entity credits on Alabama Form EPT must complete Alabama Form EPT, Schedule CP-B: Composite Payments/Electing Pass-Through Entity Credits and attach it to the return.[footnoteRef:101] [101: Alabama Form EPT, Schedule CP-B: Composite Payments/Electing Pass-Through Entity Credits.] 

To claim the entity level credits, the 2017 Alabama Historic Rehabilitation Tax Credit or the Railroad Modernization Act Credit, the taxpayer must claim the credits on the taxpayer's My Alabama Taxes account and file Schedule EPT-C: Electing Pass-Through Entity Credit Schedule and attach it to Form EPT. To claim pass through credits, the taxpayer must claim the credits on the taxpayer's My Alabama Taxes account and submit Schedule PC: Pass-Through Entity Credits and attach it to Alabama Form 65: Partnership/Limited Liability Company Return of Income or Alabama Form 20S: S Corporation Return of Income.[footnoteRef:102] [102: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

Taxpayers submitting payments on Alabama Form 20S: S Corporation Return of Income, Alabama Form EPT: Electing Pass-Through Entity Return, or Alabama Form PTE-C: Nonresident Composite Payment Return, or payments for estimated income tax or income tax extensions must complete Alabama Form PTE-V: Pass-Through Entity Payment Voucher and submit the form along with the required payment if the taxpayer is not paying electronically. If paying electronically, Alabama Form PTE-V is not required.[footnoteRef:103] [103: Alabama Form PTE-V: Pass-Through Entity Payment Voucher.] 

Tiered Structures
In a tiered structure, each tier must make an election to be taxed at the entity level, but the Electing PTE is optional at the upper tier level. Pass-through entity level tax paid at the lower tier LLC flows up to the upper tier LLC.[footnoteRef:104] [104: Alabama Form EPT: Electing Pass-Through Entity Return.] 

3.2.3. Revocation Method
Submission of Form PTE-E and online status change.
The election is binding for the year that it is made an all subsequent years unless the electing pass-through entity revokes the election by submitting the Alabama Form PTE-E to the Department of Revenue at My Alabama Taxes online portal at any time during a subsequent tax year on or before the election due date following the close of that tax year for which the entity elects to no longer be taxed as an electing pass-through entity.[footnoteRef:105] [105: Ala. Code § 40-18-24.4(d)(2), as amended by2024 Ala. H.B. 187, effective April 25, 2024; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

On My Alabama Taxes online portal, the taxpayer must go their Pass-Through Entity account, click the Update Election Status link, and follow revocation instructions.[footnoteRef:106] [106: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.3. Owner Considerations 
3.3.1. Owner Restrictions
No restrictions.
An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:107] [107: Ala. Admin. Code r. 810-3-36-.01(2)(f).] 

Single member limited liability companies, estates, trusts, business trusts, and disregarded entities that are not permitted to elect to pay tax at the entity level themselves, are able to be owners, members, partners, or shareholders of an electing entity.[footnoteRef:108] [108: Ala. Admin. Code r. 810-3-36-.01(1)(a).] 

3.3.2. Owner Opt-In/Opt-Out
No owner opt-in/opt out.
The election is binding on all owners for the year the election is made and all subsequent tax years unless the election is revoked.[footnoteRef:109] [109: Ala. Code § 40-18-24.4(d)(2), as amended by2024 Ala. H.B. 187, effective April 25, 2024; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

The election must be approved by vote or written consent of the members of the entity's governing body and by vote or written consent of the owners and or shareholders with greater than 50% of voting control of the entity.[footnoteRef:110] [110: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.3.3. Owner’s Distributive Share
Apportioned.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1.[footnoteRef:111] [111: Ala. Admin. Code r. 810-3-36-.01(1)(b).] 

3.3.4. Credit for Elective Entity Level Tax Paid to Other States
No guidance.
Alabama does not provide guidance on a credit for elective entity level tax paid to other states.
3.3.5. Filing Obligations
3.3.5.1. Credit or Deduction for Taxed Income
Credit.
An owner, member, partner, or shareholder of an electing pass-through entity may claim a refundable credit equal to its pro rata or distributive share of the Alabama income tax paid by the electing pass-through entity with respect ot the corresponding tax year.[footnoteRef:112] [112: Ala. Code § 40-18-24.5(b).] 

3.3.5.2. Nonresident Return Required
Depends.
The pass-through entity tax election does not create a filing obligation for an owner that would not otherwise exist.[footnoteRef:113] [113: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

However, if nonresident owner claims a credit for taxes paid by the electing entity, then the owner will need to file a nonresident return to report its distributive share of pass-through entity income.[footnoteRef:114] [114: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4. Computation of Tax
3.4.1. Computation of Taxable Income
3.4.1.1. Conformity to Federal Distributive/Pro Rata Share Rules
Generally conforms.
Alabama generally conforms to the federal distributive and pro rata share rules.[footnoteRef:115] [115: Ala. Code § 40-18-24.4(e); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.2. Treatment of Separately Stated Items
Included.
Alabama includes separately stated items in its computation of taxable income.[footnoteRef:116] [116: Ala. Admin. Code r. 810-3-36-.01(1)(b).] 

Taxable income is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions.[footnoteRef:117] [117: Ala. Admin. Code r. 810-3-36-.01(1)(b).] 

3.4.1.3. Owner’s Shares Included in Computation
3.4.1.3.1. C Corporations
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:118] [118: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.2. S Corporations
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:119] [119: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.3. Partnerships
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:120] [120: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.4. Trusts and Estates
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:121] [121: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.5. SMLLCs/QSubs/Disregarded Entities
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:122] [122: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.6. Resident Individuals
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:123] [123: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.1.3.7. Nonresident Individuals
Included.
The elective pass-through entity tax is imposed on the electing entity's taxable income, which is the sum of nonseparately stated income (loss) and deductions plus separately stated income (loss) and deductions, apportioned under Ala. Code § 40-27-1. An electing entity cannot eliminate or exempt any owner, member, partner, or shareholder's pro rata or distributive share of Alabama's taxable income.[footnoteRef:124] [124: Ala. Admin. Code r. 810-3-36-.01(1)(b), (2)(f); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.4.2. Credits
3.4.2.1. Credits Allowed Against Elective Pass-Through Entity Tax
Specific credits.
The 2017 Alabama Historic Rehabilitation Tax Credit and the Railroad Modernization Act of 2019 Credit can only be claimed at the entity level and cannot be passed through to owners.[footnoteRef:125] [125: Ala. Admin. Code r. 810-3-36-.01(2)(i).] 

3.4.2.2. Credits Required to be Passed Through to Owners
Allowed.
Owners of an electing pass-through entity that report their pro rata or distributive share of income of the entity are entitled to a nonrefundable credit in the amount equal to its pro rata or distributive share of the Alabama income tax paid by the electing pass-through entity with respect to the corresponding tax year. All credits except the 2017 Alabama Historic Rehabilitation Tax Credit and the Railroad Modernization Act Credit pass through to and may be claimed by the owners.[footnoteRef:126] [126: Ala. Code § 40-18-24.5(b); Ala. Admin. Code r. 810-3-36-.01(2)(i); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

Tiered Structures
Electing pass-through entity tax paid at the lower tier LLC flows up to the upper tier LLC. If the upper tier in tiered structure elects to be taxed at the entity level, the upper tier LLC lists the credit on Schedule CP-B and enters the total credits on Form EPT, Line 5d in order to claim the electing credit made on its behalf. If the upper tier has not made the election, the credit must be reported on Form PTE-C: Nonresident Composite Payment Return, Line 5c. The credit is allowed to flow to the non-resident partners and the entity would receive a refund for the resident partners share of the credits.[footnoteRef:127] [127: Alabama Form EPT: Electing Pass-Through Entity Return.] 

3.5. Tax Rates for Elective Taxes on Pass-Through Entities
3.5.1. Income Tax Rates
3.5.1.1. 2018 Elective Entity Level Income Tax Rate
0% (no tax).
Alabama does not allow an elective entity level tax prior to 2021.
3.5.1.2. 2019 Elective Entity Level Income Tax Rate
0% (no tax).
Alabama does not allow an elective entity level tax prior to 2021.
3.5.1.3. 2020 Elective Entity Level Income Tax Rate
0% (no tax).
Alabama does not allow an elective entity level tax prior to 2021.
3.5.1.4. 2021 Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate is 5%.[footnoteRef:128] [128: Ala. Code § 40-18-24.4(e).] 

3.5.1.5. 2022 Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate is 5%.[footnoteRef:129] [129: Ala. Code § 40-18-24.4(e).] 

3.5.1.6. 2023 Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate is 5%.[footnoteRef:130] [130: Ala. Code § 40-18-24.4(e).] 

3.5.1.7. 2024 Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate is 5%.[footnoteRef:131] [131: Ala. Code § 40-18-24.4(e).] 

3.5.1.8. 2025 Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate is 5%.[footnoteRef:132] [132: Ala. Code § 40-18-24.4(e).] 

3.5.1.9. Future Elective Entity Level Income Tax Rate
5%
Alabama taxes pass-through entities electing to be taxed at the entity level at the highest individual marginal rate under Ala. Code § 40-18-5. The highest marginal rate for tax years after 2025 is 5%.[footnoteRef:133] [133: Ala. Code § 40-18-24.4(e).] 

3.6 Return Filing Obligations (Entity-Level)
3.6.1. Entity-Level Return and Issuance of K-1’s
Required.
The electing entity must file Alabama Form EPT: Electing Pass-Through Entity Return in addition to Alabama Form 65: Partnership/Limited Liability Company Return of Income or Alabama Form 20S: S Corporation Return of Income. The electing entity must also complete Alabama Form EPT, Schedule EPT-K1 to report each owner's distributive or pro rata share of pass-through entity tax income.[footnoteRef:134] [134: Alabama Form EPT: Electing Pass-Through Entity Return.] 

3.6.2. Duplication or Replacement of Other Entity Returns
Entity return not replaced.
Electing entities must file Alabama Form EPT: Electing Pass-Through Entity Return in addition to Alabama Form 65: Partnership/Limited Liability Company Return of Income or Alabama Form 20S: S Corporation Return of Income.[footnoteRef:135] [135: Alabama Form EPT: Electing Pass-Through Entity Return.] 

3.6.3. Partner-Level Reporting
Required.
Owners of an electing pass-through entity must file an Alabama return to report its pro rata or distributive share of income of the entity.[footnoteRef:136] [136: Ala. Admin. Code r. 810-3-36-.01(2)(h).] 

3.7 Estimated Payments
3.7.1. Thresholds
$500.
An electing entity makes estimated payments if its Alabama income tax liability is at least $500 for the taxable year in which the election is made.[footnoteRef:137] [137: Ala. Code § 40-18-24.4(e); Ala. Code § 40-18-80.1.] 

3.7.2. Installment Amounts
Quarterly Payments of 25% each.
Estimated payments must be made in four equal installments of 25% of the required annual payment.[footnoteRef:138] [138: Ala. Code § 40-18-24.4(e); Ala. Code § 40-18-80.1; Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

The required annual payment is generally equal to 100% of the tax shown on the return for the taxable year, or 100% of the tax shown on the return for the preceding tax year, whichever amount is less. However, for an entity transitioning to an electing pass-through entity, the required annual payment is calculated as follows:
 for pass-through entities other than S corporations, calculate the total of Alabama Form 65, Schedule K, Column C, lines 1 - 17, and multiply the sum by 5% (if a Subchapter K entity has a loss for the prior year, the current year electing pass-through entity tax liability is used to compute estimated payments);
 for S corporations, calculate the total of Alabama Form 20S, Schedule K, Apportioned Amount Column, lines 1 - 17, and multiply the sum by 5% (if an electing S corporation reported a loss on lines 1 through 17, for the first taxable year, the safe harbor rule does not apply).[footnoteRef:139] [139: Ala. Admin. Code r. 810-3-36-.01(3); Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

Payments equal to $750 or more must be paid electronically through electronic funds transfer.[footnoteRef:140] [140: Ala. Admin. Code r. 810-3-36-.01(4)(a).] 

3.7.3. Due Dates
4/15, 6/15, 9/15, and 1/15.
Estimated tax installment payments are due on April 15, June 15, September 15, and Jan. 15 for calendar year filers and on the 15th day of the fourth, sixth, ninth, and 12th months of the fiscal year for fiscal year filers.[footnoteRef:141] [141: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

3.7.4. Transfer of Estimated Payments or Withholding Toward Elective PTET Liability for Subsequent Years
Allowed.
Alabama allows taxpayers to apply overpayments of tax from the composite return to be credited to the subsequent tax year on Alabama Form PTE-C: Nonresident Composite Payment Return.[footnoteRef:142] [142: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

4. S Corporations
4.1. State Conformity with Federal Income Tax Classification of S Corporations
4.1.1. General Conformity 
Yes.
Alabama follows the federal income tax treatment of S corporations.[footnoteRef:143] [143: Ala. Code § 40-18-160(b)(1); Ala. Admin. Code r. 810-3-160-.01(7); Ala. Admin. Code r. 810-3-2-.02(3).] 

Any corporation that has elected to be taxed as an S corporation for federal income tax purposes is automatically treated as an S corporation, known as an "Alabama S Corporation" for purposes of the Alabama income tax. Alabama does not require or allow entities to make a separate election to be treated as an Alabama S corporation.[footnoteRef:144] [144: Ala. Code § 40-18-160(b)(1); Ala. Admin. Code r. 810-3-160-.01(7).] 

No corporation is an Alabama S corporation for any portion of a taxable year during which an election to be an S corporation is not in effect for federal income tax purposes. In addition, no corporation that is a financial institution, as defined in Ala. Code § 40-16-1, may elect to be an Alabama S corporation.[footnoteRef:145] [145: Ala. Code § 40-18-160(b).] 

4.1.2. Receipt of Stock in Exchange for Contribution of Property
Same as federal.
Alabama generally conforms to the federal nonrecognition provisions that apply to the formation of a corporation.[footnoteRef:146] [146: Ala. Code § 40-18-1.1; Ala. Admin. Code r. 810-3-8-.05(1); Ala. Admin. Code r. 810-3-1.1-.01.] 

4.1.3. Receipt of Stock in Exchange for Services
Same as federal.
Alabama follows the federal rules applicable to the exchange of stock for services.[footnoteRef:147] [147: Ala. Code § 40-18-1.1; Ala. Admin. Code r. 810-3-8-.05(1); Ala. Admin. Code r. 810-3-1.1-.01.] 

4.2. Mandatory Taxes Imposed on S Corporations at Entity Level
4.2.1. Entity Level Income Tax
Yes.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
S corporations that do not elect to be taxed at the entity level are subject to an income-based tax for built-in gains, excess net passive income, and LIFO recapture, consistent with Subchapter S of the Internal Revenue Code.[footnoteRef:148] [148: Ala. Code § 40-18-160(a); Ala. Admin. Code r. 810-3-2-.02(3).] 

An S corporation may be subject to tax at the entity level for:
the LIFO recapture tax;
the built-in gains tax; or
the excess net passive income tax.[footnoteRef:149]  [149: Ala. Code § 40-18-161(d); Ala. Code § 40-18-174; Ala. Code § 40-18-175.] 

LIFO Recapture Tax
If an Alabama S corporation was an Alabama C corporation for the last taxable year before the first taxable year during which it became an Alabama S corporation, and the corporation inventoried goods under the LIFO method, the LIFO recapture amount must be included in gross income for the last taxable year and appropriate adjustments made to the basis of the inventory.[footnoteRef:150] [150: Ala. Code § 40-18-161(d)(1).] 

The LIFO recapture amount is the excess, if any, of: 
the inventory amount of the inventory assets under the first-in, first-out method, over
the inventory amount of the inventory assets under the LIFO method.[footnoteRef:151]  [151: Ala. Code § 40-18-161(d)(3).] 

Any increase in tax imposed as a result of the change in inventory method is payable in four equal installments. The first installment is due not later than the due date, without extension, for filing the C corporation’s return for its last taxable year. The remaining three installments must be paid no later than the due date, without extension, for filing the S corporation’s returns for the succeeding three years.[footnoteRef:152] [152: Ala. Code § 40-18-161(d)(2).] 

Built-in Gains Tax
A corporation that became an S corporation after Dec. 31, 1989 may be liable for the built-in gains tax. The tax is computed by multiplying the S corporation’s net recognized built-in gain for the taxable year by 5%.[footnoteRef:153] [153: Ala. Code § 40-18-174(b)(1); Ala. Admin. Code r. 810-3-174-.02] 

Net recognized built-in gain, for any taxable year in the 10-year period beginning with the first day of the first taxable year for which the corporation was an Alabama S corporation, is the lesser of:
the amount taxable if only recognized built-in gain or losses were taken into account; or
the corporation's taxable income, determined without regard to certain deductions.[footnoteRef:154]  [154: Ala. Code § 40-18-174(d)(2).] 

The built-in gains tax can also apply to a corporation that has always been an Alabama S corporation if the S corporation acquires an asset and its basis is determined in whole or in part by reference to the asset’s basis in the hands of an Alabama C corporation.[footnoteRef:155] [155: Ala. Code § 40-18-174(d)(8).] 

Excess Net Passive Income Tax
The tax on excess net passive income applies to an Alabama S corporation that has:
accumulated earnings and profits at the close of the taxable year derived from years during which the corporation was an Alabama C corporation; and
gross receipts more than 25% of which are passive investment income.
 The tax is computed by multiplying the excess net passive income by 5%.[footnoteRef:156] [156: Ala. Code § 40-18-175(a); Ala. Admin. Code r. 810-3-175-.01.] 

4.2.2. Entity Level Franchise Tax (Based on Capital Stock or Net Worth)
Yes.
Alabama imposes the Business Privilege Tax on S corporations.[footnoteRef:157]. [157: Ala. Code § 40-14A-22(a).] 

Alabama levies a Business Privilege Tax on the net worth of a corporation, including S corporations.[footnoteRef:158] The net worth of an S corporation is calculated as of the first day of the corporation’s taxable year and is equal to the sum of issued capital stock, additional paid-in capital and retained earnings of the S corporation.[footnoteRef:159] [158: Ala. Code § 40-14A-22(a).]  [159: Ala. Code § 40-14A-23(a)(1).] 

For coverage of Alabama's business privilege tax, see Corporate Income Tax Navigator, at Alabama 9.
An S Corporation cannot qualify as an “Electing Family Limited Liability Entity” and thereby limit its maximum Alabama Business Privilege Tax to $500.[footnoteRef:160] [160: Ala. Code § 40-14A-1(h).] 

4.2.3. Entity Level Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11.
4.2.4. Entity Level Other Taxes
None.
Alabama does not impose any other taxes on S corporations.
4.2.5. Entity Level Minimum Taxes
4.2.5.1. Entity Level Minimum Income Tax
None.
Alabama does not impose a minimum income tax.
4.2.5.2. Entity Level Minimum Franchise Tax (Based on Capital Stock or Net Worth)
Yes.
Alabama imposes the minimum Business Privilege Tax on S corporations.[footnoteRef:161] [161: Ala. Code § 40-14A-22(c).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
4.2.5.3. Entity Level Minimum Gross Receipts Tax
None.
Alabama does not impose a minimum gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11.
4.2.5.4. Entity Level Other Minimum Taxes
None.
Alabama does not impose any other minimum taxes.
4.3. Nexus: Jurisdiction to Tax S Corporations and Their Shareholders
4.3.1. Entity Level Nexus
Yes.
In Alabama, for corporate income tax purposes, nexus may be created by an S corporation doing business in the state.[footnoteRef:162] [162: Ala. Code § 40-18-31.2(a)(2). ] 

Effective for tax years beginning on or after Jan. 1, 2015, Alabama uses a factor presence nexus standard for business activity for purposes of corporate income tax, business privilege tax and financial institution excise tax.[footnoteRef:163] [163: Ala. Code § 40-18-31.2(a)(2).] 

For taxable years beginning on or after Jan. 1, 2019, taxpayers establish bright-line substantial nexus in Alabama if any of the following applies:
the value of real and tangible personal property owned or rented and used in Alabama exceeds the lesser of $54,000 or 25% of the average value of all the taxpayer’s property;
the amount of compensation paid in Alabama exceeds the lesser of $54,000 or 25% of total compensation paid by the taxpayer; or
the amount of total gross receipts in Alabama exceeds the lesser of $538,000 or 25% of the taxpayer’s total gross receipts everywhere.[footnoteRef:164]  [164: Ala. Code § 40-18-31.2(b); Alabama Dept. of Rev., Corporate Income Tax FAQ – Filing Requirements.] 

At the end of each year, the thresholds are to be evaluated by the Alabama Department of Revenue against the change in the Consumer Price Index and may be subject to adjustment.[footnoteRef:165] [165: Ala. Code § 40-18-31.2(c).] 

For further discussion of nexus issues related to S corporations, see Portfolio 1500-2nd: State Taxation of Pass-Through Entities: General Principles, at 1500.10 and Portfolio 1510-2nd: State Taxation of S Corporations, at 1510.04.
4.3.2. Shareholder Nexus
Depends.
In Alabama, a shareholder's ownership of an interest in an S corporation doing business in Alabama may create nexus for income tax purposes.[footnoteRef:166] [166: Ala. Code § 40-18-31.2(d)(4).] 

Every nonresident individual, estate or trust receiving income from property owned or business transacted in Alabama generally is subject to income tax.[footnoteRef:167] If the property, payroll or sales of an S corporation in Alabama exceed the statutory nexus threshold, a nonresident shareholder is subject to tax on the portion of the corporation's income earned in Alabama and passed through to the nonresident shareholder.[footnoteRef:168] In addition, Alabama requires an S corporation to file a composite return on behalf of each nonresident shareholder unless the shareholder timely files a consent agreement on Alabama Schedule NRA: S Corporation Nonresident Agreement.[footnoteRef:169] [167: Ala. Code § 40-18-2(a)(4), (6).]  [168: Ala. Code § 40-18-31.2(d)(4).]  [169: Ala. Code § 40-18-176; Ala. Admin. Code r. 810-3-176-.01(2)(a).] 

In a case involving a Due Process Clause challenge by a nonresident shareholder of an S corporation organized and doing business solely in Alabama, the court noted that, at the time, the state’s appellate courts had not addressed the issue, but courts in other jurisdictions had concluded that imposition of a tax on income received by a nonresident shareholder from a resident S corporation does not violate the Due Process Clause. The court dismissed the challenge, concluding that the nonresident shareholder’s receipt of income generated by the sale of the corporation’s assets constituted a sufficient connection with Alabama to levy a tax specifically on that income.[footnoteRef:170] [170:   Prince v. Alabama Dept. of Rev., 55 So.3d 273 (Ala. Civ. App. 2010).] 

For more information about S corporation composite returns, see Pass-Through Entity Navigator, at Alabama 14.
For further discussion of nexus issues related to nonresident shareholders, see 1500-2nd T.M., State Taxation of Pass-Through Entities: General Principles, at 1500.11 and 1510-2nd T.M., State Taxation of S Corporations, at 1510.05.
4.3.3. Tiered Arrangements
Yes.
Alabama may collect tax from nonresident owners who indirectly derive income from Alabama sources through multiple tiers of pass-through entities.[footnoteRef:171] [171: Ala. Code § 40-18-24.2(c)(1).] 

Alabama, and every other state imposing a net income-based tax, may tax any corporation or individual that derives income, directly or indirectly, from sources with the state.[footnoteRef:172] Accordingly, subject to potential constitutional defenses, Alabama may tax the income of a nonresident owner of a pass-through entity that has substantial nexus with Alabama.[footnoteRef:173] Alabama has statutory authority, in the context of requiring composite returns, to extend its taxing jurisdiction indirectly to nonresident pass-through entity owners that derive income from Alabama sources, including through multiple tiers of pass-through entities.[footnoteRef:174] [172: Ala. Code § 40-18-2;   Wisconsin v. J.C. Penney Co., 311 U.S. 435 (1940).]  [173: Ala. Code § 40-18-31.2(d)(4).]  [174: Ala. Code § 40-18-24.2(c)(1).] 

Because an S corporation generally may not have as a shareholder a person who is not an individual,[footnoteRef:175] tiered arrangements involving S corporations are less common than tiered partnerships. [175: I.R.C. § 1361(b)(1)(B).] 

For more information about persons eligible to be S corporation shareholders, see I.R.C. § 1361(b)(1)(B), (c)(2), and (c)(6), and 730-4th T.M., S Corporations: Formation and Termination, at 730.II.E.
4.4. Entity Specific Tax Rates for S Corporations
None.
Alabama does not impose special tax rates on S corporations.
5. Qualified Subchapter S Subsidiaries (QSubs)
5.1. State Conformity with Federal Income Tax Classification of QSubs
Yes.
Alabama follows the federal income tax treatment of qualified subchapter S subsidiaries (QSubs).[footnoteRef:176] [176: Ala. Code § 40-18-160(d).] 

For Alabama income tax purposes, the existence of a qualified subchapter S subsidiary (QSub) is disregarded and its assets, liabilities, and other items are attributed to the parent S corporation. For all purposes of the Alabama income tax, an S corporation and its qualified subchapter S subsidiaries are treated as a single S corporation.[footnoteRef:177] [177: Ala. Code § 40-18-160(d).] 

5.2. Taxes Imposed on QSubs at Entity Level
5.2.1. Entity Level Income Tax
No.
Alabama does not impose an income tax on qualified subchapter S subsidiaries.[footnoteRef:178] [178: Ala. Code § 40-18-160(d).] 

For Alabama income tax purposes, the existence of a QSub is disregarded and its assets, liabilities, and other items are attributed to the parent S corporation. For all purposes of the Alabama income tax, an S corporation and its QSub are treated as a single S corporation.[footnoteRef:179] [179: Ala. Code § 40-18-160(d).] 

5.2.2. Entity Level Franchise Tax (Based on Capital Stock or Net Worth)
Depends.
Alabama may impose the Business Privilege Tax on qualified subchapter S subsidiaries.[footnoteRef:180] [180: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

In Alabama, qualified subchapter S subsidiaries are not treated as separate from their S corporation parent.[footnoteRef:181] As a result, qualified subchapter S subsidiaries are not subject to tax at the entity level. [181: Ala. Code § 40-18-160(d).] 

However, a QSub that is a disregarded entity for federal and therefore Alabama income tax purposes is subject to the Alabama Business Privilege Tax.[footnoteRef:182] [182: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
5.2.3. Entity Level Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at  Alabama 11.
5.2.4. Entity Level Other Taxes
None.
Alabama does not impose any other taxes.
5.2.5. Entity Level Minimum Taxes
5.2.5.1. Entity Level Minimum Income Tax
None.
Alabama does not impose a minimum income tax.
5.2.5.2. Entity Level Minimum Franchise Tax (Based on Capital Stock or Net Worth)
Depends.
Alabama may impose the minimum Business Privilege Tax on qualified subchapter S subsidiaries.[footnoteRef:183] [183: Ala. Code § 40-14A-22(c).] 

In Alabama, qualified subchapter S subsidiaries are not treated for income tax purposes as separate from their S corporation parent.[footnoteRef:184] As a result, qualified subchapter S subsidiaries are not subject to income tax at the entity level. [184: Ala. Code § 40-18-160(d).] 

However, a QSub that is a disregarded entity for federal and therefore Alabama income tax purposes is nevertheless subject to the Alabama minimum Business Privilege Tax.[footnoteRef:185] [185: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
5.2.5.3. Entity Level Minimum Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at  Alabama 11.
5.2.5.4. Entity Level Other Minimum Taxes
None.
Alabama does not impose any other minimum taxes.
5.3. Nexus: Jurisdiction to Tax QSubs and Their Parent S Corporation
Yes.
In Alabama, QSubs are not subject to entity level taxes for income tax purposes, but a QSub doing business in Alabama will create nexus for the parent S corporation subject to taxes at the entity level.[footnoteRef:186] [186: Alabama Dept. of Rev., Frequently Asked Questions, S Corporations.] 

In Alabama, a qualified subchapter S subsidiary, the stock of which is wholly owned by an Alabama S corporation, is disregarded for federal and therefore Alabama income tax puposes and treated as a division of the parent, and any business activity carried on by the QSub in Alabama is deemed to be Alabama business activity of the parent.[footnoteRef:187] While Alabama generally does not impose income tax on S corporations at the entity level, S corporations are subject an income-based tax for built-in gains or excess net passive income, and for LIFO recapture, which must be included in gross income. A qualified subchapter S subsidiary doing business in Alabama will create nexus for its parent S corporation for purposes of the built-in gains and excess net income tax of LIFO recapture.[footnoteRef:188] [187: Alabama Dept. of Rev., Frequently Asked Questions, S Corporations.]  [188: Ala. Code § 40-18-160(a); Alabama Dept. of Rev., Frequently Asked Questions, S Corporations.] 

5.4. Entity Specific Tax Rates for QSubs
None.
Alabama does not impose special tax rates on QSubs.
6. Qualified Investment Partnerships
6.1. Definition/Qualification
6.1.1. Election
Alabama Schedule QIP-C.
A qualified investment partnership (QIP) is certified by completing Alabama Schedule QIP-C: Qualified Investment Partnership Certification and submitting with a timely filed Alabama Form 65: Partnership/Limited Liability Company Return of Income.[footnoteRef:189] [189: Ala. Admin. Code r. 810-3-24.2-.02(2)(a); Alabama Schedule QIP-C: Qualified Investment Partnership Certification.] 

Additionally, the taxpayer must check the box on Alabama Form 65, page 1, and on each K-1, page 1, accompanying the return, indicating that they are filing as a QIP.[footnoteRef:190] [190: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

The Commissioner of Review has authority to revoke an entity's qualified investment partnership status for one or more taxable periods if it determines that the entity did not meet the QIP requirements for that or those tax periods.[footnoteRef:191] [191: Ala. Admin. Code r. 810-3-24.2-.03(7).] 

6.1.2. Asset and/or Gross Income Test
Asset and Gross Income Test.
Alabama uses both the asset and gross income test.[footnoteRef:192] [192: Ala. Code § 40-18-24.2(a)(4).] 

An qualified investment partnership must meet the following requirements for the applicable tax period:
 no less than 90% of the cost of the entity's total assets consists of qualifying investment securities and office facilities and tangible personal property reasonable necessary to carry on its activities in Alabama as an investment partnership; and
 no less than 90% of its gross income consists of interest, dividends, distributions, and gains and losses from the sale or exchange of qualifying investment securities, and management fees paid by its members.[footnoteRef:193] [193: Ala. Code § 40-18-24.2(a)(4).] 

An authorized officer, partner, member, or manager of the entity must file on behalf of the entity a certification, in a form and time prescribed by the Department of Revenue, that it meets the above two tests with respect to the tax period covered by the certification.[footnoteRef:194] [194: Ala. Code § 40-18-24.2(a)(4)(c); Ala. Admin. Code r. 810-3-24.2-.02(2)(c), (d).] 

Alabama provides the following restrictions to entities eligible to be a qualified investment partnership:
 there exists a rebuttable presumption that an entity is disqualified as a QIP as abusive when 50% of more of the ownership interest or voting interest of an entity is owned or controlled, directly or indirectly, by a corporation, or a controlled group of corporations under I.R.C. § 1563 at any time during the tax period;
 the Department will review rebuttals on a case-by-case basis, and the presumptions will be rebutted if the entity establishes that the distributive share of income attributed to and owned by the corporate partner are being reported to Alabama for income tax purposes by each of the owners having such interests;
 an entity classified as a dealer in qualifying investment security at any time during a tax period cannot be a QIP for that tax period;
 an entity that is a publicly-traded partnership taxed as a corporation for Alabama income tax purposes at any time during the tax period cannot be a QIP for that tax period;
 a common trust fund cannot be a QIP;
 an unincorporated entity that elected out of the Subchapter K provisions under I.R.C. § 761 at any time during a tax period cannot be a QIP for that tax period;
 any entity that is a financial institution cannot be a QIP; or.
 a business trust treated as a corporation or a disregarded entity for federal income tax purposes at any time during the tax period cannot qualify as a QIP for that tax period.[footnoteRef:195] [195: Ala. Admin. Code r. 810-3-24.2-.02(1)(a)(1); Ala. Admin. Code r. 810-3-24.2-.03(5).] 

6.1.3. Qualifying Securities
Defined in statute.
Alabama provides a list of qualifying investment securities.[footnoteRef:196] [196: Ala. Code § 40-18-24.2(a)(5).] 

Qualifying investment securities include:
 common stock, including preferred or debt securities convertible into common stock; and preferred stock, including debt securities convertible into preferred stock;
 bonds, debentures, and other debt securities;
 deposits and any other obligations of banks and other financial institutions;
 stock and bond index securities, future contracts, derivative securities, warrants or options on securities, and other similar financial securities and instruments;
 interests in a Subchapter K entity that itself qualifies as a qualified investment security; and
 other similar or related financial or investments contracts, instruments, or securities.[footnoteRef:197] [197: Ala. Code § 40-18-24.2(a)(5).] 

Qualifying investment securities do no include:
 investment in a captive REIT;
 interest in a partnership unless the partnership is a Qualified investment Partnership;
 loans that are not debt securities; or
 deposits with an unregulated bank or other financial institution.[footnoteRef:198] [198: Ala. Admin. Code r. 810-3-24.2-.02(1)(b)(1).] 

6.1.4. Qualifying Partners
Defined in statute.
Alabama includes individuals, estates, trusts or business trusts, corporations, and Subchapter K entities that are partners in a general, limited, limited liability, or limited liability limited partnership, or members of a limited liability company, in its definition of a member of a qualified investment partnership.[footnoteRef:199] [199: Ala. Code § 40-18-24.3(b); Ala. Code § 40-18-24.2(a)(1).] 

6.2. Benefits of Investment Partnership Classification
6.2.1. Sourcing Income
Certain income taxable.
Income from a nonresident member of a qualified investment partnership (QIP), or from the QIP itself, with respect to the nonresident member's distributive share of interest, dividends, distributions, or gains and losses from qualified investment securities is not taxed by Alabama.[footnoteRef:200] [200: Ala. Code § 40-18-24.3(a).] 

However, Alabama does tax a nonresident member's distributive share of QIP income in the following instances: 
 the nonresident member actively participates in the day-to-day management of the entity;
 the QIP invests in the qualifying investment securities of an entity that is majority owned by the nonresident member
 QIP income is from investment activity that is interrelated with an Alabama trade or business in which the nonresident member owns an interest even if the primary activities of the trade or business are separate and distinct from the act of acquiring, managing, or disposing of qualified investment securities;
 any part of the QIP's qualifying investment securities are acquired with the working capital of an Alabama trade or business in which the nonresident member owns an interest;
 the nonresident member that is a financial institution participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the financial institution has income from Alabama sources; or
 the nonresident corporate member participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the corporation has income from Alabama sources.[footnoteRef:201] [201: Ala. Code § 40-18-24.3(a); Ala. Admin. Code r. 810-3-24.2-.03(3).] 

The Commissioner of Revenue can distribute, apportion, or allocate the gross income of any QIP or its members to clearly, fairly, and equitably, reflect income that has been significantly distorted by a tax-avoidance or tax abusive arrangement.[footnoteRef:202] [202: Ala. Admin. Code r. 810-3-24.2-.03(6).] 

6.2.2. Ownership
6.2.2.1. Corporate Owners
Exempt, with exceptions.
Nonresident corporate members of a qualified investment partnership (QIP) are generally not taxed on their distributive share of income derived from qualifying investment securities of a qualified investment partnership.
However, Alabama does tax a nonresident member's distributive share of QIP income in the following instances: 
 the nonresident member actively participates in the day-to-day management of the entity;
 the QIP invests in the qualifying investment securities of an entity that is majority owned by the nonresident member
 QIP income is from investment activity that is interrelated with an Alabama trade or business in which the nonresident member owns an interest even if the primary activities of the trade or business are separate and distinct from the act of acquiring, managing, or disposing of qualified investment securities;
 any part of the QIP's qualifying investment securities are acquired with the working capital of an Alabama trade or business in which the nonresident member owns an interest;
 the nonresident member that is a financial institution participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the financial institution has income from Alabama sources; or
 the nonresident corporate member participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the corporation has income from Alabama sources.[footnoteRef:203] [203: Ala. Code § 40-18-24.3(a); Ala. Admin. Code r. 810-3-24.2-.03(3).] 

6.2.2.2. Non-Corporate Owners
Exempt, with exceptions.
Nonresident non-corporate members who are individuals, estates, or trusts, of a qualified investment partnership (QIP) are generally not taxed on their distributive share of income derived from qualifying investment securities of a qualified investment partnership.
However, Alabama does tax a nonresident member's distributive share of QIP income in the following instances: 
 the nonresident member actively participates in the day-to-day management of the entity;
 the QIP invests in the qualifying investment securities of an entity that is majority owned by the nonresident member
 QIP income is from investment activity that is interrelated with an Alabama trade or business in which the nonresident member owns an interest even if the primary activities of the trade or business are separate and distinct from the act of acquiring, managing, or disposing of qualified investment securities; or
 any part of the QIP's qualifying investment securities are acquired with the working capital of an Alabama trade or business in which the nonresident member owns an interest.[footnoteRef:204] [204: Ala. Code § 40-18-24.3(a); Ala. Admin. Code r. 810-3-24.2-.03(3).] 

6.2.2.3. Pass-Through Entity Owners
Exempt, with exceptions.
Nonresident members that are Subchapter K entities of a qualified investment partnership (QIP) are generally not taxed on their distributive share of income derived from qualifying investment securities of a qualified investment partnership.
However, Alabama does tax a nonresident member's distributive share of QIP income in the following instances: 
 the nonresident member actively participates in the day-to-day management of the entity;
 the QIP invests in the qualifying investment securities of an entity that is majority owned by the nonresident member
 QIP income is from investment activity that is interrelated with an Alabama trade or business in which the nonresident member owns an interest even if the primary activities of the trade or business are separate and distinct from the act of acquiring, managing, or disposing of qualified investment securities;
 any part of the QIP's qualifying investment securities are acquired with the working capital of an Alabama trade or business in which the nonresident member owns an interest;
 the nonresident member that is a financial institution participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the financial institution has income from Alabama sources; or
 the nonresident corporate member participates in the management of the QIP's investment activities, engages in a unitary business with another taxpayer that participates in managing the QIP's investment activities, or if the corporation has income from Alabama sources.[footnoteRef:205] [205: Ala. Code § 40-18-24.3(a); Ala. Admin. Code r. 810-3-24.2-.03(3).] 

6.3. Filing Obligations
6.3.1. Avoidance of Nonresident Partner Returns if Qualified
Avoided for certain members.
A nonresident individual member of a qualified investment partnership (QIP) does not have to file a nonresident individual income tax return if the individual member's only Alabama source income is from the QIP.[footnoteRef:206] [206: Ala. Admin. Code r. 810-3-24.2-.03(1).] 

All other nonresident members must file an Alabama income tax return and report the Alabama source income even if the income earned in Alabama is included on a composite return filed by the QIP. A nonresident individual that claims net operating losses generated by the QIP must file an individual income tax return to establish those losses.[footnoteRef:207] [207: Ala. Admin. Code r. 810-3-24.2-.03(1).] 

A QIP must file an annual Alabama Form 65: Partnership/Limited Liability Company Return of Income. Additionally, a QIP must properly report the required Schedule K-1 information for each resident and nonresident member that held an interest in the QIP at any time during the tax period.[footnoteRef:208] [208: Ala. Admin. Code r. 810-3-24.2-.02(2)(b).] 

6.3.2. Nonresident Partner Withholding Avoided if Qualified
Not required.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.[footnoteRef:209] [209: Ala. Code § 40-18-24.2.] 

6.3.3. Composite Tax Return Avoided if Qualified
Not avoided if otherwise required.
A qualified investment partnership must file an annual composite return only if it is required to remit a composite payment for one or more nonresident members.[footnoteRef:210] [210: Ala. Admin. Code r. 810-3-24.2-.01(2)(n).] 

6.4. MTC Model Rule or Statute
Not applicable.
The Multistate Tax Commission has not yet released a model rule concerning qualified investment partnerships.
6.5. Entity Specific Tax Rates for Qualified Investment Partnerships
No special tax rates.
Alabama does not provide a special tax rate for qualified investment partnerships.
7. Publicly Traded Partnerships
7.1. State Conformity with Federal Income Tax Classification of Publicly Traded Partnerships 
Yes.
Alabama follows the federal income tax treatment of publicly traded partnerships.[footnoteRef:211] [211: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35).] 

A publicly traded partnership that is classified as a partnership for federal income tax purposes is treated as a partnership for Alabama income tax purposes, and a publicly traded partnership that is classified as a corporation for federal income purposes is automatically treated as a corporation for Alabama income tax purposes.[footnoteRef:212] A publicly traded partnership that is taxed as a corporation for Alabama income tax purposes at any time during a tax year cannot be an Alabama qualified investment partnership for that tax period.[footnoteRef:213] [212: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35). See also I.R.C. § 7704.]  [213: Ala. Admin. Code r. 810-3-24.2-.02(1)(a)(1)(iii).] 

7.2. Taxes Imposed on Publicly Traded Partnerships at Entity Level
7.2.1. Entity Level Income Tax
Depends.
Alabama imposes income tax on publicly traded partnerships treated as corporations for federal income tax purposes, but not on publicly traded partnerships treated as partnerships for federal income tax purposes that do not elect to be taxed at the entity level.[footnoteRef:214] [214: Ala. Code § 40-18-1(35).] 

7.2.2. Entity Level Franchise Tax (Based on Capital Stock or Net Worth)
Depends.
Alabama may impose the Alabama Business Privilege Tax on publicly traded partnerships.[footnoteRef:215] [215: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

Alabama imposes the Alabama Business Privilege Tax on publicly traded partnerships treated as corporations for federal income tax purposes. A publicly traded partnership that is classified as a partnership for federal income tax purposes but that offers limited liability to the owners with respect to some or all of the entity's obligations is also subject to the Alabama Business Privilege Tax.[footnoteRef:216] [216: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

By definition, a publicly traded partnership does not qualify to be an “Electing Family Limited Liability Entity” with a maximum Alabama Business Privilege Tax of $500.[footnoteRef:217] To qualify, the LLE must be more than 80% owned, directly or indirectly, by an individual and the members of the individual’s family as defined by the statutory family attribution rules.[footnoteRef:218] The LLE also must satisfy the gross receipts test or assets test, and must elect annually (on or before the due date of its Business Privilege Tax return, including extensions) to be taxed as a family limited liability entity. [footnoteRef:219] [217: Ala. Code § 40-14A-22(d)(2).]  [218: Ala. Code § 40-14A-1(h).]  [219: Ala. Code § 40-14A-1(h); Ala. Admin. Code r. 810-2-8-.05. ] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
7.2.3. Entity Level Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11.
7.2.4. Entity Level Other Taxes
None.
Alabama does not impose any other taxes.
7.2.5. Entity Level Minimum Taxes
7.2.5.1. Entity Level Minimum Income Tax
None.
Alabama does not impose a minimum income tax.
7.2.5.2. Entity Level Minimum Franchise Tax (Based on Capital Stock or Net Worth)
Depends.
Alabama may impose the minimum Business Privilege Tax on publicly traded partnerships.[footnoteRef:220] [220: Ala. Code § 40-14A-22(c).] 

Alabama imposes the Alabama Business Privilege Tax on publicly traded partnerships treated as corporations for federal income tax purposes. A publicly traded partnership that is classified as a partnership for federal income tax purposes but that offers limited liability to the owners with respect to some or all of the entity's obligations is subject to the Alabama Business Privilege Tax.[footnoteRef:221] [221: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
7.2.5.3. Entity Level Minimum Gross Receipts Tax
None.
Alabama does not impose a minimum gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's public utility gross receipts tax, see Excise Tax Navigator, at Alabama 11.
7.2.5.4. Entity Level Other Minimum Taxes
None.
Alabama does not impose any other minimum taxes, except in the form of a state/county business license tax. 
7.3. Nexus: Jurisdiction to Tax Publicly Traded Partnerships and Their Partners
See Alabama 2.1.
For coverage of nexus for publicly traded partnerships, which are generally treated as corporations for federal and therefore Alabama income tax purposes, see Corporate Income Tax Navigator, at Alabama 2.1.
7.4. Entity Specific Tax Rates for Publicly Traded Partnerships
None.
Alabama does not impose special tax rates on publicly traded partnerships.
8. Series LLCs
8.1. State Conformity with Federal Tax Classification of Series LLCs
No guidance.
Alabama generally follows the federal income tax classification of limited liability companies (LLCs), but the Department of Revenue has not published specific guidance regarding the treatment of series LLCs for income tax purposes.[footnoteRef:222] [222: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35).] 

An LLC that is classified as a partnership for federal income tax purposes is classified as a partnership for Alabama income tax purposes, and an LLC that is classified as a C or S corporation for federal income tax purposes is classified as a C or S corporation for Alabama income tax purposes.[footnoteRef:223] [223: Ala. Code § 40-18-24(a); Ala. Code § 10A-5A-1.07(b).] 

8.2. Taxes Imposed on Series LLCs at Entity Level
8.2.1. Entity Level Income Tax
Elective.
Alabama imposes income tax on multi-member limited liability companies that elect to be taxed at the entity level, but has not provided guidance as to whether a designated series could make a separate election.[footnoteRef:224] [224: 2021 Ala. H.B. 170, §10(c), effective for tax years beginning on or after Jan. 1, 2021.] 

For coverage of the entity-level tax imposed on electing multi-member limited liability companies, see Pass-Through Entity Navigator, at Alabama 6.3.1.
8.2.2. Entity Level Franchise Tax (Based on Capital Stock or Net Worth)
Yes.
Alabama imposes the Business Privilege Tax on series LLCs.[footnoteRef:225] [225: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

Limited liability companies are subject to the Alabama Business Privilege Tax,[footnoteRef:226] but Alabama has not issued specific guidance regarding the treatment of series LLCs or the separate series for purposes of the Business Privilege Tax. [226: Ala. Code § 40-14A-22(a); Ala. Code § 40-14A-1(k).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
8.2.3. Entity Level Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at  Alabama 11.
8.2.4. Entity Level Other Taxes
None.
Alabama does not impose any other taxes.
8.2.5. Entity Level Minimum Taxes
8.2.5.1. Entity Level Minimum Income Tax
None.
Alabama does not impose a minimum income tax.
8.2.5.2. Entity Level Minimum Franchise Tax (Based on Capital Stock or Net Worth)
Yes.
Alabama imposes the minimum Business Privilege Tax on series LLCs.[footnoteRef:227] [227: Ala. Code § 40-14A-22(c).] 

Limited liability companies are subject to the Business Privilege Tax,[footnoteRef:228] but the Alabama Department of Revenue has not provided official guidance as to whether the minimum tax applies to each series or the series LLC as an entity. [228: Ala. Code § 40-14A-22(c).] 

For coverage of Alabama's Business Privilege Tax, see Corporate Income Tax Navigator, at Alabama 9.
8.2.5.3. Entity Level Minimum Gross Receipts Tax
None.
Alabama does not impose a gross receipts tax, except in the form of a state/county business license tax.
However, all retailers and lessors of tangible personal property are required to collect and remit applicable sales, seller's use, and rental taxes.
For coverage of Alabama's industry-specific gross receipts tax on public utilities, see Excise Tax Navigator, at Alabama 11.
8.2.5.4. Entity Level Other Minimum Taxes
None.
Alabama does not impose any other minimum taxes.
8.3. Nexus: Jurisdiction to Tax Series LLCs, Their Series, and Their Members
No guidance.
Alabama does not provide guidance on nexus for series LLCs.
Alabama has not published specific guidance as to whether each series of a limited liability company would be treated as a separate entity for purposes of establishing nexus with Alabama.
A limited liability company that is classified as a partnership and that has substantial nexus from property owned or business conducted in Alabama is subject to the state’s tax jurisdiction and must file an annual return of income.[footnoteRef:229] A limited liability company has substantial nexus in Alabama if: [229: Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

the entity is organized or commercially domiciled in the state; or
if organized outside the state, the entity meets or exceeds the factor presence thresholds established pursuant to Ala. Code § 40-18-31.2(b).[footnoteRef:230]  [230: Ala. Code § 40-18-31.2(a); Ala. Admin. Code r. 810-3-28-.01(1)(b).] 

Planning Point: Alabama generally conforms to the federal income tax classification of a limited liability company.[footnoteRef:231] Proposed federal regulations, though yet to be finalized, would treat each series as if it were a separate entity formed under state law and would determine the tax classification of each series separately.[footnoteRef:232] Additional guidance is needed from the Alabama Department of Revenue to determine whether each series would establish nexus with Alabama as a separate entity. [231: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35).]  [232: Prop. Treas. Reg. § 301.7701-1(a)(5).] 

8.4. Entity Specific Tax Rates for Series LLCs
None.
Alabama does not impose special tax rates on series LLCs.
9. Tax Treatment of Partners and S Corporation Shareholders
9.1. Partners and Owners of Pass-Through Entities Classified as Partnerships
9.1.1. Owners’ Distributive Share of Partnership Income
9.1.1.1. Computation of Partnership Taxable Income
9.1.1.1.1. I.R.C. Conformity and Starting Point
Federal taxable income.
The determination of a partnership’s Alabama base income begins with the partnership’s taxable income that is properly reportable for federal income tax purposes for the taxable year.[footnoteRef:233] [233: Ala. Code § 40-18-24; Ala. Admin. Code r. 810-3-28-.01(2)(a).] 

The net income of a partnership is computed in the same manner as that of an individual.[footnoteRef:234] The computation of Alabama net partnership income on Alabama Form 65 begins with federal ordinary income, as shown on federal Form 1065. Adjustments must be made to conform federal income to Alabama law for any items of income or expense that are treated differently under Alabama law.[footnoteRef:235] [234: Ala. Code § 40-18-24; Ala. Admin. Code r. 810-3-24-.02(1).]  [235: Ala. Admin. Code r. 810-3-28-.01(2)(a).] 

9.1.1.1.2. Regular Depreciation (I.R.C. § 167 and I.R.C. § 168)
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal depreciation deduction for regular depreciation under I.R.C. §§ 167 and 168.[footnoteRef:236] [236: Ala. Code § 40-18-6; Ala. Admin. Code r. 810-3-15-.05(1).] 

Alabama allows as a depreciation deduction a reasonable allowance for the exhaustion, wear and tear (including a reasonable allowance for obsolescence) of property used in a trade or business or property held for the production of income, in accordance with I.R.C. §§ 167 and 168.[footnoteRef:237] Accordingly, no modification to federal ordinary business income is necessary with respect to regular depreciation deductions, provided that in the case of a nonresident partnership the depreciation deductions are related to a trade or business within Alabama.[footnoteRef:238] [237: Ala. Admin. Code r. 810-3-15-.05(1).]  [238: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.1.1.1.3. Bonus Depreciation (I.R.C. § 168(k))
No modification.
Alabama conforms to the federal bonus depreciation deduction under I.R.C. § 168(k).[footnoteRef:239] [239: Ala. Admin. Code r. 810-3-15-.05(1); Ala. Admin. Code r. 810-3-15-.21(3)(a). ] 

Because Alabama generally conforms to the federal bonus depreciation rules under I.R.C. § 168(k), no modification to federal ordinary business income for bonus depreciation is necessary for purposes of determining a partnership’s Alabama net income, provided that in the case of a nonresident partnership the depreciation deductions are related to a trade or business within Alabama.[footnoteRef:240] [240: Ala. Admin. Code r. 810-3-15-.05(1); Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.1.1.1.4. Conformity to Federal Bonus Depreciation Acts
Depends.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
For coverage of Alabama conformity to federal bonus depreciation legislation, see Corporate Income Tax Navigator, at Alabama 5.3.1.3.
9.1.1.1.5. Enhanced Asset Expensing Election (I.R.C. § 179)
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal enhanced asset expense deduction under I.R.C. § 179.[footnoteRef:241] [241: Ala. Admin. Code r. 810-3-15-.05(4).] 

Alabama permits a taxpayer to elect to treat the cost of any I.R.C. § 179 property as an expense that is not chargeable to a capital account in accordance with I.R.C. § 179.[footnoteRef:242] Accordingly, no modification to federal ordinary business income is necessary with respect to the expensing of business assets under I.R.C. § 179, provided that in the case of a nonresident partnership the expense deductions are related to a trade or business within Alabama.[footnoteRef:243] [242: Ala. Admin. Code r. 810-3-15-.05(4).]  [243: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.1.1.1.6. Increase in Expensing for Enterprise Zone Businesses (I.R.C. § 1397A)
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal treatment of enterprise zone businesses under I.R.C. § 1397A, which does not apply to property placed in service after Dec. 31, 2020.[footnoteRef:244] [244: Ala. Admin. Code r. 810-3-15-.05(4).] 

For property placed in service before Jan. 1, 2021, no modification to federal ordinary business income is necessary, provided that in the case of a nonresident partnership the expense deductions are related to a trade or business within Alabama.[footnoteRef:245] [245: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.1.1.1.7. Conformity to Federal Enhanced Expensing Acts
Depends.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
For coverage of Alabama conformity to federal legislation providing for enhanced asset expensing, see Corporate Income Tax Navigator, at Alabama 5.3.2.3.
9.1.1.1.8. Net Operating Losses (NOLs)
No deduction.
Alabama does not allow deductions for net operating losses of a partnership.[footnoteRef:246] [246: Ala. Admin. Code r. 810-3-24-.02(1)(c).] 

In determining the net income of a partnership, no deduction is allowed for a net operating loss carryback or carryforward.[footnoteRef:247] [247: Ala. Admin. Code r. 810-3-24-.02(1)(c).] 

9.1.1.1.9. U.S. Bonds
Subtraction.
Alabama requires a subtraction modification for interest income derived from U.S. obligations.[footnoteRef:248]. [248: Ala. Code § 40-18-14(3)(d)] 

The gross income of an Alabama partnership does not include interest on obligations of the United States or its possessions.[footnoteRef:249] [249: Ala. Code § 40-18-14(3)(d).] 

9.1.1.1.10. State’s Own Bonds
Subtraction.
Alabama provides a subtraction modification for interest income derived from state obligations.[footnoteRef:250] [250: Ala. Code § 40-18-14(3)(f).] 

The gross income of an Alabama partnership does not include interest on obligations of the State of Alabama and any Alabama county, municipality or other political subdivision.[footnoteRef:251] [251: Ala. Code § 40-18-14(3)(f).] 

9.1.1.1.11. Other States’ Bonds
Addition.
Alabama provides an addition modification for interest income derived from the obligations of other states.[footnoteRef:252] [252: Ala. Code § 40-18-14(3).] 

Alabama does not provide an exclusion from a partnership's gross income for interest on obligations of other states or their political subdivisions.[footnoteRef:253] [253: Ala. Code § 40-18-14(3).] 

9.1.1.1.12. Federal Income Taxes
Subtraction.
Alabama provides a subtraction modification to federal taxable income for federal income taxes paid.[footnoteRef:254] [254: Ala. Code § 40-18-15(a)(3)(a); Ala. Admin. Code r. 810-3-15-.04(1), (4).] 

Alabama allows a deduction from federal ordinary business income for federal income and Federal Insurance Contribution Act taxes imposed on a taxable entity, including taxes that are paid or accrued within the taxable year in carrying on a trade or business or an activity for the production of income.[footnoteRef:255] In the case of a nonresident partnership, federal taxes are deductible only to the extent that they are paid or incurred in connection with a trade or business conducted in Alabama.[footnoteRef:256] [255: Ala. Code § 40-18-15(a)(3)(a); Ala. Admin. Code r. 810-3-15-.04(1), (4).]  [256: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.1.1.1.13. State and Local Income Taxes
Addition.
Alabama requires an addition modification to federal taxable income for state and local income tax deducted for federal income tax purposes.[footnoteRef:257] [257: Ala. Admin. Code r. 810-3-15-.04(2), (3).] 

9.1.1.1.14. Non-U.S. Taxes
Subtraction.
Alabama provides a subtraction modification to federal taxable income for taxes paid or accrued to foreign jurisdictions.[footnoteRef:258] [258: Ala. Admin. Code r. 810-3-15-.04(2) – (4).] 

Alabama allows a deduction for foreign real property taxes to the extent the taxes are deductible for federal income tax purposes under I.R.C. § 164, foreign occupational license taxes and other foreign taxes paid or accrued in carrying on a trade or business or an activity for the production of income.[footnoteRef:259] [259: Ala. Admin. Code r. 810-3-15-.04(2) – (4).] 

Accordingly, no modification is necessary if these taxes were imposed on a partnership and deducted in determining federal ordinary business income.
9.1.1.1.15. Franchise Taxes
No guidance.
Alabama does not provide guidance on whether it requires a modification to federal taxable income for franchise taxes paid other states.
9.1.1.1.16. Income Tax Refunds
No modification.
Alabama does not provide a modification for Alabama income tax refunded and included in federal taxable income.[footnoteRef:260] [260: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35). ] 

Partnerships and limited liability companies classified as partnerships for federal income tax purposes are not subject to income tax in Alabama.[footnoteRef:261] [261: Ala. Code § 40-18-24(a); Ala. Code § 40-18-1(35).] 

9.1.1.1.17. Partnership Start-Up Expenses
No modification.
Alabama conforms to the federal income tax treatment of start-up and organizational expenditures under I.R.C. § 195.[footnoteRef:262] [262: Ala. Admin. Code r. 810-3-15-.05(3).] 

Alabama allows a deduction for the amortization of start-up expenditures in accordance with I.R.C. § 195, and no modification to federal ordinary business income is necessary with respect to the amortization of start-up expenditures.[footnoteRef:263] [263: Ala. Admin. Code r. 810-3-15-.05(3).] 

A nonresident is allowed a deduction for start-up expenditures only if the principal place of business being investigated, created or acquired is located in Alabama.[footnoteRef:264] [264: Ala. Admin. Code r. 810-3-15-.05(3).] 

9.1.1.1.18. Foreign Intangible Income (FDII) (I.R.C. § 250)
Specific guidance.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama allows the deduction under I.R.C. § 250 only to the extent the same income was included in Alabama taxable income.[footnoteRef:265] [265: Ala. Code § 40-18-35.2; Ala. Admin. Code r. 810-3-24-.02(1).] 

9.1.1.1.19. Global Intangible Low-Taxed Income (GILTI) (I.R.C. § 951A)
Specific guidance.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
In Alabama, all amounts included in income under I.R.C. § 951A are deducted from federal taxable income to the extent such amount is not deductible in determining federal taxable income.[footnoteRef:266] [266: Ala. Code § 40-18-35.2; Ala. Admin. Code r. 810-3-24-.02(1).] 

For any amount subtracted under Ala. Code § 40-18-35.2, the taxpayer must add to taxable income all expenses deducted on the taxpayer's return for the taxable year which are attributable, directly or indirectly, to such subtracted amount.[footnoteRef:267] [267: Ala. Code § 40-18-35.2; Ala. Admin. Code r. 810-3-24-.02(1).] 

9.1.1.1.20. Transition Tax on Deferred Foreign Income (I.R.C. § 965)
Specific guidance.
Alabama provides specific guidance on the repatriation of foreign income under I.R.C. § 965.[footnoteRef:268] [268: Alabama Notice: IRC Section 965 Guidance for Corporate Filers, Partnerships, S Corporations, and Individual Taxpayers (April 27, 2018). ] 

Alabama conforms to the transition tax on deferred foreign income under I.R.C. § 965 for interests held by partnerships but may require a modification to federal taxable income for individual partners of pass-through entities. Individual partners must report repatriated I.R.C. § 965 earnings and the related exclusion amount from the partner’s federal return for any interest in a foreign corporation held directly or indirectly by the partnership.[footnoteRef:269] [269: Alabama Notice: IRC Section 965 Guidance for Corporate Filers, Partnerships, S Corporations, and Individual Taxpayers (April 27, 2018). ] 

For more information about individual income taxation in Alabama, see Individual Income Tax Navigator, at Alabama 3.
9.1.1.1.21. Business Interest (I.R.C. § 163(j))
Possible.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
In Alabama, there is a potential modification. If the taxpayer, or if it is a member of a federal consolidated return group, the group as a whole, does not have a I.R.C. § 163(j) limitation for federal tax purposes, then there is also no Alabama adjustment[footnoteRef:270] [270: Ala. Code § 40-18-39.1.] 

Alabama conforms to the net business interest deduction under I.R.C. § 163(j), except as discussed above.[footnoteRef:271] [271: Ala. Code § 40-18-39.1; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018)] 

9.1.1.1.22. Opportunity Zones (I.R.C. §§ 1400Z-1 and 1400Z-2)
Modification.
Alabama requires a modification for qualified opportunity zones.[footnoteRef:272]. [272: Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018)] 

Alabama requires a modification to federal taxable income for tax benefits received for investments made in qualified opportunity zones under I.R.C. §§ 1400Z-1 and 1400Z-2.[footnoteRef:273] [273: Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018).] 

9.1.1.1.23. Other
Yes.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama provides other specific modifications to federal taxable income in the computation of a partnership's Alabama base income.
Forgiven Paycheck Protection Program (PPP) Loans
Any amount of discharge from indebtedness income resulting from a loan forgiven pursuant to § 1106 of the CARES Act is excluded from Alabama income to the same extent excluded from federal gross income, and will only be considered for Alabama tax purposes in determining the deductibility of otherwise deductible expenses (such as payroll, utilities, mortgage interest, and rent) allowed to be paid with exempt funds to the same extent as such expenses are deductible for federal purposes. Forgiven PPP loans are also excluded from any calculations in determining a taxpayer’s federal income tax deduction for state purposes.[footnoteRef:274] [274: 2021 Ala. H.B. 170, § 3, effective for tax years ending after March 27, 2020; Alabama Governor’s Office, 21st Proclamation (Dec. 11, 2020).] 

Covid-19 Related Credits and Refunds
Any tax credits or advanced refund amounts received under the CARES Act or the Consolidated Appropriations Act 2021, or as a result of other similar Covid-related relief measures for individuals enacted by the U.S. Congress, as applicable to the 2021 tax year, are excluded from Alabama individual income taxation.[footnoteRef:275] [275: 2021 Ala. H.B. 170, § 2(a), effective for tax years ending after March 27, 2020.] 

Any tax credits or advanced refund amounts received under the CARES Act or the Consolidated Appropriations Act 2021, or as a result of other similar Covid-related relief measures for individuals enacted by the U.S. Congress are excluded from calculations in determining a taxpayer’s federal income tax deduction.[footnoteRef:276] [276: 2021 Ala. H.B. 170, § 2(b), effective for tax years ending after March 27, 2020.] 

Qualified Emergency Federal Aid Grants
Any amount received from a Qualified Emergency Federal Aid Grant is excluded from gross income of the recipient to the same extent excluded from federal gross income.[footnoteRef:277] [277: 2021 Ala. H.B. 170, § 2(d), effective for tax years ending after March 27, 2020.] 

Alabama Coronavirus Relief Fund
Any amount received from the Alabama Coronavirus Relief fund is exempt from tax in Alabama.[footnoteRef:278] [278: 2021 Ala. H.B. 170, § 2(e), effective for tax years ending after March 27, 2020.] 

Qualifying Disaster Relief Payments
Any qualifying disaster relief payment that would be excluded from federal tax under I.R.C. § 139 due to the Covid-19 state of emergency is excluded from gross income to the same extent excluded from federal gross income.[footnoteRef:279] [279: 2021 Ala. H.B. 170, § 4, effective for tax years ending after March 27, 2020.] 

Other Relief Payments
Any subsidies for covered loans under the CARES Act, emergency EDIL grants and advances, and grants to shuttered venues are exempt from Alabama income tax to the same extent exempt from federal income tax, and will only be considered for Alabama tax purposes in determining the deductibility of otherwise deductible expenses (such as payroll, utilities, mortgage interest, and rent) allowed to be paid with exempt funds to the same extent as such expenses are deductible for federal purposes. These funds are also excluded from any calculations in determining a taxpayer’s federal income tax deduction for state purposes.[footnoteRef:280] [280: 2021 Ala. H.B. 170, § 2(a), effective for tax years ending after March 27, 2020.] 

Disallowed Deductions
In the computation of a partnership's taxable income, no deduction is allowed for:
a personal exemption or credit for dependents;
charitable contributions;
a net operating loss carryback or carryforward;
the additional itemized deductions provided for individuals; or
the optional standard deduction.[footnoteRef:281]  [281: Ala. Admin. Code r. 810-3-24-.02(1).] 

Other modifications include, but are not limited to, the following:
long-term capital gains (or losses) that are passed through directly to partners or members on the federal return are added to federal ordinary income;
additional depreciation is allowed for assets that have a reduced federal basis because of investment tax credits or that have been expensed under I.R.C. § 179;
depletion on oil and gas properties that is passed through directly to partners or members on the federal return is subtracted from federal ordinary income; and
interest expense passed through directly to partners or members on Form 1065 is subtracted from federal ordinary income.[footnoteRef:282]  [282: Ala. Admin. Code r. 810-3-28-.01(2)(a).] 

9.1.1.2. Calculation of Distributive Shares
Specific rules.
Alabama provides specific rules for calculating the distributive share of partnership income.[footnoteRef:283] [283: Ala. Admin. Code r. 810-3-24-.03(1).] 

A partner's distributive share of partnership income, gains, losses and deductions is determined in accordance with the partner's interest in the partnership, unless:
the partnership agreement provides otherwise, and
the allocation to a partner in accordance with the partnership agreement is not substantially for the purpose of avoiding or evading tax.[footnoteRef:284]  [284: Ala. Admin. Code r. 810-3-24-.03(1).] 

The character of any item of income, gain, loss or deduction included in a partner's distributive share of partnership net income is determined as if the item were realized directly from the source or incurred in the same manner as incurred by the partnership.[footnoteRef:285] A partner’s distributive share of partnership net income includes any guaranteed payments to the partner.[footnoteRef:286] [285: Ala. Admin. Code r. 810-3-24-.03(2).]  [286: Ala. Admin. Code r. 810-3-24-.03(3).] 

9.1.1.3. Special Allocations Regarding Contributed Property (I.R.C. § 704(c))
Federal rules.
Alabama has incorporated the provisions of Subchapter K of the Internal Revenue Code relating to the taxation of partnerships and partners, including I.R.C. § 704(c).[footnoteRef:287] [287: Ala. Code § 40-18-24(a)] 

For a detailed discussion of I.R.C. § 704(c), see 711-2nd T.M., Partnerships–Formation and Contributions of Property or Services, at 711.II.A.1.b, and 712-4th T.M., Partnerships–Taxable Income; Allocation of Distributive Shares; Capital Accounts, at 712.V.B.
9.1.2. Allocation and Apportionment
9.1.2.1. At Entity or Owner Level
Entity level.
In Alabama, partnership income is allocated and apportioned at the entity level.[footnoteRef:288] [288: Ala. Admin. Code r. 810-3-24-.02(2).] 

A partnership doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of the Multistate Tax Compact.[footnoteRef:289] For tax years beginning on or after Jan. 1, 2021, Alabama apportions business income using a single-sales factor formula.[footnoteRef:290] For tax years beginning before Jan. 1, 2021, Alabama apportions business income using a three-factor formula of property, payroll and double-weighted sales.[footnoteRef:291] [289: Ala. Code § 40-18-22; Ala. Admin. Code r. 810-3-24-.02(2).]  [290: Ala. Code § 40-27-1(IV)(9), as amended by2021 Ala. H.B. 170, effective for tax years beginning on or after Jan. 1, 2021.]  [291: Ala. Code § 40-18-22; formerAla. Code § 40-27-1(IV)(9) (2020).] 

For more information about apportionment in Alabama, see Corporate Income Tax Navigator, at Alabama 6.
9.1.2.2. Factor Flow-Through and the Unitary Business Principle
Yes.
In Alabama, factors flow through to the partners.[footnoteRef:292] [292: Ala. Admin. Code r. 810-27-1-.09(3).] 

A corporate owner of a “business interest” in a partnership or LLC classified as a partnership, doing business in Alabama, must take into account its distributive share of the entity's business income and add its distributive share of the entity's apportionment factors to its own apportionment formula.[footnoteRef:293] [293: Ala. Code § 40-18-24(a); Ala. Admin. Code r. 810-27-1-.09(2).] 

Business income is income arising from transactions or activity occurring in the regular course of a pass-through entity’s trade or business. In general, all transactions or activities that are dependent upon or contribute to the operations of the entity’s economic enterprise as a whole constitute the entity’s trade or business.[footnoteRef:294] [294: Ala. Admin. Code r. 810-27-1-.01(2).] 

9.1.2.3. Apportionment Rules Applicable to Partnerships and Other Entities Classified as Partnerships
Specific rules.
Alabama provides specific sourcing rules for partnerships.[footnoteRef:295] [295: Ala. Code § 40-27-1(IV); Ala. Admin. Code r. 810-27-1-.15.] 

In determining whether gross receipts derived by a partnership from transactions or activity in the regular course of its trade or business are attributable to Alabama, the partnership applies the same sourcing rules that are applicable to corporations.[footnoteRef:296] [296: Ala. Code § 40-27-1(IV)(2); Ala. Admin. Code r. 810-27-1-.15.] 

For coverage of Alabama's sourcing rules, see Corporate Income Tax Navigator, at Alabama 6.5.
9.1.2.4. Income of Corporate Owner
9.1.2.4.1. Business Income
Specific rules.
In Alabama, specific rules apply to the apportionment of business income by a corporate partner.[footnoteRef:297] [297: Ala. Code § 40-18-33.] 

Any income of a corporation attributable to a business interest in a pass-through entity and includible in federal taxable income is also includible in Alabama taxable income to the extent the income is derived from Alabama sources.[footnoteRef:298] [298: Ala. Code § 40-18-33.] 

Alabama does not provide a statutory definition of a unitary business group and does not permit or require combined reporting.[footnoteRef:299] [299: Ala. Code § 40-18-39(i).] 

9.1.2.4.2. Nonbusiness Income
Specific rules.
In Alabama, specific rules apply to the allocation of nonbusiness income by a corporate partner.[footnoteRef:300] [300: Ala. Admin. Code r. 810-3-24.2-.03(3)(b).] 

Income derived by a nonresident corporation from a qualified investment partnership is subject to tax in Alabama if the income from the investment activity is interrelated with an Alabama trade or business in which the nonresident corporation owns an interest, even if the primary activities of the trade or business are separate and distinct from the acts of acquiring, managing, or disposing of qualified investment securities.[footnoteRef:301] [301: Ala. Admin. Code r. 810-3-24.2-.03(3)(b).] 

In contrast, if the income is derived from an extraordinary transaction that represents a disposition by a corporation of a part of its business rather than a transaction conducted in the regular course of the corporation's business, then the income is properly classified as nonbusiness income.[footnoteRef:302] [302:  In re Kimberly-Clark Corp. & Kimberly-Clark Worldwide Inc. v. Alabama Dept. of Rev., 95 So.3d 820 (Ala. Civ. App. 2012), cert. denied, 568 U.S. 1138 (2013). ] 

9.1.2.5. Income of Pass-Through Entity Owner
9.1.2.5.1. Business Income
Specific rules.
In Alabama, specific rules apply to the apportionment of business income by a pass-through partner.[footnoteRef:303] [303: Ala. Admin. Code r. 810-27-1-.02(1)(a).] 

A pass-through entity that is a partner in a partnership doing business in Alabama must take into account its distributive share of partnership income attributable to Alabama as determined by the partnership.[footnoteRef:304] [304: Ala. Admin. Code r. 810-27-1-.02(1)(a).] 

A partnership doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of the Multistate Tax Compact.[footnoteRef:305] Under Alabama's compact regulations, business income is income arising from transactions and activities occurring in the regular course of a partnership's trade or business. In general, all transactions or activities that are dependent upon or contribute to the operations of the partnership's economic enterprise as a whole constitute the partnership's trade or business.[footnoteRef:306] [305: Ala. Admin. Code r. 810-3-24-.02(2).]  [306: Ala. Admin. Code r. 810-27-1-.01(2).] 

9.1.2.5.2. Nonbusiness Income
Specific rules.
In Alabama, specific rules apply to the allocation of nonbusiness income by a pass-through partner.[footnoteRef:307] [307: Ala. Admin. Code r. 810-3-28-.01(1)(c)(2).] 

Non-corporate partners take into account only that income required to be allocated and apportioned to Alabama in accordance with Alabama's apportionment formula and reported by the partnership on Schedule K-1.[footnoteRef:308] [308: Ala. Admin. Code r. 810-3-28-.01(1)(c)(2).] 

A partnership doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of the Multistate Tax Compact.[footnoteRef:309] Under Alabama's compact regulations, nonbusiness income means all income other than business income.[footnoteRef:310] [309: Ala. Admin. Code r. 810-3-24-.02(2).]  [310: Ala. Admin. Code r. 810-27-1-.01(2)(a).] 

9.1.2.6. Income of Individual Owner
9.1.2.6.1. Resident Owner
Specific rules.
In Alabama, specific rules apply to the income of resident owners.[footnoteRef:311] [311: Ala. Code § 40-18-14(4).] 

Gross income of an individual Alabama resident includes income from sources within and outside Alabama, including the resident’s proportionate share of any income arising from a subchapter K entity regardless of the geographic source of the income.[footnoteRef:312] [312: Ala. Code § 40-18-14(4).] 

A partner’s proportionate share is defined by reference to the status of the individual as a partner or member of a subchapter K entity and the allocable interest in that entity owned by the individual. A partner's distributive share of partnership income, gains, losses and deductions is determined in accordance with the partner's interest in the partnership (taking into account all facts and circumstances) unless:
the partnership agreement provides otherwise; and
the allocation to a partner in accordance with the partnership agreement is not substantially for the purpose of avoiding or evading tax.[footnoteRef:313] [313: Ala. Admin. Code r. 810-3-24-.03(1).] 

9.1.2.6.2. Nonresident Owner
Specific rules.
In Alabama, specific rules apply to the income of nonresident owners.[footnoteRef:314] [314: Ala. Admin. Code r. 810-27-1-.02(1)(a). ] 

A nonresident individual partner in a partnership doing business in Alabama must take into account its distributive share of partnership income attributable to Alabama as determined by the partnership.
The provisions of the Multistate Tax Compact do not apply to individuals.[footnoteRef:315] A partnership doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of the Multistate Tax Compact.[footnoteRef:316] [315: Ala. Admin. Code r. 810-27-1-.02(1)(a).]  [316: Ala. Admin. Code r. 810-3-24-.02(2).] 

9.1.2.7. Guaranteed Payments
9.1.2.7.1. Classification as Business or Nonbusiness Income
Business income.
Alabama conforms to the definition of a guaranteed payment under I.R.C. § 707(c).[footnoteRef:317] [317: Ala. Admin. Code r. 810-3-24-.04(2).] 

Payments to a partner for services or for the use of capital are considered to be made to one who is not a partner of the partnership. Guaranteed payments are treated as a deductible business expense in the computation of partnership net income.[footnoteRef:318] A partner's distributive share of partnership net income includes any guaranteed payment.[footnoteRef:319] [318: Ala. Admin. Code r. 810-3-24-.04(2).]  [319: Ala. Admin. Code r. 810-3-24-.03(3).] 

9.1.2.7.2. Apportionment Based on Where Services Performed
Yes.
A guaranteed payment to a partner in exchange for services is attributed to Alabama if the services are performed in Alabama.[footnoteRef:320] [320: Ala. Admin. Code r. 810-3-14-.05(1)(b).] 

Compensation for personal services rendered by a nonresident partner within Alabama is included in the partner's Alabama gross income. When guaranteed payments are received for personal services partly within and partly without Alabama, that part of the income attributable to Alabama is based on a test of physical presence to determine where services are performed. For example, the amount of compensation for services attributable to Alabama is that portion of the total compensation that the total number of working days in Alabama bears to the total number of working days everywhere during the taxable period.[footnoteRef:321] [321: Ala. Admin. Code r. 810-3-14-.05(1)(b).] 

In some cases, the test of physical presence is not appropriate, for example, where the peculiar nature of the services causes the objective of the employment to be accomplished or take effect in Alabama, as in the case of a nonresident fiduciary who administers an Alabama estate or trust.[footnoteRef:322] [322: Ala. Admin. Code r. 810-3-14-.05(1)(b); Alabama Administrative Law Judge Ruling Docket No. 22-390-LP (Mar. 8, 2023).] 

9.1.2.7.3. Apportionment Based on Where Partnership Capital Used
No guidance.
Alabama does not provide guidance on whether it sources guaranteed payments based on where partnership capital is used.
9.1.3. Owner Level Deductions and Limitations
9.1.3.1. Deductions
No specific rules.
Alabama does not provide specific rules for determining partner level deductions.
9.1.3.2. Limitations
Specific rules.
Alabama provides specific rules for determining limitations on partners.[footnoteRef:323] [323: Ala. Admin. Code r. 810-3-24-.03.] 

A partner is entitled to a proportionate share of any charitable contributions made by the partnership.[footnoteRef:324] The partner may deduct charitable contributions in an amount equal to the percentage limitation used for federal income tax purposes applied to Alabama adjusted gross income.[footnoteRef:325] [324: Ala. Admin. Code r. 810-3-24-.03(3)(b).]  [325: Ala. Admin. Code r. 810-3-15-.17.] 

A partner’s distributive share of partnership loss is allowed only to the extent of the partner’s adjusted basis in the partnership interest at the end of the partnership taxable year in which the loss occurred. If a partner’s distributive loss exceeds the adjusted basis in the partnership interest, the excess may be carried forward and deducted in subsequent taxable years to the extent the partner’s adjusted basis in the partnership interest at the end of the taxable year is greater than zero.[footnoteRef:326] For individual income tax purposes, Alabama does not recognize the passive activity loss or at-risk limitations imposed by I.R.C. §§ 469 and 465, respectively. [326: Ala. Admin. Code r. 810-3-24-.03(4).] 

9.1.3.3. Qualified Business Income (QBI) Deduction (I.R.C. § 199A)
No deduction.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama does not permit a deduction for qualified business income (QBI) under I.R.C. § 199A.[footnoteRef:327] [327: Ala. Code § 40-18-13; Ala. Code § 40-18-14; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018); Alabama Form 41.] 

Individuals
The starting point for determining Alabama individual taxable income is state gross income, which uses various items of federal income to develop a tax base, but the state does not provide an equivalent QBI deduction.[footnoteRef:328] Therefore, all of an individual taxpayer's QBI is subject to individual income tax in Alabama. [328: Ala. Code § 40-18-15; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018).] 

Estates and Trusts
The starting point for determining an estate or trust's Alabama taxable income is federal income, before the deduction for QBI, and the state does not provide an equivalent QBI deduction.[footnoteRef:329] Therefore, all of an estate or trust's QBI is subject to income tax in Alabama. [329: Alabama Form 41.] 

9.1.4. Owner’s Basis in Partnership Interest
9.1.4.1. Adjustments to Basis
Federal rules.
For state income tax purposes, Alabama conforms to the federal rules applicable to partnership interest basis adjustments.[footnoteRef:330] [330: Ala. Code § 40-18-6(a)(16); Ala. Code § 40-18-8(o).] 

The adjusted basis of a partner's interest in a partnership is the amount of property, including money, contributed to the partnership:
increased by the sum of the partner's distributive share (not including any guaranteed payments) for the current and prior tax years of:
the taxable income of the partnership;
the income of the partnership exempt from tax; and
the excess of the deductions for depletion over the basis of the property subject to depletion; and
decreased by distributions by the partnership and the sum of the partner's distributive share for the current and prior tax years of:
losses of the partnership; and
expenditures of the partnership not deductible in computing its taxable income and not properly chargeable to capital account.[footnoteRef:331]  [331: Ala. Code § 40-18-6(a)(16); Ala. Code § 40-18-8(o); Ala. Admin. Code r. 810-3-24-.05(2).] 

Electing Pass-Through Entities
The adjusted basis of a partner in stock or other ownership interest of a partnership that elects to be taxed at the entity level is calculated without regard to the election to be taxed at the entity level.[footnoteRef:332] [332: Ala. Code § 40-18-24.4(g).] 

9.1.4.2. Consequences of Partnership Liabilities
Federal rules.
For state income tax purposes, Alabama conforms to the federal rules applicable to partnership liabilities.[footnoteRef:333] [333: Ala. Admin. Code r. 810-3-24-.05(4).] 

If a partner makes a contribution of property subject to a liability to a partnership, and the partnership assumes the liability, the amount of the liability (not exceeding the fair market value of the property at the time of the contribution) is considered to be a contribution to the partnership in the amount of the liability that is not allocated to the other members of the partnership.[footnoteRef:334] [334: Ala. Admin. Code r. 810-3-24-.05(4)(a).] 

If property subject to an indebtedness is distributed by a partnership to a partner, and the liability is assumed by the distributee, the amount of the liability (not exceeding the fair market value of the property at the time of the distribution) is considered to be a contribution to the partnership in the amount of the liability that had been allocated to other members of the partnership.[footnoteRef:335] [335: Ala. Admin. Code r. 810-3-24-.05(4)(b).] 

9.1.4.3. Share of Partnership Liabilities
Federal rules.
For state income tax purposes, Alabama conforms to the federal rules applicable to partnership liabilities.[footnoteRef:336] [336: Ala. Admin. Code r. 810-3-24-.05(3).] 

Any increase in a partner’s share of the liabilities of a partnership, or any increase in a partner’s individual liabilities by reason of the assumption by the partner of partnership liabilities, is considered to be a contribution of money by the partner to the partnership.[footnoteRef:337] [337: Ala. Admin. Code r. 810-3-24-.05(3)(a).] 

Any decrease in a partner’s share of the liabilities of a partnership, or any decrease in a partner’s individual liabilities by reason of the assumption by the partnership of the partner’s liabilities, is considered to be a distribution of money to the partner by the partnership.[footnoteRef:338] [338: Ala. Admin. Code r. 810-3-24-.05(3)(b).] 

9.1.5. Taxation of Resident Partners
9.1.5.1. Income Tax Imposed on Resident Partners
Yes.
Alabama imposes tax on resident partners at the partner level.[footnoteRef:339]. [339: Ala. Admin. Code r. 810-3-24-.01(3)(a)] 

An Alabama resident who is a partner in a partnership must include in Alabama gross income the partner’s distributive share of partnership income or loss from all sources for any partnership year ending within the partner’s taxable year.[footnoteRef:340] [340: Ala. Admin. Code r. 810-3-24-.01(3)(a).] 

Electing Pass-Through Entities
A partner of a partnership that elects to be taxed at the entity level is liable for income tax on the distributive share of the electing pass-through entity’s income but is entitled to a credit for his or her distributive share of the entity level tax paid by the partnership.[footnoteRef:341] [341: Ala. Code § 40-18-24.4(f).] 

9.1.5.2. Credit for Taxes Paid by Partners to Other States
9.1.5.2.1. Allowance of Credit
Allowed.
Alabama allows a credit for taxes paid to another jurisdiction by a resident partner.[footnoteRef:342] [342: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

Any Alabama resident individual with gross income from sources outside Alabama that is includible in Alabama gross income and subject to tax in another state or U.S. territory is entitled to a credit against the income tax due to Alabama for tax actually paid by the resident to the other state or territory.[footnoteRef:343] [343: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

A resident claiming the credit for taxes paid to another state must attach to the resident’s Alabama income tax return a copy of each nonresident return filed showing the amount of the tax payment for which a credit is claimed.[footnoteRef:344] [344: Ala. Code § 40-18-21(a)(5); Ala. Admin. Code r. 810-3-21-.01(3)(b).] 

9.1.5.2.2. Limitations on Amount of Credit and Taxes Eligible for Credit
Yes.
Alabama imposes limitations on the credit allowed for taxes paid to another jurisdiction by a resident partner.[footnoteRef:345] [345: Ala. Code § 40-18-21(a)(2); Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

The amount of the credit allowable against Alabama income tax for taxes paid to another state is the lesser of:
the amount of income tax actually paid to another state on the same income; or
the tax computed on the same taxable income in the other state using Alabama tax rates.[footnoteRef:346]  [346: Ala. Code § 40-18-21(a)(2); Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

By regulation, Alabama also limits the credit for tax paid to another jurisdiction to the portion of a resident’s income tax liability that is attributable to income from other jurisdictions.[footnoteRef:347] The portion of a resident’s income tax liability attributable to non-Alabama sources is determined by multiplying the resident’s Alabama income tax liability (before application of any credit for taxes paid to other states) by a fraction, the numerator of which is total non-Alabama source adjusted gross income and the denominator of which is total Alabama adjusted gross income.[footnoteRef:348] [347: Ala. Code § 40-18-21(a)(3); Ala. Admin. Code r. 810-3-21-.03(1).]  [348: Ala. Code § 40-18-21(a)(3); Ala. Admin. Code r. 810-3-21-.03(2).] 

Example (regulatory limitation of credit): A taxpayer reports $120,000 of adjusted gross income on his Alabama income tax return, of which $80,000 is attributable to another jurisdiction. His Alabama income tax liability before credits is $4,000. Taxpayer paid the other jurisdiction $4,000 of income tax on the $80,000 of income from the other jurisdiction.
Because one-third ($1,333) of the taxpayer’s income tax liability is attributable to Alabama sources, the regulation provides that it may not be offset by the credit for taxes paid to the other jurisdiction. Under the regulation, the maximum credit the taxpayer may utilize is $2,667, the portion of his tax liability attributable to income from other jurisdictions.
The Alabama Tax Tribunal has rejected the credit limitation imposed by the regulation as contrary to the plain language of the statute that limits the amount of credit that may be claimed for taxes paid to another state or territory.[footnoteRef:349] The tribunal relied on a long-standing Alabama Supreme Court decision in which the court thwarted the Department of Revenue’s attempt to impose the same percentage limitation under a predecessor statute.[footnoteRef:350] [349: Alabama Administrative Law Judge Ruling Docket No. INC. 15-797 (Feb. 23, 2017).]  [350:   Alabama v. Robinson Land & Lumber Co. of Ala., Inc., 77 So.2d 641 (Ala. 1954).] 

9.1.5.2.3. Reciprocal Agreements
No.
Alabama does not have any reciprocal agreements with other jurisdictions for credit for taxes paid to another jurisdiction.
9.1.5.2.4. Other Limitations
Yes.
Alabama imposes other limitations on the credit for taxes paid to other states by a resident partner.[footnoteRef:351] [351: Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

The credit against Alabama income tax for taxes paid to another state is allowed to a taxpayer who reports on the cash basis even though the tax due to another state was not actually paid during the year for which the credit is claimed, as long as the tax is actually paid to the other state. The credit is allowed only on the Alabama return for the year in which the income is taxable by the other state.[footnoteRef:352] [352: Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

9.1.5.3. Credit for Taxes Paid by Partnership to Other States
Allowed.
Alabama allows a credit for taxes paid to another state by a partnership.[footnoteRef:353] [353: Ala. Code § 40-18-21(a)(1).] 

Resident individual owners of subchapter K entities who include their proportionate share of the income arising from one or more of these entities in their Alabama gross income are allowed a credit for their proportionate share of the income tax actually paid by the entity to any state or territory on account of business transacted or property held outside of Alabama, whether the payment was made on behalf of the resident individual owner or because the entity was not recognized by such state or territory as a non-taxable pass-through entity.[footnoteRef:354] [354: Ala. Code § 40-18-21(a)(1).] 

Planning Point: Residential individuals may claim a tax credit for income taxes imposed by another state on the partnership on Alabama Form 40, Schedule CR, and attach a copy of the other state's return and a copy of the state Schedule K-1 as documentation. If the individual does not file an individual income tax return in the other state or the state excludes the income, the individual should include a proforma return calculating the tax at the other state's rate and a copy of the state Schedule K-1 as documentation.[footnoteRef:355] [355: Alabama Dept. of Rev., Filing FAQs.] 

A credit is allowed for any tax based in whole or in part on the entity's net income, net profits, or gross profits, but not any tax based on the entity's net worth, capital, or asset values, nor any tax for which an exclusion or deduction is claimed in the calculation of taxable income reported on the Alabama income tax return.[footnoteRef:356] [356: Ala. Code § 40-18-21(a)(1).] 

9.1.5.4. Computation Issues
9.1.5.4.1. Net Operating Losses (NOLs)
Other.
Alabama does not conform to the federal income tax treatment of net operating losses under I.R.C. § 172.[footnoteRef:357] [357: Ala. Code § 40-18-15.2; Ala. Code § 40-18-35.1.] 

An individual resident of Alabama who is a partner in a partnership may apply the resident’s distributive share of a partnership net operating loss against prior taxable income or future taxable income. The loss may be carried back to each of the two taxable years preceding the loss year or carried forward to each of the 15 years following the loss year.[footnoteRef:358] [358: Ala. Code § 40-18-15.2(2).] 

A corporate partner, however, may apply the corporation’s distributive share of a partnership net operating loss only against future taxable income and only to the extent the loss is attributable to Alabama sources. A corporation may carry a net operating loss forward to each of the 15 years following the loss year, but may not carry the loss back to previous taxable years.[footnoteRef:359] [359: Ala. Code § 40-18-35.1.] 

Planning Point: Because Alabama does not conform to the 20-year carryforward period available for federal income tax purposes, a partner without sufficient taxable income in years following the loss year may lose tax benefits in Alabama.
9.1.5.4.2. Flow-Through of Tax Credits
Yes.
In Alabama, a partner may claim a tax credit arising from the partnership's business.[footnoteRef:360] [360: Alabama Form 40.] 

Alabama has incorporated the provisions of Subchapter K of the Internal Revenue Code relating to the taxation of partnerships and partners, including I.R.C. § 704(b).[footnoteRef:361] The purpose of I.R.C. § 704(b) is to ensure that a partner's distributive share of income, gain, loss, deduction, or credit is determined by a partner's interest in the partnership. Accordingly, Alabama generally allows business tax credits earned by a pass-through entity to be allocated to partners, or members in proportion to their respective distributive shares of the entity’s taxable income.[footnoteRef:362] For example, a partnership eligible to claim an Alabama Enterprise Zone Act Credit may allocate a portion of the credit to each partner based on the percentage of ownership and must provide information to the partners regarding the amount of income subject to the credit.[footnoteRef:363] [361: Ala. Code § 40-18-24(a)]  [362: Alabama Revenue Ruling No. 2019-001 (Oct. 20, 2019).]  [363: Alabama Form 40.] 

However, Alabama law also overrules I.R.C. § 704(b), stipulating that tax credits may be allocated among the various partners of a pass-through entity pursuant to an executed agreement among the partners, members, or owners even if that agreement does not take into account each partner's interest in the entity.[footnoteRef:364] Thus, an LLC's proposal to purchase historic credits and specially allocate the credits among its investors was an acceptable method to transfer the credits to its members.[footnoteRef:365] [364: Ala. Code § 40-9F-4(d).]  [365: Alabama Revenue Ruling No. 2019-001 (Oct. 20, 2019) (also ruling that the purchase of historic credits by a limited liability company, followed by the special allocation of the credits among its members, is not a prohibited second transfer of the credits by the LLC under Ala. Code § 40-9F-4(e), and that first use of the credits in 2019 is permissible although the property was first placed in service in 2018).] 

For coverage of Alabama tax credits, see Corporate Income Tax Navigator, at Alabama 7.
9.1.6. Taxation of Nonresident Partners
9.1.6.1. Income Tax Imposed on Nonresident Corporate Partners
Yes.
Alabama imposes income tax on nonresident corporate partners' distributive share of partnership income.[footnoteRef:366] [366: Ala. Admin. Code r. 810-3-34-.01(1); Ala. Admin. Code r. 810-3-24-.01(3)(b).] 

Each nonresident corporate partner must include in gross income its distributive share of the income (or loss not to exceed basis) of a partnership, plus any guaranteed payments, for any partnership year ending within the partner's taxable year and attributable to Alabama.[footnoteRef:367] If a partner's distributive share of the loss exceeds the partner's adjusted basis in the partnership interest, the excess amount of the loss is not allowed as a deduction for that tax year, and any disallowed loss is allowed as a deduction at the end of the first succeeding and subsequent partnership taxable years to the extent the partner's adjusted basis in the partnership interest is greater than zero.[footnoteRef:368] [367: Ala. Admin. Code r. 810-3-24-.01(3)(b).]  [368: Ala. Admin. Code r. 810-3-24-.03(4).] 

Electing Pass-Through Entities
A partner of a partnership that elects to be taxed at the entity level is liable for income tax on the distributive share of the electing pass-through entity’s income but is entitled to a credit for his or her distributive share of the entity level tax paid by the partnership.[footnoteRef:369] [369: Ala. Code § 40-18-24.5(a).] 

9.1.6.2. Income Tax Imposed on Nonresident, Non-Corporate Partners
Yes.
Alabama imposes tax on nonresident non-corporate partners' distributive share of partnership income.[footnoteRef:370] [370: Ala. Admin. Code r. 810-3-14-.05(4); Ala. Admin. Code r. 810-3-24-.01(3)(b).] 

Each nonresident, non-corporate partner must include in gross income its distributive share of the income (or loss not to exceed basis) of a partnership, plus any guaranteed payments, for any partnership year ending within the partner's taxable year and attributable to Alabama.[footnoteRef:371] If a partner's distributive share of the loss exceeds the partner's adjusted basis in the partnership interest, the excess amount of the loss is not allowed as a deduction for that tax year, and any disallowed loss is allowed as a deduction at the end of the first succeeding and subsequent partnership taxable years to the extent the partner's adjusted basis in the partnership interest is greater than zero.[footnoteRef:372] For individual income tax purposes, Alabama does not recognize the basis and passive activity loss limitations imposed by I.R.C. §§ 465 and 469, respectively. [371: Ala. Admin. Code r. 810-3-14-.05(4); Ala. Admin. Code r. 810-3-24-.01(3)(b).]  [372: Ala. Admin. Code r. 810-3-24-.03(4).] 

Electing Pass-Through Entities
A partner of a partnership that elects to be taxed at the entity level is not liable for tax on the distributive share of the electing pass-through entity’s income but is entitled to a credit equal to his or her distributive share of the entity level tax paid by the partnership.[footnoteRef:373] [373: Ala. Code § 40-18-24.4(f).] 

9.1.6.3. Computation Issues
9.1.6.3.1. Net Operating Losses (NOLs)
Other.
Alabama does not conform to the federal income tax treatment of net operating losses under I.R.C. § 172.[footnoteRef:374] [374: Ala. Code § 40-18-15.2; Ala. Code § 40-18-35.1.] 

A partner’s distributive share of partnership loss is allowed only to the extent of the adjusted basis (before reduction by the current year loss) of the partner’s interest in the partnership at the end of the partnership taxable year in which the loss is incurred.[footnoteRef:375] [375: Ala. Admin. Code r. 810-3-24-.03(4).] 

If a partner’s distributive loss exceeds the adjusted basis in the partnership interest:
the excess amount of the loss is not allowed as a deduction for that year; and
the excess amount is allowed as a deduction at the end of the first succeeding partnership taxable year and subsequent partnership taxable years to the extent that the partner's adjusted basis in the partnership interest exceeds zero.[footnoteRef:376]  [376: Ala. Admin. Code r. 810-3-24-.03(4).] 

If a qualified investment partnership generates a net operating loss for a taxable year, a nonresident individual member of the QIP must establish those losses by filing an Alabama individual income tax return in order to claim the benefit of the loss.[footnoteRef:377] [377: Ala. Admin. Code r. 810-3-24.2-.03(1).] 

9.1.6.3.2. Flow-Through of Tax Credits
Yes.
In Alabama, a partner may claim a tax credit arising from the partnership's business.[footnoteRef:378] [378: Alabama Schedule K-1.] 

A pass-through entity (either a subchapter K entity or an S corporation) must report each owner's distributive or pro rata share of tax credits earned by the entity on Schedule K-1, Line L; each owner that is an individual may claim the share of tax credits on Schedule OC and/or Schedule NTC of Form 40 or Form 40NR.[footnoteRef:379] [379: Alabama Schedule K-1.] 

9.2. S Corporation Shareholders
9.2.1. Owners’ Pro Rata Share of S Corporation Income
9.2.1.1. Computation of S Corporation Taxable Income
9.2.1.1.1. I.R.C. Conformity and Starting Point
Federal Taxable Income.
The determination of an S corporation's Alabama base income begins with the S corporation's taxable income that is properly reportable for federal income tax purposes for the taxable year.[footnoteRef:380] [380: Ala. Code § 40-18-161(a).] 

An Alabama S corporation determines its taxable income in the same manner as an individual, except that certain items that could affect the liability for Alabama income tax of any shareholder must be separately stated.[footnoteRef:381] Items that must be separately stated include income taxes paid to the United States, tax-exempt income and charitable contributions.[footnoteRef:382] Any election affecting the computation of items derived from an Alabama S corporation must be made by the corporation.[footnoteRef:383] [381: Ala. Code § 40-18-161(a).]  [382: Ala. Code § 40-18-162(a)(1); Ala. Admin. Code r. 810-3-161-.01(2).]  [383: Ala. Code § 40-18-161(c).] 

9.2.1.1.2. Regular Depreciation (I.R.C. § 167 and I.R.C. § 168)
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal depreciation deduction for regular depreciation under I.R.C. §§ 167 and 168.[footnoteRef:384]. [384: Ala. Code § 40-18-15(a)(8); Ala. Admin. Code r. 810-3-15-.05(1)] 

Alabama allows as a depreciation deduction a reasonable allowance for the exhaustion, wear and tear (including a reasonable allowance for obsolescence) of property used in a trade or business or property held for the production of income, in accordance with I.R.C. §§ 167 and 168.[footnoteRef:385] Accordingly, no modification to federal ordinary business income is necessary with respect to regular depreciation deductions, provided that in the case of a nonresident S corporation the depreciation deductions are related to a trade or business within Alabama.[footnoteRef:386] [385: Ala. Code § 40-18-15(a)(8); Ala. Admin. Code r. 810-3-15-.05(1).]  [386: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.2.1.1.3. Bonus Depreciation (I.R.C. § 168(k))
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal bonus depreciation deduction under I.R.C. § 168(k).[footnoteRef:387] [387: Ala. Admin. Code r. 810-3-15-.05(1); Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

Because Alabama generally conforms to the federal bonus depreciation rules under I.R.C. § 168(k), no modification to federal ordinary business income for bonus depreciation is necessary for purposes of determining an S corporation's Alabama taxable income, provided that in the case of a nonresident S corporation the depreciation deductions are related to a trade or business within Alabama.[footnoteRef:388] [388: Ala. Admin. Code r. 810-3-15-.05(1); Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.2.1.1.4. Conformity to Federal Bonus Depreciation Acts
Depends.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
For coverage of Alabama conformity to federal bonus depreciation legislation, see Corporate Income Tax Navigator, at Alabama 5.3.1.3.
9.2.1.1.5. Enhanced Asset Expensing Election (I.R.C. § 179)
No modification.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama conforms to the federal enhanced asset expense deduction under I.R.C. § 179.[footnoteRef:389] [389: Ala. Admin. Code r. 810-3-15-.05(4).] 

Alabama permits a taxpayer to elect to treat the cost of any I.R.C. § 179 property as an expense that is not chargeable to a capital account in accordance with I.R.C. § 179.[footnoteRef:390] Accordingly, no modification to federal ordinary business income is necessary with respect to the expensing of business assets under I.R.C. § 179, provided that in the case of a nonresident S corporation the expense deductions are related to a trade or business within Alabama.[footnoteRef:391] [390: Ala. Admin. Code r. 810-3-15-.05(4).]  [391: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.2.1.1.6. Increase in Expensing for Enterprise Zone Businesses (I.R.C. § 1397A)
No modification.
Alabama conforms to the federal tax treatment of enterprise zone businesses under I.R.C. § 1397A, which does not apply to property placed in service after Dec. 31, 2020.[footnoteRef:392] [392: Ala. Admin. Code r. 810-3-15-.05(4).] 

For property placed in service before Jan. 1, 2021, no modification to federal ordinary business income is necessary, provided that in the case of a nonresident S corporation the expense deductions are related to a trade or business within Alabama.[footnoteRef:393] [393: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.2.1.1.7. Conformity to Federal Enhanced Expensing Acts
Depends.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
For coverage of Alabama conformity to federal legislation providing for enhanced asset expensing, see Corporate Income Tax Navigator, at Alabama 5.3.2.3.
9.2.1.1.8. Net Operating Losses (NOLs)
No deduction.
Alabama does not allow deductions for net operating losses of an S corporation.[footnoteRef:394] [394: Ala. Code § 40-18-161(a)(3).] 

In determining the taxable income of an Alabama S corporation, a net operating loss deduction is not allowed.[footnoteRef:395] [395: Ala. Code § 40-18-161(a)(3).] 

An S corporation’s yearly losses, if any, are passed through to the shareholders, subject to basis limitations, and thus are not available at the corporate level for carryforward. Any losses incurred by a corporation in any years in which the corporation was not an Alabama S corporation may not be carried forward to any years in which the corporation is an Alabama S corporation.[footnoteRef:396] [396: Ala. Admin. Code r. 810-3-161-.01(3).] 

9.2.1.1.9. U.S. Bonds
Subtraction.
Alabama requires a subtraction modification for interest income derived from U.S. obligations.[footnoteRef:397] [397: Ala. Code § 40-18-14(3)(d).] 

The gross income of an Alabama S corporation does not include interest on obligations of the United States or its possessions.[footnoteRef:398] [398: Ala. Code § 40-18-14(3)(d).] 

9.2.1.1.10. State’s Own Bonds
Subtraction.
Alabama requires a subtraction modification for interest income derived from state obligations.[footnoteRef:399]. [399: Ala. Code § 40-18-14(3)(f)] 

The gross income of an Alabama S corporation does not include interest on obligations of the State of Alabama and any Alabama county, municipality or other political subdivision.[footnoteRef:400] [400: Ala. Code § 40-18-14(3)(f).] 

9.2.1.1.11. Other States’ Bonds
Addition.
Alabama requires an addition modification for interest income derived from the obligations of other states.[footnoteRef:401] [401: Ala. Code § 40-18-14(3).] 

Alabama does not provide an exclusion from an S corporation’s gross income for interest on obligations of other states or their political subdivisions.[footnoteRef:402] [402: Ala. Code § 40-18-14(3).] 

9.2.1.1.12. Federal Income Taxes
Subtraction.
Alabama provides a subtraction modification to federal taxable income for federal income taxes paid.[footnoteRef:403] [403: Ala. Code § 40-18-15(a)(3)(a); Ala. Admin. Code r. 810-3-15-.04(1), (4).] 

Alabama allows a deduction from federal ordinary business income for federal income and Federal Insurance Contribution Act taxes imposed on a taxable entity, including taxes that are paid or accrued within the taxable year in carrying on a trade or business or an activity for the production of income.[footnoteRef:404] [404: Ala. Code § 40-18-15(a)(3)(a); Ala. Admin. Code r. 810-3-15-.04(1), (4).] 

In the case of a nonresident S corporation, federal taxes are deductible only to the extent that they are paid or incurred in connection with a trade or business conducted in Alabama.[footnoteRef:405] [405: Ala. Admin. Code r. 810-3-15-.21(3)(a).] 

9.2.1.1.13. State and Local Income Taxes
Addition.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama requires an addition modification to federal taxable income for state and local income tax deducted for federal income tax purposes.[footnoteRef:406] [406: Ala. Admin. Code r. 810-3-15-.04(2), (3).] 

In the computation of net Alabama non-separately stated income, Alabama requires an addition modification for state and local taxes deducted in the determination of federal ordinary business income.[footnoteRef:407] [407: Ala. Admin. Code r. 810-3-15-.04(2), (3).] 

9.2.1.1.14. Non-U.S. Taxes
No modification.
Alabama does not require a modification to federal taxable income for taxes paid or accrued to foreign jurisdictions.[footnoteRef:408] [408: Ala. Admin. Code r. 810-3-15-.04(2) – (4).] 

Alabama allows a deduction for foreign real property taxes to the extent the taxes are deductible for federal income tax purposes under I.R.C. § 164, foreign occupational license taxes and other foreign taxes paid or accrued in carrying on a trade or business or an activity for the production of income.[footnoteRef:409] [409: Ala. Admin. Code r. 810-3-15-.04(2) – (4).] 

Accordingly, no modification is necessary if these taxes were imposed on a partnership and deducted in determining federal ordinary business income.
9.2.1.1.15. Franchise Taxes
No guidance.
Alabama does not provide guidance on whether it requires a modification to federal taxable income for franchise taxes paid to other states.
9.2.1.1.16. Income Tax Refunds
Subtraction.
Alabama requires a subtraction modification for income tax refunded and included in federal taxable income.[footnoteRef:410] [410: Alabama Form 20S.] 

In the computation of net Alabama non-separately stated income, Alabama requires a subtraction modification for state and local tax refunds included in federal ordinary business income.[footnoteRef:411] [411: Alabama Form 20S.] 

9.2.1.1.17. Start-Up Expenses
No modification.
Alabama conforms to the federal income tax treatment of start-up and organizational expenditures under I.R.C. § 195.[footnoteRef:412] [412: Ala. Code § 40-18-15(a)(22); Ala. Admin. Code r. 810-3-15-.05(3).] 

Alabama allows a deduction for the amortization of start-up expenditures in accordance with I.R.C. § 195, and no modification to federal ordinary business income is necessary with respect to the amortization of start-up expenditures.[footnoteRef:413] [413: Ala. Code § 40-18-15(a)(22); Ala. Admin. Code r. 810-3-15-.05(3).] 

A nonresident is allowed a deduction for start-up expenditures only if the principal place of business being investigated, created or acquired is located in Alabama.[footnoteRef:414] [414: Ala. Code § 40-18-15(a)(22); Ala. Admin. Code r. 810-3-15-.05(3).] 

9.2.1.1.18. Foreign Intangible Income (FDII) (I.R.C. § 250)
Specific guidance.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama allows the deduction under I.R.C. § 250 only to the extent the same income was included in Alabama taxable income.[footnoteRef:415] [415: Ala. Code § 40-18-35.2; Ala. Code § 40-18-161(a).] 

9.2.1.1.19. Global Intangible Low-Taxed Income (GILTI) (I.R.C. § 951A)
Specific guidance.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
In Alabama, all amounts included in income under I.R.C. § 951A are deducted from federal taxable income to the extent such amount is not deductible in determining federal taxable income.[footnoteRef:416] [416: Ala. Code § 40-18-35.2; Ala. Code § 40-18-161(a).] 

For any amount subtracted under Ala. Code § 40-18-35.2, the taxpayer must add to taxable income all expenses deducted on the taxpayer's return for the taxable year which are attributable, directly or indirectly, to such subtracted amount.[footnoteRef:417] [417: Ala. Code § 40-18-35.2; Ala. Code § 40-18-161(a).] 

9.2.1.1.20. Transition Tax on Deferred Foreign Income (I.R.C. § 965)
Specific guidance.
Alabama provides specific guidance on the repatriation of foreign income under I.R.C. § 965.[footnoteRef:418] [418: Alabama Notice: IRC Section 965 Guidance for Corporate Filers, Partnerships, S Corporations, and Individual Taxpayers (April 27, 2018).] 

S Corporation
Alabama does not conform to the transition tax on deferred foreign income under I.R.C. § 965 and requires a subtraction modification to federal taxable income for S Corporations. Alabama S Corporations are taxed in the same manner as individual income taxpayers who are not subject to the provisions of I.R.C. § 965.[footnoteRef:419] [419: Alabama Notice: IRC Section 965 Guidance for Corporate Filers, Partnerships, S Corporations, and Individual Taxpayers (April 27, 2018). ] 

S Corporation Shareholders
Alabama individual taxpayers are not otherwise taxable on I.R.C. § 965 earnings for interests in CFCs held directly by the individual or where held by an S Corporation.[footnoteRef:420] [420: Alabama Notice: IRC Section 965 Guidance for Corporate Filers, Partnerships, S Corporations, and Individual Taxpayers (April 27, 2018). ] 

9.2.1.1.21. Business Interest (I.R.C. § 163(j))
Possible.
In Alabama, there is a potential modification. In any tax year in which the taxpayer is not limited for federal income tax purposes by I.R.C. § 163(j), or a consolidated return group of which the taxpayer is a member is not so limited, then there is no Alabama I.R.C. § 163(j) limitation[footnoteRef:421] [421: Ala. Code § 40-18-39.1.] 

Alabama generally conforms to the net business interest deduction under I.R.C. § 163(j), except as discussed above.[footnoteRef:422] [422: Ala. Code § 40-18-39.1; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018)] 

9.2.1.1.22. Opportunity Zones (I.R.C. §§ 1400Z-1 and 1400Z-2)
Modification.
Alabama requires a modification for qualified opportunity zones.[footnoteRef:423] [423: Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018).] 

Alabama requires a modification to federal taxable income for tax benefits received for investments made in qualified opportunity zones under I.R.C. §§ 1400Z-1 and 1400Z-2.[footnoteRef:424] [424: Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018).] 

9.2.1.1.23. Other
Yes.
Alabama provides other specific modifications to federal taxable income in the computation of an S corporation's Alabama base income.
Forgiven Paycheck Protection Program (PPP) Loans
Any amount of discharge of indebtedness income resulting from a loan forgiven pursuant to § 1106 of the CARES Act is excluded from Alabama income to the same extent excluded from federal gross income, and will only be considered for Alabama tax purposes in determining the deductibility of otherwise deductible expenses (such as payroll, utilities, mortgage interest, and rent) allowed to be paid with exempt funds to the same extent as such expenses are deductible for federal purposes. Potential discharge of indebtedness income resulting from forgiven PPP loans is also excluded from any calculations in determining a taxpayer’s federal income tax deduction for state purposes.[footnoteRef:425] [425: 2021 Ala. H.B. 170, § 3, effective for tax years ending after March 27, 2020; Alabama Governor’s Office, 21st Proclamation (Dec. 11, 2020).] 

Covid-19 Related Credits and Refunds
Any tax credits or advanced refund amounts received under the CARES Act or the Consolidated Appropriations Act 2021, or as a result of other similar Covid-related relief measures for individuals enacted by the U.S. Congress, as applicable to the 2021 tax year, are excluded from Alabama individual income taxation.[footnoteRef:426] [426: 2021 Ala. H.B. 170, § 2(a), effective for tax years ending after March 27, 2020.] 

Any tax credits or advanced refund amounts received under the CARES Act or the Consolidated Appropriations Act 2021, or as a result of other similar Covid-related relief measures for individuals enacted by the U.S. Congress are excluded from calculations in determining a taxpayer’s federal income tax deduction.[footnoteRef:427] [427: 2021 Ala. H.B. 170, § 2(b), effective for tax years ending after March 27, 2020.] 

Qualified Emergency Federal Aid Grants
Any amount received from a Qualified Emergency Federal Aid Grant is excluded from gross income of the recipient to the same extent excluded from federal gross income.[footnoteRef:428] [428: 2021 Ala. H.B. 170, § 2(d), effective for tax years ending after March 27, 2020.] 

Alabama Coronavirus Relief Fund
Any amount received from the Alabama Coronavirus Relief fund is exempt from tax in Alabama.[footnoteRef:429] [429: 2021 Ala. H.B. 170, § 2(e), effective for tax years ending after March 27, 2020.] 

Qualifying Disaster Relief Payments
Any qualifying disaster relief payment that would be excluded from federal tax under I.R.C. § 139 due to the Covid-19 state of emergency is excluded from gross income to the same extent excluded from federal gross income.[footnoteRef:430] [430: 2021 Ala. H.B. 170, § 4, effective for tax years ending after March 27, 2020.] 

Other Relief Payments
Any subsidies for covered loans under the CARES Act, emergency EDIL grants and advances, and grants to shuttered venues are exempt from Alabama income tax to the same extent exempt from federal income tax, and will only be considered for Alabama tax purposes in determining the deductibility of otherwise deductible expenses (such as payroll, utilities, mortgage interest, and rent) allowed to be paid with exempt funds to the same extent as such expenses are deductible for federal purposes. These funds are also excluded from any calculations in determining a taxpayer’s federal income tax deduction for state purposes.[footnoteRef:431] [431: 2021 Ala. H.B. 170, § 2(a), effective for tax years ending after March 27, 2020.] 

Disallowed Deductions
In the computation of an S corporation's taxable income, no deduction is allowed for:
personal exemptions;
charitable contributions;
net operating losses;
medical expenses;
alimony;
certain expenses for the production of income;
contributions to individual retirement accounts; or
depletion on oil or gas wells.[footnoteRef:432]  [432: Ala. Code § 40-18-161(a).] 

For more information about individual income taxation in Alabama, see Individual Income Tax Navigator, at Alabama 3.
9.2.1.2. Calculation of Pro Rata Shares
Specific rules.
Alabama provides specific rules for calculating the pro rata share of a shareholder's S corporation income.[footnoteRef:433] [433: Ala. Code § 40-18-162(c); Ala. Admin. Code r. 810-3-171-.01(1).] 

The gross income of an S corporation shareholder includes the shareholder's pro rata share of the gross income of the S corporation.[footnoteRef:434] Each shareholder's pro rata share of the income, losses, deductions and credits of the S corporation that are attributable to Alabama for each taxable year is determined as follows: [434: Ala. Code § 40-18-162(c).] 

each item of separately stated income, loss, deduction and credit attributed to Alabama is divided by the number of days in the taxable year, and the result is divided by the number of shares outstanding each day (the “per share, per day” rule);
the net non-separately stated income (or loss) attributed to Alabama is allocated on a per share, per day basis; and
the amounts determined in the preceding bullets are added for each share held by the shareholder and for each day the shares were held.[footnoteRef:435]  [435: Ala. Code § 40-18-171; Ala. Admin. Code r. 810-3-171-.01(1).] 

Example (pro rata share calculation): During a taxable year, a shareholder held 50% of the outstanding shares of an S corporation's stock for one-half of the year. The shareholder is credited with 25% of the items of income, loss and deduction of the corporation attributed to Alabama for the year.
9.2.1.3. Separately Stated Items
Specific rules.
Alabama provides specific rules for the treatment of separately stated items.[footnoteRef:436] [436: Ala. Admin. Code r. 810-3-161-.01.] 

Certain items of income, loss and deduction must be passed through to the individual returns of the shareholders, rather than being deducted in computing non-separately stated income of the S corporation. Separately stated items include:
federal income taxes paid;
charitable contributions;
depletion on oil and gas wells; and
all items of income, loss, expense or deduction that would be classified as nonbusiness for the purpose of computing a net operating loss for an individual.[footnoteRef:437]  [437: Ala. Admin. Code r. 810-3-161-.01(2).] 

The net operating loss carryback and carryforward provisions for individuals and the net operating loss carryforward provision for C corporations are not applicable to Alabama S corporations. The yearly losses, if any, of the S corporation are passed through to the shareholders (subject to basis limitations) and are not available at the corporate level for carryforward. Any losses incurred by a corporation in any years in which it was not an Alabama S corporation may not be carried forward to any Alabama S corporation years.[footnoteRef:438] [438: Ala. Admin. Code r. 810-3-161-.01(3).] 

9.2.2. Allocation and Apportionment
9.2.2.1. At Entity Level
Yes.
In Alabama, S corporations apportion multistate income at the entity level.[footnoteRef:439] [439: Ala. Admin. Code r. 810-3-161-.01(4).] 

An S corporation that conducts business in more than one state must compute the income, loss, deductions and credits attributable to Alabama in accordance with the Multistate Tax Compact.[footnoteRef:440] The corporation must complete the necessary schedules of Alabama Form 20S: S Corporation Information/Tax Return, to compute the apportionment ratios and to apportion and allocate income, loss, deduction and credits among the states in which the corporation does business.[footnoteRef:441] [440: Ala. Admin. Code r. 810-3-161-.01(4)(c).]  [441: Ala. Admin. Code r. 810-3-161-.01(4)(e).] 

9.2.2.2. At Shareholder Level
No.
In Alabama, shareholders do not apportion income at the shareholder level.[footnoteRef:442] [442: Ala. Admin. Code r. 810-3-161-.01(4).] 

Allocation and apportionment of all of an S corporation's items of income, loss, deductions and credits to Alabama and other states are carried out at the entity level.[footnoteRef:443] [443: Ala. Admin. Code r. 810-3-161-.01(4).] 

9.2.2.3. Business Income
Entity level.
In Alabama, specific rules apply to the apportionment of business income by an S corporation.[footnoteRef:444] [444: Ala. Admin. Code r. 810-3-161-.01(4)(c).] 

An S corporation doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of Alabama's version of the Multistate Tax Compact.[footnoteRef:445] [445: Ala. Admin. Code r. 810-3-161-.01(4)(c).] 

Under Alabama's Multistate Tax Compact regulations, business income is income arising from transactions and activities occurring in the regular course of the taxpayer's trade or business. In general, all transactions or activities that are dependent upon or contribute to the operations of the entity's economic enterprise as a whole constitute a taxpayer's trade or business.[footnoteRef:446] [446: Ala. Code § 40-27-1.1; Ala. Admin. Code r. 810-27-1-.01(2).] 

9.2.2.4. Nonbusiness Income
Entity level.
In Alabama, specific rules apply to the allocation of nonbusiness income by an S corporation.[footnoteRef:447] [447: Ala. Admin. Code r. 810-3-161-.01(4)(c).] 

An S corporation doing business in Alabama and at least one other state must compute income attributable to Alabama in the same manner provided for multistate corporations pursuant to the provisions of Alabama's version of the Multistate Tax Compact.[footnoteRef:448] [448: Ala. Admin. Code r. 810-3-161-.01(4)(c).] 

Under Alabama's Multistate Tax Compact regulations, nonbusiness income means all income other than business income.[footnoteRef:449] [449: Ala. Admin. Code r. 810-27-1-.01(2)(a).] 

9.2.2.5. Income of Qualified Subchapter S Subsidiary
Yes.
Alabama conforms to federal income tax law for determining taxable income.[footnoteRef:450] [450: Ala. Code § 40-18-160(d).] 

All assets, liabilities and items of income, deduction, and credit of a qualified subchapter S subsidiary are treated as assets, liabilities and items (as the case may be) of the Alabama S corporation owning all the stock of the qualified subchapter S subsidiary.[footnoteRef:451] [451: Ala. Code § 40-18-160(d).] 

9.2.3. Shareholder Deductions and Limitations
9.2.3.1. Deductions
Specific rules.
Alabama provides specific rules for determining shareholder level deductions.[footnoteRef:452] [452: Ala. Admin. Code r. 810-3-161-.01(1)(c).] 

Each shareholder of an Alabama S corporation includes in the shareholder’s individual Alabama income tax return the pro rata share of separately stated items of income, loss, deduction or credit attributed to Alabama by the S corporation for the corporation’s tax year that ends with or during the individual’s tax year.[footnoteRef:453] Separately stated items are those items the separate treatment of which could affect any shareholder’s income tax liability and include: [453: Ala. Admin. Code r. 810-3-162-.01(1)(b).] 

federal income taxes;
charitable contributions;
depletion on oil and gas wells; and
items that would be classified as nonbusiness for the purpose of computing a net operating loss deduction.[footnoteRef:454]  [454: Ala. Admin. Code r. 810-3-161-.01(2).] 

9.2.3.2. Limitations
Specific rules.
Alabama provides specific rules for determining limitations on shareholder deductions.[footnoteRef:455] [455: Ala. Admin. Code r. 810-3-161-.01(3).] 

If a shareholder’s share of the sum of the separately stated and nonseparately stated items of income, loss and deduction is a net loss attributed to Alabama, the shareholder may deduct the loss, within limits. The shareholder’s loss deduction may not exceed the shareholder’s Alabama adjusted basis in the S corporation stock plus the shareholder’s Alabama adjusted basis in any indebtedness of the corporation to the shareholder. Any loss in excess of basis may be carried forward to the next succeeding year. [footnoteRef:456] For individual income tax purposes, Alabama does not recognize the loss and basis limitations imposed by I.R.C. §§ 469 and 465, respectively. [456: Ala. Admin. Code r. 810-3-161-.01(3).] 

9.2.3.3. Qualified Business Income (QBI) Deduction (I.R.C. § 199A)
No deduction.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
Alabama does not permit a deduction for qualified business income (QBI) under I.R.C. § 199A.[footnoteRef:457] [457: Ala. Code § 40-18-13; Ala. Code § 40-18-14; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018); Alabama Form 41.] 

Individuals
The starting point for determining Alabama individual taxable income is Alabama state gross income, which uses various items of federal income to develop a tax base, and the state does not provide an equivalent QBI deduction.[footnoteRef:458] Therefore, all of an individual taxpayer's QBI is subject to individual income tax in Alabama. [458: Ala. Code § 40-18-15; Alabama Analysis of Federal Tax Law Revisions on the State of Alabama (July 30, 2018).] 

Estates and Trusts
The starting point for determining an estate or trust's Alabama taxable income is federal income, before the deduction for QBI, and the state does not provide an equivalent QBI deduction.[footnoteRef:459] Therefore, all of an estate or trust's QBI is subject to income tax in Alabama. [459: Alabama Form 41.] 

9.2.4. Shareholder's Basis in Stock
9.2.4.1. Adjustments to Basis
Federal rules.
Alabama generally conforms to the federal rules applicable to shareholder basis adjustments.[footnoteRef:460] [460: Ala. Admin. Code r. 810-3-164-.01(1).] 

A shareholder's basis in his or her S corporation stock is increased by any:
separately stated income attributed to Alabama, to the extent the income is included in the shareholder's return;
non-separately stated income attributed to Alabama, to the extent the income is included in the shareholder's return; and
oil and gas depletion deduction attributed to Alabama in excess of the basis of the wells being depleted.[footnoteRef:461]  [461: Ala. Admin. Code r. 810-3-164-.01(1)(a).] 

A shareholder's basis in S corporation stock is decreased (but not below zero) by any:
distributions that constitute a return of capital;
separately stated loss and deductions attributed to Alabama, such as charitable contributions;
non-separately stated loss and deductions attributed to Alabama;
losses or expenses attributed to Alabama not deductible by the corporation or chargeable to its capital account; and
depletion deduction attributed to Alabama to the extent the deduction does not exceed the proportionate share of the adjusted basis of such property allocated to the shareholder.[footnoteRef:462]  [462: Ala. Admin. Code r. 810-3-164-.01(1)(b).] 

Electing Pass-Through Entities
The adjusted basis of a shareholder in stock or other ownership interest of an S corporation that elects to be taxed at the entity level is calculated without regard to the election to be taxed at the entity level.[footnoteRef:463] [463: Ala. Code § 40-18-24.4(g).] 

9.2.4.2. S Corporation Engaged in Multistate Business
Basis adjustment proportional.
In Alabama, the extent of a shareholder's basis adjustment is limited to the amount of income or expenses attributable to Alabama.[footnoteRef:464] [464: Ala. Admin. Code r. 810-3-164-.01(1)(d).] 

Generally, an increase or decrease in a shareholder’s basis in S corporation stock includes the entire amount, without allocation or apportionment, of the shareholder’s pro rata share of the increase or decrease. If an item of income is subject to allocation and apportionment, the basis increases are allowed only in proportion to the income reported on the shareholder’s return that bears to the amount of income allocated and apportioned to Alabama and required to be included on the shareholder’s return.[footnoteRef:465] [465: Ala. Admin. Code r. 810-3-164-.01(1)(d).] 

9.2.5. Adjustments for Items Taxed to S Corporation
Same as federal.
Alabama follows the federal tax treatment of adjustments for items taxed to the S corporation.[footnoteRef:466] [466: Ala. Code § 40-18-162(e), (f).] 

If any Alabama income tax on built-in gains or net passive investment income is imposed for any taxable year on an S corporation, the amount of each recognized built-in gain and each item of net investment income must be reduced by a proportionate share of the tax.[footnoteRef:467] [467: Ala. Code § 40-18-162(e), (f).] 

9.2.6. Shareholder Compensation
Other.
Alabama does not follow the federal income tax treatment of compensation for S corporation shareholder-employees.[footnoteRef:468] [468: Ala. Code § 40-18-163; Ala. Admin. Code r. 810-3-163-.01(1).] 

If an individual who is:
the spouse, lineal descendant or ancestor of one or more shareholders of an Alabama S corporation; or
a spouse, lineal descendant or ancestor of a beneficiary of a trust that is a shareholder of an Alabama S corporation;
 does not receive reasonable compensation for rendering services or furnishing capital to the corporation, the Department of Revenue must make any necessary adjustments in the items taken into account by the individual and related shareholders in order to reflect the value of the services or capital.[footnoteRef:469] [469: Ala. Code § 40-18-163.] 

The related individual will be deemed to receive income from the S corporation equal to the value of reasonable compensation less the value of any compensation actually paid. A deduction is allowed to the S corporation equal to the amount of income deemed received by the related individual.[footnoteRef:470] [470: Ala. Admin. Code r. 810-3-163-.01(1).] 

9.2.7. Taxation of Resident S Corporation Shareholders
9.2.7.1. Income Tax Imposed on Resident Shareholders
Yes.
Alabama imposes tax on resident shareholders at the shareholder level.[footnoteRef:471] [471: Ala. Code § 40-18-162(a); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

For tax years beginning after Dec. 31, 2010, an Alabama resident who is a shareholder in an Alabama S corporation must include in gross income the shareholder's deemed distributive share of the entire income or loss of the S corporation.[footnoteRef:472] [472: Ala. Code § 40-18-162(a); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

Electing Pass-Through Entities
A shareholder of an S corporation that elects to be taxed at the entity level is liable for income tax on the pro rata share of the electing pass-through entity’s income but is also entitled to a credit equal to his or her pro rata share of the entity level tax paid by the S corporation.[footnoteRef:473] [473: Ala. Code § 40-18-24.4(f).] 

Accumulated Adjustments Account
Alabama generally follows the federal treatment of accumulated adjustments accounts, with the following exception. In Alabama, an S corporation may, with the consent of all of its affected shareholders, reverse the presumed order of distributions so that they are first treated as dividends representing undistributed C corporation accumulated earnings and profits, and once those earnings and profits are exhausted, as distributions of S corporation income. [footnoteRef:474] [474: Ala. Code § 40-18-166(b).] 

For coverage of the federal treatment of accumulated adjustments accounts, see 731-3rd T.M., S Corporations: Corporate Tax Issues, at 731.II.C, and 1510-2nd T.M., State Taxation of S Corporations, at 1510.07.C.3.
9.2.7.2. Credit for Taxes Paid by Shareholders to Other States
9.2.7.2.1. Allowance of Credit
Allowed.
Alabama allows a credit for taxes paid to another jurisdiction by a resident shareholder.[footnoteRef:475] [475: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

Any Alabama resident individual who is a shareholder in an Alabama S corporation and who includes a pro rata share of the income arising from the S corporation in Alabama gross income is allowed a credit for the individual’s pro rata share of income tax actually paid by the entity to another state or territory, whether the payment was made on behalf of the resident individual or because the entity was not recognized by the other state or territory as a nontaxable pass-through entity.[footnoteRef:476] [476: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

A resident claiming the credit for taxes paid to another state must attach to the resident’s Alabama income tax return a copy of each nonresident return filed showing the amount of the tax payment for which a credit is claimed.[footnoteRef:477] [477: Ala. Code § 40-18-21(a)(5).] 

9.2.7.2.2. Limitations on Amount of Credit and Taxes Eligible for Credit
Yes.
Alabama imposes limitations on the credit allowed for taxes paid to another jurisdiction by a resident shareholder.[footnoteRef:478] [478: Ala. Code § 40-18-21(a)(2); Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

The amount of the credit allowable against Alabama income tax for taxes paid to another state is the lesser of:
the amount of income tax actually paid to another state on the same income; or
the tax computed on the same taxable income in the other state using Alabama tax rates.[footnoteRef:479]  [479: Ala. Code § 40-18-21(a)(2).] 

9.2.7.2.3. Reciprocal Agreements
No.
Alabama does not have any reciprocal agreements with other jurisdictions for credit for taxes paid to another jurisdiction.
9.2.7.2.4. Other Limitations
Yes.
Alabama imposes other limitations on the credit for taxes paid to other states by a resident shareholders.[footnoteRef:480] [480: Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

The credit against Alabama income tax for taxes paid to another state is allowed to a taxpayer who reports on the cash basis even though the tax due to another state was not actually paid during the year for which the credit is claimed, as long as the tax is actually paid to the other state. The credit is allowed only on the Alabama return for the year in which the income is taxable by the other state.[footnoteRef:481] [481: Ala. Admin. Code r. 810-3-21-.01(3)(a).] 

9.2.7.3. Credit for Taxes Paid by S Corporation to Other States
Allowed.
Alabama allows a credit for income taxes paid to another state by an S corporation.[footnoteRef:482] [482: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

Any Alabama resident individual who is a shareholder in an Alabama S corporation and who includes a pro rata share of the income arising from the S corporation in Alabama gross income is allowed a credit for the individual’s pro rata share of income tax actually paid by the entity to another state or territory, whether the payment was made on behalf of the resident individual or because the entity was not recognized by the other state or territory as a nontaxable pass-through entity.[footnoteRef:483] [483: Ala. Code § 40-18-21(a)(1); Ala. Admin. Code r. 810-3-162-.01(5)(a).] 

Planning Point: Residential individuals may claim a tax credit for income taxes imposed by another state on the S corporation on Alabama Form 40, Schedule CR, and attach a copy of the other state's return and a copy of the state Schedule K-1 as documentation. If the individual does not file an individual income tax return in the other state or the state excludes the income, the individual should include a proforma return calculating the tax at the other state's rate and a copy of the state Schedule K-1 as documentation.[footnoteRef:484] [484: Alabama Dept. of Rev., Filing FAQs.] 

9.2.7.4. Computation Issues
9.2.7.4.1. Net Operating Losses (NOLs)
Other.
Alabama does not conform to the federal income tax treatment of net operating losses under I.R.C. § 172.[footnoteRef:485]. [485: Ala. Code § 40-18-35.1] 

An individual resident of Alabama who is an S corporation shareholder may apply the resident’s pro rata share of the corporation's net operating loss against prior taxable income or future taxable income. The loss may be carried back to each of the two taxable years preceding the loss year or carried forward to each of the 15 years following the loss year.[footnoteRef:486] [486: Ala. Code § 40-18-15.2(2).] 

Planning Point: Because Alabama does not conform to the 20-year carryforward period available for federal income tax purposes, a shareholder without sufficient taxable income in years following the loss year may lose tax benefits in Alabama.
9.2.7.4.2. Flow-Through of Tax Credits
Yes.
In Alabama, a shareholder may claim a tax credit arising from the S corporation's business.[footnoteRef:487] [487: Alabama Form 40.] 

Alabama generally allows business tax credits earned by a pass-through entity to be allocated to partners, members or shareholders in proportion to their respective distributive or pro rata shares of the entity’s taxable income. For example, a partnership or S corporation eligible to claim an Alabama Enterprise Zone Act Credit may allocate a portion of the credit to each partner or shareholder based on the percentage of ownership and must provide information to the partners or shareholders regarding the amount of income subject to the credit.[footnoteRef:488] [488: Alabama Form 40.] 

For coverage of Alabama tax credits, see Corporate Income Tax Navigator, at Alabama 7.
9.2.8. Taxation of Nonresident S Corporation Shareholders
9.2.8.1. Income Tax Imposed on Nonresident Individual Shareholders
Yes.
Alabama imposes income tax on nonresident individual shareholders' pro rata shares of S corporation income.[footnoteRef:489] [489: Ala. Code § 40-18-162(a); Ala. Admin. Code r. 810-3-14-.05(3).] 

A nonresident S corporation shareholder includes in gross income the deemed pro rata share of separately stated and non-separately stated income (or loss not to exceed basis) attributable to Alabama.[footnoteRef:490] [490: Ala. Code § 40-18-162(a); Ala. Admin. Code r. 810-3-14-.05(3).] 

Gross income does not include actual distributions from an S corporation that have been included previously in a shareholder's gross income.[footnoteRef:491] The character of any item included in a shareholder's pro rata share of S corporation income is determined as if the item were realized directly from the source by the shareholder, or incurred in the same manner as incurred by the corporation.[footnoteRef:492] [491: Ala. Code § 40-18-162(a); Ala. Admin. Code r. 810-3-14-.05(3)(b).]  [492: Ala. Code § 40-18-162(b); Ala. Admin. Code r. 810-3-162-.01(2).] 

If the sum of the separately stated and non-separately stated items of income, loss and deduction is a net loss attributed to Alabama, that loss may be deducted on a shareholder's individual return to the extent of the shareholder's adjusted basis in the S corporation's stock plus the shareholder's adjusted basis in any indebtedness of the corporation to the shareholder. Any loss in excess of the Alabama adjusted basis of the stock and indebtedness may be carried forward to the next succeeding year.[footnoteRef:493] [493: Ala. Admin. Code r. 810-3-162-.01(3).] 

Electing Pass-Through Entities
A shareholder of an S corporation that elects to be taxed at the entity level is liable for income tax on the pro rata share of the electing pass-through entity’s income but entitled to a credit equal to his or her pro rata share of the entity level tax paid by the S corporation.[footnoteRef:494] [494: Ala. Code § 40-18-24.4(f).] 

Accumulated Adjustment Accounts
For coverage of the federal treatment of accumulated adjustments accounts, see 731-3rd T.M., S Corporations: Corporate Tax Issues, at 731.II.C, and 1510-2nd T.M., State Taxation of S Corporations, at 1510.07.C.3.
For discussion of Alabama's treatment of accumulated adjustment accounts, see Pass-Through Entity Navigator, at Alabama 12.2.7.1. 
9.2.8.2. Income Tax Imposed on Other Nonresident Shareholders
Yes.
Alabama imposes income tax on other nonresident shareholders' pro rata shares of S corporation income.[footnoteRef:495] [495: Ala. Code § 40-18-160(b); I.R.C. § 1361(b)(1)(B).] 

An estate, grantor trust, and certain other trusts that are shareholders of an S corporation take into account their pro rata shares of separately stated and non-separately stated income (or loss not to exceed basis) attributable to Alabama in the same manner as an individual shareholder.[footnoteRef:496] [496: Ala. Code § 40-18-160(b); I.R.C. § 1361(b)(1)(B).] 

Electing Pass-Through Entities
A shareholder of an S corporation that elects to be taxed at the entity level is liable for income tax on the pro rata share of the electing pass-through entity’s income but entitled to a credit equal to his or her pro rata share of the entity level tax paid by the S corporation.[footnoteRef:497] [497: Ala. Code § 40-18-24.4(f).] 

9.2.8.3. Computation Issues
9.2.8.3.1. Net Operating Losses (NOLs)
Other.
Alabama does not conform to the federal income tax treatment of net operating losses under I.R.C. § 172.[footnoteRef:498] [498: Ala. Code § 40-18-15.2; Ala. Code § 40-18-35.1.] 

No net operating loss carryback or carryforward deduction is allowable for an Alabama S corporation, and no carryforward or carryback may arise at the corporate level for a taxable year in which a corporation is an Alabama S corporation.[footnoteRef:499] [499: Ala. Admin. Code r. 810-3-168-.01.] 

If the sum of the separately stated and nonseparately stated items of income, loss and deduction is a net loss attributed to Alabama, a shareholder may deduct that loss on an individual Alabama tax return. The loss deducted may not exceed the shareholder's Alabama adjusted basis in the corporation's stock and in any of the corporation's indebtedness. Any loss in excess of basis may be carried forward to the next succeeding year.[footnoteRef:500] For individual income tax purposes, Alabama does not recognize the basis and passive activity loss limitations imposed by I.R.C. §§ 465 and 469, respectively. [500: Ala. Admin. Code r. 810-3-162-.01(3).] 

9.2.8.3.2. Flow-Through of Tax Credits
Yes.
In Alabama, a shareholder may claim a tax credit arising from the S corporation's business.[footnoteRef:501] [501: Alabama Schedule K-1.] 

A pass-through entity (either a subchapter K entity or an S corporation) must report each owner's distributive or pro rata share of tax credits earned by the entity on Schedule K-1, Line L; each owner that is an individual may claim the share of tax credits on Schedule OC and/or Schedule NTC of Form 40 or Form 40NR.[footnoteRef:502] [502: Alabama Schedule K-1.] 

9.3. Owner Level Tax Rates
9.3.1. Income Tax
9.3.1.1. Corporate Owners
6.5%.
Alabama applies the corporate income tax rate on corporate owners of pass-through entities. For coverage of Alabama's corporate income tax rate, see Corporate Income Tax Navigator, at Alabama 4.1.[footnoteRef:503] [503: Ala. Code § 40-18-23; Ala. Code § 40-18-31(a).] 

9.3.1.2. Individual Owners
2% - 5%.
Alabama applies the individual income tax rate on resident individual owner of pass-through entities. For coverage of Alabama's individual income tax rate, see Individual Income Tax Navigator, at Alabama 3.1.[footnoteRef:504] [504: Ala. Code § 40-18-5.] 

9.3.1.3. Estate and Trust Owners
2% - 5%.
Alabama applies the single individual income tax rate to resident individual estate and trust owners of pass-through entities. For coverage of Alabama's individual income tax rate, see Individual Income Tax Navigator, at Alabama 3.1.[footnoteRef:505] [505: Ala. Code § 40-18-2(a)(5).] 

9.3.2. Minimum Income Tax
9.3.2.1. Corporate Owners
None.
Alabama does not impose a minimum corporate income tax on corporate owners.
9.3.2.2. Individual Owners
None.
Alabama does not impose a fixed dollar minimum income tax on individual owners.
9.3.2.3. Estate and Trust Owners
None.
Alabama does not impose a fixed dollar minimum income tax on estate and trust owners.
10. Pass-Through Entity Withholding
10.1. Withholding Requirement
10.1.1. Nonresident Corporate Owners
Not required.
Alabama permits but does not require a pass-through entity to withhold income tax from the distributive share of a nonresident owner that is a corporation.
Withholding is optional, however, on the part of a subchapter K entity filing an Alabama composite return on behalf of nonresident owners. For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.1.2. Nonresident, Non-Corporate Owners
10.1.2.1. Individuals
Not required.
Alabama permits but does not require a pass-through entity to withhold income tax from the distributive or pro rata share of a nonresident owner that is an individual.
Withholding is optional, however, on the part of a subchapter K entity filing an Alabama composite return on behalf of nonresident owners. For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.1.2.2. Estates and Trusts
Not required.
Alabama permits but does not require a pass-through entity to withhold income tax from the distributive or pro rata share of a nonresident owner that is an estate or trust.
Withholding is optional, however, on the part of a subchapter K entity filing an Alabama composite return on behalf of nonresident owners. For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.1.2.3. Partnerships
Not required.
Alabama permits but does not require a pass-through entity to withhold income tax from the distributive or pro rata share of a nonresident owner that is a partnership.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.1.2.4. S Corporations
Not required.
Alabama permits but does not require a pass-through entity to withhold income tax from the distributive or pro rata share of a nonresident owner that is an S corporation.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.2. Exceptions to Withholding Requirement
10.2.1. De Minimis Threshold
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.2.2. Consent to Be Taxed
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.2.3. Disregarded Entities
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.2.4. Publicly Traded Partnerships
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.2.5. Other
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.3. Withholding Forms and Attachments
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.4. Withholding from Distributions or Distributive Share
No withholding requirement.
Alabama permits but does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.5. Pass-Through Entity Withholding Rates
10.5.1. Corporate Owners (Partners or Members)
10.5.1.1. 2015 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2015, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:506] [506: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.2. 2016 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2016, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:507] [507: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.3. 2017 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2017, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:508] [508: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.4. 2018 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2018, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:509] [509: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.5. 2019 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2019, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:510] [510: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.6. 2020 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2020, Alabama does not require for pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:511] [511: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.7. 2021 Pass-Through Entity Withholding Rate for Corporate Owners
None.
For tax year 2021, Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:512] [512: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.8. 2022 Pass-Through Entity Withholding Rate for Corporate Owners
None.
Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:513] [513: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.9. 2023 Pass-Through Entity Withholding Rate for Corporate Owners
None.
Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:514] [514: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.10. 2024 Pass-Through Entity Withholding Rates for Corporate Owners
None.
Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:515] [515: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.11. 2025 Pass-Through Entity Withholding Rates for Corporate Owners
None.
Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:516] [516: Ala. Code § 40-18-24.2(b)(1).] 

10.5.1.12. Future Pass-Through Entity Withholding Rates for Corporate Owners
None.
Alabama does not require pass-through entity withholding of income tax on behalf of nonresident owners that are corporations.[footnoteRef:517] [517: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2. Individual Owners
10.5.2.1. 2015 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2015, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:518] [518: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.2. 2016 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2016, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:519] [519: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.3. 2017 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2017, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:520] [520: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.4. 2018 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2018, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:521] [521: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.5. 2019 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2019, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:522] [522: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.6. 2020 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2020, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:523] [523: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.7. 2021 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2021, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:524] [524: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.8. 2022 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2022, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:525] [525: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.9. 2023 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2023, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:526] [526: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.10. 2024 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2024, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:527] [527: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.11. 2025 Pass-Through Entity Withholding Rate for Individual Owners
None.
For tax year 2025, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:528] [528: Ala. Code § 40-18-24.2(b)(1).] 

10.5.2.12. Future Pass-Through Entity Withholding Rates for Individual Owners
None.
Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are individuals.[footnoteRef:529] [529: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3. Estates and Trusts (Partners or Members)
10.5.3.1. 2015 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2015, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:530] [530: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.2. 2016 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2016, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:531] [531: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.3. 2017 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2017, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:532] [532: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.4. 2018 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2018, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:533] [533: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.5. 2019 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2019, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:534] [534: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.6. 2020 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2020, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:535] [535: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.7. 2021 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2021, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:536] [536: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.8. 2022 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2022, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:537] [537: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.9. 2023 Pass-Through Entity Withholding Rate for Estates and Trusts
None.
For tax year 2023, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:538] [538: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.10. 2024 Pass-Through Entity Withholding Rates for Estates and Trusts
None.
For tax year 2024, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:539] [539: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.11. 2025 Pass-Through Entity Withholding Rates for Estates and Trusts
None.
For tax year 2025, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:540] [540: Ala. Code § 40-18-24.2(b)(1).] 

10.5.3.12. Future Pass-Through Entity Withholding Rates for Estates and Trusts
None.
Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are estates or trusts.[footnoteRef:541] [541: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4. Partnerships (Partners or Members)
10.5.4.1. 2015 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2015, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:542] [542: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.2. 2016 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2016, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:543] [543: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.3. 2017 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2017, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:544] [544: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.4. 2018 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2018, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:545] [545: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.5. 2019 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2019, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:546] [546: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.6. 2020 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2020, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:547] [547: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.7. 2021 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2021, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:548] [548: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.8. 2022 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2022, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:549] [549: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.9. 2023 Pass-Through Entity Withholding Rate for Partnerships
None.
For tax year 2023, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:550] [550: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.10. 2024 Pass-Through Entity Withholding Rates for Partnerships
None.
For tax year 2024, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:551] [551: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.11. 2025 Pass-Through Entity Withholding Rates for Partnerships
None.
For tax year 2025, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:552] [552: Ala. Code § 40-18-24.2(b)(1).] 

10.5.4.12. Future Pass-Through Entity Withholding Rates for Partnerships
None.
Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are partnerships.[footnoteRef:553] [553: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5. S Corporations (Partners or Members)
10.5.5.1. 2015 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2015, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:554] [554: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.2. 2016 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2016, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:555] [555: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.3. 2017 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2017, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:556] [556: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.4. 2018 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2018, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:557] [557: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.5. 2019 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2019, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:558] [558: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.6. 2020 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2020, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:559] [559: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.7. 2021 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2021, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:560] [560: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.8. 2022 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2022, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:561] [561: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.9. 2023 Pass-Through Entity Withholding Rate for S Corporations
None.
For tax year 2023, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:562] [562: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.10. 2024 Pass-Through Entity Withholding Rates for S Corporations
None.
For tax year 2024, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:563] [563: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.11. 2025 Pass-Through Entity Withholding Rates for S Corporations
None.
For tax year 2025, Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:564] [564: Ala. Code § 40-18-24.2(b)(1).] 

10.5.5.12. Future Pass-Through Entity Withholding Rates for S Corporations
None.
Alabama does not provide for pass-through entity withholding of income tax on behalf of nonresident owners that are S corporations.[footnoteRef:565] [565: Ala. Code § 40-18-24.2(b)(1).] 

10.6. Withholding Due Date
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.7. Estimated Payments
10.7.1. Thresholds
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.7.2. Installment Amounts
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.7.3. Due Dates
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.7.4. Transfer of Estimated Payments or Withholding Towards Elective PTET Liability for Subsequent Years
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
However, overpayment of withholding tax or estimated tax may be credited against any income tax or installment thereof owed by the taxpayer.[footnoteRef:566] [566: Ala. Code § 40-18-79.] 

10.8. Electronic Filing Requirements
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
10.9. Electronic Payment Requirements
No withholding requirement.
Alabama does not require a pass-through entity to withhold income tax from a nonresident owner's distributive share of the pass-through entity's income.
For coverage of the requirements for a pass-through entity to file a composite return, see Pass-Through Entity Navigator, at Alabama 14.
11. Composite Returns
11.1. Requirement to File Composite Return
11.1.1. Nonresident Corporate Owners
Required.
Alabama requires certain pass-through entities to file composite returns and pay income tax for nonresident owners that are corporations under certain circumstances.[footnoteRef:567] [567: Ala. Code § 40-18-24.2(b)(1).] 

Partnerships and other pass-through entities classified as “Subchapter K entities” are required to file composite returns and make composite payments on behalf of nonresident corporate partners or members, regardless of the amount of income earned. The entity is required to report and pay income tax at the highest marginal rate applicable to each nonresident partner or member on its distributive share of income apportioned and allocated to Alabama at the entity level.[footnoteRef:568] [568: Ala. Code § 40-18-24.2(b)(1). See also Black Eagle Minerals, LLC v. Ala. Dep't of Revenue, No. 2200050, 2021 BL 78608 (Ala. Civ. App. 3/5/21); Alabama Administrative Law Judge Ruling Docket No. BIT. 12-811 (Aug. 11, 2015) (LLC must file nonresident composite return and pay tax due on distributions to nonresident members because the LLC with nexus in Alabama is being taxed and nonresident members chose to operate through the LLC).] 

S corporations are not permitted to have corporate shareholders. For coverage of S corporation composite returns, see Pass-Through Entity Navigator, at Alabama 14.1.2.
Planning Point: Taxpayers should be aware that a nonresident owner will be credited with income taxes paid on its behalf and may claim a refund of any tax overpayment by filing its own Alabama income tax return.[footnoteRef:569] However, if a refund request is denied as a matter of law, the nonresident owner may file a notice of appeal either with the Alabama Tax Tribunal or the appropriate Alabama Circuit Court within two years from the date the petition is denied or deemed denied.[footnoteRef:570] A taxpayer that misses the deadline for appealing the denial of its refund claim does not have a right to file a second petition, even if filed within the applicable time limit for requesting a refund.[footnoteRef:571] [569: Ala. Code § 40-18-24.2(b)(2).]  [570: Ala. Code § 40-2A-7(c)(5).]  [571: SeeAlabama Administrative Law Judge Ruling Docket No. BIT. 16-582-JP (Oct. 23, 2017) (ruling the Alabama Tax Tribunal lacked jurisdiction over a composite tax payment refund request because the taxpayer failed to timely appeal the department’s denial of the taxpayer’s first refund claim, and the filing of an identical second claim was void).] 

11.1.2. Nonresident, Non-Corporate Owners
11.1.2.1. Individuals
Required.
Alabama requires certain pass-through entities to file composite returns and pay income tax for nonresident owners that are individuals under certain circumstances.[footnoteRef:572] [572: Ala. Code § 40-18-24.2(b)(1); Ala. Code § 40-18-176; Black Eagle Minerals, LLC v. Ala. Dep't of Revenue, No. 2200050, 2021 BL 78608 (Ala. Civ. App. 3/5/21).] 

Partnerships and other pass-through entities classified as “subchapter K entities” are required to file composite returns and make composite payments on behalf of nonresident individual members, regardless of the amount of income earned. The entity is required to report and pay income tax at the highest marginal rate applicable to each nonresident member on the member's distributive share of income apportioned or allocated to Alabama at the entity level.[footnoteRef:573] [573: Ala. Code § 40-18-24.2(b)(1); Ala. Admin. Code r. 810-3-24.2-.01(2)(a). See alsoAlabama Administrative Law Judge Ruling Docket No. BIT. 12-811 (Aug. 11, 2015) (LLC must file nonresident composite return and pay tax due on distributions to nonresident members because the LLC with nexus in Alabama is being taxed and nonresident members chose to operate through the LLC); Alabama Administrative Law Judge Ruling Docket No. BIT. 12-492 (Feb. 1, 2013) (Alabama can constitutionally tax an Alabama pass-through entity based on a nonresident individual's distributive share of the entity's income).] 

Alabama allows an S corporation to file composite returns and to make composite payments on behalf of some or all of its nonresident shareholders if there are one or more nonresident shareholders during any part of the taxable year.[footnoteRef:574] If there is a nonresident shareholder for whom the S corporation fails to timely file a consent agreement (Schedule NRA), then the S corporation must file a composite return and pay income tax on behalf of any non-complying nonresident shareholder.[footnoteRef:575] [574: Ala. Code § 40-18-176(a); Ala. Admin. Code r. 810-3-176-.01(2).]  [575: Ala. Code § 40-18-176(c); Ala. Admin. Code r. 810-3-176-.01(4)(c).] 

11.1.2.2. Estates and Trusts
Required.
Alabama requires certain pass-through entities to file composite returns and pay income tax for nonresident owners that are estates or trusts under certain circumstances.[footnoteRef:576] [576: Ala. Code § 40-18-24.2(b)(1); Ala. Code § 40-18-176 ; Black Eagle Minerals, LLC v. Ala. Dep't of Revenue, No. 2200050, 2021 BL 78608 (Ala. Civ. App. 3/5/21).] 

A partnership or other subchapter K entity in which a nonresident estate or trust is a member must file a composite return and make composite payments on behalf of the nonresident member estate or trust.[footnoteRef:577] [577: Ala. Code § 40-18-24.2(b)(1).] 

11.1.2.3. Partnerships
Required.
Alabama requires certain pass-through entities to file composite returns and pay income tax for nonresident owners that are partnerships under certain circumstances.[footnoteRef:578] [578: Ala. Code § 40-18-24.2(c)(1).] 

A member of a pass-through entity that is itself a pass-through entity is subject to the same requirement to file a composite income tax return with respect to the distributive share of the apportioned and allocated income of the lower-tier pass-through entity.[footnoteRef:579] [579: Ala. Code § 40-18-24.2(c)(1); Ala. Admin. Code r. 810-3-24.2-.01(2)(m).] 

11.1.2.4. S Corporations
Required.
Alabama requires certain pass-through entities to file composite returns and pay income tax for nonresident owners that are S corporations under certain circumstances.[footnoteRef:580] [580: Ala. Code § 40-18-24.2(c)(1).] 

A member of a pass-through entity that is itself a pass-through entity is subject to the same requirement to file a composite income tax return with respect to the distributive share of the apportioned and allocated income of the lower-tier pass-through entity.[footnoteRef:581] [581: Ala. Code § 40-18-24.2(c)(1).] 

11.2. Eligible Participants
Specified.
In Alabama, certain owners are eligible to participate in a composite return.[footnoteRef:582] [582: Ala. Code § 40-18-176.] 

A subchapter K entity must file a composite return on behalf of its nonresident members. A nonresident is defined as:
an individual who is not an Alabama resident or domiciled in the state during the applicable tax year;
a nonresident trust;
a nonresident estate;
a foreign corporation (i.e., one that is created or organized in a jurisdiction other than Alabama) not commercially domiciled in the state during the applicable tax year; and
another Subchapter K entity or business trust that is created or organized under the laws of a jurisdiction other than Alabama and that is not commercially domiciled in Alabama.[footnoteRef:583]  [583: Ala. Code § 40-18-176.] 

An Alabama S corporation may file a composite return on behalf of some or all nonresident shareholders, and must file on behalf of nonresident shareholders for whom a Alabama Schedule NRA consent agreement has not been timely filed.[footnoteRef:584] Alabama does not permit composite returns and payments to be made by an Alabama S corporation on behalf of its resident shareholders.[footnoteRef:585] [584: Ala. Admin. Code r. 810-3-176-.01(2)(a).]  [585: Ala. Admin. Code r. 810-3-176-.01(2)(b).] 

11.3. Election to File Composite Return
Depends.
Alabama requires certain taxpayers to file a composite return.[footnoteRef:586] [586: Ala. Code § 40-18-24.2(b)(1); Ala. Code § 40-18-176(a); Black Eagle Minerals, LLC v. Ala. Dep't of Revenue, No. 2200050, 2021 BL 78608 (Ala. Civ. App. 3/5/21).] 

For partnerships and other pass-through entities classified as subchapter K entities, filing an Alabama composite return on behalf of nonresident members is required, not elective.[footnoteRef:587] S corporations, in effect, have a choice between filing a composite return on behalf of nonresident shareholders or filing a one-time consent agreement (Alabama Schedule NRA) of each nonresident shareholder: [587: Ala. Code § 40-18-24.2(b)(1).] 

to file a return;
to make timely payment of all taxes imposed on the shareholder with respect to the income of the S corporation; and
to be subject to personal jurisdiction in Alabama for tax collection purposes.[footnoteRef:588]  [588: Ala. Code § 40-18-176(c); Ala. Admin. Code r. 810-3-176-.01(2)(a).] 

11.4. Exceptions to Composite Return Requirement
11.4.1. De Minimis Threshold
No exception.
Alabama does not have a de minimis exception to the composite return requirement for pass-through entities.
11.4.2. Consent to Be Taxed
Exception.
Alabama has an exception to the composite return requirement for certain pass-through entities for entities that consent to be taxed.[footnoteRef:589] [589: Ala. Admin. Code r. 810-3-176-.01(4).] 

An S corporation must timely file a Schedule NRA consent agreement for each nonresident shareholder who does not participate in filing an Alabama composite return.[footnoteRef:590] [590: Ala. Admin. Code r. 810-3-176-.01(4).] 

The consent agreement must be signed by the shareholder and contain:
the shareholder’s name, address, and social security number;
a recitation of the shareholder’s agreement to report and pay tax to Alabama on the shareholder’s pro rata share of S corporation income in exchange for allowing the corporation to file an Alabama S corporation return; and
an agreement appointing an Alabama resident agent, and any officer or agent of the S corporation present in Alabama, as the agent of the shareholder for purposes of service related to the income tax returns of the shareholder or S corporation.[footnoteRef:591]  [591: Ala. Admin. Code r. 810-3-176-.01(4)(d), as amended effective March 22, 2018.] 

There is no similar consent election available for nonresident partners or members of a Subchapter K entity. Composite returns must be filed by Subchapter K entities, with limited exceptions discussed below
11.4.3. Additional Income from Other State Sources
No exception.
Alabama does not have an exception to the composite return requirement for additional income from other state sources.
A nonresident owner that has been included in a composite return may file its own Alabama income tax return and is entitled to a credit for Alabama income tax paid on the owner's behalf by the pass-through entity.[footnoteRef:592] [592: Ala. Code § 40-18-24.2(b)(2).] 

11.4.4. Publicly Traded Partnerships
Exception.
Alabama has an exception to the composite return requirement for publicly traded partnerships.[footnoteRef:593] [593: Ala. Code § 40-18-24.2(c)(3)(b).] 

Exceptions from the composite return requirement are provided for a partnership or other Subchapter K entity that is a qualified investment partnership or a publicly traded partnership that is treated as a partnership for federal income tax purposes.[footnoteRef:594] [594: Ala. Code § 40-18-24.2(c)(3)(b).] 

In lieu of filing a composite return, a publicly traded partnership doing business in Alabama must provide to the Department of Revenue information about its owners or unitholders, including each owner's or unitholder's distributive share of Alabama source income for the taxable year.[footnoteRef:595] [595: Ala. Admin. Code r. 810-3-24.2-.01(2)(o).] 

Qualified Investment Partnership
In general, no income tax is due to Alabama from a nonresident member of a qualified investment partnership (QIP), or from the QIP itself, with respect to the nonresident member's distributive share of interest, dividends, distributions or gains and losses from qualifying investment securities owned by the entity, as long as the nonresident member does not actively participate in the day-to-day management of the entity.[footnoteRef:596] A qualified investment partnership must file an annual composite return only if it is required to remit a composite payment for one or more nonresident members.[footnoteRef:597] [596: Ala. Code § 40-18-24.3(a).]  [597: Ala. Code § 40-18-24.2(c)(3)(b); Ala. Admin. Code r. 810-3-24.2-.01(2)(n).] 

A qualified investment partnership is a partnership or other Subchapter K entity, or a business trust, that meets all of the following requirements for the applicable tax period:
no less than 90% of the cost of the entity's total assets consists of qualifying investment securities and office facilities and tangible personal property reasonably necessary to carry on its activities in Alabama as an investment partnership;
no less than 90% of its gross income consists of interest, dividends, distributions, and gains and losses from the sale or exchange of qualifying investment securities, and management fee paid by its members; and
an authorized officer, partner, member or manager of the entity files on behalf of the entity a certification that it meets the previous two criteria with respect to the applicable tax period.[footnoteRef:598]  [598: Ala. Code § 40-18-24.2(a)(4).] 

11.4.5. Other
Exception.
Alabama has other exceptions to the composite return requirement.[footnoteRef:599]. [599: Ala. Code § 40-18-24.2(c)(3)(a); Ala. Admin. Code r. 810-3-24.2-.01(2)(p)] 

Tax-Exempt Owners
A pass-through entity generally is not required to remit a composite tax payment on behalf of a nonresident owner that is an entity exempt from Alabama income tax, in accordance with Ala. Code § 40-18-32. The pass-through entity must disclose the tax-exempt entity's name, taxpayer identification number, and distributive share of income items on the composite return, as is required for all nonresident owners. No composite payment with respect to the tax-exempt owner is due unless the income is considered unrelated business taxable income under I.R.C. § 512.[footnoteRef:600] [600: Ala. Code § 40-18-24.2(c)(3)(a); Ala. Admin. Code r. 810-3-24.2-.01(2)(d); Alabama Form PTE-C.] 

Disregarded Entities
A single-member limited liability company that is classified as a disregarded entity for federal and therefore for Alabama income tax purposes is not a “subchapter K entity” and, therefore, is not required to file a composite return on behalf of its owner if the owner is not a resident of, or commercially domiciled in, Alabama.[footnoteRef:601] [601: Ala. Code § 40-18-1(35).] 

Affordable Rental Housing Developments
A pass-through entity that is a Subchapter K entity and engaged solely in the business of operating one or more affordable rental housing developments is exempt from the composite payment requirements, if making the composite payment would cause the pass-through entity to be in violation of a federal or Alabama law, regulation, regulatory agreement or other directive concerning the disbursement of funds.[footnoteRef:602] [602: Ala. Admin. Code r. 810-3-24.2-.01(2)(e).] 

To take advantage of this exemption, the pass-through entity must:
file a complete explanation as to why the exemption applies;
annually certify that the exemption continues to apply; and
file and maintain consent agreements for each of its nonresident owners.[footnoteRef:603]  [603: Ala. Admin. Code r. 810-3-24.2-.01(2)(e).] 

Exceptions Not Requiring Pre-Approval
A pass-through entity generally subject to the composite payment requirement may claim an exemption for the portion of the composite payment attributable to the following nonresident owners:
a real estate investment trust (REIT) that is not a captive REIT and that has no Alabama sourced income as a result of the dividends paid deduction;
 a nonresident whose only Alabama sourced income is derived from a capital credit project and the nonresident’s capital credit is expected to fully offset any potential tax liability;
an insurance company subject to the Alabama premiums tax; and
a C corporation that has been in a loss position for the three most recent tax years and expects to be in a loss position for the current year.[footnoteRef:604]  [604: Ala. Admin. Code r. 810-3-24.2-.01(2)(q).] 

To claim an exemption, the pass-through entity must include with its return Form NRC-EXEMPT executed by the nonresident owner.[footnoteRef:605] [605: Ala. Admin. Code r. 810-3-24.2-.01(2)(q).] 

Requests for Relief
Special situations and circumstances, such as short years and changes in ownership, may serve as a basis for relief from the composite tax payment requirements. Requests for relief must be submitted to the Department of Revenue at least 30 days before the original due of the composite return, using Alabama Form PTE-R and describing the circumstances and type of relief sought.[footnoteRef:606] Each nonresident member that is included in the request for relief must complete a nonresident agreement (Schedule NRA-R), on which the nonresident member agrees to file a timely nonresident income tax return and pay any tax due on its share of pass-through entity income and consents to personal jurisdiction in Alabama concerning tax matters.[footnoteRef:607] [606: Ala. Admin. Code r. 810-3-24.2-.01(2)(p); Alabama Form PTE-R: Request for Relief of Composite Payment.]  [607: Alabama Schedule NRA-R.] 

11.5. Computation of Income Subject to Composite Tax
11.5.1. Starting Point
Distributive shares.
In Alabama, the starting point for taxable income for computation of composite tax for nonresident owners of Subchapter K entities is each nonresident owner's distributive share of pass-through entity income.[footnoteRef:608] [608: Ala. Code § 40-18-24.2(b)(1); Ala. Admin. Code r. 810-3-24.2-.01(2)(c); Ala. Admin. Code r. 810-3-176-.01(2)(d).] 

In computing the amount of the composite tax payment, a pass-through entity must apply the maximum income tax rate (currently 5%) applicable to each nonresident owner's distributive share of income, including both separately and nonseparately stated items, apportioned and allocated at the entity level to Alabama. The nonresident member's distributive share of separately stated expenses, deductions, and losses, however, are not taken into account.[footnoteRef:609] In addition, an entity may not offset the income or gain of a nonresident owner or shareholder with the loss of another owner or shareholder, or use a net operating loss carryforward to offset income or gain.[footnoteRef:610] [609: Ala. Code § 40-18-24.2(b)(1); Ala. Admin. Code r. 810-3-24.2-.01(2)(c); Ala. Admin. Code r. 810-3-176-.01(2)(d).]  [610: Ala. Admin. Code r. 810-3-24.2-.01(2)(f)-(g); Ala. Admin. Code r. 810-3-176-.01(2)(d)(2)-(3).] 

11.5.2. Personal Exemptions
Not allowed.
In Alabama, personal exemptions may not be claimed on a composite return.[footnoteRef:611] [611: Ala. Admin. Code r. 810-3-24.2-.01(2)(c), (d).] 

11.5.3. Standard Deduction
Not allowed.
In Alabama, the standard deduction may not be claimed on a composite return.[footnoteRef:612] [612: Ala. Admin. Code r. 810-3-24.2-.01(2)(c), (d).] 

11.5.4. Itemized Deductions
Not allowed.
2025 Federal Tax Update: The One Big Beautiful Bill Act (OBBBA), Pub. L. No. 119-21, was enacted July 4, 2025. The bill makes numerous changes to the Internal Revenue Code. These changes might impact the analysis in this section, but the state has not yet provided a position on the affected provisions. This content will be updated when the state responds. For more information about the OBBBA and its impact, please see the OBBBA roadmap, and the OBBBA watch page.
In Alabama, itemized deductions may not be claimed on a composite return.[footnoteRef:613] [613: Ala. Admin. Code r. 810-3-24.2-.01(2)(c), (d).] 

11.5.5. Tax Credits
Allowed.
In Alabama, income tax credits may be claimed on a composite return.[footnoteRef:614] [614: Alabama Form PTE-C.] 

An Alabama composite tax payment may be reduced by the amount of an overpayment of tax in the previous tax year, the total amount of estimated tax and automatic extension payments made for the tax year, and the amount of composite payments made on behalf of the entity for the tax year.[footnoteRef:615] [615: Alabama Form PTE-C.] 

11.6. Composite Tax Rates
11.6.1. Corporate Owners (Partners or Members)
11.6.1.1. 2015 Composite Tax Rate for Corporate Owners
5%.
For tax year 2015, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:616] [616: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.2. 2016 Composite Tax Rate for Corporate Owners
5%.
For tax year 2016, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:617] [617: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.3. 2017 Composite Tax Rate for Corporate Owners
5%.
For tax year 2017, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:618] [618: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.4. 2018 Composite Tax Rate for Corporate Owners
5%.
For tax year 2018, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:619] [619: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.5. 2019 Composite Tax Rate for Corporate Owners
5%.
For tax year 2019, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:620] [620: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.6. 2020 Composite Tax Rate for Corporate Owners
5%.
For tax year 2020, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:621] [621: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.7. 2021 Composite Tax Rate for Corporate Owners
5%.
For tax year 2021, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:622] [622: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.8. 2022 Composite Tax Rate for Corporate Owners
5%.
For tax year 2022, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:623] [623: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.9. 2023 Composite Tax Rate for Corporate Owners
5%.
For tax year 2023, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:624] [624: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.10. 2024 Composite Tax Rates for Corporate Owners
5%.
For tax year 2024, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:625] [625: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.11. 2025 Composite Tax Rates for Corporate Owners
5%.
For tax year 2025, the Alabama composite tax rate for nonresident owners that are corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:626] [626: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.1.12. Future Composite Tax Rates for Corporate Owners
5%.
Alabama has not changed the composite tax rate for nonresident owners that are corporations for tax years beginning after 2025. The rate is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:627] [627: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2. Individual Owners
11.6.2.1. 2015 Composite Tax Rate for Individual Owners
5%.
For tax year 2015, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:628] [628: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.2. 2016 Composite Tax Rate for Individual Owners
5%.
For tax year 2016, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:629] [629: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.3. 2017 Composite Tax Rate for Individual Owners
5%.
For tax year 2017, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:630] [630: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.4. 2018 Composite Tax Rate for Individual Owners
5%.
For tax year 2018, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:631] [631: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.5. 2019 Composite Tax Rate for Individual Owners
5%.
For tax year 2019, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:632] [632: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.6. 2020 Composite Tax Rate for Individual Owners
5%.
For tax year 2020, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:633] [633: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.7. 2021 Composite Tax Rate for Individual Owners
5%.
For tax year 2021, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:634] [634: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.8. 2022 Composite Tax Rate for Individual Owners
5%.
For tax year 2022, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:635] [635: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.9. 2023 Composite Tax Rate for Individual Owners
5%.
For tax year 2023, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:636] [636: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.10. 2024 Composite Tax Rates for Individual Owners
5%.
For tax year 2024, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:637] [637: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.11. 2025 Composite Tax Rates for Individual Owners
5%.
For tax year 2025, the Alabama composite tax rate for nonresident owners that are individuals is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:638] [638: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.2.12. Future Composite Tax Rates for Individual Owners
5%.
Alabama has not changed the composite tax rate for nonresident owners that are individuals for tax years beginning after 2025. The rate is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:639] [639: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3. Estates and Trusts (Partners or Members)
11.6.3.1. 2015 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2015, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:640] [640: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.2. 2016 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2016, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:641] [641: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.3. 2017 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2017, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:642] [642: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.4. 2018 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2018, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:643] [643: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.5. 2019 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2019, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:644] [644: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.6. 2020 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2020, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:645] [645: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.7. 2021 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2021, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:646] [646: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.8. 2022 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2022, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:647] [647: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.9. 2023 Composite Tax Rate for Estates and Trusts
5%.
For tax year 2023, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:648] [648: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.10. 2024 Composite Tax Rates for Estates and Trusts
5%.
For tax year 2024, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:649] [649: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.11. 2025 Composite Tax Rates for Estates and Trusts
5%.
For tax year 2025, the Alabama composite tax rate for nonresident owners that are estates or trusts is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:650] [650: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.3.12. Future Composite Tax Rates for Estates and Trusts
5%.
Alabama has not changed the composite tax rate for nonresident owners that are estates or trusts for tax years after 2025. The rate is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:651] [651: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.4. Partnerships (Partners or Members)
11.6.4.1. 2015 Composite Tax Rate for Partnerships
5%.
For tax year 2015, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:652] [652: Ala. Code § 40-18-5.] 

11.6.4.2. 2016 Composite Tax Rate for Partnerships
5%.
For tax year 2016, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:653] [653: Ala. Code § 40-18-5.] 

11.6.4.3. 2017 Composite Tax Rate for Partnerships
5%.
For tax year 2017, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:654] [654: Ala. Code § 40-18-5.] 

11.6.4.4. 2018 Composite Tax Rate for Partnerships
5%.
For tax year 2018, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:655] [655: Ala. Code § 40-18-5.] 

11.6.4.5. 2019 Composite Tax Rate for Partnerships
5%.
For tax year 2019, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:656] [656: Ala. Code § 40-18-5.] 

11.6.4.6. 2020 Composite Tax Rate for Partnerships
5%.
For tax year 2020, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:657] [657: Ala. Code § 40-18-5.] 

11.6.4.7. 2021 Composite Tax Rate for Partnerships
5%.
For tax year 2021, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:658] [658: Ala. Code § 40-18-5.] 

11.6.4.8. 2022 Composite Tax Rate for Partnerships
5%.
For tax year 2022, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:659] [659: Ala. Code § 40-18-5.] 

11.6.4.9. 2023 Composite Tax Rate for Partnerships
5%.
For tax year 2023, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:660] [660: Ala. Code § 40-18-5.] 

11.6.4.10. 2024 Composite Tax Rates for Partnerships
5%.
For tax year 2024, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:661] [661: Ala. Code § 40-18-5.] 

11.6.4.11. 2025 Composite Tax Rates for Partnerships
5%.
For tax year 2025, the Alabama composite tax rate for nonresident owners that are partnerships is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:662] [662: Ala. Code § 40-18-5.] 

11.6.4.12. Future Composite Tax Rates for Partnerships
5%.
Alabama has not changed the composite tax rate for nonresident owners that are partnerships for tax years beginning after 2025. The rate is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:663] [663: Ala. Code § 40-18-5.] 

11.6.5. S Corporations (Partners or Members)
11.6.5.1. 2015 Composite Tax Rate for S Corporations
5%.
For tax year 2015, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:664] [664: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.2. 2016 Composite Tax Rate for S Corporations
5%.
For tax year 2016, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:665] [665: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.3. 2017 Composite Tax Rate for S Corporations
5%.
For tax year 2017, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:666] [666: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.4. 2018 Composite Tax Rate for S Corporations
5%.
For tax year 2018, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:667] [667: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.5. 2019 Composite Tax Rate for S Corporations
5%.
For tax year 2019, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:668] [668: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.6. 2020 Composite Tax Rate for S Corporations
5%.
For tax year 2020, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:669] [669: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.7. 2021 Composite Tax Rate for S Corporations
5%.
For tax year 2021, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:670] [670: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.8. 2022 Composite Tax Rate for S Corporations
5%.
For tax year 2022, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:671] [671: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.9. 2023 Composite Tax Rate for S Corporations
5%.
For tax year 2023, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:672] [672: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.10. 2024 Composite Tax Rates for S Corporations
5%.
For tax year 2024, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:673] [673: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.11. 2025 Composite Tax Rates for S Corporations
5%.
For tax year 2025, the Alabama composite tax rate for nonresident owners that are S corporations is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:674] [674: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.6.5.12. Future Composite Tax Rates for S Corporations
5%.
Alabama has not changed the composite tax rate for nonresident owners that are S corporations for tax years after 2025. The rate is the highest applicable marginal Alabama individual income tax rate (5%).[footnoteRef:675] [675: Ala. Code § 40-18-5; Ala. Code § 40-18-24.2(b)(1).] 

11.7. Composite Return Forms and Attachments
Form PTE-C.
In Alabama, pass-through entities file composite returns on Alabama Form PTE-C.
A Subchapter K entity or an S corporation must use Alabama Form PTE-C: Nonresident Composite Payment Return, to report Alabama taxable income for all or some of the nonresident owners and to make payment on behalf of those nonresident owners in lieu of individual reporting. Form PTE-C and payment must be accompanied by Alabama Schedule PTE-CK1. The Alabama composite return is not filed as an attachment to the Alabama income tax return for the entity.[footnoteRef:676] [676: Ala. Admin. Code r. 810-3-176-.01(2)(c); Alabama Form PTE-C.] 

An S corporation must file an Alabama Schedule NRA consent agreement with its annual return for each nonresident shareholder that does not participate in the composite filing.[footnoteRef:677] The Schedule NRA for each nonresident shareholder is due at the same time as the first S corporation return is due. In any subsequent taxable year, a Schedule NRA must be filed no later than the due date for the annual return for any nonresident shareholder for whom the schedule has not been previously filed.[footnoteRef:678] [677: Ala. Admin. Code r. 810-3-176-.01(4).]  [678: Ala. Admin. Code r. 810-3-176-.01(4).] 

Pursuant to Schedule NRA, a nonresident shareholder agrees to report and pay tax to Alabama on the shareholder's share of S corporation income and to appoint the corporation's Alabama resident agent and any agent or officer of the corporation present in Alabama as the shareholder's agent for service of process in income tax matters.[footnoteRef:679] [679: Ala. Admin. Code r. 810-3-176-.01(4)(d).] 

11.8. Composite Return Due Date
March 15.
In Alabama, the composite return due date is on or before the 15th day of the third month following the close of the entity's taxable year.[footnoteRef:680] [680: Ala. Code § 40-18-24.2(b)(1); Ala. Admin. Code r. 810-3-24.2-.01(2)(h); Ala. Admin. Code r. 810-3-176-.01(3).] 

A composite return is due on or before the due date for the subchapter K entity's annual return.[footnoteRef:681] For tax years beginning on or after Jan. 1, 2016, the original due date for a partnership or S corporation composite return is the 15th day of the third month following the close of the taxable year.[footnoteRef:682] [681: Ala. Code § 40-18-24.2(b)(1).]  [682: Ala. Admin. Code r. 810-3-24.2-.01(2)(h), (3); Alabama Form PTE-C.] 

A pass-through entity may obtain a six-month extension for filing the composite return. An extension of time granted to file the composite return is not an extension of time for payment of the tax. The amount of tax due must be paid on or before the original due date of the return without regard to the extension to file the composite return.[footnoteRef:683] [683: Ala. Admin. Code r. 810-3-24.2-.01(2)(h); Ala. Admin. Code r. 810-3-176-.01(3)(a).] 

11.9. Estimated Payments
11.9.1. Thresholds
No estimated payments.
Alabama does not require estimated payments of taxes for a composite return.[footnoteRef:684] [684: Ala. Admin. Code r. 810-3-24.2-.01; Ala. Admin. Code r. 810-3-176-.01; Alabama Form PTE-C.] 

11.9.2. Installment Amounts
No estimated payments.
Alabama does not require estimated payments of taxes for a composite return.[footnoteRef:685] [685: Ala. Admin. Code r. 810-3-24.2-.01; Ala. Admin. Code r. 810-3-176-.01; Alabama Form PTE-C.] 

11.9.3. Due Dates
No estimated payments.
Alabama does not require estimated payments of taxes for a composite return.[footnoteRef:686] [686: Ala. Admin. Code r. 810-3-24.2-.01; Ala. Admin. Code r. 810-3-176-.01; Alabama Form PTE-C.] 

11.9.4. Transfer of Estimated or Composite Payments Towards Elective PTET Liability for Subsequent Years
Yes.
A overpayment from the prior year's composite return can be transferred to an electing pass-through entity's account.[footnoteRef:687] [687: Alabama Dept. of Rev., Electing Pass-Through Entities (last updated Oct. 21, 2024).] 

11.10. Electronic Filing Requirements
Not required.
In Alabama, electronic filing is not required for composite returns.[footnoteRef:688] [688: Alabama Form PTE-C.] 

11.11. Electronic Payment Requirements
Yes.
In Alabama, electronic payment is required for composite returns under certain circumstances.[footnoteRef:689] [689: Ala. Code § 41-1-20(b)(2); Ala. Admin. Code r. 810-3-24.2-.01(i); Ala. Admin. Code r. 810-3-176-.01(3)(a)(3)(ii); Alabama Form PTE-C.] 

Alabama requires all single tax payments of $750 or more to be made by electronic funds transfer.[footnoteRef:690] [690: Ala. Code § 41-1-20(b)(2); Ala. Admin. Code r. 810-3-24.2-.01(2)(i); Ala. Admin. Code r. 810-3-176-.01(3)(a)(2)(ii), as amended effective March 22, 2018; Alabama Form PTE-C.] 

12. Transactions Involving Pass-Through Entity Interests
12.1. Pass-Through Entities Classified as Partnerships
12.1.1. Sales, Exchanges, and Other Transfers
12.1.1.1. Classification of Gain or Loss as Business or Nonbusiness Income
Business income.
Alabama classifies gain or loss on the disposition of a partnership interest as business income under certain circumstances.[footnoteRef:691] [691: Ala. Admin. Code r. 810-27-1-.01(3)(b).] 

Gain or loss recognized on the disposition of a partnership interest constitutes business income to the disposing partner if the interest was used in the partner’s trade or business or ownership was operationally related to the partner’s trade or business carried on in Alabama.[footnoteRef:692] [692: Ala. Admin. Code r. 810-27-1-.01(3)(b).] 

12.1.1.2. Source of Gain or Loss
Specific rules.
Alabama has specific rules for sourcing sales, exchanges and other transfers for partnerships.[footnoteRef:693] [693: Ala. Code § 40-27-1(IV)(6)(c).] 

If gain or loss recognized on the disposition of a partnership interest is nonbusiness income derived from the sale of intangible personal property, the gain or loss is allocable to the state of the partner’s residence or commercial domicile.[footnoteRef:694] [694: Ala. Code § 40-27-1(IV)(6)(c).] 

12.1.2. Partnership Termination
Federal rules.
Alabama conforms to I.R.C. § 708, which governs the determination of whether a partnership is considered terminated for federal income tax purposes.[footnoteRef:695] [695: Ala. Code § 40-18-24(a).] 

The amount of income, deduction, gain, loss or credit includible or deductible by an owner of an interest in a pass-through entity taxed as a partnership is determined in accordance with I.R.C. §§ 701 through 761 (Subchapter K).[footnoteRef:696] Accordingly, Alabama conforms to rules found in I.R.C. § 708, which govern the determination of whether a partnership is considered terminated for federal income tax purposes, and the repeal of the technical termination provision for partnership taxable years beginning after Dec. 31, 2017. [696: Ala. Code § 40-18-24(a).] 

A partnership, once established, continues until all business activities, financial operations, or ventures of the partnership carried on by any of its partners cease.[footnoteRef:697] [697: Ala. Admin. Code r. 810-3-24-.01(2). See also I.R.C. § 708(b)(1).] 

For coverage of termination of a partnership for federal income tax purposes, see 718-2nd T.M., Partnerships–Disposition of Partnership Interests or Partnership Business; Partnership Termination, at 718.II.B.2.
12.1.3. Liquidation of Partnership Interest
Federal rules.
Alabama conforms to I.R.C. § 731, under which no gain or loss is recognized by a partnership on a distribution to a partner of property, including money.[footnoteRef:698]. [698: Ala. Code § 40-18-8(p); Ala. Admin. Code r. 810-3-8-.20] 

The amount of gain or loss recognized on the distribution of property by a partnership is determined in accordance with I.R.C. § 731.[footnoteRef:699] [699: Ala. Code § 40-18-8(p); Ala. Admin. Code r. 810-3-8-.20(1)(b).] 

12.1.4. Partnership Reorganizations and Liquidations
Federal rules.
Alabama conforms to the federal rules governing partnership reorganizations and liquidations.[footnoteRef:700] [700: Ala. Code § 40-18-8(p); Ala. Admin. Code r. 810-3-8-.20.] 

The amount of gain or loss recognized on the distribution of property by a subchapter K entity is determined in accordance with I.R.C. § 731.[footnoteRef:701] [701: Ala. Code § 40-18-8(p); Ala. Admin. Code r. 810-3-8-.20(1)(b).] 

12.2. S Corporations
12.2.1. Sales, Exchanges, and Other Transfers
12.2.1.1. Classification of Gain or Loss as Business or Nonbusiness Income
Business income.
Alabama classifies gain or loss on the disposition of stock in an S corporation as business income under certain circumstances.[footnoteRef:702] [702: Ala. Code § 40-27-1.1.] 

Gain or loss recognized on the disposition of the stock of an S corporation is classified as business income if the corporation’s activities were operationally related to the shareholder’s trade or business carried on in Alabama while the shareholder owned the stock.[footnoteRef:703] [703: Ala. Code § 40-27-1.1.] 

12.2.1.2. Source of Gain or Loss
Specific rules.
Alabama has specific rules for sourcing sales, exchanges and other transfers for S corporations.[footnoteRef:704] [704: Ala. Code § 40-27-1(IV)(6)(c).] 

If gain or loss recognized on the disposition of S corporation stock is nonbusiness income derived from the sale of intangible personal property, the gain or loss is allocable to the state of the shareholder’s residence or commercial domicile.[footnoteRef:705] [705: Ala. Code § 40-27-1(IV)(6)(c).] 

12.2.2. Sales of Stock Treated as Sale of Assets
Same as federal.
Alabama conforms to the federal election under I.R.C. § 338(h)(10) to treat a sale of a corporation’s stock as a sale of its assets.[footnoteRef:706] [706: Ala. Code § 40-18-8(j).] 

If an acquiring corporation makes an election under I.R.C. § 338(h)(10), the amount of gain recognized by the target corporation for Alabama income tax purposes is determined in accordance with I.R.C. § 338.[footnoteRef:707] Alabama also recognizes an election under I.R.C. § 338(h)(10) when the target corporation is an S corporation.[footnoteRef:708] [707: Ala. Code § 40-18-8(j).]  [708:  Prince v. Alabama Dept. of Rev., 55 So.3d 273 (Ala. Civ. App. 2010).] 

12.2.3. Stock Redemptions
Same as federal.
Alabama conforms to the federal income tax treatment of shareholders with respect to distributions in redemption of stock.[footnoteRef:709] [709: Ala. Code § 40-18-8.] 

12.2.4. Termination of S Election
Same as federal
In Alabama, a corporation ceases to be an Alabama S corporation for Alabama income tax purposes if its status as an S corporation is terminated for federal income tax purposes.[footnoteRef:710] [710: Ala. Admin. Code r. 810-3-160-.01(7)(a).] 

12.2.5. S Corporation Reorganizations and Liquidations
Federal rules.
Alabama conforms to I.R.C. §§ 336 and 368, which govern reorganizations and liquidations of S corporations.[footnoteRef:711] [711: Ala. Code § 40-18-8(l).] 

For Alabama income tax purposes, the amount of gain recognized by a liquidating corporation on the distribution of its property in complete liquidation is determined in accordance with I.R.C. § 336.[footnoteRef:712] If an S corporation distributes its assets in kind to its shareholders pursuant to a plan of liquidation, the corporation is treated as having sold the assets to the shareholders for fair market value. The corporation recognizes gain to the extent the fair market value of the assets exceeds the corporation’s basis.[footnoteRef:713] [712: Ala. Code § 40-18-8(l).]  [713: I.R.C. § 336.] 

Similarly, whether any gain is recognized for Alabama tax purposes in the case of a corporate reorganization, as defined in I.R.C. § 368, is determined in the same manner as for federal income tax purposes.[footnoteRef:714] [714: Ala. Code § 40-18-8(f).] 

13. Administration and Procedure
13.1. Entity Level Income Tax Administration
13.1.1. In General
See CITN 11.1.
For coverage of general tax administration in Alabama, see Corporate Income Tax Navigator, at Alabama 11.1.
13.1.2. Accounting Methods and Periods
See CITN 11.2.
For coverage of accounting procedures in Alabama, see Corporate Income Tax Navigator, at Alabama 11.2.
13.1.3. Tax Return Forms and Due Dates
13.1.3.1. Pass-Through Entities Classified as Partnerships
13.1.3.1.1. Statutory Due Date
March 15 or fiscal year due date.
Alabama requires partnerships to file Form 65 on or before the 15th day of the third month after the close of the tax year.[footnoteRef:715] [715: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

Partnership entity returns are due by the same date that the corresponding federal return is due. The return must be signed by a partner and the person who prepared the return.[footnoteRef:716] [716: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01; Alabama Form 65. See I.R.C. § 6072.] 

The disregarded entity schedule, Schedule DE, is part of Form 65 and requires partnerships to report the name and income information for disregarded entities in which they hold full ownership. Completion of Schedule DE does not eliminate the Schedule K-1 filing requirement.[footnoteRef:717] [717: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.1.2. State Income Tax Return Forms and Schedules
Form 65.
In Alabama, the principal reporting form for partnerships is Alabama Form 65: Partnership/Limited Liability Company Return of Income and Instructions.
13.1.3.1.3. Where to File Returns
Electronically or By Mail.
Alabama returns that are not filed electronically should be mailed to:
 Form 65, with or without payment
Alabama Department of Revenue
Income Tax Administration Division
P.O. Box 327441
Montgomery, AL 36132-7441
 Form PTE-C or PTE-V
Alabama Department of Revenue
Income Tax Administration Division
P.O. Box 327444
Montgomery, AL 36132-7444
13.1.3.2. S Corporations
13.1.3.2.1. Statutory Due Date
March 15 or fiscal year due date.
Alabama requires S corporations to file Form 20S on or before the 15th day of the third month after the close of the tax year.[footnoteRef:718] [718: Ala. Code § 40-18-39(a).] 

S corporation returns are due by the same date that the corresponding federal return is due.[footnoteRef:719] [719: Ala. Code § 40-18-39(a). See I.R.C. § 6072.] 

The balance of tax owed for a tax year is due on or before March 15 following the close of the calendar year, or on the 15th day of the third month following the close of the fiscal year.[footnoteRef:720] [720: Ala. Code § 40-18-42(c).] 

13.1.3.2.2. State Income Tax Return Forms and Schedules
Form 20S.
In Alabama, the principal reporting form for S corporations is Alabama Form 20S: Alabama S Corporation Information/Tax Return and Instructions.
13.1.3.2.3. Where to File Returns
Electronically or By Mail.
Alabama returns that are not filed electronically should be mailed to:
 Form 20S, with payment
Alabama Department of Revenue
Income Tax Administration Division
Pass-Through Entity Section
P.O. Box 327444
Montgomery, AL 36132-7444
 Form 20S, without payment
Alabama Department of Revenue
Pass-Through Entity Section
P.O. Box 327441
Montgomery, AL 36132-7441
13.1.3.3. Short Period Returns
See CITN 11.3.1.2.
For information about short period returns in Alabama, see Corporate Income Tax Navigator, at Alabama 11.3.1.2.
13.1.3.4. Due Dates by Tax Year for Pass-Through Entities Classified as Partnerships
13.1.3.4.1. Tax Years Ending in 2015
Y/E 3/31/15: due 7/15/15
Y/E 6/30/15: due 10/15/15
Y/E 9/30/15: due 1/15/16
Y/E 12/31/15: due 4/18/16
For filers with a March 31, 2015, fiscal year end, the actual due date is July 15, 2015.[footnoteRef:721] [721: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2015, fiscal year end, the actual due date is Oct. 15, 2015.[footnoteRef:722] [722: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2015, fiscal year end, the actual due date is Jan. 15, 2016.[footnoteRef:723] [723: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2015, the actual due date is April 18, 2016.[footnoteRef:724] [724: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.2. Tax Years Ending in 2016
Y/E 3/31/16: due 7/15/16
Y/E 6/30/16: due 10/17/16
Y/E 9/30/16: due 1/16/17
Y/E 12/31/16: due 3/15/17
For filers with a March 31, 2016, fiscal year end, the actual due date is July 15, 2016.[footnoteRef:725] [725: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2016, fiscal year end, the actual due date is Oct. 17, 2016.[footnoteRef:726] [726: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2016, fiscal year end, the actual due date is Jan. 16, 2017.[footnoteRef:727] [727: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2016, the actual due date is March 15, 2017.[footnoteRef:728] [728: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.3. Tax Years Ending in 2017
Y/E 3/31/17: due 6/15/17
Y/E 6/30/17: due 9/15/17
Y/E 9/30/17: due 12/15/17
Y/E 12/31/17: due 3/15/18
For filers with a March 31, 2017, fiscal year end, the actual due date is June 15, 2017.[footnoteRef:729] [729: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2017, fiscal year end, the actual due date is Sept. 15, 2017.[footnoteRef:730] [730: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2017, fiscal year end, the actual due date is Dec. 15, 2017.[footnoteRef:731] [731: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2017, the actual due date is March 15, 2018.[footnoteRef:732] [732: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.4. Tax Years Ending in 2018
Y/E 3/31/18: due 6/15/18
Y/E 6/30/18: due 9/17/18
Y/E 9/30/18: due 12/17/18
Y/E 12/31/18: due 3/15/19
For filers with a March 31, 2018, fiscal year end, the actual due date is June 15, 2018.[footnoteRef:733] [733: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2018, fiscal year end, the actual due date is Sept. 17, 2018.[footnoteRef:734] [734: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2018, fiscal year end, the actual due date is Dec. 17, 2018.[footnoteRef:735] [735: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2018, the actual due date is March 15, 2019.[footnoteRef:736] [736: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.5. Tax Years Ending in 2019
Y/E 3/31/19: due 6/17/19
Y/E 6/30/19: due 9/16/19
Y/E 9/30/19: due 12/16/19
Y/E 12/31/19: due 3/16/20
For filers with a March 31, 2019, fiscal year end, the actual due date is June 17, 2019.[footnoteRef:737] [737: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2019, fiscal year end, the actual due date is Sept. 16, 2019.[footnoteRef:738] [738: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2019, fiscal year end, the actual due date is Dec. 16, 2019.[footnoteRef:739] [739: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2019, the actual due date is March 16, 2020.[footnoteRef:740] [740: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.6. Tax Years Ending in 2020
Y/E 3/31/20: due 6/15/20
Y/E 6/30/20: due 9/15/20
Y/E 9/30/20: due 12/15/20
Y/E 12/31/20: due 3/15/21
For filers with a March 31, 2020, fiscal year end, the actual due date is June 15, 2020.[footnoteRef:741] [741: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a June 30, 2020, fiscal year end, the actual due date is Sept. 15, 2020.[footnoteRef:742] [742: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For filers with a Sept. 30, 2020, fiscal year end, the actual due date is Dec. 15, 2020.[footnoteRef:743] [743: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

For calendar year filers, for the tax year ending Dec. 31, 2020, the actual due date is March 15, 2021.[footnoteRef:744] [744: Alabama Form 65: Partnership/Limited Liability Company Return of Income.] 

13.1.3.4.7. Tax Years Ending in 2021
Y/E 3/31/21: due 6/15/21
Y/E 6/30/21: due 9/15/21
Y/E 9/30/21: due 12/15/21
Y/E 12/31/21: due 3/15/22
For filers with a March 31, 2021, fiscal year end, the actual due date is June 15, 2021.[footnoteRef:745] [745: Alabama Form 65: Partnership/Limited Liability Company Return of Income] 

For filers with a June 30, 2021, fiscal year end, the actual due date is Sept. 15, 2021.[footnoteRef:746] [746: Alabama Form 65: Partnership/Limited Liability Company Return of Income] 

For filers with a Sept. 30, 2021, fiscal year end, the actual due date is Dec. 15, 2021.[footnoteRef:747] [747: Alabama Form 65: Partnership/Limited Liability Company Return of Income] 

For calendar year filers, for the tax year ending Dec. 31, 2021, the actual due date is March 15, 2022.[footnoteRef:748] [748: Alabama Form 65: Partnership/Limited Liability Company Return of Income] 

13.1.3.4.8. Tax Years Ending in 2022
Y/E 3/31/22: due 6/15/22
Y/E 6/30/22: due 9/15/22
Y/E 9/30/22: due 12/15/22
Y/E 12/31/22: due 3/15/23
For filers with a March 31, 2022, fiscal year end, the actual due date is June 15, 2022.[footnoteRef:749] [749: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2022, fiscal year end, the actual due date is Sept. 15, 2022.[footnoteRef:750] [750: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2022, fiscal year end, the actual due date is Dec. 15, 2022.[footnoteRef:751] [751: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2022, the actual due date is March 15, 2023.[footnoteRef:752] [752: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.3.4.9. Tax Years Ending in 2023
Y/E 3/31/23: due 6/15/23
Y/E 6/30/23: due 9/15/23
Y/E 9/30/23: due 12/15/23
Y/E 12/31/23: due 3/15/24
For filers with a March 31, 2023, fiscal year end, the actual due date is June 15, 2023.[footnoteRef:753] [753: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2023, fiscal year end, the actual due date is Sept. 15, 2023.[footnoteRef:754] [754: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2023, fiscal year end, the actual due date is Dec. 15, 2023.[footnoteRef:755] [755: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2023, the actual due date is March 15, 2024.[footnoteRef:756] [756: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.3.4.10. Tax Years Ending in 2024
Y/E 3/31/24: due 6/17/24
Y/E 6/30/24: due 9/16/24
Y/E 9/30/24: due 12/16/24
Y/E 12/31/24: due 3/17/25
For filers with a March 31, 2024, fiscal year end, the actual due date is June 17, 2024.[footnoteRef:757] [757: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2024, fiscal year end, the actual due date is Sept. 16, 2024.[footnoteRef:758] [758: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2024, fiscal year end, the actual due date is Dec. 16, 2024.[footnoteRef:759] [759: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2024, the actual due date is March 17, 2025.[footnoteRef:760] [760: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.3.4.11. Tax Years Ending in 2025
Y/E 3/31/25: due 6/16/25
Y/E 6/30/25: due 9/15/25
Y/E 9/30/25: due 12/15/25
Y/E 12/31/25: due 3/16/26
For filers with a March 31, 2025, fiscal year end, the actual due date is June 16, 2025.[footnoteRef:761] [761: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2025, fiscal year end, the actual due date is Sept. 15, 2025.[footnoteRef:762] [762: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2025, fiscal year end, the actual due date is Dec. 15, 2025.[footnoteRef:763] [763: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2025, the actual due date is March 16, 2026.[footnoteRef:764] [764: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.3.5. Due Dates by Tax Year for S Corporations
13.1.3.5.1. Tax Years Ending in 2015
Y/E 3/31/15: due 6/15/15
Y/E 6/30/15: due 9/15/15
Y/E 9/30/15: due 12/15/15
Y/E 12/31/15: due 3/15/16
For filers with a March 31, 2015, fiscal year end, the actual due date is June 15, 2015.[footnoteRef:765] [765: Alabama Form 20S: S Corporation Information/Tax Return Tax Form.] 

For filers with a June 30, 2015, fiscal year end, the actual due date is Sept. 15, 2015.[footnoteRef:766] [766: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2015, fiscal year end, the actual due date is Dec. 15, 2015.[footnoteRef:767] [767: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2015, the actual due date is March 15, 2016.[footnoteRef:768] [768: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.2. Tax Years Ending in 2016
Y/E 3/31/16: due 6/15/16
Y/E 6/30/16: due 9/15/16
Y/E 9/30/16: due 12/15/16
Y/E 12/31/16: due 3/15/17
For filers with a March 31, 2016, fiscal year end, the actual due date is June 15, 2016.[footnoteRef:769] [769: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2016, fiscal year end, the actual due date is Sept. 15, 2016.[footnoteRef:770] [770: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2016, fiscal year end, the actual due date is Dec. 15, 2016.[footnoteRef:771] [771: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2016, the actual due date is March 15, 2017.[footnoteRef:772] [772: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.3. Tax Years Ending in 2017
Y/E 3/31/17: due 6/15/17
Y/E 6/30/17: due 9/15/17
Y/E 9/30/17: due 12/15/17
Y/E 12/31/17: due 3/15/18
For filers with a March 31, 2017, fiscal year end, the actual due date is June 15, 2017.[footnoteRef:773] [773: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2017, fiscal year end, the actual due date is Sept. 15, 2017.[footnoteRef:774] [774: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2017, fiscal year end, the actual due date is Dec. 15, 2017.[footnoteRef:775] [775: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2017, the actual due date is March 15, 2018.[footnoteRef:776] [776: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.4. Tax Years Ending in 2018
Y/E 3/31/18: due 6/15/18
Y/E 6/30/18: due 9/17/18
Y/E 9/30/18: due 12/17/18
Y/E 12/31/18: due 3/15/19
For filers with a March 31, 2018, fiscal year end, the actual due date is June 15, 2018.[footnoteRef:777] [777: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2018, fiscal year end, the actual due date is Sept. 17, 2018.[footnoteRef:778] [778: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2018, fiscal year end, the actual due date is Dec. 17, 2018.[footnoteRef:779] [779: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2018, the actual due date is March 15, 2019.[footnoteRef:780] [780: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.5. Tax Years Ending in 2019
Y/E 3/31/19: due 6/17/19
Y/E 6/30/19: due 9/16/19
Y/E 9/30/19: due 12/16/19
Y/E 12/31/19: due 3/16/20
For filers with a March 31, 2019, fiscal year end, the actual due date is June 17, 2019.[footnoteRef:781] [781: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2019, fiscal year end, the actual due date is Sept. 16, 2019.[footnoteRef:782] [782: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2019, fiscal year end, the actual due date is Dec. 16, 2019.[footnoteRef:783] [783: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2019, the actual due date is March 16, 2020.[footnoteRef:784] [784: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.6. Tax Years Ending in 2020
Y/E 3/31/20: due 6/15/20
Y/E 6/30/20: due 9/15/20
Y/E 9/30/20: due 12/15/20
Y/E 12/31/20: due 3/15/21
For filers with a March 31, 2020, fiscal year end, the actual due date is June 15, 2020.[footnoteRef:785] [785: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2020, fiscal year end, the actual due date is Sept. 15, 2020.[footnoteRef:786] [786: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2020, fiscal year end, the actual due date is Dec. 15, 2020.[footnoteRef:787] [787: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2020, the actual due date is March 15, 2021.[footnoteRef:788] [788: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.7. Tax Years Ending in 2021
Y/E 3/31/21: due 6/15/21
Y/E 6/30/21: due 9/15/21
Y/E 9/30/21: due 12/15/21
Y/E 12/31/21: due 3/15/22
For filers with a March 31, 2021, fiscal year end, the actual due date is June 15, 2021.[footnoteRef:789] [789: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a June 30, 2021, fiscal year end, the actual due date is Sept. 15, 2021.[footnoteRef:790] [790: Alabama Form 20S: S Corporation Information/Tax Return.] 

For filers with a Sept. 30, 2021, fiscal year end, the actual due date is Dec. 15, 2021.[footnoteRef:791] [791: Alabama Form 20S: S Corporation Information/Tax Return.] 

For calendar year filers, for the tax year ending Dec. 31, 2021, the actual due date is March 15, 2022.[footnoteRef:792] [792: Alabama Form 20S: S Corporation Information/Tax Return.] 

13.1.3.5.8. Tax Years Ending in 2022
Y/E 3/31/22: due 6/15/22
Y/E 6/30/22: due 9/15/22
Y/E 9/30/22: due 12/15/22
Y/E 12/31/22: due 3/15/23
For filers with a March 31, 2022, fiscal year end, the actual due date is June 15, 2022.[footnoteRef:793] [793: Ala. Code § 40-18-39(a).] 

For filers with a June 30, 2022, fiscal year end, the actual due date is Sept. 15, 2022.[footnoteRef:794] [794: Ala. Code § 40-18-39(a).] 

For filers with a Sept. 30, 2022, fiscal year end, the actual due date is Dec. 15, 2022.[footnoteRef:795] [795: Ala. Code § 40-18-39(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2022, the actual due date is March 15, 2023.[footnoteRef:796] [796: Ala. Code § 40-18-39(a).] 

13.1.3.5.9. Tax Years Ending in 2023
Y/E 3/31/23: due 6/15/23
Y/E 6/30/23: due 9/15/23
Y/E 9/30/23: due 12/15/23
Y/E 12/31/23: due 3/15/24
For filers with a March 31, 2023, fiscal year end, the actual due date is June 15, 2023.[footnoteRef:797] [797: Ala. Code § 40-18-39(a).] 

For filers with a June 30, 2023, fiscal year end, the actual due date is Sept. 15, 2023.[footnoteRef:798] [798: Ala. Code § 40-18-39(a).] 

For filers with a Sept. 30, 2023, fiscal year end, the actual due date is Dec. 15, 2023.[footnoteRef:799] [799: Ala. Code § 40-18-39(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2023, the actual due date is March 15, 2024.[footnoteRef:800] [800: Ala. Code § 40-18-39(a).] 

13.1.3.5.10. Tax Years Ending in 2024
Y/E 3/31/24: due 6/17/24
Y/E 6/30/24: due 9/16/24
Y/E 9/30/24: due 12/16/24
Y/E 12/31/24: due 3/17/25
For filers with a March 31, 2024, fiscal year end, the actual due date is June 17, 2024.[footnoteRef:801] [801: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2024, fiscal year end, the actual due date is Sept. 16, 2024.[footnoteRef:802] [802: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2024, fiscal year end, the actual due date is Dec. 16, 2024.[footnoteRef:803] [803: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2024, the actual due date is March 17, 2025.[footnoteRef:804] [804: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.3.5.11. Tax Years Ending in 2025
Y/E 3/31/25: due 6/16/25
Y/E 6/30/25: due 9/15/25
Y/E 9/30/25: due 12/15/25
Y/E 12/31/25: due 3/16/26
For filers with a March 31, 2025, fiscal year end, the actual due date is June 16, 2025.[footnoteRef:805] [805: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a June 30, 2025, fiscal year end, the actual due date is Sept. 15, 2025.[footnoteRef:806] [806: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For filers with a Sept. 30, 2025, fiscal year end, the actual due date is Dec. 15, 2025.[footnoteRef:807] [807: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

For calendar year filers, for the tax year ending Dec. 31, 2025, the actual due date is March 16, 2026.[footnoteRef:808] [808: Ala. Code § 40-18-24.2; Ala. Code § 40-18-28; Ala. Code § 40-18-27; Ala. Admin. Code r. 810-3-28-.01(1)(a).] 

13.1.4. Requirement to Attach Copy of Federal Return to State Return
13.1.4.1. Pass-Through Entities Classified as Partnerships
Yes.
Alabama requires partnerships to attach a copy of their federal return to their Alabama return.[footnoteRef:809] [809: Ala. Admin. Code r. 810-3-28-.01(1)(e).] 

13.1.4.2. S Corporations
Yes.
Alabama requires S corporations to attach a copy of their federal return to their Alabama return.[footnoteRef:810] [810: Ala. Admin Code r. 810-3-39-.01(1).] 

13.1.5. Filing Extensions
13.1.5.1. Pass-Through Entities Classified as Partnerships
13.1.5.1.1. Filing Extension Periods
6 months.
Alabama will grant partnerships a filing extension of six months, as that is the period allowed for federal tax purposes.[footnoteRef:811] [811: Ala. Admin. Code r. 810-3-28-.01(1)(c).] 

Any extension of time to file a federal income tax return will be recognized for Alabama income tax purposes. A partnership is not required to file a separate extension to extend the filing deadline in Alabama, and must meet all federal requirements for additional extensions, however the partnership must submit Federal Form 7004: Application for Automatic Extension of Time to File Certain Business Income Tax, Information, and Other Returns, with its Alabama Form 65: Partnership/Limited Liability Company Return of Income and Instructions.[footnoteRef:812] [812: Ala. Admin. Code r. 810-3-28-.01(1)(c); Alabama Dept. of Rev., FAQ Tax: Partnerships & LLEs - S Corporations.] 

13.1.5.1.2. Automatic Extension
Yes.
Alabama grants partnerships an automatic filing extension of up to six months.[footnoteRef:813] [813: Ala. Admin. Code r. 810-3-28-.01(1)(c).] 

13.1.5.1.3. Electronic Filing of Extensions
Not Allowed.
Alabama does not require partnerships to file an extension request, as one is granted automatically.[footnoteRef:814] [814: Ala. Admin. Code r. 810-3-28-.01(1)(c).] 

13.1.5.1.4. Extension Forms
Form PTE-V.
In Alabama, relevant forms include:
Alabama Form PTE-V: Pass-Through Entity Payment Voucher 
13.1.5.1.5. No Tax Due
No specific guidance.
Alabama does not provide specific guidance on filing extensions when no tax is due.
13.1.5.2. S Corporations
13.1.5.2.1. Filing Extension Periods
6 months.
Alabama will grant S corporations a filing extension of six months, as that is the period allowed for federal tax purposes.[footnoteRef:815] [815: Ala. Admin. Code r. 810-3-39-.02(1).] 

An S corporation must submit Federal Form 7004: Application for Automatic Extension of Time to File Certain Business Income Tax, Information, and Other Returns, with it's Alabama Form 20S: S Corporation Information/Tax Return. The extension for filing Alabama Form 20S is not an extension of time for payment of any tax due.[footnoteRef:816] An S corporation that fails to file its return by the extended due date may not be granted an automatic extension the following year, but may be required to request the extension in writing.[footnoteRef:817] [816: Ala. Code § 40-18-39(a); Ala. Admin. Code r. 810-3-39-.02(1); Alabama Dept. of Rev., FAQ Tax: Partnerships & LLEs - S Corporations.]  [817: Ala. Admin. Code r. 810-3-39-.02(2)(a).] 

13.1.5.2.2. Automatic Extension
Yes.
Alabama grants S corporations an automatic filing extension of up to six months.[footnoteRef:818] [818: Ala. Code § 40-18-39(a) .] 

13.1.5.2.3. Electronic Filing of Extensions
Not Allowed.
Alabama does not require S corporations to file an extension request, as one is granted automatically.[footnoteRef:819] [819: Ala. Code § 40-18-39(a) .] 

13.1.5.2.4. Extension Forms
Form PTE-V.
In Alabama, relevant forms include:
Alabama Form PTE-V: Pass-Through Entity Payment Voucher 
13.1.5.2.5. No Tax Due
No specific guidance.
Alabama does not provide specific guidance on filing extensions when no tax is due.
13.1.6. Electronic Filing Requirements
13.1.6.1. Pass-Through Entities Classified as Partnerships
13.1.6.1.1. Mandatory E-Filing
Depends.
In Alabama, partnership entities must file returns electronically if there are 50 or more partners at the end of the partnership's taxable year. A partnership required to electronically file a return under this mandate for any calendar year will be required to do so for all subsequent tax years.[footnoteRef:820] [820: Ala. Admin. Code r. 810-3-28-.07(4); Ala. Admin. Code r. 810-3-39-.12(4).] 

A tax return preparer who submits 25 or more partnership returns using tax preparation software in a calendar year, must file all partnership returns electronically for that calendar year and for each calendar year thereafter.[footnoteRef:821] [821: Ala. Admin. Code r. 810-3-28-.07(3).] 

Partnerships that file income returns electronically must also pay their tax liability electronically using Alabama Form PTE-C: Nonresident Composite Payment Return if applicable.[footnoteRef:822] [822: Ala. Admin. Code r. 810-3-28-.09(2)(b).] 

13.1.6.1.2. E-Filing Supported
Yes.
Alabama supports electronic filing for partnership entities.[footnoteRef:823] [823: Ala. Admin. Code r. 810-3-28-.02; Ala. Admin. Code r. 810-3-28-.09.] 

If filing electronically, Alabama Form 65 and Form AL8453-PTE: S-Corporation/Partnership Income Tax Declaration for Electronic Filing must be filed through the Alabama Business Modernized E-File Program. Form AL8453-PTE must be signed by a partner or officer, the electronic return originator, and the paid preparer before the return is electronically submitted. The completed and signed form must be retained by the ERO for a period of three years from the due date of the return, or three years from the date the return is filed, whichever is later.[footnoteRef:824] [824: Ala. Admin. Code r. 810-3-28-.04.] 

Partnerships that file income returns electronically must also pay their composite tax liability electronically using Alabama Form PTE-C: Nonresident Composite Payment Return if applicable.[footnoteRef:825] [825: Ala. Admin. Code r. 810-3-28-.09(2)(b).] 

13.1.6.1.3. E-Filing Perfection Period
10 days.
In Alabama, if a timely electronically filed partnership return is rejected, the filer will have the later of 10 calendar days from the date of the first transmission or the due date of the return (with extensions) to correct any errors and resubmit the return.[footnoteRef:826] [826: Ala. Admin. Code r. 810-3-28-.09(3)(c); Ala. Admin. Code r. 810-3-28-.03(2)(j).] 

Returns that are resubmitted and accepted after the due date or the transmission perfection period, will have a received date that will be the transmission date of the accepted resubmitted return and not the date the original rejected return was submitted. The transmission perfection period is a period of time to correct errors, not an extension of time to file.[footnoteRef:827] [827: Ala. Admin. Code r. 810-3-28-.09(3)(c) and (d).] 

Taxpayers unable to correct a rejected electronically filed partnership return must submit a paper return with a copy of the last rejected notification from the department. To be considered timely, the paper return must be postmarked by the later of the due date of the return (including extensions), or 10 calendar days after the department's notification that the return was rejected. If a return is received after the due date or transmission perfection period, the received date will be the transmission date of the return.[footnoteRef:828] [828: Ala. Admin. Code r. 810-3-28-.09(3)(e).] 

13.1.6.1.4. E-Filing of Extensions
Not Allowed.
Alabama does not require partnerships to file an extension request, as one is granted automatically.[footnoteRef:829] [829: Ala. Admin. Code r. 810-3-28-.01(1)(c); Alabama Form 65: Partnership/Limited Liability Company Return of Income] 

13.1.6.1.5. Penalty for Failing to File Electronically
Yes.
For tax year 2023 and after, failure to file electronically when required may result in a $50 late fee for each Schedule K-1 submitted with the return.[footnoteRef:830] [830: Alabama Notice: Mandatory Filing (January 2, 2024).] 

If a tax preparer's failure to file partnership returns electronically is shown to be due to willful neglect and no prior department approval has been obtained, then that tax preparer's acceptance in the Alabama e-file program will be revoked.[footnoteRef:831] [831: Ala. Admin. Code r. 810-3-28-.07(5).] 

13.1.6.2. S Corporations
13.1.6.2.1. Mandatory E-Filing
Depends.
Alabama requires S corporations to file electronically when they have assets of $5 million or more.[footnoteRef:832] [832: Ala. Admin. Code r. 810-3-39-.12(4).] 

In addition, a tax return preparer who submits 25 or more acceptable, original corporate income tax returns using tax preparation software in a calendar year must file all corporate income tax returns using electronic technology, for that calendar year and for each calendar year thereafter.[footnoteRef:833] [833: Ala. Admin. Code r. 810-3-39-.12(3).] 

S corporations that electronically file their Alabama return must also pay their tax liability electronically.[footnoteRef:834] [834: Ala. Admin. Code r. 810-3-39-.08(5).] 

13.1.6.2.2. E-Filing Supported
Yes.
Alabama supports electronic filing for S corporations.[footnoteRef:835] [835: Ala. Admin. Code r. 810-3-39-.07; Ala. Admin. Code r. 810-3-39-.08; Ala. Admin. Code r. 810-3-39-.13.] 

An authorized corporate officer must sign and provide to the electronic return originator (ERO) an Income Tax Declaration for Electronic Filing (Form AL8453-PTE) before the return is electronically submitted. The completed and signed form must be retained by the ERO for a period of three years from the due date of the return or three years from the date the return is filed, whichever is later.[footnoteRef:836] [836: Ala. Admin. Code r. 810-3-39-.09.] 

13.1.6.2.3. E-Filing Perfection Period
10 days.
Alabama provides a perfection period of 10 days for correcting and resubmitting a rejected return.[footnoteRef:837] [837: Ala. Admin. Code r. 810-3-39-.08(2)(k).] 

13.1.6.2.4. E-Filing of Extensions
Not allowed.
Alabama does not require S corporations to file an extension request, as one is granted automatically.[footnoteRef:838] [838: Ala. Code § 40-18-39(a).] 

13.1.6.2.5. Penalty for Failing to File Electronically
Yes.
For tax year 2023 and after, failure to file electronically when required may result in a $50 late fee for each Schedule K-1 submitted with the return.[footnoteRef:839] [839: Alabama Notice: Mandatory Filing (January 2, 2024).] 

If a tax preparer's failure to file S corporation returns electronically is shown to be due to willful neglect and not due to reasonable cause, then that tax preparer's acceptance in the Alabama e-file program will be revoked.[footnoteRef:840] [840: Ala. Admin. Code r. 810-3-39-.13(2).] 

13.1.7. Amended Returns
See CITN 11.6.
For coverage of amended returns in Alabama, see Corporate Income Tax Navigator, at Alabama 11.6.
13.1.8. Information Returns
See CITN 11.7.
For coverage of Alabama's requirements to file information returns, see Corporate Income Tax Navigator, at Alabama 11.7.
13.1.9. Payment of Taxes Due
See CITN 11.8.
For coverage of provisions for payment of taxes due in Alabama, see Corporate Income Tax Navigator, at Alabama 11.8.
13.1.10. Penalties
13.1.10.1. Late Filing
13.1.10.1.1. In General
See CITN 11.9.1.
For coverage of penalties for late filing in Alabama, see Corporate Income Tax Navigator, at Alabama 11.9.1.
13.1.10.1.2. Special Provisions for Partnerships
No special provisions.
Alabama does not impose special penalty provisions on partnerships for late filing/failure to file.
13.1.10.2. Late Payment
13.1.10.2.1. In General
See CITN 11.9.2.
For coverage of penalties for late payments in Alabama, see Corporate Income Tax Navigator, at Alabama 11.9.2.
13.1.10.2.2. Special Provisions for Partnerships
No.
Alabama does not impose special penalty provisions on partnerships for late payment/failure to pay.
13.1.10.3. Other Penalties
See CITN 11.9.
For coverage of other penalties in Alabama, see Corporate Income Tax Navigator, at Alabama Alabama 11.9.
13.1.11. Interest
See CITN 11.10.
For coverage of interest provisions in Alabama, see Corporate Income Tax Navigator, at Alabama 11.10.
13.1.12. Withholding
See CITN 11.11.
For coverage of withholding requirements in Alabama, see Corporate Income Tax Navigator, at Alabama Alabama 11.11.
13.1.13. Tax Shelters
See CITN 11.12.
For coverage of tax shelters in Alabama, see Corporate Income Tax Navigator, at Alabama Alabama 11.12.
13.2. Owner Level Income Tax Administration
13.2.1. Corporate Owners
See CITN 11.
For coverage of the income tax administration requirements applied to corporations in Alabama, see Corporate Income Tax Navigator, at Alabama 11.
13.2.2. Non-Corporate Owners
13.2.2.1. Individual Owners
Specific guidance.
Individual owners seeking to claim a credit for taxes paid by a pass-through entity electing taxation at the entity level must file an Alabama individual income tax return reporting their distributive share of income from and taxes paid by the entity. This applies to both resident and nonresident owners.[footnoteRef:841] [841: Ala. Code § 40-18-24.4; Alabama Dept. of Rev., Electing Pass Through Entities (last updated June 30, 2022).] 

For coverage of the income tax administration requirements applied to individuals in Alabama, see Individual Income Tax Navigator, at Alabama 10.
13.2.2.2. Estates and Trusts
See EGTN 5.10.
For coverage of the income tax administration requirements applied to estates and trusts in Alabama, see Estates, Gifts and Trusts Tax Navigator, at Alabama 5.10.
13.2.2.3. Partnerships
See PTEN 17.
For coverage of the income tax administration requirements applied to partnerships that own an interest in another pass-through entity in Alabama, see Pass-Through Entity Tax Navigator, at Alabama 17.
13.2.2.4. S Corporations
See PTEN 17.
For coverage of the income tax administration requirements applied to S corporations that own an interest in another pass-through entity in Alabama, see Pass-Through Entity Navigator, at Alabama 17.
13.3. Administration of Entity Level Franchise Tax (Based on Capital Stock or Net Worth)
13.3.1. Agency Authorized to Administer Tax
See CITN 9.6.1.
For coverage of the agency authorized to administer the Business Privilege Tax in Alabama, see Corporate Income Tax Navigator, at Alabama 9.6.1.
13.3.2. Accounting
See CITN 9.6.3.
For coverage of Alabama Business Privilege Tax accounting methods, see Corporate Income Tax Navigator, at Alabama 9.6.3.
13.3.3. Tax Return Forms and Due Dates
See CITN 9.6.4.
For coverage of Alabama Business Privilege Tax return forms and due dates, see Corporate Income Tax Navigator, at Alabama 9.6.4.
13.3.4. Payment of Taxes Due
See CITN 9.6.5.
For coverage of Alabama Business Privilege Tax provisions on payment of taxes due, see Corporate Income Tax Navigator, at Alabama 9.6.5.
13.4. Administration of Entity Level Gross Receipts Tax
13.4.1. Forms
No gross receipts tax.
Alabama does not impose a gross receipts tax.
13.4.2. Due Dates
No gross receipts tax.
Alabama does not impose a gross receipts tax.
13.4.3. Penalties
No gross receipts tax.
Alabama does not impose a gross receipts tax.
13.5. Administration of Entity Level Other Taxes
13.5.1. Forms
No tax.
Alabama does not impose any other taxes.
13.5.2. Due Dates
No tax.
Alabama does not impose any other taxes.
13.5.3. Penalties
No tax.
Alabama does not impose any other taxes.
13.6. Limitations Periods and Enforcement
13.6.1. Limitation Periods
See CITN 12.1.
For coverage of limitations periods in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.
13.6.2. Enforcement Procedures
See CITN 12.2.
For coverage of enforcement procedures in Alabama, see Corporate Income Tax Navigator, at Alabama 12.2.
13.6.3. Timely Mailing Rules
See CITN 12.3.
For coverage of timely mailing rules in Alabama, see Corporate Income Tax Navigator, at Alabama 12.3.
13.7. Appeals Procedures
13.7.1. Administrative Appeals
See CITN 13.1.
For coverage of administrative appeals in Alabama, see Corporate Income Tax Navigator, at Alabama 13.1.
13.7.2. Judicial Appeals
See CITN 13.2.
For coverage of judicial appeals in Alabama, see Corporate Income Tax Navigator, at Alabama 13.2.
13.8. Partnership Audit Procedures
13.8.1. State Conformity to Federal (BBA) Partnership Audit Procedures
No.
Alabama has not enacted partnership audit rules in response to the new federal partnership audit regime.
13.8.2. State Adoption of Multistate Tax Commission Model Statute
No.
Alabama has not adopted the Multistate Tax Commission Model Uniform Statute for Reporting Adjustments to Federal Taxable Income and Federal Partnership Audit Adjustments.
13.8.3. Reporting Federal Audit Adjustments
13.8.3.1. General Rule
See CITN 12.1.4.
For coverage of reporting federal changes in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.4.
13.8.3.2. Partnership Level Audits and Administrative Adjustment Requests
13.8.3.2.1. Appointing State Partnership Representative
See CITN 12.1.4.
For coverage of reporting federal changes in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.4.
13.8.3.2.2. Reporting and Payment Requirements
See CITN 12.1.4.
For coverage of reporting federal changes in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.4.
13.8.3.2.3. Tiered Partnerships/Partners
See CITN 12.1.4.
For coverage of reporting federal changes in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.4.
13.8.4. Statute of Limitations for Assessing Additional Tax, Interest, and Penalties
See CITN 12.1.
For coverage of limitation periods in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.
13.8.5. Claims for Refund or Credits of Tax Resulting from Federal Adjustments
See CITN 12.1.5.
For coverage of refund claims in Alabama, see Corporate Income Tax Navigator, at Alabama 12.1.5.
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