
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:

-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:

-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  

Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

State Addbacks and Subtractions: Managing Rolling, 

Fixed Date, and Selective Federal Conformity

THURSDAY, MAY 5, 2022, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality

When listening via your computer speakers, please note that the quality 

of your sound will vary depending on the speed and quality of your internet 

connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com

immediately so we can address the problem.

mailto:sound@straffordpub.com


Recording our programs is not permitted. However, today's participants can 

order a recorded version of this event at a special attendee price. Please call 

Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 

at www.straffordpub.com.

http://www.straffordpub.com/
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY THE SPEAKERS’ FIRMS TO BE 

USED, AND CANNOT BE USED, BY A CLIENT OR ANY OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) 

AVOIDING PENALTIES THAT MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, without limitation, the tax 

treatment or tax structure, or both, of any transaction described in the associated materials we provide to you, 

including, but not limited to, any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are subject to change.  

Applicability of the information to specific situations should be determined through consultation with your tax adviser.



STATE AND LOCAL TAX
Additions and 
Subtractions

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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JEANNA SCHENK, CPA
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Jeanna is a SALT manager at REDW. Her prior work 

history is in both public accounting and publicly traded 

companies. She has 10 years of experience in state 

income tax compliance and research, state income tax 

provisions, and managing state income tax audits.  



GEORGE W. RENDZIPERIS, JD

George is a Principal at REDW.  He 
provides state and local  tax 
advice to companies in the oil and 
gas, manufacturing, financial 
services, private equity, real estate, 
technology and service sectors. He 
has more than 15 years of 
experience advising clients on 
controversy, litigation, planning, 
implementation and compliance 
issues related to income and 
franchise tax, sales and use tax, 
excise and property taxes, 
unclaimed property, and tax 
incentives and credits.
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OVERVIEW AND LEARNING OBJECTIVES

▪ What is Nexus

▪ What is Conformity – fixed and rolling

▪ State taxable income formula

▪ Common addbacks and subtractions/decoupling
▪ Depreciation
▪ GILTI
▪ State tax
▪ Interest

▪ Specific state items – NY, CA, AZ, NM
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TAKE AWAY
▪ Nexus

▪ State filing requirements

▪ Separate, combine or consolidated filing requirements

▪ State Modifications

▪ State agencies or departments (units) are sharing information
▪ Example

▪ Secretary of state and department of revenue
▪ Withholding unit sharing information with income/franchise units

▪ States are sharing information with each other

▪ Audits have increased
▪ Obtaining information via audits of other taxpayers

▪ Budgetary deficits
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WHAT IS NEXUS?

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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WHAT IS NEXUS, GENERALLY?

▪ Taxpayer’s contact with a state in order for the state to impose a tax on 
the taxpayer

▪ General Observations
▪ Physical presence in the state

▪ Employee, agents or independent representatives in the state

▪ Maintaining an office in the state

▪ Real or personal property in the state 

▪ Registered with the state’s Secretary of State or licensed with agency 
in the state

▪ Economic or factor presence 
▪ Deriving income from sources within the state
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INCOME/FRANCHISE/GROSS RECEIPTS 
NEXUS STANDARDS

▪ Physical presence
▪ Employee, inventory or assets in the state

▪ Economic presence
▪ Geoffrey v. South Carolina and the use of an intangible in a state

▪ Agency nexus
▪ Activities of in-state person creates nexus due to “agency relationship”

▪ Affiliate nexus
▪ Related companies 

▪ Factor Presence Nexus 
▪ Meet a threshold of sales into the state

▪ California - $500,000 of sales
▪ New York - $1,000,000 of sales
▪ Texas - $500,000 of sales
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PUBLIC LAW 86-272

▪ Immunity from state income tax
▪ Solicitation

▪ By an employee or representative

▪ On orders for tangible personal property 

▪ Sent outside the state for approval

▪ Filled by shipment or delivery from a point outside the state

▪ Limitation
▪ Sale of intangible property

▪ Activities connected with the sale of a service

▪ Taxes not based on income
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WRIGLEY DECISION

▪ The Supreme Court of the United States held that, in addition to any speech or conduct 
that explicitly or implicitly proposes a sale, the term includes activities that are ancillary 
to requests for purchases.  Solicitation does not include activities the company would 
have reason to engage in anyway, but has chosen to allocate to its in-state sales force.  
The Court illustrated the distinction with the following example:

▪ Providing a car and a stock of free samples to sales representatives is part of the 
solicitation of orders because the only reason to do it is to facilitate requests for purchase

▪ Employing sales representatives to repair or service the company's products is not part of 
the solicitation of orders because there is a reason to repair or service the products 
whether or not the company has a sales force. Repair and service may help to increase 
purchases, but they are not ancillary to requesting purchases and cannot be converted 
into solicitation merely by being assigned to sales representatives
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NEXUS – INCOME TAX VS. SALES TAX

▪ Income tax 

▪ Physical presence, economic presence (Geoffrey) or factor presence 
(sales amount)

▪ Sales tax

▪ Physical presence or economic presence (dollar amount or transaction 
count)

▪ Dollar amount threshold may be different for sales tax versus income tax 

▪ NY:  $100,000 for sales tax but $1,000,000 for corporate income tax 
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HOW WILL A STATE FIND US?

▪ Customers or vendors located in the State and such taxpayers are being audited by the state 

▪ Online searches by the State

▪ Nexus questionnaire 
▪ Purpose

▪ States determine if you have nexus with the state

▪ Precludes a company from the Voluntary Disclosure process

▪ How does a state get a company’s name?
▪ Through an audit of your customer or vendor

▪ Searches on the internet

▪ How to proceed if you receive a questionnaire
▪ Do not ignore

▪ State will assess tax

▪ Penalties

▪ Signed under the penalty of perjury
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TYPE OF STATE TAXES

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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TYPES OF STATE TAX BASES 
▪ Income tax base 

▪ Starting point is federal taxable income
▪ Pre or Post federal NOL

▪ Franchise tax
▪ Minimum tax
▪ Value of property in state
▪ Value of company 

▪ Gross Receipts
▪ OH CAT, OR CAT, NV Commerce Tax, WA B&O Tax 
▪ Texas (allows 1 of 4 deductions, COGS, compensation, $1M or 30%)
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STATE INCOME TAX FORMULA

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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STATE INCOME TAX BASE

 State corporate income tax formula
 Federal corporate income tax
 Plus/minus: state adjustments
 Equals: total state corporate income tax base
 Minus: allocable income
 Equals: Total apportionable income
 Times: state apportionment formula
 Equals: state apportioned income
 Plus: allocated income
 Times: tax rate
 Equals: state income tax
 Less: credits
 Equals: state income tax liability
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WHAT ARE ADDITIONS AND 
SUBTRACTIONS?

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
23



STATE INCOME TAX BASE

 Additions:  
 They're usually add-backs of any federal tax deductions that you might have taken that aren't allowed on your state 

return. 

 They might also be income items that are tax-exempt for federal purposes but are taxed at the state level.

 Subtractions
 These are usually income items that are taxable under federal tax law but are not subject to state tax law.

 Some of these subtractions can also be state-specific deductions.

 State conformity to the Internal Revenue code
 The adjustments that are made on the state tax return will depend on the extent to which the state follows the federal 

tax code or conforms to the federal tax code
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WHAT IS STATE CONFORMITY?

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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TYPES OF CONFORMITY
▪ State tax conformity is a state’s adoption of the federal definitions of 

income, as contained in the IRC (Internal Revenue Code)

▪ Fixed date – a state conforms to the IRC as of a certain date and the state 
must decide whether to update their conformity after federal legislation 
updates
▪ For example, if a state’s conformity date was Jan. 1, 2016, the state 

does not automatically incorporate changes to federal tax law that 
occur after that date

▪ AZ, FL, GA, ID, IA, KY, ME, MN, NC, SC, TX, VT, WV, WI

▪ Rolling conformity – state automatically ties to the IRC as changes are 
adopted
▪ If a state does not want to conform to a new federal law, it must pass 

specific legislation to decouple from it
▪ AK, CO, DE, DC, IL, KS, LA, MD, MA, MO, MT, NE, NM, ND, OK, PA, RI, TN, UT
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TYPES OF CONFORMITY -

▪ Selective conformity – incorporate certain federal provisions by 
reference and decouples from other provisions
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CONFORMITY DEVELOPMENTS 
Florida

H.B. 7059 (enacted June 30, 2021)

• For tax years beginning on or after January 1, 2021, Florida 
updates its IRC conformity date to January 1, 2021.

• For tax years beginning after December 31, 2018, and before 
January 1, 2021, Florida decouples from the increase in the 
Section 163(j) limitation for 2019 and 2020.

• Decouples from the temporary increase to 100% for business 
meals, as well as the CARES Act technical correction to the 
treatment of QIP as 15-year property.
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CONFORMITY DEVELOPMENTS 
Florida (cont’d)

H.B. 7059 (enacted June 30, 2021)

• Retroactively conforms to the CARES Act suspension of the 80% 
NOL carryforward limitation for tax years 2019 and 2020.

• For tax years 2021 and 2022, taxpayers are required to add back 
to their federal taxable income an amount equal to the enhanced 
federal deduction for business meals when calculating their 
Florida taxable income. The federal deduction for business meals 
was increased from 50% of the cost of the meal to 100% of the 
cost of the meal.
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CONFORMITY DEVELOPMENTS 
North Carolina

S.B. 105 (enacted November 18, 2021)

• S.B. 105 updates North Carolina’s IRC conformity date to the IRC “as enacted as of April

1, 2021, including any provisions enacted as of that date that become effective either

before or after that date.”

• Before enactment of S.B. 105, North Carolina did not allow taxpayers to deduct covered

expenses on forgiven PPP loans. North Carolina will now conform to the federal tax

treatment of PPP loans, Economic Injury Disaster Loans or Shuttered Venue and

Restaurant Revitalization Grants, so that taxpayers will be allowed an income tax

deduction for covered expenses paid using forgiven pandemic-related loans. North

Carolina now conforms to the federal treatment of PPP loan forgiveness and covered

expenses for tax years beginning before January 1, 2023.
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CONFORMITY DEVELOPMENTS 
Virginia

H.B. 971 (enacted February 23, 2022)

• Updates Virginia's IRC conformity date to the IRC as it "existed on" December 31, 2021.

• Additionally, for tax years beginning before January 1, 2021, the legislation allows a

deduction of up to $100,000 PPP loan covered expenses.

‐ Previously, Virginia only allowed the $100,000 deduction for taxable years beginning

on or after January 1, 2020, but before January 1, 2021, meaning fiscal-year

taxpayers with tax years starting in 2019 could not take the deduction.

‐ H.B. 971 enacted that technical correction.

‐ In addition, for tax years beginning on or after January 1, 2021, Virginia will fully

conform to the federal treatment of PPP loans and covered expenses.
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WHY DOES CONFORMITY MATTER?

▪ Conformity varies among states based on differing fiscal aims 
and goals

▪ States conform to the IRC for multiple reasons, but mostly to 
ease the compliance burden of state taxation 

▪ Often a state would conform to federal provisions because they 
are usually more detailed than anything a state could create

▪ Conformity provides consistency for taxpayers filing in multiple 
states

▪ Can rely more on federal audits
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WHY DOES CONFORMITY MATTER?
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FILING METHODS

▪ Combined
▪ Can be different from federal group – depends on the unitary group (which 

businesses are interdependent, common management, same line of 
business)

▪ CA, DC, HI, WV, MA

▪ Nexus Combined

▪ Separate
▪ Each entity files a separate return in the state where nexus exists
▪ NC, GA, LA

▪ Consolidated
▪ Generally matches up with federal group – may need election or permission 

to file consolidated (some require it for 5 years, etc)
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FILING METHODS

▪ From 2019
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RECENT DEVELOPMENTS

▪ TCJA 2017 – Impacts to state income tax
▪ Creation of GILTI

▪ FDII deduction

▪ Changes to bonus depreciation

▪ Adjustments to NOLs

▪ CARES Act
▪ PPP Loans

▪ NOL carryback – 5 years

36



RECENT DEVELOPMENTS
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MOST COMMON ADDITIONS AND 
SUBTRACTIONS 

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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DEPRECIATION

▪ Many states do not conform to federal bonus depreciation 
deductions

▪ Non-conforming states require their own separate depreciation 
calculations, such as:
▪ Addition of the disallowed bonus depreciation with 

deduction for state differences

▪ Addition with subsequent recapture OR

▪ Addition of the entire federal depreciation deduction with 
state recalculation
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DEPRECIATION

▪ Various state specific rules
▪ Minnesota – you must addback 80% of MN allowable bonus. 

Then, starting with the next year after the addition, you 
recover the original addback by deducting 20% per year over 
5 years

▪ North Carolina – you must addback 85% of the bonus 

▪ Florida – addback bonus then claim deduction each year 
over the next 7 years (1/7)
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DEPRECIATION
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Source – Bloomberg



DIVIDENDS RECEIVED DEDUCTION 

▪ A tax deduction received by a corporation on the dividends it 
received from other corporations in which is has an ownership 
stake

▪ State treatment – not consistent
▪ Many states allow 100% DRD

▪ Some allow a partial DRD, but tax an equal portion of 
domestic and foreign dividends

▪ Some states also provide subtraction from TI for subpart F 
income
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CHARITABLE CONTRIBUTIONS

▪ States vary on whether they conform to the charitable 
contribution deduction
▪ Some states, like AZ, require addback for only specific types 

of contributions such as contributions to a school tuition 
organization for which a credit is claimed

▪ The CARES act increased a corporation’s deduction limitation 
from 10% to 25% of TI during 2020
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GILTI

▪ Created with TCJA (Global Intangible Low-Taxed Income)

▪ Intention was to return some foreign income to the US tax base 
(highly complex calculation)

▪ If a state taxes the GILTI income, the tax burden is increased on 
US multinationals for something that has nothing to do with 
that state.

▪ 250 deduction – excludes 50% of a company’s GILTI from tax 
each year through 2025
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GILTI

▪ Conformity
▪ Many states automatically conform, unless expressly decoupled 

from GILTI OR the state considers GILTI to be a foreign dividend, 
in which case the income is subject to a 100% (depending on the 
state) dividends received deduction
▪ KY, LA, MO consider GILTI a dividend with a state DRD
▪ NE, MD say GILTI is not a divided, not eligible for DRD

▪ Even states that have starting point of line 30 (which includes 250 
deduction) tax more than the fed does because states do not 
have credits for foreign taxes paid.

▪ Some states include GILTI in state taxable income, but then allow 
a subtraction for part or all of the GILTI income 

46



GILTI

▪ Apportionment concerns
▪ “Factor relief” – allow GILTI income into the denominator to 

the extent GILTI included in state taxable income

▪ Some states deny this factor relief – does not fairly represent 
the state share of income

▪ GILTI is not subpart F income – a state’s inclusion or 
exclusion of subpart F income does not indicate GILTI 
treatment
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GILTI

Alabama

H.B. 170/Act # 2021-1 (enacted Feb. 12, 2021)

• Under prior law, Alabama’s subtraction modification for subpart F income as limited to

an income inclusion under IRC 951(a). Because GILTI is an income inclusion under IRC

951A, the Alabama subtraction modification for subpart F income did not apply to GILTI.

• Effective for tax years beginning after December 31, 2017, Alabama now provides a 100%

subtraction for the “net GILTI amount.” However, no refunds will be allowed for prior

tax years.

• In addition, H.B. 170 also requires a full addition modification for the GILTI deduction.
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GILTI

Illinois

S.B. 2017 (enacted June 17, 2021)

• For tax years ending on and after June 30, 2021, the IRC 250(a)(1)(B) GILTI deduction is

required to be added back.

• Previously, there was no statutory authority or administrative guidance regarding the

Illinois treatment of the GILTI deduction (IL form starts with line 30 so there may have

been a position to not add-back the GILTI deduction in spite of the Illinois statute

disallowing double deductions).

• The FDII deduction was already subject to an addition modification.
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GILTI
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163(J)

Alabama

H.B. 170/Act #2021-1 (enacted Feb. 12, 2021)

• If an Alabama corporate taxpayer is a member of a federal affiliated 
group filing a federal consolidated return and the federal consolidated 
group does not have a federal Section 163(j) limitation, then the 
taxpayer does not have an Alabama separate return or nexus combined 
return limitation.

• If the federal group has a Section 163(j) limitation, then the taxpayer 
must calculate a separate Alabama Section 163(j) limitation.
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163(J)

Florida

H.B. 7059 (enacted June 30, 2021)

• For tax years beginning after December 31, 2018, and before 
January 1, 2021, Florida retroactively decouples from the increase 
in the Section 163(j) limitation for 2019 and 2020 of the CARES 
Act.
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163(J)

Iowa S.F. 619 (enacted June 16, 2021)

• For tax years beginning on or after January 1, 2020, Iowa fully decouples from IRC

Section 163(j) business interest expense deduction limitation.

• S.F. 619 also enacted a special provision for the 2020 tax year only with respect to

excess interest expense. Any Iowa excess interest expense carried forward from the 2019

tax year to the 2020 tax year may be fully deducted together with other business interest

expense actually paid in 2020.
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163(J)

Kansas

S.B. 50 (enacted May 3, 2021)

• Effective for tax years beginning after December 31, 2020, 
Kansas decouples from IRC 163(j).

• Unlike Iowa, Kansas (similar to all other states that have 
decoupled from IRC 163(j)) did not provide a mechanism to allow 
a deduction for excess interest carryforwards to 2021.
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163(J)

North Carolina S.B. 105 (enacted Nov. 18, 2021)

• North Carolina already decoupled from the CARES Act temporary increase of the IRC Section 163(j) 
limitation from 30% to 50% of a taxpayer’s adjusted taxable income for tax years 2019 and 2020.

• As a result, North Carolina taxpayers were required to add back the additional federal business 
interest expense deduction allowed for 2019 and 2020 by the CARES Act.

• S.B. 105 provides that the add-back is not required to the extent the amount was added back under 
another provision of state law, such as the addition modification for related party interest expense, to 
avoid a double add-back.

• In addition, if a taxpayer added back the increased federal CARES Act business interest expense in 
2019 or 2020, S.B. 105 also allows taxpayers to deduct 20% of the addition each year for the first five 
taxable years beginning with tax year 2021.
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163(J)

Virginia

H.B. 1006 (enacted April 11, 2022)

• VA did not conform to the CARES Act increase to the 163(j) limitation for the 
2019 and 2020 tax years from 30% to 50%.

‐ However, VA allowed an additional 20% business interest deduction.

• For tax years beginning on or after January 1, 2022, H.B. 1006 increases 
Virginia’s additional individual and corporate income tax deduction for 
business interest expense disallowed as a deduction under Section 163(j) 
from 20% to 30%.
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163(J)
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STATE INCOME TAX 

▪ Addback of state income taxes deducted in determining federal 
taxable income when computing state taxable income
▪ Measured by income

▪ Taxes such as OH CAT, TX franchise and WA B&O generally 
are NOT 

▪ Some state only require its own state income tax to be 
added back
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INTEREST INCOME 

▪ Interest from US Bonds is generally a subtraction modification
▪ Not taxable for state purposes

▪ Exemption doesn’t apply to CA franchise tax (not an income 
based tax, is a privilege tax)

▪ Some states, like FL, MA, MT, OR have no modification

59



RELATED PARTY TRANSACTIONS  

▪ Separate filing states may require addback of certain 
intercompany or related party transactions 
▪ North Carolina – requires addback to starting point for net 

interest expense to a related member to the extent it 
exceeds 30 percent of the AGI

▪ Not applicable in combine or consolidated filings because such 
related party transactions are eliminated
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NET OPERATING LOSS

▪ Different states have different carryforward periods and generally 
no carryback allowed (eliminated by TCJA)

▪ Depending on state starting point (before or after federal NOL) a 
state may include the federal NOL in it’s starting point and then 
add it back or it doesn’t get included to begin with

▪ States then have their own state specific NOL schedule (can be 
pre-apportionment or post-apportionment)

▪ Corporations that file consolidated at federal level but also have 
separate states need to track state NOLs separately at each entity 
level to ensure correct NOL reporting
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CONCLUSIONS

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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THINK ABOUT WHEN SUBMITTING STATE 
INCOME TAX RETURNS 

▪ Nexus 

▪ Separate, combined or consolidated filing requirements 

▪ Additions and subtractions
▪ State’s conformity to the IRC

▪ 50 states, 50 different rules
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TAKE AWAY
▪ Nexus

▪ State filing requirements

▪ Separate, combine or consolidated filing requirements

▪ State Modifications

▪ State agencies or departments (units) are sharing information
▪ Example

▪ Secretary of state and department of revenue
▪ Withholding unit sharing information with income/franchise units

▪ States are sharing information with each other

▪ Audits have increased
▪ Obtaining information via audits of other taxpayers

▪ Budgetary deficits
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QUESTIONS?

The information provided herein is for informational purposes only and should not be construed as financial, investment, tax, accounting or legal advice.
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