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Tracking the significant changes in state
taxes for asset and wealth management

Hello,

As the initial phase of tax compliance season draws to a close, now is an
opportune time to turn our attention to other areas of tax that may not always
receive the spotlight—particularly indirect taxes. While often overlooked by asset
managers, indirect taxes such as sales and use taxes may pose significant risks
if not properly monitored and remitted. In addition to being an above-the-line
cost, most jurisdictions impose personal liability on “responsible persons” for
unpaid indirect taxes, elevating the stakes for compliance. Staying ahead in this
area is essential to avoid unexpected liabilities and ensure operational
compliance.

In addition to indirect tax considerations, we’re also in the midst of a busy
legislative season at the state level. Numerous bills under consideration have
the potential to impact the asset management industry—from proposed changes
to tax rates, new capital gains surcharges, and pass-through entity tax
proposals. We'll be tracking these developments closely and providing timely
updates to help you anticipate and respond to changes that could affect your
business. As always, our goal is to keep you informed and empowered in our
evolving tax landscape.

Best regards,

Caragh DelLuca
Financial Services State and Local Tax Leader


https://youtu.be/p-QzfSFkwTI
https://youtu.be/lnxwKxoQzGM
https://youtu.be/lnxwKxoQzGM

Background

Asset managers often are focused on income tax exposures and liabilities, sometimes allowing indirect taxes,
such as sales and use taxes, to be set aside until an audit notice arrives. If overlooked, an indirect tax liability
may reach a material amount if sales tax returns are not filed or are filed incorrectly. Most tax exposures and
audit assessments are for use tax, which is a tax owed on purchases when sellers do not charge the proper
sales tax, such as purchases of research, software, and construction. In addition to being an above-the-line cost,
most jurisdictions impose personal liability on “responsible persons” for the unpaid tax. Historically, some
jurisdictions are more focused on sales/use tax compliance than others, such as New York, Florida, Texas,
Washington State, Connecticut, Massachusetts, and the City of Chicago.

Being proactive offers several benefits. For example, if a company receives an audit notice and has not been
filing returns where required, the audit period often spans six to eight years as no statute of limitations was
running. On the other hand, if a company had been filing properly, the audit period generally only spans three to
four years. Not only does the shorter audit period reduce the amount of tax that may be assessed, it also
reduces the associated interest and potential penalties. Case in point, New York State currently compounds
interest daily at a rate of 14.5%. If the company is not filing and should be, there are cost effective ways to come
into compliance that may reduce the period for which tax is owed, possibly eliminate penalties, and lower the
interest rate.

Observation In regard to portfolio companies of private equity funds, while not a direct cost of the fund itself, if
there is a large sales and use tax exposure at the portfolio company at time of purchase or sale and it is not
addressed, the liability could lead to a purchase price reduction even though sales and use tax would not impact
EBITDA multiples.

The kinds of purchases subject to sales and use tax are broad and encompass many types of goods and
services. Within the asset management industry, a few key areas drive much of the indirect tax exposure, but
there also could be opportunities for savings that are often overlooked. Some examples of potential sales and
use tax savings opportunities that should be considered for the asset management industry are custom software
purchases, software used in multiple locations, and equipment used in research and development activities.

Recent developments that may affect asset managers - Proposals to tax services

While not a broad trend, asset managers should be aware of some recent proposals that would expand the
scope of sales and use taxes into the realm of services some asset managers may provide.

On March 21, Minnesota Governor Tim Walz published a revised budget proposal that includes a sales tax on
“services provided to individuals by investors, bankers” among others. In HE 2437, sales tax would be imposed
on, “accounting services” and “banking and brokerage services, including, but not limited to, account
maintenance fees, safety deposit boxes, credit card fees, loan servicing, payment services, wealth management,
financial planning, retirement planning, trust management, and investment management, but excluding
origination fees, overdraft fees, late fees, and the management of defined benefit pension funds.”

Similarly, as part of its budget proposal in January, Maryland proposed H.B. 1554, which would impose a sales
tax on “financial planning” services described under NAICS Sector 5239 if both the provider and the buyer of the
service are business entities. Ultimately, the services were not included in the final Maryland budget.

Key areas of possible indirect tax liabilities

Research or other information services

The asset management sector typically purchases large amounts of research and other information services to
help guide its investment decisions and other business operations. Several states impose tax on these
purchases. This includes research received via email, through accessing a database, and in tangible form.
States that tax these transactions have nuances affecting the amount of tax owed and to which states. For
example, factors such as sourcing, using soft dollars, and the content of the research may affect taxability. Some
states have exemptions including sales of information that is personal and confidential or delivered verbally. In


https://mn.gov/governor/newsroom/press-releases/#/detail/appId/1/id/673804
https://www.revisor.mn.gov/bills/text.php?number=HF2437&type=bill&version=0&session=ls94&session_year=2025&session_number=0
https://mgaleg.maryland.gov/mgawebsite/Legislation/Details/HB1554?ys=2025RS

practice, qualifying for these exemptions can be challenging and the exemptions are closely scrutinized by sales
tax auditors.

Construction buildouts and renovations

Most asset management companies incur significant construction costs when building out and renovating office
space. Several jurisdictions tax the purchase of construction services, but the rules in this area are cumbersome
and vary. For example, some states will tax labor and materials, while others only tax materials based on
whether the contractor or the company provides the materials. The contractor’s invoice details may affect the
taxability as well. For instance, does the contractor’s invoice separately state the labor charge from the material
charge?

A common sales tax exemption for construction is the capital improvement exemption. In practice, this
exemption may not encompass all purchases and certain documentation, and lease terms may be required to
qualify for the exemption. In some instances, contractors ask customers to issue exemption certificates and
explain that if issued, the contractor will not charge any sales tax. Issuing the certificate may relieve the
contractor of its responsibility to collect sales tax but does not relieve the customer from paying the equivalent
use tax. Consequently, the customer has sole liability for any tax and must prove it qualifies for any exemption or
else risk an assessment of tax, interest, and possible penalties.

Corporate cards

A general rule in sales and use tax is that a taxpayer bears the burden of demonstrating the proper tax was paid
or the purchase qualifies for an exemption. An essential and primary piece of documentation to satisfy this
burden is the detailed vendor receipt. In the absence of satisfying the burden, a jurisdiction has the authority to
impose tax on the transaction. When using a charge card to pay for a purchase, a vendor provides a receipt
detailing what is purchased and a separate line item indicating any sales tax charged. This receipt is crucial
since it proves whether sales tax was charged. It also states what item or service was purchased, which is vital
to identify and support a potential exemption. A typical credit card statement will not suffice because it rarely
contains the essential details to demonstrate the proper tax was paid.

Software

The asset management sector typically increases spend in the software area every year and consequently, the
possible associated tax liability. In assessing a potential tax liability, it is important to determine whether the
software is prewritten, modified, or custom. Prewritten software is most common and includes standard
operating systems, spreadsheets, and word processing software. Another type is modified software, where a
prewritten software package is modified to the specific needs of a particular customer. An example is a general
ledger system that is purchased along with programming to implement the software within an existing customer’s
system. Custom software is characterized as being designed “from the ground up for one specific customer,”
and is not shared or sold in whole, or in part, with a third party. This software often is developed in-house.

The method of software delivery also must be determined (e.g., on tangible media (DVD), electronic download,
or via the cloud, such as software as a service (SaaS). Currently, SaaS is the most predominant delivery
mechanism and approximately 24 states tax SaaS, including New York. In general, jurisdictions tax prewritten
and modified software. If the charge for implementing the modified software is separately stated on invoices and
is reasonable, it may not be taxable.

Intercompany charges

Asset management companies often have intercompany charges among related entities including management
fees, allocations, reimbursements, and cost sharing. For example, in the hedge fund space, there are instances
where the manager pushes the costs of information services to the fund. Depending on the facts, these charges
may be subject to sales/use tax. To compound the issue, these charges may include taxable and nontaxable
goods and services in one lump amount (e.g., IT software, hardware, and support services) — a so-called
“bundled charge.” Many jurisdictions have a bundling rule that imposes sales tax on the entire bundled charge
despite some components of it being nontaxable.

By being proactive, asset managers may mitigate indirect tax exposures and surprises. The first step can be
evaluating the company’s degree of compliance, followed by considering options to mitigate exposure and
possible personal liability, as well as ways to reduce above-the-line costs and drive impactful savings.



California provides taxpayers disaster relief in response to recent wildfires

On January 11, Governor Gavin Newsom (D) followed the federal announcement and declared the recent
wildfires in Los Angeles County as disasters, qualifying affected individuals and businesses for tax relief. Gov.
Newsom’s announcement indicated that affected taxpayers would be eligible for extensions for the payment of
certain taxes and the filing of returns.

As a federal disaster, the IRS published similar relief for affected taxpayers, as discussed in our Insight, Tax
considerations for property damaged in federally declared disasters.

The extension of time to file and pay California taxes may provide taxpayers with welcome relief for state
compliance deadlines, including the payment of certain taxes and estimated payments. As a federally declared
disaster, taxpayers also should be aware of additional California tax considerations, such as claiming disaster
loss deductions on 2024 tax returns.

For many in the affected area, the financial impact resulting from the wildfires is significant. Individual and
business taxpayers should be aware of the California tax relief provisions that may be available to lessen the
financial impact. It should be noted that careful planning and detailed records are necessary to accurately
substantiate losses, recoveries, and reinvestments. Read our Insight here.

Indiana finalizes sourcing rule changes to reflect market sourcing shift

The Indiana Department of Revenue has released a final regulation re-writing the rules for income tax sourcing
of sales to implement the state’s market-based sourcing provisions for services and intangibles enacted in 2019.
(45 1AC 3.1-1-55.5, “Attribution of Sales to the State,” posted 2/26/2025 by Legislative Services Agency,
effective 2/28/2025)

Observation: The final regulation is substantially similar to the emergency regulation (LSA Document #19-
688(E)) published by the Department on January 1, 2020, and incorporates provisions from the Multistate Tax
Commission’s (MTC) model regulations as required by the 2019 authorizing legislation. Note that the final
regulations do not apply to certain industries and income streams including, “Receipts in the form of dividends
from investments are attributable to this state if the taxpayer's commercial domicile is in Indiana.”

New York Tax Appeals Tribunal requires broker-dealer receipts to be sourced to
intermediaries and not to investors

The New York State Tax Appeals Tribunal on February 20 reversed, in part, an administrative law judge
determination and required a taxpayer to source brokerage commissions, gross income from principal
transactions, and management fees to the location of institutional intermediaries (i.e., pension funds, hedge
funds, mutual funds, and other similar financial intermediaries) and not to the underlying investors.

Since the taxpayer has four months to appeal the Tribunal’s decision it is not currently binding law. While the
case deals with the New York State corporate tax law in effect for pre-2015 years, the broker-dealer customer
sourcing statute is substantially similar for New York State and City corporate tax purposes for years beginning
in or after 2015 (however, the rules for sourcing gains from principal transactions changed, and the post-2015
statute provides that broker-dealers should source 8% of certain qualifying receipts where customer location
cannot be determined). The pre-2015 New York State corporate broker-dealer sourcing statute is also
substantially similar to the current New York City (NYC) unincorporated business tax (UBT) statute’s broker-
dealer sourcing rule. Therefore, the outcome of this case may impact other broker-dealer taxpayers subject to
the corporate tax or the NYC UBT.

Access our Insight here.

Seattle adopts new tax on compensation exceeding $1 million on Seattle-based
employees

On February 11, 2025, Seattle voters approved the Seattle Social Housing Tax in a special election. Effective
January 1, 2025, the tax imposes a 5% levy on total annual compensation exceeding $1 million paid to any
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Seattle-based employee. The revenue will fund the development and maintenance of permanently affordable
housing in the city.

This payroll tax introduces a new reporting requirement for businesses with employees earning compensation in
excess of $1 million in a calendar year. It will require careful review of payroll structures and compliance with
new filing requirements. The broad definition of compensation may cause some taxpayers to be subject to the
tax.

The Seattle Social Housing Tax introduces an additional cost for businesses operating in Seattle, particularly for
those already subject to the Payroll Expense Tax. Businesses should:

e Review payroll data to determine which employees meet the $1 million threshold.
e Assess compliance with filing and payment obligations.
e Consider the financial impact of this new tax when planning executive compensation structures.

Read more about this new tax here.

The following provides a summary of some of the legislative proposals and enactments over the past few
months. This list is not intended to be a comprehensive list of proposals or enactments affecting partnerships or
the asset management industry.

California — Single sales factor for banks and financial institutions proposed

Most companies in California use the single sales factor formula; however, certain businesses—such as
financial institutions, extraction industry firms, and agricultural producers—must use the three-factor formula.
Starting in tax year 2025, Governor Gavin Newsom’s Budget Summary proposes to shift financial institutions to
the single sales factor formula. This change would align them with most other corporations and incentivize
businesses to operate in California.

Utah — Financial institutions

S.B. 219, signed into law on March 25, provides for certain definitions including “financial institution” and
requires the Commissioner to make rules that establish the sales that should be included in the sales factor of a
financial institution, provided that sales from investment activities and assets and trading activities and assets
will only be included in the denominator.

Connecticut — Proposal to increase PTE credit - H.B. 5549 would restore the rate of the credit against the
affected business entity tax to 93.01%. Legislation passed in 2018 reduced the PTE credit from 93.01% to
87.5% for tax years on or after January 1, 2019. A public hearing was held on February 20, 2025.

Indiana — Investment Partnership proposal S 316 - The bill provides certain sourcing rules for the adjusted
gross income of an investment partnership and provides definitions of “investment partnership” and “qualifying
investment securities,” among others. The bill passed the third reading in the Senate on February 10, and is
currently in the House Committee of Ways and Means.

Oregon - Proposal to extend the pass-through business alternative income tax - S 111 -The bill would
extend the pass-through business alternative income tax and related personal income tax credit by two years, to
tax years beginning on or before January 1, 2026 to tax years beginning on or before January 1, 2028. This bill
was introduced on January 13 in the Senate, a public hearing was held on March 5.

Maine and Pennsylvania propose elective pass-through entity taxes — Pennsylvania's S.B. 396, introduced
March 6, and Maine’s LD 191 , introduced on January 1, both would establish an elective tax imposed at the
entity level.


https://www.pwc.com/us/en/services/tax/library/pwc-seattle-adopts-tax-on-certain-compensation-exceeding-1-million.html
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Connecticut — Capital gains surcharge proposal

S 742 would establish a surcharge on the net gain from the sale or exchange of capital assets on a taxpayer
whose Connecticut adjusted gross income is equal to or greater than the threshold amount specified in section
12-700 of the general statutes for imposition of the highest and second highest marginal rates of 1% and 0.75%,
respectively. A public hearing on this proposal was held on February 26.

Georgia — Income tax rate reduction proposed

H.B. 111 would reduce the individual income tax rate, and therefore the corporate tax rate, from 5.39% to 5.19%
effective for tax years beginning on or after January 1, 2025.

I[daho - Income tax rate reduction enacted

H.B. 40, enacted on March 6, lowers the individual and corporate income tax rate from 5.695% to 5.3% of Idaho
taxable income, effective “retroactively to January 1, 2025.”

Kentucky - Individual Income tax rate reduction

H1, signed by the Governor on February 6, reduces the individual income tax rate to 3.5% for tax years
beginning on or after January 1, 2026. The current individual income tax rate is 4%.

Maryland — New top individual income tax rates

H.B 352, the budget reconciliation bill, was delivered to Governor Wes Moore (D). The proposal would increase
the individual income tax state-level rates on Maryland top earners. The existing top rate is imposed at 5.75% of
Maryland taxable income exceeding $250,000 (for individual filers). The legislation retains this rate and imposes
two new top rates:

e 6.25% for taxable income of $500,001 through $1 million; and
e 6.50% for taxable income exceeding $1 million.

The legislation would also reduce the amount of otherwise allowable itemized deductions by 7.5% of the
individual’'s federal adjusted gross income exceeding $200,000, and would raise the maximum income tax rate
that each county may set by ordinance or resolution, from 3.20% to 3.30%.

Mississippi — Individual income tax rate reduction enacted

H1, signed into law on March 27, establishes a gradual income tax rate reduction for taxable income over
$10,000. In 2027, the rate would be reduced to 3.75%, in 2028, it would drop to 3.5%, in 2029, it would go down
to 3.25%, and in 2030 and beyond, the rate would be set at 3%. Beginning in 2031, the tax rate on income over
$10,000 could be reduced even further, but only under specific financial conditions.

Utah - Income tax rate reduction

H.B. 106 enacted on March 26 lowers the corporate and individual income tax rate from 4.55% to 4.5% of Utah
taxable income. The bill takes effect on May 7, 2025 and has retrospective operation for a tax year beginning on
or after January 1, 2025.

California IRC Conformity proposal

SB 711 would update the state’s conformity to the Internal Revenue Code to January 1, 2025 for tax years
beginning on or after January 1, 2025. On April 2, the bill was referred to the Committee on Revenue and
Taxation and a hearing is scheduled for April 23.
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Maryland — Capital Gains Surcharge

The Budget Proposal would establish a 2% surcharge on capital gains for filers with income in excess of
$350,000.

Missouri — Proposed income tax deduction for capital gains

H594 would provide that for all tax years beginning on or after January 1, 2025, a taxpayer may deduct 100% of
all income reported as a capital gain for federal income tax purposes.

Rhode Island Wealth proposal

On March 14, SB 779 was introduced in Rhode Island and would impose a wealth tax on Rhode Island
individuals and entities at a rate of 1% of worldwide wealth for tax years beginning on or after January 1, 2027.
There has been no subsequent movement of this bill.

Michigan — Guidance on Flow-Through Entity Tax (FTE) amendments effective April 2,
2025

The Michigan Department of Treasury issued a notice to remind taxpayers about amendments enacted by 2024
PA 216 concerning the FTE, with the changes generally applying to tax years beginning on or after January 1,
2024, but not taking effect until April 2, 2025. The notice outlines the amendments and addresses key topics
including the deadline to elect into the tax, penalty and interest on estimated payments, the deadline to fund FTE
tax credits, and implementation issues for tax year 2024 stemming from the legislation’s effective date.

New Jersey Corporate Business Tax regulations

On February 18, 2025, the New Jersey Division of Taxation proposed comprehensive Corporation Business Tax
(CBT) regulations in the New Jersey Register, marking the beginning of a 60-day public comment period. While
many sections of the regulations memorialize prior legislative changes (see PwC Insight here) and are similar to
the draft regulations, the proposed regulations continue to require careful consideration due, in part, to certain
regulations remaining open to interpretation and uncertainty in how the regulations may apply to different
businesses. In addition, the proposed regulations do not only impact corporations. For example, because Gross
Income Tax apportionment rules follow the CBT apportionment rules (for tax years beginning on or after January
1, 2023), changes to the CBT apportionment regulations apply to both corporations and partnerships.

Other items of interest
State Income Tax Developments (March 2025)
Indirect Tax Digest — March 2025

The evolution of NAUPA I1l: What property holders need to know
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Let's talk

For a deeper discussion of how these developments might affect your business, please contact your Financial
Services SALT team member.

Caragh DeLuca

Financial Services State and Local Tax Leader
+1 (516) 330-2825
caragh.deluca@pwc.com
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