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California: Disregarded limited partnerships no longer 

subject to fi l ing requirement or annual tax (possible 

refund opportunities) 
 
The California Franchise Tax Board (FTB) issued a legal ruling that reverses a long-standing position that 
limited partnerships that are disregarded for federal income tax purposes must file California 
partnership returns and pay the $800 annual tax.  
 
Read Legal Ruling 2019-02 [PDF 186 KB] (dated November 20, 2019) 
 
KPMG observation  
 
With reversal of the FTB’s position, there may be a refund opportunity for disregarded limited 
partnerships to recover taxes paid for all tax years open under the statute of limitations (generally, four 
years for California). The refund opportunity could be especially beneficial for tiered REITs (real estate 
investment trusts) and asset management structures.  
 
Summary 
 
Limited partnerships generally must file an annual return and pay an annual tax if they are doing 
business in California. California Revenue and Taxation Code (CRTC) section 17935.  
 
Limited partnerships also generally must file if they have income from a California source.  
 
Historically, the FTB’s position has been to include disregarded limited partnerships (DLPs) under the 
purview of CRTC section 17935, requiring them to file returns and pay tax. Some DLPs challenged the 
FTB’s position because CRTC section 23038(b)(2)(B)(iii) does not expressly require DLPs to file in 
California. The DLPs argued that the FTB lacked authority to include them under the purview of CRTC 
section 17935.  
 
The FTB finally conceded, and in Legal Ruling 2019-02 stated: 
 

https://www.ftb.ca.gov/tax-pros/law/legal-rulings/2019-02.pdf
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CRTC section 23038(b)(2)(B)(iii) states that if the separate existence of an eligible business entity is 
disregarded for federal tax purposes, its separate existence is generally disregarded for California 
franchise and income tax purposes other than for purposes of expressly specified limited 
exceptions. The exceptions from the general rule identified in CRTC section 23038(b)(2)(B)(iii) do 
not apply to a federal DLP…. Therefore, [a DLP] is not subject to the annual limited partnership tax 
and partnership return filing requirements under CRTC sections 17935 and 18633. 

 
Refund procedures 
 
In addition to Legal Ruling 2019-02, the FTB also issued Notice 2019-06 [PDF 101 KB] to explain the 
procedures for:  
 
• Filing refund claims 
• Substantiating previously filed refund claims 
• Addressing previously issued FTB filing enforcement notices 
 
Pursuant to Notice 2019-06, the FTB is requiring DLPs to submit certain documents to establish that 
the DLP has no California filing or payment requirement. These documents include: 
 

(1) The certificate of limited partnership, partnership agreement, organizational chart of ownership, 
and federal returns of the partners for the particular taxable year or years in question; or 
(2) A declaration signed under penalty of perjury by the general partner of the limited partnership 
under local law. If the limited partnership's general partner under local law is a limited liability 
company ("LLC"), then the manager or, if there is no manager, the authorized member of the 
general partner LLC must sign the declaration. The declaration must clearly identify the general 
partner and must state that the entity was disregarded for federal income tax purposes during the 
respective tax years. 

 
In the notice, the FTB stated that it will review the documentation and determine whether the entity 
established that it is a federal DLP, and whether a refund or exception from a filing requirement is 
warranted.  
 
KPMG observation  
 
It is unclear why the FTB believes that a partner’s filing status has any connection with a DLP’s duty to 
file—see item (1) above—and this question has been posed by KPMG tax professionals to the FTB.  
 
KPMG tax professionals are currently working with the FTB to make the refund process more efficient 
and to streamline the filing of multiple claims at one time. DLPs need to consider the implications of 
the ruling and notice to determine whether to file refund claims.  
 
The FTB has already drafted a legislative proposal that, if enacted in its current form, would once again 
require DLPs to file an annual return and pay the annual tax in California, but prospectively only. 
 
For more information, contact a tax professional with KPMG’s State and Local Tax practice: 
 
Abner Chong | +1 (213) 593-6618 | ajchong@kpmg.com 
Robin Lambell | +1 (949) 885-5719 | rlambell@kpmg.com 
Oksana Jaffe | +1 (916) 554-1119 | ojaffe@kpmg.com 
Eric Drew | +1 (916) 448-4700 | ericdrew@kpmg.com 
Gina Rodriquez | +1 (916) 551-3132 | grodriquez@kpmg.com 
 
 
The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters" 
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is 

https://www.ftb.ca.gov/tax-pros/law/ftb-notices/2019-06.pdf
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issued for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed 
therein, and is not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide 
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it 
will continue to be accurate in the future. Applicability of the information to specific situations should be determined through 
consultation with your tax adviser. 

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms. 
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their 
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not and 
nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, partners, 
or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG 
International or any member firm in any manner whatsoever. 

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s 
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.  

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax. 
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