Under the Act, the deduction is delayed until the 15th year of the combined filing—which would be
2025. If there is an underpayment of estimated tax for tax year 2020 due to the anticipated deduction,
the estimated tax interest resulting from such underpayment, upon application, would be waived.
Unincorporated business tax (UBT)
Another provision in the Act modifies the term “taxable income” for purposes of the District’s
unincorporated business tax (UBT). Under District law, UBT is imposed on unincorporated businesses
such as partnerships and limited liability corporations (LLCs).
As modified, the UBT definition of taxable income includes a new clause providing that “taxable
income shall include gain from the sale or other disposition of any assets, including tangible assets and
intangible assets, including real property and interests in real property, in the District, even when such
a sale or other disposition results in the termination of an unincorporated business.” This provision
becomes effective January 1, 2021, and has significant implications for pass-through entities subject to
the District’s UBT.
Current District regulations provide that gain (other than ordinary gain resulting from the recapture of
depreciation) or loss from the sale or other disposition of property that results in the termination of an
unincorporated business subject to UBT must be recognized and reported by the owners of the
business—rather than by the business entity. Gain or loss from sales or other dispositions of property
that do not result in the termination of an unincorporated business would be recognized and reported
by the unincorporated business. The amendment to the definition of taxable income would effectively
change this historic tax treatment and subject the gain to the District’s UBT, rather than subjecting the
owners of the pass-through entity on the gain. Notably, the District cannot impose income tax directly
on nonresident individuals.
Qualified opportunity zones
Finally, the Act amends the District statute that provides deductions from gross income for
corporations, financial institutions, and unincorporated businesses to address investments in qualified
opportunity zones. As amended, certain tax benefits stemming from investments in qualified
opportunity funds—such as deferrals of capital gain—will be realized only if (1) the taxpayer invests in a
qualified opportunity fund that is certified by the mayor of the District, and (2) the taxpayer’s
investment in the fund is invested in an opportunity zone in the District. In other words, the District
appears to be limiting the tax benefits of making such investments to local opportunity zones.
Other changes
Other tax related changes in the Act include the imposition of a motor vehicle fuel tax surcharge and
revisions to the District’s qualified high technology company incentives.
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