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35 lllinois Compiled Statutes 5/201(p)
Pass-through entity tax.

(1) For taxable years ending on or after December 31, 2021 and beginning prior to January 1,
2026, a partnership (other than a publicly traded partnership under Section 7704 of the Internal
Revenue Code) or Subchapter S corporation may elect to apply the provisions of this subsection.
A separate election shall be made for each taxable year. Such election shall be made at such
time, and in such form and manner as prescribed by the Department, and, once made, is
irrevocable.

(2) Entity-level tax. A partnership or Subchapter S corporation electing to apply the provisions of
this subsection shall be subject to a tax for the privilege of earning or receiving income in this
State in an amount equal to 4.95% of the taxpayer's net income for the taxable year.

(3) Net income defined.

(A) In general. For purposes of paragraph (2), the term net income has the same meaning

as defined in Section 202 of this Act, except that the following provisions shall not apply:
(i) the standard exemption allowed under Section 204;
(ii) the deduction for net losses allowed under Section 207;
(iii) in the case of an S corporation, the modification under Section 203(b)(2)(S); and
(iv) in the case of a partnership, the modifications under Section 203(d)(2)(H) and

Section 203(d)(2)(1).

(B) Special rule for tiered partnerships. If a taxpayer making the election under paragraph
(1) is a partner of another taxpayer making the election under paragraph (1), net income
shall be computed as provided in subparagraph (A), except that the taxpayer shall
subtract its distributive share of the net income of the electing partnership (including its
distributive share of the net income of the electing partnership derived as a distributive
share from electing partnerships in which it is a partner).

(4) Credit for entity level tax. Each partner or shareholder of a taxpayer making the election
under this Section shall be allowed a credit against the tax imposed under subsections (a) and (b)
of Section 201 of this Act for the taxable year of the partnership or Subchapter S corporation for
which an election is in effect ending within or with the taxable year of the partner or shareholder
in an amount equal to 4.95% times the partner or shareholder's distributive share of the net
income of the electing partnership or Subchapter S corporation, but not to exceed the partner's or
shareholder's share of the tax imposed under paragraph (1) which is actually paid by the
partnership or Subchapter S corporation. If the taxpayer is a partnership or Subchapter S
corporation that is itself a partner of a partnership making the election under paragraph (1), the
credit under this paragraph shall be allowed to the taxpayer's partners or shareholders (or if the
partner is a partnership or Subchapter S corporation then its partners or shareholders) in
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accordance with the determination of income and distributive share of income under Sections
702 and 704 and Subchapter S of the Internal Revenue Code. If the amount of the credit allowed
under this paragraph exceeds the partner’s or shareholder's liability for tax imposed under
subsections (a) and (b) of Section 201 of this Act for the taxable year, such excess shall be
treated as an overpayment for purposes of Section 909 of this Act.

(5) Nonresidents. A nonresident individual who is a partner or shareholder of a partnership or
Subchapter S corporation for a taxable year for which an election is in effect under paragraph (1)
shall not be required to file an income tax return under this Act for such taxable year if the only
source of net income of the individual (or the individual and the individual's spouse in the case of
a joint return) is from an entity making the election under paragraph (1) and the credit allowed to
the partner or shareholder under paragraph (4) equals or exceeds the individual's liability for the
tax imposed under subsections (a) and (b) of Section 201 of this Act for the taxable year.

(6) Liability for tax. Except as provided in this paragraph, a partnership or Subchapter S making
the election under paragraph (1) is liable for the entity-level tax imposed under paragraph (2). If
the electing partnership or corporation fails to pay the full amount of tax deemed assessed under
paragraph (2), the partners or shareholders shall be liable to pay the tax assessed (including
penalties and interest). Each partner or shareholder shall be liable for the unpaid assessment
based on the ratio of the partner's or shareholder's share of the net income of the partnership over
the total net income of the partnership. If the partnership or Subchapter S corporation fails to pay
the tax assessed (including penalties and interest) and thereafter an amount of such tax is paid by
the partners or shareholders, such amount shall not be collected from the partnership or
corporation.

(7) Foreign tax. For purposes of the credit allowed under Section 601(b)(3) of this Act, tax paid
by a partnership or Subchapter S corporation to another state which, as determined by the
Department, is substantially similar to the tax imposed under this subsection, shall be considered
tax paid by the partner or shareholder to the extent that the partner's or shareholder's share of the
income of the partnership or Subchapter S corporation allocated and apportioned to such other
state bears to the total income of the partnership or Subchapter S corporation allocated or
apportioned to such other state.

(8) Suspension of withholding. The provisions of Section 709.5 of this Act shall not apply to a
partnership or Subchapter S corporation for the taxable year for which an election under
paragraph (1) is in effect.

(9) Requirement to pay estimated tax. For each taxable year for which an election under
paragraph (1) is in effect, a partnership or Subchapter S corporation is required to pay estimated
tax for such taxable year under Sections 803 and 804 of this Act if the amount payable as
estimated tax can reasonably be expected to exceed $500.

(10) The provisions of this subsection shall apply only with respect to taxable years for which the
limitation on individual deductions applies under Section 164(b)(6) of the Internal Revenue
Code.

(Source: P.A. 101-9, eff. 6-5-19; 101-31, eff. 6-28-19; 101-207, eff. 8-2-19; 101-363, eff. 8-9-19;
102-558, eff. 8-20-21; 102-658, eff. 8-27-21.)



