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As most of you recall with the passing of the Tax Cuts and Jobs Act of 2017, it created a state and local tax 
(SALT) limitation of a $10,000 maximum federal tax deduction on schedule A if you are allowed to itemize 
your deductions on your personal return.  The state and local taxes also included your real estate taxes.  The 
$10,000 limit applies to single, joint, and head of household filers.  The cap is reduced to $5,000 for married 
filing separately filers.  This SALT deduction limitation applies to taxable years beginning after December 31, 
2017, and before January 1, 2026. 
 
The Great News 
 

 The IRS confirmed in Notice 2020-75 they intend to issue proposed regulations to clarify that state and 
local income taxes imposed and paid by a partnership or an s-corporation on its income are allowed as a 
deduction by the partnership or s-corporation in computing its non-separately stated taxable income or 
loss for the taxable year of payment.   

 In enacting section 164(b)(6), which created the (SALT deduction limitation), Congress provided that 
“taxes imposed at the entity level, such as business tax imposed on pass-through entities, that are 
reflected in a partner’s or s-corporation shareholder’s distributive or pro-rata share of income or loss on 
a Schedule K-1, will continue to reduce such partner’s or shareholder’s distributive or pro-rata share of 
income as under present law.”  H.R. Rep. No. 115-466, at 260 n. 172 (2017). 

 Definition of Specified Income Tax Payment from Notice 2020-75 
o The term “Specified Income Tax Payment” means any amount paid by the partnership or an s-

corporation to a State, a political subdivision of a State, or the District of Columbia to satisfy its 
liability for income taxes imposed by (a Domestic Jurisdiction) on the partnership or the s-
corporation.   

 Deductibility of Specified Income Tax Payments from Notice 2020-75 
o If a partnership or an s-corporation makes a Specified Income Tax Payment during a taxable 

year, the partnership or s-corporation is allowed a deduction for the Specified Income Tax 
Payment in computing its taxable income for the taxable year in which the payment is made. 

 Specified Income Tax Payments not taken into account for SALT deduction limitation from Notice 
2020-75 

o Any Specified Income Tax Payment made by a partnership, or an s-corporation is not taken into 
account in applying the SALT deduction limitation to any individual who is a partner in the 
partnership or a shareholder in the s-corporation. 

 
Illinois Enacts Elective Pass-Through Entity Tax 
 

 On August 27, 2021, Illinois Governor J.B. Pritzker signed Public Act 102-0658, which established an 
elective income tax regime for pass-through entities (PTEs), including partnerships, s-corporations and 
LLCs treated as either entity.  Unlike many other states that have recently enacted these elective PTE tax 
regimes, Illinois already subjects the income of PTEs to the state’s personal property replacement tax 
(replacement tax). This new IL PTE tax regime is an additional, elective entity-level income tax. 
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 Under the Act, eligible PTEs will pay an entity-level tax, with a proportionate share of the paid PTE tax 
credited to the PTE owners’ Illinois Income Tax liability.   

 The PTE tax is intended to allow Illinois individual income taxpayers to deduct, for federal income tax 
purposes, Illinois taxes that are paid on PTE income and exceed the $10,000 annual limitation imposed 
by IRC Section 164(b)(6) (the SALT deduction limitation), consistent with IRS Notice 2020-45. 

 This clear benefit is accomplished by treating the PTE tax paid at the entity level as an “above the line” 
deduction by the trade or business rather than an itemized deduction at the individual PTE owner level 
that would otherwise be subject to the SALT deduction limitations on their personal return. 

 The Illinois elective PTE tax applies beginning with tax years ending on or after December 31, 2021, 
and beginning before January 1, 2026. 

 Under the Act, a PTE can elect to pay the PTE Tax.  The election must be made for each tax year and 
once made for a given tax year, it can’t be revoked. 

 Tax Rates – The PTE tax applies to an electing partnership and s-corporation at a rate of 4.95%, which 
is the same as the existing Illinois individual income tax rate. 

 Estimated Payments and Withholding – In each year that the PTE tax election is effective, the PTE must 
make estimated payments if the estimated tax exceeds $500.  A PTE is not required to remit nonresident 
withholding on the Illinois distributable share of income to a nonresident owner for those years. 

 PTE Tax Credits – Each partner or shareholder of a PTE may claim a credit against its Illinois income 
tax liability equal to 4.95% of the partner’s or shareholder’s distributive share of the net income from the 
electing PTE, as long as the credit does not exceed the partner or shareholder’s pro rata share of the PTE 
tax actually paid.   

 Nonresident Partners or Shareholders of an Electing PTE – they aren’t required to file Illinois individual 
income tax returns for any year in which a PTE election is in effect.  This applies if the PTE owner’s 
only source of income from Illinois is from the electing PTE and the owner’s share of the PTE tax credit 
equals or exceeds its respective nonresident Illinois income tax liability. 

 
 
What does all this mean in Layman’s terms? 
 

 Here is an example for a Form IL-1120-ST -Small Business Corporation Replacement Tax Return. 
o Assume as follows: 

 One Shareholder 
 Assume tax paid in 2022 for 2021 
 Net Income in 2021   $500,000 
 Net Replacement Tax (1.5%)  $7,500  No Change Here 
 PTE Tax Election (4.95%)  $24,750 
 Net Income in 2022   $600,000 Before Deductions for State Taxes 
 Tax Deduction for (1.5%)  $($7500) 
 Tax Deduction for PTE (4.95%) $(24,750) 
 Shareholder K-1 in 2022  $567,750 Note Deduction for PTE Taxes 
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o Summary:  This $24,750 is being deducted directly by the business and is a reduction to the 
allocated share of profits to the shareholder. This $24,750 that is paid by the PTE on behalf of 
the shareholder is the workaround for the SALT deduction as it is directly deductible on the 
business return and doesn’t get included on the personal return subject to the $10,000 SALT 
limit.  

o Moreover, any partners in an IL partnership or shareholders in an IL s-corporation will no longer 
pay in personal estimated tax payments on their distributive share of income being separately 
stated and reported on Schedule K-1.  This is exactly why we won’t lose the deduction on the 
personal return.   

o As a practical matter, if our PTE tax is $25,000, we will have to pay in quarterly estimated 
payments for the business in the amount of $6,250 per quarter. Again, no requirement to pay 
them personally and hopefully by now you clearly see the benefits of making this PTE election 
on our pass-through partnership and s-corporation returns. 

 
Closing 
 
In closing, I hope you can see the benefits of this PTE tax election and the benefits of collaborating with us? We 
spend all the necessary time to educate and inform of the latest and most interesting tax laws that will certainly 
be applicable to your business when this is an actual profit at year-end. This is complex to understand, so if you 
have any questions, please call our office to discuss. Thank you. 
 
 
 

  
 

 
 

 


