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TITLE 86: REVENUE
CHAPTER I: DEPARTMENT OF REVENUE

PART 100
INCOME TAX

SUBPART A: TAX IMPOSED

Introduction

Net Income (IITA Section 202)

Standard Exemption (IITA Section 204)

Compassionate Use of Medical Cannabis Pilot Program Act Surcharge (IITA
Section 201(0))

SUBPART B: CREDITS

Replacement Tax Investment Credit Prior to January 1, 1994 (1ITA
Section 201(e))

Replacement Tax Investment Credit (IITA 201(e))

Investment Credit; Enterprise Zone and River Edge Redevelopment Zone (IITA
Section 201(f))

Jobs Tax Credit; Enterprise Zone and Foreign Trade Zone or Sub-Zone and River
Edge Redevelopment Zone (IITA Section 201(g))

Investment Credit; High Impact Business (1ITA 201(h))

REV Illinois Investment Tax Credit (IITA Section 237)

Credit Against Income Tax for Replacement Tax (IITA 201(i))

Training Expense Credit (IITA 201(j))

Research and Development Credit (II'TA Section 201(k))

Environmental Remediation Credit (IITA 201(1))

Data Center Investment Credit (II'TA Section 229)

Education Expense Credit (IITA 201(m))

Tax Credits for Coal Research and Coal Utilization Equipment (IITA 206)
Angel Investment Credit (1ITA 220)

Invest in Kids Credit (IITA 224)

Volunteer Emergency Worker Credit (IITA Section 234)

Credit for Residential Real Property Taxes (IITA 208)

Credit for Instructional Materials and Supplies (1ITA Section 225)

Film Production Services Credit (IITA Section 213)

Tax Credit for Affordable Housing Donations (IITA Section 214)
Student-Assistance Contributions Credit (IITA 218)

Dependent Care Assistance Program Tax Credit (1ITA 210)
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Employee Child Care Assistance Program Tax Credit (IITA Section 210.5)
Foreign Tax Credit (IITA Section 601(b)(3))

Economic Development for a Growing Economy Credit (IITA 211)
Illinois Earned Income Tax Credit (IITA Section 212)

SUBPART C: NET OPERATING LOSSES OF UNITARY BUSINESS GROUPS

Section
100.2200

100.2210

100.2220

100.2230

100.2240

100.2250

Section
100.2300

100.2310

100.2320

100.2330

100.2340

OCCURRING PRIOR TO DECEMBER 31, 1986

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group. (IITA Section
202) — Scope

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group (IITA Section
202) — Definitions

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group. (IITA Section
202) — Current Net Operating Losses: Offsets Between Members

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group. (IITA Section
202) — Carrybacks and Carryforwards

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group: (IITA Section
202) — Effect of Combined Net Operating Loss in Computing Illinois Base
Income

Net Operating Losses Occurring Prior to December 31, 1986, of Unitary Business
Groups: Treatment by Members of the Unitary Business Group: (IITA Section
202) — Deadline for Filing Claims Based on Net Operating Losses Carried Back
From a Combined Apportionment Year

SUBPART D: ILLINOIS NET LOSS DEDUCTIONS FOR LOSSES

OCCURRING ON OR AFTER DECEMBER 31, 1986

Illinois Net Loss Deduction for Losses Occurring On or After December 31, 1986
(ITA 207)

Computation of the Illinois Net Loss Deduction for Losses Occurring On or After
December 31, 1986 (IITA 207)

Determination of the Amount of Illinois Net Loss for Losses Occurring On or
After December 31, 1986

Illinois Net Loss Carrybacks and Net Loss Carryovers for Losses Occurring On or
After December 31, 1986 (IITA Section 207)

Illinois Net Losses and Illinois Net Loss Deductions for Losses Occurring On or
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After December 31, 1986, of Corporations that are Members of a Unitary
Business Group: Separate Unitary Versus Combined Unitary Returns

Illinois Net Losses and Illinois Net Loss Deductions, for Losses Occurring On or
After December 31, 1986, of Corporations that are Members of a Unitary
Business Group: Changes in Membership

[llinois Net Losses and Illinois Net Loss Deductions for Losses of Cooperatives
Occurring On or After December 31, 1986 (IITA Section 203(e)(2)(F))

SUBPART E: ADDITIONS TO AND SUBTRACTIONS FROM TAXABLE INCOME OF
INDIVIDUALS, CORPORATIONS, TRUSTS AND ESTATES AND PARTNERSHIPS

Section

100.2405

100.2410

100.2430

100.2435

100.2450
100.2455

100.2465

100.2470

100.2480

100.2490

Section
100.2510

100.2565
100.2580

100.2590

Gross Income, Adjusted Gross Income, Taxable Income and Base Income
Defined; Double Deductions Prohibited; Legislative Intention (1ITA Section
203(e), (9) and (h))

Net Operating Loss Carryovers for Individuals, and Capital Loss and Other
Carryovers for All Taxpayers (II'TA Section 203)

Addition and Subtraction Modifications for Transactions with 80/20 and
Noncombination Rule Companies

Addition Modification for Student-Assistance Contribution Credit (IITA Sections
203(a)(2)(D-23), (b)(2)(E-16), (c)(2)(G-15), (d)(2)(D-10))

II'T Refunds (IITA Section 203(a)(2)(H), (b)(2)(F), (c)(2)(J) and (d)(2)(F))
Subtraction Modification: Federally Disallowed Deductions (IITA Sections
203(2)(2)(M), 203(b)(2)(1), 203(c)(2)(L) and 203(d)(2)(J))

Claim of Right Repayments (IITA Section 203(a)(2)(P), (b)(2)(Q), (c)(2)(P) and
(d)(2)(M))

Subtraction of Amounts Exempt from Taxation by Virtue of Illinois Law, the
Illinois or U.S. Constitutions, or by Reason of U.S. Treaties or Statutes (IITA
Sections 203(a)(2)(N), 203(b)(2)(J), 203(c)(2)(K) and 203(d)(2)(G))

Enterprise Zone and River Edge Redevelopment Zone Dividend Subtraction
(II'TA Sections 203(a)(2)(J), 203(b)(2)(K), 203(c)(2)(M) and 203(d)(2)(K))
Foreign Trade Zone/High Impact Business Dividend Subtraction (IITA Sections
203(a)(2)(K), 203(b)(2)(L), 203(c)(2)(0), 203(d)(2)(M))

SUBPART F: BASE INCOME OF INDIVIDUALS

Subtraction for Contributions to Illinois Qualified Tuition Programs (Section 529
Plans) (II'TA Section 203(a)(2)(Y)

Subtraction for Recovery of Itemized Deductions (1ITA Section 203(a)(2)(1))
Medical Care Savings Accounts (IITA Sections 203(a)(2)(D-5), 203(a)(2)(S) and
203(a)(2)(T))

Taxation of Certain Employees of Railroads, Motor Carriers, Air Carriers and
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Section
100.2655

100.2657

100.2665
100.2668

Section
100.2770

100.2775

Section
100.2850

Section
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Section
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Water Carriers

SUBPART G: BASE INCOME OF CORPORATIONS

Subtraction Modification for Enterprise Zone and River Edge Redevelopment
Zone Interest (IITA Section 203(b)(2)(M))

Subtraction Modification for High Impact Business Interest (IITA Section
203(b)(2)(M-1))

Subtraction for Payments to an Attorney-in-Fact (1ITA Section 203(b)(2)(R))
Subtraction for Dividends from Controlled Foreign Corporations (IITA Section
203(b)(2)(2))

SUBPART H: BASE INCOME OF TRUSTS AND ESTATES

Subtraction for Recovery of Itemized Deductions of a Decedent (IITA Section
203(c)(2)(W))

Subtraction for Refunds of Taxes Paid to Other States for Which a Credit Was
Claimed (IITA Section 203(c)(2)(X))

SUBPART |: BASE INCOME OF PARTNERSHIPS

Subtraction Modification for Personal Service Income or Reasonable Allowance
for Compensation to Partners (1ITA Section 203(d)(2)(H))

SUBPART J: GENERAL RULES OF ALLOCATION AND
APPORTIONMENT OF BASE INCOME

Terms Used in Article 3 (IITA Section 301)

Business and Nonbusiness Income (I1TA Section 301)
Business Income Election (II'TA Section 1501)
Resident (IITA Section 301)

SUBPART K: COMPENSATION
Compensation (IITA Section 302)

State (II'TA Section 302)
Allocation of Compensation Paid to Nonresidents (IITA Section 302)
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173 SUBPART L: NON-BUSINESS INCOME OF PERSONS OTHER THAN RESIDENTS
174
175  Section

176  100.3200 Taxability in Other State (II'TA Section 303)
177  100.3210 Commercial Domicile (IITA Section 303)
178  100.3220 Allocation of Certain Items of Nonbusiness Income by Persons Other Than

179 Residents (IITA Section 303)

180

181 SUBPART M: BUSINESS INCOME OF PERSONS OTHER THAN RESIDENTS
182

183  Section

184  100.3300 Allocation and Apportionment of Base Income (IITA Section 304)

185 100.3310 Business Income of Persons Other Than Residents (IITA Section 304) — In
186 General

187  100.3320 Business Income of Persons Other Than Residents (IITA Section 304) —
188 Apportionment (Repealed)

189  100.3330 Business Income of Persons Other Than Residents (IITA Section 304) —
190 Allocation

191  100.3340 Business Income of Persons Other Than Residents (IITA Section 304)

192 100.3350 Property Factor (IITA Section 304)

193  100.3360 Payroll Factor (IITA Section 304)

194  100.3370 Sales Factor (II'TA Section 304)

195 100.3371 Sales Factor for Telecommunications Services

196  100.3373 Sales Factor for Publishing

197  100.3380 Special Rules (II'TA Section 304)

198  100.3390 Petitions for Alternative Allocation or Apportionment (IITA Section 304(f))

199  100.3400 Apportionment of Business Income of Financial Organizations for Taxable Years
200 Ending Prior to December 31, 2008 (IITA Section 304(c))

201  100.3405 Apportionment of Business Income of Financial Organizations for Taxable Years
202 Ending on or after December 31, 2008 (IITA Section 304(c))

203  100.3420 Apportionment of Business Income of Insurance Companies (1ITA Section

204 304(b))

205 100.3450 Apportionment of Business Income of Transportation Companies (IITA Section
206 304(d))

207  100.3500 Allocation and Apportionment of Base Income by Nonresident Partners
208  100.3600 Combined Apportionment for Taxpayers Using Different Apportionment

209 Formulas (I1'TA Section 1501(a)(27))

210

211 SUBPART N: ACCOUNTING
212

213  Section

214 100.4100 Taxable Years (II'TA Section 401)
215 100.4500 Carryovers of Tax Attributes (IITA Section 405)
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100.5000
100.5010
100.5020
100.5030
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Section
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SUBPART O: TIME AND PLACE FOR FILING RETURNS

Time for Filing Returns (IITA Section 505)

Place for Filing Returns: All Taxpayers (II'TA Section 505)

Extensions of Time for Filing Returns: All Taxpayers (IITA Section 505)
Taxpayer's Notification to the Department of Certain Federal Changes Arising in
Federal Consolidated Return Years, and Arising in Certain Loss Carryback Years
(IITA Section 506)

Innocent Spouses

Frivolous Returns

Reportable Transactions (IITA Section 501(b))

List of Investors in Potentially Abusive Tax Shelters and Reportable Transactions
Registration of Tax Shelters (IITA Section 1405.5)

SUBPART P: COMPOSITE RETURNS

Composite Returns: Eligibility (IITA Section 502(f))

Composite Returns: Responsibilities of Authorized Agent

Composite Returns: Individual Liability

Composite Returns: Required forms and computation of Income (IITA Section
502(f))

Composite Returns: Estimated Payments

Composite Returns: Tax, Penalties and Interest

Composite Returns: Credits on Separate Returns

Composite Returns: Definition of a "Lloyd's Plan of Operation™

Composite Returns: Overpayments and Underpayments

SUBPART Q: COMBINED RETURNS

Filing of Combined Returns

Definitions and Miscellaneous Provisions Relating to Combined Returns
Election to File a Combined Return

Procedures for Elective and Mandatory Filing of Combined Returns
Filing of Separate Unitary Returns (1ITA Section 304(e))

Designated Agent for the Members (IITA Section 304(e))

Combined Estimated Tax Payments

Claims for Credit of Overpayments

Liability for Combined Tax, Penalty and Interest

Combined Amended Returns
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259  100.5265 Common Taxable Year

260 100.5270 Computation of Combined Net Income and Tax (IITA Section 304(e))
261  100.5280 Combined Return Issues Related to Audits

262

263 SUBPART R: PAYMENTS

264

265  Section

266  100.6000 Payment on Due Date of Return (IITA Section 601)

267

268 SUBPART S: REQUIREMENT AND AMOUNT OF WITHHOLDING
269

270  Section

271  100.7000 Requirement of Withholding (II'TA Section 701)

272 100.7010 Compensation Paid in this State (IITA Section 701)

273  100.7020 Transacting Business Within this State (IITA Section 701)

274 100.7030 Payments to Residents (IITA Section 701)

275 100.7034 Investment Partnership Withholding (IITA Section 709.5)

276  100.7035 Nonresident Partners, Subchapter S Corporation Shareholders, and Trust
277 Beneficiaries (IITA Section 709.5)

278  100.7036 Withholding of Lottery, Gambling and Sports Wagering Winnings (1ITA Section
279 710)

280 100.7040 Employer Registration (II'TA Section 701)

281  100.7050 Computation of Amount Withheld (II'TA Section 702)

282  100.7060 Additional Withholding (IITA Section 701)

283  100.7070 Voluntary Withholding (IITA Section 701)

284  100.7080 Correction of Underwithholding or Overwithholding (IITA Section 701)
285 100.7090 Reciprocal Agreement (IITA Section 701)

286  100.7095 Cross References

287

288 SUBPART T: AMOUNT EXEMPT FROM WITHHOLDING

289

290  Section

291 100.7100 Withholding Exemption (IITA Section 702)

292 100.7110 Withholding Exemption Certificate (IITA Section 702)

293 100.7120 Exempt Withholding Under Reciprocal Agreements (IITA Section 702)
294

295 SUBPART U: INFORMATION STATEMENT

296

297  Section

298  100.7200 Reports for Employee (IITA Section 703)

299

300 SUBPART V: EMPLOYER'S RETURN AND PAYMENT OF TAX WITHHELD

301
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Section
100.7300

100.7310
100.7320
100.7325
100.7330
100.7340
100.7350
100.7360
100.7370
100.7380

100.7390

Section
100.8000
100.8010

Section

100.9000
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Section
100.9100

Section
100.9200
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Returns and Payments of Income Tax Withheld from Wages (IITA Sections 704
and 704A)

Returns Filed and Payments Made on Annual Basis (IITA Sections 704 and
704A)

Time for Filing Returns and Making Payments for Taxes Required to Be
Withheld Prior to January 1, 2008 (IITA Section 704)

Time for Filing Returns and Making Payments for Taxes Required to Be
Withheld On or After January 1, 2008 (IITA Section 704A)

Payment of Tax Required to be Shown Due on a Return (IITA Sections 704 and
704A)

Correction of Underwithholding or Overwithholding (1ITA Section 704)
Domestic Service Employment (IITA Sections 704 and 704A)

Definitions and Special Provisions Relating to Reporting and Payment of Income
Tax Withheld (IITA Sections 704 and 704A)

Penalty and Interest Provisions Relating to Reporting and Payment of Income Tax
Withheld (II'TA Sections 704 and 704A)

Economic Development for a Growing Economy (EDGE) and Small Business Job
Creation Credit (II'TA Section 704A(g) and (h))

Minimum Wage Tax Credit (II'TA Section 704A(i))

SUBPART W: ESTIMATED TAX PAYMENTS
Payment of Estimated Tax (IITA Section 803)
Failure to Pay Estimated Tax (II'TA Sections 804 and 806)
SUBPART X: COLLECTION AUTHORITY
General Income Tax Procedures (IITA Section 901)
Collection Authority (II'TA Section 901)

Child Support Collection (IITA Section 901)

SUBPART Y: NOTICE AND DEMAND

Notice and Demand (IITA Section 902)

SUBPART Z: ASSESSMENT

Assessment (IITA Section 903)



JCAR860100-2318412r02

345 100.9210 Waiver of Restrictions on Assessment (IITA Section 907)

346

347 SUBPART AA: DEFICIENCIES AND OVERPAYMENTS
348

349  Section

350 100.9300 Deficiencies and Overpayments (IITA Section 904)

351 100.9310 Application of Tax Payments Within Unitary Business Groups (IITA Section 603)
352 100.9320 Limitations on Notices of Deficiency (IITA Section 905)

353 100.9330 Further Notices of Deficiency Restricted (IITA Section 906)
354

355 SUBPART BB: CREDITS AND REFUNDS

356

357  Section

358 100.9400 Credits and Refunds (IITA Section 909)

359  100.9410 Limitations on Claims for Refund (IITA Section 911)

360 100.9420 Recovery of Erroneous Refund (IITA Section 912)

361

362 SUBPART CC: INVESTIGATIONS AND HEARINGS
363

364  Section

365  100.9500 Access to Books and Records (IITA Section 913)

366  100.9505 Access to Books and Records — 60-Day Letters (IITA Section 913) (Repealed)
367 100.9510 Taxpayer Representation and Practice Requirements

368  100.9520 Conduct of Investigations and Hearings (IITA Section 914)
369  100.9530 Books and Records

370

371 SUBPART DD: JUDICIAL REVIEW

372

373  Section

374 100.9600 Administrative Review Law (IITA Section 1201)

375

376 SUBPART EE: DEFINITIONS

377

378  Section

379  100.9700 Unitary Business Group Defined (IITA Section 1501)

380 100.9710 Financial Organizations (IITA Section 1501)

381 100.9715 Transportation Companies (II'TA Section 304(d))

382 100.9720 Nexus

383  100.9730 Investment Partnerships (IITA Section 1501(a)(11.5))

384  100.9750 Corporation, Subchapter S Corporation, Partnership and Trust Defined (IITA
385 Section 1501)

386

387 SUBPART FF: LETTER RULING PROCEDURES
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Section
100.9800 Letter Ruling Procedures

SUBPART GG: MISCELLANEOUS

Section
100.9900 Tax Shelter Voluntary Compliance Program
100.9910 State Tax Preparer Oversight Act [35 ILCS 35]

100.APPENDIX A  Business Income Of Persons Other Than Residents (Repealed)
100.TABLE A  Example of Unitary Business Apportionment (Repealed)
100.TABLE B  Example of Unitary Business Apportionment for Groups Which
Include Members Using Three-Factor and Single-Factor Formulas
(Repealed)

AUTHORITY: Implementing Section 505 of the Illinois Income Tax Act [35 ILCS 5] as
authorized by Section 1401 of the Illinois Income Tax Act [35 ILCS 5] and Section 2505-795 of
the Department of Revenue Law [20 ILCS 2505].

SOURCE: Filed July 14, 1971, effective July 24, 1971; amended at 2 1ll. Reg. 49, p. 84,
effective November 29, 1978; amended at 5 1ll. Reg. 813, effective January 7, 1981; amended at
5 Ill. Reg. 4617, effective April 14, 1981; amended at 5 Ill. Reg. 4624, effective April 14, 1981;
amended at 5 1ll. Reg. 5537, effective May 7, 1981; amended at 5 Ill. Reg. 5705, effective May
20, 1981; amended at 5 Ill. Reg. 5883, effective May 20, 1981; amended at 5 Ill. Reg. 6843,
effective June 16, 1981; amended at 5 Ill. Reg. 13244, effective November 13, 1981; amended at
5 Ill. Reg. 13724, effective November 30, 1981; amended at 6 Ill. Reg. 579, effective December
29, 1981; amended at 6 Ill. Reg. 9701, effective July 26, 1982; amended at 7 1ll. Reg. 399,
effective December 28, 1982; amended at 8 Ill. Reg. 6184, effective April 24, 1984; codified at 8
[ll. Reg. 19574; amended at 9 Ill. Reg. 16986, effective October 21, 1985; amended at 9 Ill. Reg.
685, effective December 31, 1985; amended at 10 Ill. Reg. 7913, effective April 28, 1986;
amended at 10 Ill. Reg. 19512, effective November 3, 1986; amended at 10 Ill. Reg. 21941,
effective December 15, 1986; amended at 11 1ll. Reg. 831, effective December 24, 1986;
amended at 11 Ill. Reg. 2450, effective January 20, 1987; amended at 11 Ill. Reg. 12410,
effective July 8, 1987; amended at 11 Ill. Reg. 17782, effective October 16, 1987; amended at 12
I1l. Reg. 4865, effective February 25, 1988; amended at 12 Ill. Reg. 6748, effective March 25,
1988; amended at 12 Ill. Reg. 11766, effective July 1, 1988; amended at 12 Ill. Reg. 14307,
effective August 29, 1988; amended at 13 Ill. Reg. 8917, effective May 30, 1989; amended at 13
lll. Reg. 10952, effective June 26, 1989; amended at 14 Ill. Reg. 4558, effective March 8, 1990;
amended at 14 Ill. Reg. 6810, effective April 19, 1990; amended at 14 1ll. Reg. 10082, effective
June 7, 1990; amended at 14 Ill. Reg. 16012, effective September 17, 1990; emergency
amendment at 17 1ll. Reg. 473, effective December 22, 1992, for a maximum of 150 days;
amended at 17 Ill. Reg. 8869, effective June 2, 1993; amended at 17 Ill. Reg. 13776, effective
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August 9, 1993; recodified at 17 Ill. Reg. 14189; amended at 17 Ill. Reg. 19632, effective
November 1, 1993; amended at 17 Ill. Reg. 19966, effective November 9, 1993; amended at 18
Ill. Reg. 1510, effective January 13, 1994; amended at 18 Ill. Reg. 2494, effective January 28,
1994; amended at 18 Ill. Reg. 7768, effective May 4, 1994; amended at 19 Ill. Reg. 1839,
effective February 6, 1995; amended at 19 Ill. Reg. 5824, effective March 31, 1995; emergency
amendment at 20 Ill. Reg. 1616, effective January 9, 1996, for a maximum of 150 days; amended
at 20 Ill. Reg. 6981, effective May 7, 1996; amended at 20 Ill. Reg. 10706, effective July 29,
1996; amended at 20 1ll. Reg. 13365, effective September 27, 1996; amended at 20 Ill. Reg.
14617, effective October 29, 1996; amended at 21 1ll. Reg. 958, effective January 6, 1997;
emergency amendment at 21 1ll. Reg. 2969, effective February 24, 1997, for a maximum of 150
days; emergency expired July 24, 1997; amended at 22 Ill. Reg. 2234, effective January 9, 1998;
amended at 22 Ill. Reg. 19033, effective October 1, 1998; amended at 22 Ill. Reg. 21623,
effective December 15, 1998; amended at 23 Ill. Reg. 3808, effective March 11, 1999; amended
at 24 111. Reg. 10593, effective July 7, 2000; amended at 24 Ill. Reg. 12068, effective July 26,
2000; emergency amendment at 24 Ill. Reg. 17585, effective November 17, 2000, for a
maximum of 150 days; amended at 24 1ll. Reg. 18731, effective December 11, 2000; amended at
25 1ll. Reg. 4640, effective March 15, 2001; amended at 25 Ill. Reg. 4929, effective March 23,
2001; amended at 25 Ill. Reg. 5374, effective April 2, 2001; amended at 25 Ill. Reg. 6687,
effective May 9, 2001; amended at 25 Ill. Reg. 7250, effective May 25, 2001; amended at 25 IlI.
Reg. 8333, effective June 22, 2001; amended at 26 1ll. Reg. 192, effective December 20, 2001;
amended at 26 Ill. Reg. 1274, effective January 15, 2002; amended at 26 1ll. Reg. 9854, effective
June 20, 2002; amended at 26 Ill. Reg. 13237, effective August 23, 2002; amended at 26 I1l. Reg.
15304, effective October 9, 2002; amended at 26 Ill. Reg. 17250, effective November 18, 2002;
amended at 27 Ill. Reg. 13536, effective July 28, 2003; amended at 27 Ill. Reg. 18225, effective
November 17, 2003; emergency amendment at 27 1ll. Reg. 18464, effective November 20, 2003,
for a maximum of 150 days; emergency expired April 17, 2004; amended at 28 1ll. Reg. 1378,
effective January 12, 2004; amended at 28 Ill. Reg. 5694, effective March 17, 2004; amended at
28 1ll. Reg. 7125, effective April 29, 2004; amended at 28 Ill. Reg. 8881, effective June 11,
2004; emergency amendment at 28 Ill. Reg. 14271, effective October 18, 2004, for a maximum
of 150 days; amended at 28 Ill. Reg. 14868, effective October 26, 2004; emergency amendment
at 28 Ill. Reg. 15858, effective November 29, 2004, for a maximum of 150 days; amended at 29
Il. Reg. 2420, effective January 28, 2005; amended at 29 Ill. Reg. 6986, effective April 26,
2005; amended at 29 Ill. Reg. 13211, effective August 15, 2005; amended at 29 Ill. Reg. 20516,
effective December 2, 2005; amended at 30 Ill. Reg. 6389, effective March 30, 2006; amended at
30 1ll. Reg. 10473, effective May 23, 2006; amended by 30 Ill. Reg. 13890, effective August 1,
2006; amended at 30 Ill. Reg. 18739, effective November 20, 2006; amended at 31 Ill. Reg.
16240, effective November 26, 2007; amended at 32 Ill. Reg. 872, effective January 7, 2008;
amended at 32 Ill. Reg. 1407, effective January 17, 2008; amended at 32 Ill. Reg. 3400, effective
February 25, 2008; amended at 32 Ill. Reg. 6055, effective March 25, 2008; amended at 32 IIl.
Reg. 10170, effective June 30, 2008; amended at 32 Ill. Reg. 13223, effective July 24, 2008;
amended at 32 Ill. Reg. 17492, effective October 24, 2008; amended at 33 Ill. Reg. 1195,
effective December 31, 2008; amended at 33 Ill. Reg. 2306, effective January 23, 2009; amended
at 33 Ill. Reg. 14168, effective September 28, 2009; amended at 33 Ill. Reg. 15044, effective



474
475
476
477
478
479
480
481
482
483
484
485
486
487
488
489
490
491
492
493
494
495
496
497
498
499
500
501
502
503
504
505
506
507
508
509
510
511
512
513
514
515
516

JCAR860100-2318412r02

October 26, 2009; amended at 34 Ill. Reg. 550, effective December 22, 2009; amended at 34 IlI.
Reg. 3886, effective March 12, 2010; amended at 34 Ill. Reg. 12891, effective August 19, 2010;
amended at 35 Ill. Reg. 4223, effective February 25, 2011; amended at 35 Ill. Reg. 15092,
effective August 24, 2011; amended at 36 Ill. Reg. 2363, effective January 25, 2012; amended at
36 1ll. Reg. 9247, effective June 5, 2012; amended at 37 Ill. Reg. 5823, effective April 19, 2013;
amended at 37 Ill. Reg. 20751, effective December 13, 2013; recodified at 38 Ill. Reg. 4527;
amended at 38 Ill. Reg. 9550, effective April 21, 2014; amended at 38 1ll. Reg. 13941, effective
June 19, 2014; amended at 38 Ill. Reg. 15994, effective July 9, 2014; amended at 38 Ill. Reg.
17043, effective July 23, 2014; amended at 38 Ill. Reg. 18568, effective August 20, 2014;
amended at 38 Ill. Reg. 23158, effective November 21, 2014; emergency amendment at 39 IlI.
Reg. 483, effective December 23, 2014, for a maximum of 150 days; amended at 39 Ill. Reg.
1768, effective January 7, 2015; amended at 39 Ill. Reg. 5057, effective March 17, 2015;
amended at 39 Ill. Reg. 6884, effective April 29, 2015; amended at 39 1ll. Reg. 15594, effective
November 18, 2015; amended at 40 Ill. Reg. 1848, effective January 5, 2016; amended at 40 IlI.
Reg. 10925, effective July 29, 2016; amended at 40 Ill. Reg. 13432, effective September 7, 2016;
amended at 40 Ill. Reg. 14762, effective October 12, 2016; amended at 40 Ill. Reg. 15575,
effective November 2, 2016; amended at 41 1ll. Reg. 4193, effective March 27, 2017; amended
at 41 Ill. Reg. 6379, effective May 22, 2017; amended at 41 1ll. Reg. 10662, effective August 3,
2017; amended at 41 Ill. Reg. 12608, effective September 21, 2017; amended at 41 Ill. Reg.
14217, effective November 7, 2017; emergency amendment at 41 Ill. Reg. 15097, effective
November 30, 2017, for a maximum of 150 days; amended at 42 Ill. Reg. 4953, effective
February 28, 2018; amended at 42 Ill. Reg. 6451, effective March 21, 2018; recodified Subpart H
to Subpart G at 42 Ill. Reg. 7980; amended at 42 Ill. Reg. 17852, effective September 24, 2018;
amended at 42 Ill. Reg. 19190, effective October 12, 2018; amended at 43 Ill. Reg. 727, effective
December 18, 2018; amended at 43 Ill. Reg. 10124, effective August 27, 2019; amended at 44
Il. Reg. 2363, effective January 17, 2020; amended at 44 1ll. Reg. 2845, effective January 30,
2020; emergency amendment at 44 Ill. Reg. 4700, effective March 4, 2020, for a maximum of
150 days; emergency expired July 31, 2020; amended at 44 Ill. Reg. 10907, effective June 10,
2020; emergency amendment at 44 Ill. Reg. 11208, effective June 17, 2020, for a maximum of
150 days; emergency expired November 13, 2020; amended at 44 Ill. Reg. 17414, effective
October 13, 2020; amended at 45 Ill. Reg. 2006, effective January 29, 2021; amended at 45 III.
Reg. 5523, effective April 15, 2021; amended at 46 1ll. Reg. 13312, effective July 12, 2022;
amended at 46 Ill. Reg. 14550, effective August 2, 2022; amended at 46 Ill. Reg. 15317,
effective August 24, 2022; amended at 46 Ill. Reg. 18102, effective October 26, 2022; amended
at 47 1ll. Reg. 1402, effective January 10, 2023; amended at 47 1ll. Reg. 2093, effective January
24, 2023; amended at 47 Ill. Reg. 5726, effective April 4, 2023; amended at 47 Ill. Reg. 6030,
effective April 12, 2023; amended at 47 Ill. Reg. 13669, effective September 11, 2023;
emergency amendment at 47 1ll. Reg. 17214, effective November 6, 2023, for a maximum of 150
days; amended at 48 Ill. Reg. 1677, effective January 10, 2024; amended at 48 Ill. Reg. 2243,
effective January 29, 2024; amended at 48 1ll. Reg. 4433, effective March 11, 2024; amended at
48 1ll. Reg. , effective :

SUBPART S: REQUIREMENT AND AMOUNT OF WITHHOLDING



517
518
519
520
521
522
523
524
525
526
527
528
529
530
531
532
533
534
535
536
537
538
539
540
541
542
543
544
545
546
547
548
549
550
551
552
553
554
555
556
557
558
559

JCAR860100-2318412r02

Section 100.7034 Investment Partnership Withholding (11 TA Section 709.5)

a)

In General. For taxable years ending on and after December 31, 2023, a taxpayer
that is an investment partnership, as defined in IITA Section 1501 and Section
100.9730, and is a member of one or more other partnerships (as defined in
Section 100.9750(d)) with income allocable or apportionable to Illinois shall
withhold from each nonresident partner an amount as calculated in subsection

().

Exemption from Withholding.

1 An investment partnership is not required to withhold an amount from a
nonresident partner:

A) Who is exempt from tax under IRC Section 501(a) or IITA Section
205. Under the provisions of 1ITA Section 709.5(d), an investment
partnership is required to withhold an amount with respect to a
partner that is itself a partnership or S corporation.

B) Who is a retired partner, to the extent that partner's distributions
are exempt from tax under IITA Section 203(a)(2)(F).

2) The provisions of IITA Section 709.5(c), allowing for exemption from
withholding, shall not apply for purposes of this Section. (IITA Section

709.5(d))

3) No nonresident partner has any right of action against an investment
partnership for withholding tax from that partner despite exemption under
this subsection. (See IITA Section 712.) Instead, the investment
partnership may file a claim for credit or refund as provided in subsection

(h).

Withholding Tax Computation.

1) The amount of withholding tax due from the investment partnership is
equal to:

A) The sum of:

i) the investment partnership's distributable share of income
from other partnerships that, but for the provisions of 1ITA
Sections 205(b) and 305(c-5), would be apportioned to
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Illinois by the investment partnership under IITA Section
305(a); and

i) the investment partnership's distributable share of income
from other partnerships that, but for the provisions of IITA
Sections 205(b) and 305(c-5), would be allocated to Illinois
by the investment partnership under IITA Sections 305(b)
and 303 (other than nonbusiness income that is allocated
based on commercial domicile) that is distributable to each
nonresident partner of the investment partnership under
IRC Sections 702 and 704 (whether or not distributed);

B) Multiplied by the applicable rates of tax for that partner under
IITA Section 201(a) through (d), net of the investment
partnership's distributive share of any IITA Article 2 credit passed
through from other partnerships and first allowable against the tax
liability of that partner for a taxable year ending on or after
December 31, 2023. (IITA Section 709.5(d)(1) through (3))

In computing the required amount of withholding tax, an investment
partnership's distributive share of Illinois source losses from other
partnerships, to the extent distributable to its nonresident partners, may be
netted against its distributive share of Illinois source income distributable
to nonresident partners.

Losses and deductions from other investments of the investment
partnership may not be netted against income subject to withholding for
purposes of computing the amount of withholding tax owed.

Only credits and losses passed through in the current year of the
investment partnership may reduce the required withholding amount. Any
excess credits and losses from other years may not be carried over in
determining the amount of withholding tax owed.

If an investment partnership invests in a partnership that makes the Pass-
through Entity tax election, the investment partnership may use the credit
allowed under 1ITA Section 201(p) to reduce its amount of withholding
tax owed, to the extent that such credit would otherwise be distributable to
its nonresident partners.

Withholding Tax Rate. If the nonresident partner is a partnership or subchapter

S corporation, the applicable withholding tax rate in subsection (c)(1)(B) is equal

to the individual tax rate under IITA Section 201(b). (IITA Section 709.5(d)(2))
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Time for Filing Return and Paying Tax Withheld. An investment partnership
required to withhold tax under IITA Section 709.5(d) shall report the amounts
withheld and the owners from whom the amounts were withheld, and pay over the
amounts withheld, no later than the due date (without regard to extensions) of the
tax return for the taxable year of a partnership. (IITA Section 711(a-5)) For
purposes of abatement of penalties under Section 3-8 of the Uniform Penalty and
Interest Act, an investment partnership shall be deemed to have reasonable cause
for not filing the report by the due date required under this subsection if the report
is filed no later than the due date under IITA Section 505 (including extensions)
of the return for the taxable year.

Credit for Taxes Withheld.

1 Except as provided in this Section, no credit for taxes withheld shall be
allowed to the nonresident partners of an investment partnership under
IITA Section 709.5(b) for amounts withheld under this Section by the
investment partnership. (IITA Section 709.5(d))

2) A nonresident partner is entitled to a credit as provided in IITA Section
709.5(b) and Section 100.7035(d) if the nonresident partner's share of the
income of an investment partnership is business income under IITA
Section 305(c-5).

3) If an investment partnership is itself a member of a second investment
partnership and the second investment partnership is subject to
nonresident partner withholding, as required in this Section, the first
investment partnership is allowed a credit against its withholding
requirement under this Section for the withholding amount paid by the
second investment partnership on income distributable to the nonresident
partners of the first investment partnership.

4) If one of the partners of an investment partnership is itself a partnership,
subchapter S corporation, or trust, with Illinois resident partners,
shareholders, or beneficiaries, the Illinois resident partners, shareholders,
or beneficiaries may claim a credit for their shares of withholding tax paid
by the investment partnership, less their shares of any amount applied by
the partnership against its own liability for tax, against their liability under
IITA Section 201 for the taxable year in which that income is included in
base income.

5) Nonresident taxpayers (other than individuals) that are commercially
domiciled in Illinois and have income from an investment partnership are
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allowed a credit for their shares of withholding tax paid by the investment
partnership.

6) The total amount of credit claimed under this subsection may not exceed
the amount of tax withheld by the investment partnership with respect to

the partner.

Pass-through Entity Tax Election. An investment partnership may elect to be
subject to Pass-through Entity tax under 1ITA Section 201(p) (PTE tax). Any
investment partnership that elects to pay PTE tax is not exempt from the
withholding requirement under this Section. However, an investment partnership
may elect to subtract its income subject to the withholding requirement when
computing its PTE tax under IITA Section 201(p).

Overpayments. An investment partnership may claim a refund or credit for any
overpayment of withholding due under this Section, except to the extent the
overpayment is attributable to tax withheld on the distributive share of a partner
who is allowed a credit for such withholding under subsection (f). In addition, no
partner has any right of action against an investment partnership for overpayment
of withholding. (See IITA Section 712.) With respect to an overpayment of
withholding that is attributable to tax withheld on the distributive share of a
partner who is allowed a credit for such withholding under subsection (f), the
remedy is for the partner to file a timely claim for credit or refund for any amount
withheld under this Section.

Underpayments. If an investment partnership fails to timely pay the full amount
of withholding due under this Section, the investment partnership is not relieved
of its obligation to pay any amount due with respect to a partner, except to the
extent such underpayment is attributable to withholding required on a partner's
distributive share of income which, under the provisions of 1ITA Section 305(c-
5), is business income or is allocable to Illinois and if the partner has paid its
liability under the 1ITA on the income from which withholding was required
without claiming the credit otherwise allowed under subsection (f). In addition,
the investment partnership is not relieved of any penalty or interest otherwise
applicable with respect to its failure to timely pay the withholding. (See IITA

Section 713.)

Examples. The following examples may be used to illustrate the provisions of
this Section.

EXAMPLE 1. Assume Partnership A, an investment partnership, consists of
equal partners B and C. Partner B is a partnership and Partner C is a nonresident
individual. In addition, assume that both Partnership A and Partner B are
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commercially domiciled in lllinois and that neither Partnership A nor Partner B
has made the election under IITA Section 201(p) to be subject to PTE tax. For its
taxable year ending December 31, 2023, Partnership A's income consists of the

following:

Dividends $200

Capital gains $1,200
Distributive share income:

Business income apportioned to Illinois (305(a)) $600

Nonbusiness rent income from IL real estate (303) $400

$1,000

Total $2,400

Partnership A computes withholding tax of $49.50. Tax is computed on the sum
of $600 apportioned to Illinois under I TA Section 305(a) and the $400 allocated
to Illinois under IITA Section 305(b), multiplied by the 4.95% individual rate of
its partners (including Partner B). Partner C may not claim credit under 1ITA
Section 709.5(b) for its respective share of withholding tax.

Because Partner B is not an investment partnership, it is not subject to
withholding tax under IITA Section 709.5(d). However, as Partner B is
commercially domiciled in lllinois, it is subject to replacement tax on its $500
distributive share (along with any other sources of Illinois net income) and may
be subject to withholding under IITA Section 709.5(a) with respect to other
sources of income. Under the provisions of IITA Section 305(c-5), Partner B's
distributive share is deemed nonbusiness income and allocable to the taxpayer's
commercial domicile. Therefore, all of Partner B's distributive share is subject to
replacement tax and not just its share of $500 on which Partnership A paid
withholding tax. Under subsection (f)(5), Partner B may claim a credit for the tax
withheld on its distributive share. IITA Section 709.5(b) and Section
100.7035(d)(1) allow Partner B to claim a credit against its withholding obligation
under IITA Section 709.5(a) in lieu of claiming the credit against its liability
under IITA Section 201. If Partner B has lllinois resident partners, those partners
may not claim credit under subsection (f)(4) for any amount claimed as a credit by
Partner B against its liability as provided in Section 100.7035(d)(1).

EXAMPLE 2. Assume the same facts as in Example 1, except that Partnership A
also has distributive share of nonbusiness rental losses of $200 from Illinois real
estate under IITA Sections 305(b) and 303. In computing the required amount of
withholding, Partnership A's distributive share of Illinois source losses
distributable to its nonresident partners may be netted against its distributive share
of Illinois source income distributable to its nonresident partners. Therefore,
Partnership A computes withholding tax of $39.60. Tax is computed on the sum
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of $600 apportioned to Illinois under IITA Section 305(a) and the $400 allocated
to lllinois under IITA Section 305(b), less the $200 allocated to Illinois under
IITA Section 305(b), multiplied by the 4.95% individual rate of its partners
(including Partner B). Partner C may not claim credit under IITA Section
709.5(b) for its respective share of withholding tax.

EXAMPLE 3. Assume the same facts as in Example 1, except that Partnership A
has $5 of an Article 2 credit passed through from Partnership Z, which is first
allowable against the tax liability of Partnership A for its tax year ending on
December 31, 2023, and $200 of an Article 2 credit passed through from
Partnership Z carried over from its tax year ending on December 31, 2022.
Partnership A computes withholding tax of $44.50, the $49.50 determined as
provided in Example 1 less the $5 Article 2 credit passed through from

Partnership Z.

EXAMPLE 4. Assume the same facts as in Example 1, except that Partnership A
has $3,000 of an Article 2 credit passed through from Partnership Z which is first
allowable against the tax liability of Partnership A for its tax year ending on
December 31, 2023. Partnership A would compute no withholding tax.
Partnership A may not use the excess credit amount against any future
withholding tax obligation.

EXAMPLE 5. Assume Partnership A, an investment partnership, consists of
equal partners B, C, and D. Partner B is itself an investment partnership, whose
partners include resident individuals E and F, and nonresident individual G.
Partners C and D are nonresident individuals. In addition, assume that both
Partnership A and Partner B are commercially domiciled in Illinois and that
neither Partnership A nor Partner B has made the election under I1ITA Section
201(p) to be subject to PTE tax. For its taxable year ending December 31, 2023,
Partnership A's income consists of the following:

Dividends $500
Capital gains $1,000
Distributive share income:
Business income apportioned to Illinois (305(a)) $800
Nonbusiness dividend income (305(b), 301(c)(2)) $100
Nonbusiness rent income from IL real estate (303) $400
$1,300
Total $2,800

Partnership A computes withholding tax of $59.40. Tax is computed on the sum
of $800 apportioned to Illinois under IITA Section 305(a) and the $400 allocated
to Hlinois under IITA Section 305(b), multiplied by the 4.95% individual rate of
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its partners (including Partner B). Partners C and D may not claim credit under
IITA Section 709.5(b) for their respective shares of withholding tax.

Partner B, an investment partnership, owes no withholding tax. Although Partner
B, but for the provisions of IITA Section 305(c-5), has total income apportioned
to lllinois under IITA Section 305(a) and (b) of $400, $133.33 of which is
distributable to nonresident individual G, resulting in a withholding tax of $6.60,
Partner B is allowed a credit under subsection (f)(3) against its withholding
obligation under this Section of $6.60. In addition, resident individuals E and F
may each claim a credit under subsection (f)(4) of $6.60 against their liability
under IITA Section 201 for their taxable year in which their distributive shares of
Partner B's income is included in base income. The credit shall be applied as
provided in IITA Section 709.5(b).

EXAMPLE 6. Assume the same facts as in Example 5, except that Partnership A
makes the election under 1ITA Section 201(p) to be subject to PTE tax for its tax
year ending December 31, 2023. Making the election does not exempt Partnership
A from the requirement to withhold under 11TA Section 709.5(d). However,
Partnership A may elect to subtract its income subject to withholding in
computing its base income under 1ITA Section 201(p)(3). Therefore, Partnership
A's base income for purposes of computing PTE tax is $1,600 ($2,800 - $1,200).
If Partner B also makes the election under IITA Section 201(p), it subtracts its
distributive share of Partnership A's income in computing its base income under
IITA Section 201(p)(3).

EXAMPLE 7. Assume the same facts as in Example 5, except that Partner B is a
corporation that is commercially domiciled outside of Illinois. In addition, assume
that Partner B makes the election under 1ITA Section 1501(a)(1) to treat all of its
income as business income. Partnership A computes withholding tax of $77.60.
Tax is computed on the sum of $800 apportioned to Illinois under IITA Section
305(a) and the $400 allocated to Illinois under 1ITA Section 305(b), multiplied by
the 9.5% rate applicable to Partner B's distributive share and the 4.95% rate
applicable to Partners C and D's distributive shares. Partners C and D are not
allowed a credit under 1ITA Section 709.5(b) for their respective shares of
withholding tax. Under 1ITA Section 305(c-5), Partner B's distributive share is
treated as business income and apportioned as if Partner B received the income
directly (rather than as a distributive share of Partnership A's income). Therefore,
Partner B's Illinois net income includes its $267 distributive share of Partnership
A's distributive share of business income (one-third of $800). Partner B may treat
its $38 share of tax withheld by Partnership A as a credit as provided in IITA
Section 709.5(b) and Section 100.7035(d). Partner B's distributive share of
Partnership A's other items of income is deemed business income and apportioned
using Partner's apportionment factor.
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EXAMPLE 8. Assume Partnership A is an investment partnership and has
income subject to withholding of $1,000. Investment Partnership A consists of
Partner B, who is itself an investment partnership and whose partners include
Partner C, a corporation. Investment Partnership A is not required to withhold
with respect to Investment Partnership B's share, but if it does withhold at the
4.95% rate, then Investment Partnership B may use that amount as a credit against
its own withholding tax liability. In this scenario, Investment Partnership B has
income subject to withholding with respect to its distributive share of Investment
Partnership A's income subject to withholding. Under IITA 709.5(d)(1) and
Section 100.3500(b)(3) of this Part, Investment Partnership B has income that
would, but for the provisions of 1ITA Section 305(c-5), be apportioned or
allocated under IITA Section 305(a) or (b). Therefore, Investment Partnership B
owes withholding tax of 9.5% on Corporate Partner C's distributive share less any
credit for the share of withholding tax paid by Investment Partnership A.

(Source: Added at 48 Ill. Reg. , effective )

SUBPART EE: DEFINITIONS

Section 100.9730 Investment Partnerships (11 TA Section 1501(a)(11.5))

a)

For taxable years ending on or after December 31, 2004, an "investment
partnership” is exempt from Illinois income taxation. (IITA Section 205(b)) For
tax years ending before December 31, 2023, theFhe term "investment
partnership” means any entity that is treated as a partnership for federal income
tax purposes and that meets each of the following requirements:

1) No less than 90% of the partnership's cost of its total assets consists of
qualifying investment securities, deposits at banks or other financial
institutions, and office space and equipment reasonably necessary to carry
on its activities as an investment partnership. (IITA Section
1501(a)(11.5)(A)(i)) The "asset test" under this subsection (a)(1) is
applied for each taxable year by computing the percentage of the
partnership's cost of its total assets that consists of qualifying investment
securities, deposits at banks or financial institutions, and office space and
equipment as of the beginning of the taxable year and as of the end of each
month of the taxable year, and then computing the average of those
percentages; and

2) No less than 90% of its gross income consists of interest, dividends, and
gains from the sale or exchange of qualifying investment securities. (IITA
Section 1501(a)(11.5)(A)(ii)) The "gross income test" under this
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subsection (a)(2) is computed separately for each taxable year on the basis
of gross income for the entire taxable year, determined using the method
of accounting used for federal income tax purposes for the taxable year;
and

The partnership is not a dealer in qualifying investment securities. (IITA
Section 1501(a)(11.5)(A)(iii))

A) A partnership is a dealer in qualifying investment securities if it
regularly purchases qualifying investment securities from or sells
qualifying investment securities to customers in the ordinary
course of a trade or business or regularly offers to enter into,
assume, offset, assign or otherwise terminate positions in
qualifying investment securities with customers in the ordinary
course of a trade or business. (IRC Section 475(c)(1))

B) A partnership that, at any time during a taxable year, holds or
derives gross income from any qualifying investment security in
which it is a dealer shall not qualify as an investment partnership
for that taxable year.

For tax years ending on or after December 31, 2023, the term "investment

partnership" means any entity that is treated as a partnership for federal income

tax purposes and that meets each of the following requirements:

1)

No less than 90% of the partnership's cost of its total assets consists of
gualifying investment securities, deposits at banks or other financial
institutions, and office space and equipment reasonably necessary to carry
on its activities as an investment partnership. (IITA Section
1501(a)(11.5)(A-5)(i)) The "asset test" under this subsection (b)(1) is
applied for each taxable year by computing the percentage of the
partnership's cost of its total assets that consists of qualifying investment
securities, deposits at banks or financial institutions, and office space and
equipment as of the beginning of the taxable year and as of the end of each
month of the taxable year, and then computing the average of those
percentages; and

No less than 90% of its gross income consists of interest, dividends, gains
from the sale or exchange of qualifying investment securities, and the
distributive share of partnership income from lower-tier partnership
interests meeting the definition of qualifying investment security under
subsection (¢)(13). For purposes of this subsection (b)(2), "gross income"
does not include income from partnerships that are operating at a federal
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taxable loss. (IITA Section 1501(a)(11.5)(A-5)(ii)) The "gross income
test" under this subsection (b)(2) is computed separately for each taxable
year on the basis of gross income for the entire taxable year, determined
using the method of accounting used for federal income tax purposes for
the taxable year.

c) "Qualifying investment securities” means and includes only:

1)

2)

3)

4)

Common stock, including preferred or debt securities convertible into
common stock, and preferred stock. (II'TA Section 1501(a)(11.5)(B)(i))
"Stock™ means shares in an association, joint stock company, or insurance
company. (IRC Section 7701(a)(7)) "Stock™ includes any interest in a
publicly traded partnership that is treated as a corporation under IRC
Section 7704.

Bonds, debentures, and other debt securities. (IITA Section
1501(a)(11.5)(B)(ii)) "Debt security” means any note, bond, debenture or
other evidence of indebtedness, or any evidence of an interest in or right to
subscribe to or purchase any of the foregoing. (See 26 CFR 1.864-

2(c)(2)(i) (2007).)

Foreign and domestic currency deposits secured by federal, state, or local
governmental agencies. (IITA Section 1501(a)(11.5)(B)(iii)) "Currency
deposits secured by federal, state or local government agencies"” means
any balance in a demand or time deposit at a bank, savings and loan, or
similar financial institution and that is insured by the Federal Deposit
Insurance Corporation or by a similar deposit insurance agency of a state
or local government, including any balance in an otherwise insured
account that is in excess of any insurance limit. Deposits secured by a
foreign government agency, but not by an agency of the federal or of a
state or local government, do not qualify.

Mortgage or asset-backed securities secured by federal, state, or local
governmental agencies. (IITA Section 1501(a)(11.5)(B)(iv)) Examples of
mortgage-backed securities secured by a federal agency include securities
issued or backed by the Federal Home Loan Mortgage Corporation, the
Federal National Mortgage Association and the Government National
Mortgage Association. Similar securities issued by a similar agency of a
state or local government also qualify. Mortgage or asset-backed
securities secured by a foreign government do not qualify under this

subsection (c)(4){b}4).
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Repurchase agreements and loan participations. (IITA Section
1501(a)(11.5)(B)(v))

A) A repurchase agreement is a secured loan in which the loan
agreement takes the form of a purchase by the lender of the
collateral with the borrower agreeing to repurchase the collateral at
a future date. See Nebraska Dept. of Revenue v.

- NebreskaBepbol Revepuew—|Loewensten, 513 U.S.
123 (1994). A repurchase agreement is a qualified investment
security only if the item that is sold subject to repurchase is a
qualified investment security.

B) A loan participation is an undivided fractional interest in a loan
that is acquired by the participant by means of a sale of such
undivided fractional interest by the lead lender to the participant, in
contrast to a loan syndication, which is a loan made by an agent on
behalf of a group of lenders or syndicate in which the member of
the lender group or syndicate is a lender in the original loan.
Generally, the borrower's obligations in a loan participation run
only to the lead lender and not to the participant, and the
participant's interest is generally limited to an undivided fractional
interest in payments of principal or interest under the loan
agreement between the lead lender and the borrower.

Foreign currency exchange contracts and forward and futures contracts
on foreign currencies. (IITA Section 1501(a)(11.5)(B)(vi))

Stock and bond index securities and futures contracts and other similar
financial securities and futures contracts on those securities. (IITA
Section 1501(a)(11.5)(B)(vii))

Options for the purchase or sale of any of the securities, currencies,
contracts, or financial instruments described in subsections (c)(1) through

(7)subsections-{b}{H-threugh(#A. (IITA Section 1501(a)(11.5)(B)(viii))

Regulated futures contracts. (II'TA Section 1501(a)(11.5)(B)(ix)) A
regulated futures contract is a contract bought, sold or traded on a
regulated exchange, such as the Chicago Board of Trade.

Commodities (not described in section 1221(a)(1) of the Internal Revenue
Code) or futures, forwards, and options with respect to such commodities,
provided, however, that any item of a physical commodity to which title is
actually acquired in the partnership's capacity as a dealer in such
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commodity shall not be a qualifying investment security. (IITA Section
1501(a)(11.5)(B)(x)) IRC Sectionseetion 1221(a)(1) provides that stock in
trade of the taxpayer or other property of a kind that would properly be
included in the inventory of the taxpayer if on hand at the close of the
taxable year, or property held by the taxpayer primarily for sale to
customers in the ordinary course of the taxpayer'staxpayer's trade or
business are not capital assets.

11) Derivatives. (IITA Section 1501(a)(11.5)(B)(xi)) A derivative is:

A) An interest rate, currency (of a kind customarily dealt in on an
organized commodity exchange), equity, commodity or notional
principal contract; or

B) An evidence of an interest, or a derivative financial instrument
(including any option, forward contract, short position and any
similar financial instrument), in any:

i) Commodity;

i) Currency of a kind customarily dealt in on an organized
commodity exchange;

iii) Share of stock under subsection (c)(1){b}1);

iv) Partnership or beneficial ownership interest in a widely
held or publicly traded partnership or trust;

V) Note, bond, debenture or other evidence of indebtedness; or
vi) Notional principal contract.

12) A partnership interest in another partnership that is an investment
partnership. (IITA Section 1501(a)(11.5)(B)(xii))

13) For tax years ending on or after December 31, 2023, a partnership
interest that, in the hands of the partnership, qualifies as a security within
the meaning of 15 U.S.C. 77b(a)(1). (IITA Section 1501(a)(11.5)(B)(xiii))

de) Items that are not "qualified investment securities” include:

1) Loans, other than loan participations and repurchase agreements that are
characterized as loans.
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Bank deposits that are not insured by the federal government or by one of
the states.

Securities, for tax years ending on or after December 31, 2023, subject to
the dealer accounting rules in IRC Section 475.

Cost of Assets. For purposes of applying the "cost of assets" test in IITA
SectionsSeetion 1501(a)(11.5)(A)(i) and 1501 (a)(11.5)(A-5)(1)(B}H, the cost of
an asset shall be determined for federal income tax purposes without regard to
depreciation or amortization of the asset, except that the cost of an asset shall
include any accrued interest or discount, and shall be reduced by any premium
amortization, that has been recognized in the computation of federal taxable
income of the partnership and that is included on the partnership's balance sheet
as of the date the cost of assets is determined.

Gross Income. For purposes of applying the "gross income™ test in 1ITA
SectionsSeetion 1501(a)(11.5)(A)(ii) and 1501(a)(11.5)(A-5)(ii):

1)

2)

"Gross income™ means income minus costs of sales or basis in an asset
sold or traded, but without reduction for any other expenses or deductions.
For purposes of this Section, gross income does not include any item of
income that is excluded from base income of the partnership, either
because it is excluded from federal taxable income of the partnership or
because it is subtracted from taxable income in computing base income,
and gross income does not include income that results from transactions
outside the ordinary course of aan partnership's regular activities. For
example, amounts received from the sale of an entity's office equipment
shall be disregarded, whether or not the gain is characterized as business
income. For tax years ending on or after December 31, 2023, "gross
income" does not include income from partnerships that are operating at a
federal taxable loss.

"Interest” means "compensation for the use or forbearance of money".

See Deputy v. Du PontBeputy-v—du-Pent, 308 U.S. 488, 498 (1940).
Interest includes the amortization of any discount at which an obligation is
purchased and is net of the amortization of any premium at which an
obligation is purchased. Any amount in excess of the purchase price
received in payment of an obligation purchased at an arm's-length
discount shall be rebuttably presumed to be interest. Interest includes any
amount received upon the sale, exchange or other disposition of an
obligation to the extent that such amount represents the accrual of interest
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on the unpaid balance of the obligation since the most recent payment
made on that obligation.

"Dividend" means any item defined as a dividend under IRC
Sectionseetion 316 and any other item of income characterized or treated
as a dividend under the Internal Revenue Code.

"Gain from sale or exchange" of qualifying investment securities is the
sum of all gains realized on the sale or exchange of qualifying investment
securities, without reduction or offset for losses realized on such sales or
exchanges.

For purposes of the gross income test, gross income derived from
investment in a partnership, subchapter S corporation, trust or estate shall
be characterized as if the taxpayer received the income directly and, in the
case of any item of income reported to the taxpayer by the partnership,
subchapter S corporation, trust or estate for federal income tax purposes as
net of related expenses, include only such net amount._The provisions of
this subsection (f)(5) only apply to tax years ending before December 31,
2023.

(Source: Amended at 48 Ill. Reg. , effective )




