
The purpose of this bulletin is to clarify
who may take the Domestic Production
Services deduction. Limitations to sub-
chapter S corporations (S corporations)
and partnerships are specifically identified.

What is the Domestic Production
Activities deduction?

For tax years beginning January 1, 2005, the
Internal Revenue Code (IRC) Section 199
allows for a deduction for qualified domestic
production activities. See IRC Section 199
for details on what activities are considered
to be qualified and how to calculate the
federal deduction amount.

How do S corporations and
partnerships calculate the
deduction?

For federal purposes, IRC Section
199(d)(1) provides that the deduction may
be taken by the partners or shareholders,
and not by the entity (S corporation or
partnership). The partnership or S
corporation must “pass-through” the
information each partner or shareholder
needs to calculate the amount that may be
taken as a federal deduction.

Can S corporations and
partnerships take the
deduction on the Illinois tax
return?

No. Generally, partnerships and S corporations
may take deductions that they are allowed to
deduct on their federal income tax returns,
when computing Illinois net income that is
subject to the Personal Property Replacement
Income Tax.  Partnerships and S corporations
are also allowed to take deductions that they
cannot take for federal income tax purposes
because the deductions are required to be
separately stated to their partners and
shareholders under IRC Sections 703(a)(1) or
1363(b)(1).

However, because the Domestic Production
Activities deduction is disallowed to
partnerships and S corporations under IRC
Section 199, rather than separately stated
under IRC Section 703 or 1363, the
deduction is not allowed to partnerships or S
corporations for Illinois income tax purposes.

Can partners and shareholders
take the deduction on the
Illinois return?

Yes. Partners and shareholders who are
allowed the federal deduction are allowed
the deduction in computing their Illinois net
income.
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