150-316.007
Oregon Net Operating Losses —Treatment Before 1985

(1) Applicability of this Rule.

(a) The provisions setforth in this rule shall apply to the computation of net operaing lossesoccurring
in loss yearsbegnning before Jaruary 1, 1985; netoperating loss deductions allowed in tax yearsbegnning
before January 1, 1985, from lossesthat originatedin | oss yearsbeg nning before Jaruary 1, 1985; and net
operaing loss carrybacks and carryoversappliedin tax yearsbeg nning before January 1, 1985, that originated
in loss yearsbeg nning before January 1, 1985.

(b) For the computation and application of Oregon net operaing losses netoperaing loss deductions
with regardto loss yearsand net operaing loss carrybacks and net operaing | oss carryoversoriginating after
December 31, 1984, see OAR 150-316.014.

(2) Negative Oregon Taxable Income Defined For purposesof thisrule, negative Oregon taxakle
income mears federal taxab e income asdefinedin the laws of the United States with the modifi cations,
additions and subtracions providedin ORS Chapter 316, whichislessthanzero.

(3) The Computation of a NetOperating Loss for Loss Yea's Begnning before January 1, 1985.

(a) For purposesof thisrule, Obss year€mears those tax yeasin which anet operaing loss occurs.
The computation of a net operating loss for Oregon purposesbegns with negative Oregon taxakle income.
Internal Revenue Code Secion 172 is generaly appliedto itemsof income, deduction and modifi caion on the
Oregon return in both the year of the loss and in the yea or yearsto which the loss deduction is caried

(b) There arefiveitemsthat may reduce negative Oregon taxable income. These are: net operating loss
deduction from otheryears exempion deductions, if applicalde; the nonbusiness deductions less honbusiness
income modification requiredby IRC Secton 172; Oregon cagtal gains deduction; and the net Oregon cagtal
loss deduction. The amount of negative Oregon taxalle incomeremaining after the above itemshave been
takeninto accaunt, shall be consideredthe amount of the taxpayerO<regon net operatng loss deduction.

Example: Sardy and Joe filedfederaland Oregon tax returns for 1984. On their federal return they
reported wagesof $12,000, a business loss of $40,000 (a part of which wasattributabde to depreciation), again
on the sale of stock of $400 (net of $600 cagtal gains deduction), interes income of $800, and ataxade
persion from the U.S. Governmert of $2,000. They paid no federalor state taxesin 1984 and reportedtotal
itemizeddeductions of $6,800. Thes deductions were considerednonbusiness.

On their Oregon return Sardy and Joe also reported $500 municipal bond interes from Californiathat
wasexempt from federal incometax, they were allowed to deduct $1,000 more depreciation for Oregon
purposesthanfor federal purposes and, they were allowed to deduct the ertire pension income on their
Oregon return asa U.S. Public Retiremert subtraction. Their allowable Oregon net operaing lossis computed
asfollows:

Federal Tax Return

Wages $12,000
Interes income 800
Schedule C income (loss) (40,000)
Schedule D income (sale of stock) 400
U.S. Governmert persion 2,000
Feckral Adjusted Gross Income (AGI) ($24,800)
Oregon Tax Return
Feckral AGI ($24,800)
Oregon CChangeD -0-
Oregon Additions (California bond interes) 500
Oregon Subtractions

Depreciation adustmert $1,000

Interes and dividend exclusion 400

U.S. Governmert Persion 2,000

Total subtractions (3,400)

Oregon deductions



Itemized deductions on federal

Schedule A $6,800
Oregon tax claimedasan
itemizeddeduction -0-
Oregon netitemizeddeduction (6.800)
Negative Oregon taxale income ($34,500)
Computation of the Oregon Net Operating Loss Deduction
Negative Oregon taxable income ($34,500)

Add: Excess nonbusiness deductions
Nonbusiness deductions

A. Nonbusiness losseson the federal return $ -0-
B. Nonbusiness adustmerts to federal income -0-
C. Oregon CChangesOthat decrease income -0-
D. Nonbusiness Oregon Subtractions
($2,000 + $400) 2,400
E. Nonbusiness Oregon itemizeddeductions 6,800
Total nonbusiness deductions $9,200
Nonbusinessincome
A. Nonbusiness incomeincluded
in federal income ($800 + $2,000) 2,800
B. Nonbusiness Oregon OClargeD
increasng income -0-
C. Nonbusiness Oregon Additions _ 500
Total nonbusinessincome $3,300
Excess nonbusiness deductions over
nonbusiness income ($9,200 B $3,300) $ 5,900
Net operaing loss deduction from prior years -0-
Exemption deductions (if applicalde) -0-
Cagptal gains deduction 600
Total Reduction to Negative Oregon Taxabe Income 6,500
Allowahble Oregon Net Operating Loss Deduction ($28,000)

(4) Oregon NetOperating Losses Reduction Due to the Net Oregon Capital Loss Deduction. Oregon
netoperatng lossesshall be reduced by the amount of net Oregon cagtal loss deduction claimedon the
Oregon return. The net captal loss deduction is gererally the same asthe amaunt deducted on the federal
return. However, there are modifi cations that arerequired under Oregon law which cause the captal loss
deduction to be diff erert for Oregon purposes These modifi caions must be takeninto account in determining
the amaunt of captal loss deduction thatis part of negative Oregon taxalde income. This difference may be
due to depreciation differencesupon the sale of acagtal asset

Example: Gary sells a capital assetto Helenfor $10,000. The federal adustedbadsis $9,000 ard the
Oregon adustedbasdsis $12,000. For federal purposesGary hasagain of $1,000. However, Gary hasa captal
loss for Oregon purposesof $2,000 ($10,000 B$12,000). For purposesof this examgde, assumethe lossisa
short-term capital loss. GaryOsiegative Oregon taxabe incomeis reducedby $2,000, the amount of the captal
loss deduction for Oregon purposes

(5) Oregon NetOperating Losses Reduction Due to Nonbusiness Deductionsin Exces of Nonbusiness
Income. In order to compute an Oregon net operating loss, the taxpayerOsiegative Oregon taxable incomeis
reducedby the amaunt of excess nonbusiness deductions over nonbusiness income. Oregon madifications,
additions, and subtractions usedin computing negative Oregon taxalde income may reduce the allowale
Oregon net operating loss. Use the following list to help determine which of the more common Oregon
modifi cations, additions or subtracions are consideredbusiness or nonbusiness. Thelist is not complete. It is
intendedto be a guide.



Business Nonbusiness
Adoption expenses X
All-Saver Certificate Interes Exclusion X
Depetion in exces of bads
Depreciation adustmert for Oregon purposes
Feckral deduction for married couple whenboth work X
Fecdkeral income tax refunds addedto Oregon
Oregon taxakle income
Feckral jobs tax credt and WIN wages
Federal tax subtraction
Gain/loss on sale of depreciable assets
Interes and dividend exclusion
Interes from U.S. governmernt obligations
Interes on local governmert bonds of other states
Itemizeddeductions
Medical experses
Taxes(state and local) *
Interes
Contributions
Cagialty losses
LIFO inventory adustmert
Loggersand construction workerscommuting experses
Lump-sum distributions
Military actve duty pay X
Oregon income tax refund includedin federal income
Oregon Public Retiremert Income
Oregon standard deduction
Public utility reinvegmert dividends
Sak of public utility stock
Sacial security incomeincludedin federal income
U.S. public retiremert income subtraction

*The itemsabove that are marked with an agerisk are to be allocated betweentheir business and
nonbusiness componerts.

(6) Part-yea redderts and Nonredderts.

(a) Taxyearsbednning before Jaruary 1, 1983. The base for computing an Oregon net operating loss
for apartyearresdent or anonresdert shall be negative Oregon taxable income. To compute an Oregon net
operaing loss, negative Oregon taxalle incomeshall be modified asprovidedin (3) above by those
modifi cations which relate to items of Oregon income or deduction only.

(b) Tax yearsbegnning after December 31, 1982 ard before January 1, 1984. A part-year reddent or
nonreddert shall be allowed an Oregon net operaing loss deduction only if the taxpayer had negative Oregon
taxableincome asdefinedin (2) of thisrule, in the yea of the loss.

(c) Tax yea s begnning after December 31, 1983 and before January 1, 1985. In computing an
Oregon net operating loss, for part-yearresderts, negative Oregon taxab e income shall be modifiedas
providedin (3) above by those modifi cations which relate to itemsof Oregon income or deduction only.
Nonresderts shall calculate their Oregon net operating loss asprovidedin (6)(a) above.

(7) Non-Oregon Source Net Operating Losses If a non-Oregon source net operaing loss ariseswhile
the taxpayer is a nonresdert, the reaulting net operating loss deduction shall not be allowed when computing
Oregon taxalle income.

(8) Oregon Source NetOperating Losses

X ox X X X

X X X

X X X
> X X * X

*

XXX XXX *



(a) Taxpayersshall be alloweda deduction for Oregon sourcenet operatng lossesasdeterminedin
section (3) of thisrule. Taxpayers may also carryover the Oregon net operating loss deduction in amamer
consistert with IRC Section 172.

(b) Gereraly, if ataxpayer carriesanetoperating loss deduction backfor federal purposes the
taxpayer shall carrythe Oregon net operaing loss back for Oregon purposesalso. The same principle applies
to netoperaing loss carryoversand carryforwards.

(c) An exception to thisrule arisesif the taxpayer is not requiredto file an Oregon return for all the
yearsto which the federal net operating loss deduction is applied In this case, the following rule applies

In the case of a netoperating loss caryback if the taxpayer wasnot requiredto file an Oregon return
for the third yearprior to the Oregon net operating | oss, the Oregon net operating loss deduction shall be
carried over to the year succeedng the carriedbackyea. If the taxpayer wasnot requiredto file an Oregon tax
return in that year, the Oregon net operaing loss deduction shall be carriedoverto that yearin which the loss
may befirst applied The total number of yea's to which anet operatng loss deduction may be carried back or
forward shall be the same for Oregon and federalnet operaing losses The number of yeas allowedis
determined by IRC Section 172(h).

Example: Jare computed her allowaklle Oregon source net operatng loss deduction for tax year 1984.
For federal purposes she carried back her federalnet operatng loss deduction backto tax year 1981. Since she
carried her loss back for federal purposes she shall cary herloss back for Oregon purposesto her 1981
Oregon tax return. If she wasnot requiredto file an Oregon tax return for 1981, she may carry her Oregon net
operaing loss deduction to her 1982 Oregon tax return.

(9) Filing Satus.

(a) Oregon net operaing lossesmay be split among spouses Taxpayerswho change their filing status,
for examge, gereraly needto identify their separate itemsof income, deductions, Oregon modificatons, etc.,
to compute their separate Oregon net operaing loss deduction.

(b) Itemsof income aresplit betweenthe spousesin amamer consistent with Treasiry Regulation
Secton 1.172.7. Modificaions to federaladusted grossincome (AGl), asrequiredunder Chapter 316, are
allocated betweenthe spouses Each spouse is ertitledto those modifi cai ons that belong only to him or her.
For those modificaions which arenot clealy attributable to any one spouse, multiply the dollar amount by the
following percertace:

Perentage = SpouseOshare of federal AGI
Total federal AGI

(c) Other deductions, such asitemized deductions, aretreatdin the same mamer asmodificaions
de<cribedin the preced ng paragraph. Those deductions that specifi cally belong to a spouse are usedin
computing that spouseOseparate itemizeddeductions. All other itemized deductions shall be allocated each
spouse based on the percertage described above. State taxesare to be allocatedin a mamer consistert with
Rewernue Rulings 80-6 and 80-7.

(10) For OregonOsxemption deduction and/or credt, eachspouse may claim his or her own personal
exempion. Eachspouse may also claim dependents based on provision of support or a spousal agreemert.

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Hist: Filed10/7/84 ard Eff. 12/31/84, Amerded 12/31/85, Amerded 7/29/86 (Temp.), (Perm.)
12/31/86, 12/31/89

150-316.014

Oregon Net Operating Losses Tr eatment After 1984

(1) Applicability of this Rule.

(a) Thisrule appliesto the computation of net operating losses occurring in loss years beginning
after December 31, 1984; and net operating loss deductions allowed or allowablein tax years
beginning after December 31, 1984.



(b) For the computation and application of Oregon net operating losses for loss years beginning
before January 1, 1985; net operating loss deductions with regard to loss years beginning before
January 1, 1985; and net operating loss carrybacks and net operating loss carryovers applied in tax
years beginning before January 1, 1985 that also originated in tax years beginning before January 1,
1985, see OAR 150-316.007.

(2) Definitions for Purposes of this rule.

(a) Prohibitedamounts. “Prohibited amounts” means those amounts that the state of Oregon is prohibited from
taxing, such as all stocks, bonds, Treasury notes, and other obligations of the United States as provided in 31
United States Code Section 3124. Prohibited amounts do not include such items as federally taxable social
security benefits since Oregon is not prohibited from indirectly taxing such types of income.

(b) Oregon Adjusted Gross Income (Oregon AGI). For afull-year resident, Oregon AGI is generally the
same as federal AGI. For a nonresident, QOregon AGlOmeans the itemsincluded in federal
adjusted grossincome as defined in IRC Section 62 that relate to Oregon sources without
modifications.

(c) Modified Oregon Taxable Income. “Modified Oregon taxable income” means Oregon AGI reduced by the
sum of the following:

(A) Oregon itemized deductions. For aresident, Oregon itemized deductions are generally the
same amount as federal. For part-year and nonresident taxpayers, Oregon itemized deductions are
the Oregon percentage of federal itemized deductions; or

(B) Oregon standard deduction. For part-year and nonresident taxpayers, only the Oregon
percentage of the standard deductions can be used;

(C) Federal personal exemption(s); and

(D) Prohibited amounts included in Oregon AGI.

(3) Computation of an NOL for a Resident.

(a) For Oregon purposes, a resident® net operating loss is computed in the same manner as for
federal purposes without Oregon modifications. Generally, the Oregon NOL is the same as the
federal NOL. The only modification necessary is to subtract prohibited amounts.

(b) The computation of the Oregon NOL begins with the Oregon adjusted grossincome (AGI) to
arrive at modified Oregon taxable income. Then the modified Oregon taxable income is adjusted as
required by IRC Section 172(d).

Example 1. Susan and Joe filed joint 2003 federal and Oregon tax returns. On their federal return,
they reported wages of $16,000, a business loss of $40,000, a gain on the sale of stock of $400, and
interest income of $800 from a bank. They also reported total itemized deductions of $10,800
which were all nonbusiness and claimed personal exemptions of $6,100.

On their Oregon return, Susan and Joe also reported $500 municipal bond interest from California that was

exempt from federal income tax. Their allowable Oregon NOL is computed as follows:
Federal tax return

Wages $16,000
Interest income 800
Schedule C loss (40,000)
Schedule D stock gain 400
Federal AGI ($22,800)
Personal exemptions (6,100)
Schedule A deductions (10.800)
Federal taxableincome ($39,700)
Computation of Oregon NOL

Oregon AGI ($22,800)



Personal exemptions (6,100)

Schedule A deductions (10,800)
Modified Oregon taxable income ($39,700)
Adjustments:

Personal exemptions 6,100
Nonbusiness deductions 10,800

Nonbusinessincome (1,200)

Nonbusiness deductionsin excess

of nonbusiness income 9,600
Oregon NOL ($24,000)

Note: Except for prohibited amounts, the Oregon NOL is computed based on the federal NOL
method and definitions without Oregon modifications.

Example 2. The facts are the same asin Example 1, except that the interest of $800is from U.S.
government securities (prohibited amounts). The Oregon NOL for Susan and Joeis $(24,800)

computed as follows:
Federal tax return

Wages $ 16,000
Interest from U.S. government securities 800
Schedule C loss (40,000)
Schedule D stock gain 400
Federal AGI ($22,800)
Personal exemptions (6,100)
Schedule A deductions (10,800)
Federal taxable income (839,700 )
Computation of Oregon NOL

Oregon AGI ($22,800)
U.S. government interest (800)
Personal exemptions (6,100)
Schedule A deductions (10,800)
Modified Oregon taxable income ($40,500)
Adjustments:

Personal exemptions 6,100
Nonbusiness deductions 10,800

Nonbusinessincome 1200

Excess nonbusiness deduction 9,600
Oregon NOL ($24,800)

Note: The U.S. government interest (prohibited amounts) isnot used in computing Oregon NOL.
(4) Computation of an NOL for a Part-year Resident and a Nonresident

(a) A nonresident is allowed an Oregon NOL for any loss year when the NOL is attributable to
Oregon sources. A taxpayer isnot allowed an NOL or carryover on the Oregon return if the loss
was incurred while the taxpayer was a nonresident and the loss was not attributable to Oregon.
The computation of the allowable net operating loss for Oregon purposes beginswith Oregon
adjusted grossincome as defined in thisrule. Any modifications provided in IRC Section 172(d)
apply to all items of income and deduction as they apply to modified Oregon taxableincome with
the exception of prohibited amounts.

(b) The IRC Section 172(d) modifications attributable to Oregon sources are the following:

(A) Oregon NOL deduction from prior yearsincluded in Oregon income after adjustments.



(B) Net Oregon capital loss deduction.

(C) Federal personal exemption amount.

(D) Excess of nonbusiness deductions over nonbusiness income included in modified Oregon
taxableincome.

Example 3. Herb and Sallie are married nonresidents and file a joint 2003 return. On their federal
return, they haveitemized deductions of $12,400 (all nonbusiness) and claimed personal
exemptions of $9,150. They also had a business loss of $25,000 from Oregon sources and $1,000
non-Oregon source corporate bond interest. On their Oregon nonresident return, the Oregon
percentageis zero (0). They compute their Oregon NOL as follows:

Oregon adjusted grossincome ($25,000)
Personal exemptions (9,150)
Schedule A deductions -0-
Modified Oregon taxable income ($34,150)
Adjustments:

Personal exemptions 9,150
Nonbusiness deductions -0-
Nonbusinessincome -0-

Excess nonbusiness deduction -0-
Oregon NOL ($25,000)

Note: The Schedule A itemized deductions are -0- for Oregon purposes because their Oregon percentage is
Zero.

(5) Application of an NOL.

(a) General rule. An Oregon net operating loss for any loss yearsis applied in the same manner as
the federal net operating loss as provided in IRC Section 172(b). If theloss was not attributable to
Oregon sources and was incurred while the taxpayer was a honresident, thereisno Oregon NOL to
carry over even if the taxpayer later becomes an Oregon resident. In such cases, the amount of the
NOL carryover that isnot attributable to Oregon sourcesis added back on the Oregon resident tax
return.

If ataxpayer carries back a federal NOL, the taxpayer is treated as carrying the loss back for
Oregon purposes as well. If a taxpayer makes an election to carry over the federal NOL, the
taxpayer is treated as making the same irrevocable election for Oregon purposes as well.

(b) Exceptions.

(A) If a taxpayer has an Oregon NOL but does not have a federal NOL, the taxpayer may elect to carry the
Oregon NOL over to the next succeeding year, if the taxpayer makes an irrevocable election on the timely filed
Oregon loss year return (including extensions). If no such election is made, then the taxpayer may only carry
the Oregon loss back in the same manner as provided in IRC Section 172(b).

(B) If ataxpayer isnot required to file an Oregon return for all yearsto which the federal NOL
deduction (NOLD) is applied, the following applies:

In the case of an NOL carryback, if a taxpayer was not required to file an Oregon return for a
carryback year prior to the Oregon loss year, the Oregon NOL is carried back to the year in which
theloss may befirst applied.

(C) The total number of years to which an NOL may be carried back or forward is the same for Oregon and
federal, and is determined as follows:

(i) For net operating losses incurred in tax years beginning on or after January 1, 2003, the carry back period is
two years with a twenty year carryover period.

(ii) For net operating losses incurred in tax years beginning on or after January 1, 2001 and before January 1,
2003, the carryback period is five years with a twenty year carryover period.



(iii) For net operating losses incurred in tax years beginning on or after August 5, 1997 and before January 1,
2001, the carryback period is two years with a twenty year carry over period.

(iv) For net operating losses incurred in tax years beginning prior to August 6, 1997, the carryback period is
three years with a fifteen year carryover period.

See IRC 172 and the regulations thereunder for exceptions to the general carryback periods for net operating
losses attributable to certain casualty losses, disaster areas and farming losses.

Example 4. Joe has a net operating loss for federal and Oregon for tax year 2003. For federal
purposes, Joe carried his federal NOL back to 2001. Since he carried back hisloss for federal
purposes, he must carry back the loss for Oregon purposes to his 2001 Oregon tax return. If heis
not required to file an Oregon tax return for 2001, he may carry his Oregon NOL to his 2002
Oregon tax return.

Example 5. Assume the same facts as in Example 4. However, Joe was not required to file an
Oregon tax return prior to tax year 2003. Joe may carry his Oregon NOL over to his 2004 Oregon
tax return even if theloss was carried back for federal purposes.

Example 6. Devin, a Washington resident, incurs a $25,000 NOL in 2003 from his Washington area
business and elects to carry the loss forward. Devin movesto Oregon on January 1, 2004. Sincethe
losswas incurred while Devin was a nonresident of Oregon and thelossis not from an Oregon
source, thereisno Oregon NOL and Devin must make an addition on his 2004 Oregon return to
add back the $25,000 NOL included in federal adjusted grossincome.

(6) A Net Operating Loss Deduction, Carryback and Carryover Amount.

(a) A taxpayer@® net operating loss deduction (NOLD), carryback and carryover amount is
computed in the same manner as for federal purposes. The method to compute the carryback and
carryover amount is not modified for Oregon purposes.

(b) For a full-year resident, generally an NOLD, carryback and carryover amount is the same as for
federal purposes except that prohibited amounts as defined in section (2)(a) of thisrule are not
taken into consideration.

Example 7. John and Joyceincurred losses in 2002 from partnerships and S corporations. They
compute an NOL of $12,000 and elect to carry theloss back. The 2000 return show s negative
taxableincome, so the 2002 NOL is first applied to 2001 where theloss is completely absorbed.
John and Joyce have a federal AG1 in 2001 of $32,000. The fully absorbed 2002 NOL is applied as
follows:

Federal AGI on the Oregon return to which thelossis carried$32,000

Less: Net operating loss deduction (12,000)
Federal AGI for Oregon asrevised 20,000
QAdditionsOper Oregon return 3,000
CsubtractionsOper Oregon return ($5,000)

Standard or itemized deductionsrecomputed

for revised federal AGI (10,000)

Total Deductions (15,000)
Oregon taxableincome as revised $8,000

Example 8. Assume the same facts in Example 7, except that John and Joyceelect to carry forward
the 2002 NOL for federal and Oregon purposes. |n 2003, John and Joyce have federal AGI of
$15,000 and have reported additions of $8,000 and subtractions of $3,000. John and Joyce will
apply the NOL to 2003 and compute the amount carried over to 2004 as follows:

Net operating loss deduction carryover ($12,000)
Federal AGI on Oregon return to which thelossis carried $15,000
Add: Capital loss deductions or -0-



Capital gain deduction -0-

Federal AGI for Oregon AGI asrevised $15,000
Less: Prohibited amounts -0-
Standard or itemized deductions
recomputed for revised federal AGI (9,500)
Modified Oregon taxableincome (NOLD for 2003) 5,500
Carryover net operating loss available for 2004 (86,500)
John and Joyce® 2003 Oregon taxableincome is recomputed as follows:
Federal AGI on Oregon return to which thelossis carried $15,000
Less net operating loss deduction (5.500)
Federal AGI including net operating loss deduction 9,500
Add: QAdditionsOper Oregon return 8,000
Less: “Subtractions” per Oregon return (3,000)
Standard or itemized deductions (9,500)
2003 Oregon taxableincome as revised $5,000

(c) A part-year resident and a nonresident use the federal method without modifications, except that prohibited
amounts are not taken into consideration, and the NOLD, carryback and carryover are based only upon
amounts attributable to Oregon sources.

Example 9. In 2002, while residents of California, Ron and Valerie incurred losses from an Oregon partnership
creating an Oregon only NOL in the amount of $85,000. Prior to 2002, neither Ron nor Valerie needed to file
Oregon returns. In 2003, Ron and Valerie moved to Oregon and filed a part-year Oregon return. They reported
federal income after adjustments of $385,000, Oregon income after adjustments of $235,000, and itemized
deductions of $10,000. Ron and Valerie calculate their 2003 Oregon taxable income as follows:

Federal Oregon

Income after adjustments $385,000 $235,000
Less net operating loss deduction (85,000) (85,000)
Modified income after adjustments 300,000 150,000
Plus: QAdditionsOper Oregon return 7,000 7,000
Less: “Subtractions” per Oregon return (4,500) (4,500)
M odified income after subtractions $302,500 $152,500
Oregon Percentage: 152,500/ 302,500 = 50.4%
Less: itemized deductions

recomputed for revised federal AGI (10,000)

Federal tax subtraction (3,500)
Taxableincome as revised $298.000

Example 10. Scott and Jill live in Vancouver, Washington and Scott operates a business in Oregon. In 2002,
Scott and Jill filed a nonresident Oregon return reporting an Oregon only NOL of $6,000. Scott and Jill elected
to carry the NOL forward. In 2003, Scott and Jill reported Oregon income after adjustments of $1,600, federal
income after adjustments of $32,000, and federal itemized deductions of $9,200. Their Oregon itemized
deductions are $460 [($1,600/$32,000) x $9,200]. Scott and Jill calculate their net operating loss deduction for
2003 and the carryover to 2004 as follows:

Net operating loss carryover ($6,000)
Oregon income after adjustments on returnin

year to which lossis carried $1,600

Add: Oregon capital loss deduction-0-

Oregon capital gain deduction -0-

Modified Oregon AGI as revised $1,600

Less: Prohibited amounts -0-

Oregon percentage of itemized deductions



recomputed for revised federal AGI 460

Modified Oregon taxableincome (NOLD for 2003) 1,140
Carryover of NOLD available for 2004 (4.860)

[Publications: The publication(s) referred to or incorporated by reference in this rule is available from the
Department of Revenue pursuant to ORS 183.360(2) and ORS 183.355(6).]

Stat. Auth.: ORS 305.100

Stats. | mplemented: ORS 316.014

Hist.: RD 4-1986(Temp), f. & cert. ef. 7-29-86; RD 7-1986, f. & cert. ef. 12-31-86; RD 7-1991, f. 12-30-91,
cert. ef. 12-31-91; RD 9-1992, f. 12-29-92, cert. ef. 12-31-92; RD 5-1994, f. 12-15-94, cert. ef. 12-31-94; REV
9-1999, f. 12-30-99, cert. ef. 12-31-99, Amended 12/31/04

150-316.048
Taxablel ncome of Reddent

(1) Definition. The taxable income of a resident of this state is taxable income as defined in the laws of the
United States, modified and adjusted by ORS Chapter 316 and other laws of this state applicable to personal
income taxation. Such laws have the general effect of incorporating all the provisions of the federal Internal
Revenue Code with regard to the measurement of personal taxable income except as otherwise specifically
provided by Oregon law. For example, the Oregon standard deduction is not deductible in the same amount as
the federal standard deduction amount.

(2) Oregon Adjusted Gross Income Defined

(a) For tax years beginning prior to January 1, 1985, Oregon adjusted gross income is federal adjusted
gross income as defined under IRC Section 62 as of the dates specified in ORS 316.012. Oregon adjusted gross
income incorporates any differences between the federal definition of adjusted gross income and the Oregon
definition of adjusted gross income for any given year.

(b) For tax years beginning after December 31, 1984, Oregon adjusted gross income is federal adjusted
gross income without any of the modifications, additions, or subtractions required under ORS Chapter 316.

(3) Transfers of property between spousesor incidert to divorce. The transfer of property from one spouse
to another incident to a divorce property settlement is considered a nontaxable event for Oregon purposes.
The basis of the property transferred in the hands of the transferor shall carry over and become the basis of the
property in the hands of the transferee.

(4) Community property income. An Oregon resident whose spouse resides in a community property state
is taxable upon the share of the spouse’s community property income that is considered earned by the Oregon
resident according to the laws of the community property state. Credit for taxes paid to another state under
ORS 316.082 is allowed to Oregon residents whose share of community property income is taxed by Oregon
and another state. See ORS 316.082 and the rules thereunder for computation of the credit.

Example 1: Van and Lisa are married. Lisa lives and works in Salem, Oregon. Van lives and works in
Seattle, Washington. Van and Lisa each deposit their separate paychecks into a joint Oregon checking account
that is used to pay living expenses for both of them. They visit each other frequently. They are not permanently
separated by a legal decree and have no intention of filing for divorce. Under Washington law, all property
acquired after marriage by either husband or wife or both, other than by gift, bequest or inheritance, is
community property. Because Van’s wages are community property under Washington law, and Van and Lisa
are not permanently separated, Lisa must include one-half of Van’s Washington earnings in Oregon income.
Lisa may not claim a credit for taxes paid to another state because there is no state income tax imposed on the
earnings by both Oregon and Washington.

Example 2: Juan and Maria are married. Juan receives a promotion and moves to Boise, Idaho, to live and
work until retirement. Maria stays in Medford, Oregon, and continues her job until she can retire in five years.
They are not permanently separated by a legal decree and have no intention of filing for divorce. Under Idaho
law, earnings of spouses domiciled in Idaho are community property absent a written agreement that provides
otherwise. Since Juan and Maria are not permanently separated and have not agreed to treat their earnings as
separate income, Maria must include one-half of Juan’s Idaho wages in her Oregon income. Maria would be
entitled to claim credit for taxes paid to another state based on the income that is taxed by both Oregon and
Idaho.
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(5) Distribution of a trustOs$ncome accumulation.

See ORS 316.737 and OAR 150-316.737 for the treatment of trust income accumulation distributions.

(6) Retiremert berefit plans.

(a) Resident taxpayers must include in Oregon taxable income all amounts received from retirement
benefit plans. For tax years beginning on or after January 1, 1996, and before January 1, 2000, nonresidents are
not taxed by Oregon on retirement income. For tax years beginning after December 31, 1999, nonresidents
who retain their Oregon domicile are taxable on Oregon source retirement income. See ORS 316.127(a).

(b) Conversion of a traditional IRA to a Roth IRA under IRC Section 408A is deemed a distribution for
federal tax purposes. The amount included in federal taxable income is taxable to an Oregon resident. A
taxpayer who is an Oregon resident for a part of tax year 1998 and who elects to recognize the conversion
amount over four years, must include a prorated amount in Oregon income. If the election to recognize
income over four years is not made, the converted amount must be included in income if the taxpayer is an
Oregon resident at the date of conversion.

Example 1: Sam was a resident of Nevada at the time he converted his traditional IRA to a Roth IRA in
1998. The total amount of the 1998 distribution was $2,000. Sam will recognize the IRA distribution over the
four-year period beginning with 1998. In Oct. 1, 1999, Sam established permanent residency in Oregon. The
1998 IRA distribution will be recognized in taxable income as follows:

Year Federal Oregon

1998 $500 $0

1999 $500 $125 (prorated for Oregon residency period)
2000 $500 $500

2001 $500 $500

(c) Conversion of traditional IRAs to Roth IRAs after 1998. For tax years after 1998, converted amounts
must be included in Oregon taxable income if, at the time the conversion is made, the taxpayer is an Oregon
resident.

[Publications: The publication(s) referred to or incorporated by reference in this rule is available from the
Department of Revenue pursuant to ORS 183.360(2) and ORS 183.355(6).]

Hist:  Eff. 1/69, Amended 12/70, 11/73., 12/19/75, 1/1/77, 12/31/78, 12/31/84, 12/31/85, 12/31/86,
12/31/87,12/31/89, 12/31/91, 12/31/92, 12/31/98, 12/31/99, 8/01/01

150-316.078
Oregon Child Care Credit

(1) For taxyearsbegnning on or after December 31, 1988, the credt allowed under ORS 316.078
shall be based on a percertage of the qualifying employmert related expensesallowed by Secion 21 of the
Internal Reverue Code. The percertage is determined by federal taxalde income, asshown in the tade under
ORS 316.078.

Whencalculating the Oregon child care credt, taxpayers must use the same employmert related
expersesusedfor calculating the federal credt, subjectto the samelimitations and eligibility requiremeris
outlinedin the IRC Secton 21. However, it is not necesary to claim the federal child care credt in order to
claim the credt for Oregon.

Any credt allowade under ORS 316.078 thatis not used may be carried forward for up to five years

Example 1: Bill and Martha aremarriedard file ajoint return. They have federal taxal e income of
$12,000 in 1989. Using IRC Secion 21 guidelines they determine they have $1,500 qualifying employmert
related expenses Using the tablein ORS 316.078, Bill and Martha compute anallowaklle Oregon child care
credt in the amaunt of $120 (8 percert of $1,500). Bill and Martha have a 1989 tax liahility of $105. Since
their Oregon child care credt exceeds their tax liahlity, they may carryforwardthe $15 excess to 1990. They
must use the carryforward credt by tax yea 1994.

(2) For tax yearsbednning after December 31, 1986, and before January 1, 1989, the Oregon credt is
ecual to 40 percert of the Odlowable federal credt.O The allowalle federal credt is the credt computed under
Secton 21 of the Internal Reverue Code, not the amount actually usedto reducethe federal tax liakility. The
allowal e federal credt maybe greaer thanthe amount actually claimedon the federal return.
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(3) For tax yearsbednning after December 31, 1984, and before January 1, 1987, the Oregon credt is
limitedto 40 percert of the Callowedfederal credt.O The allowed federal credit is the amount actually claimed
on the federal return which reducesthe federal tax liahlity (but not below zerg. The allowed federal credt
may be less than the allowabl e federal credt. Ofederal tax liakilityOhasthe same mearing asunder Section 26
of the Internal Reverue Code.

(4) For tax yearsbednning after December 31, 1984 and before January 1, 1987, if the taxpayer would
be allowedto claim a credt under ORS 316.078 and ORS 316.087, the taxpayer may choose whichever of the
amaunts allowabl e pursuart to these statutesis to be applied against the Oregon tax liahility.

Example 2: Joanand Jeny are marriedard file ajoint incometaxreturn. They have a federaltax
liakility (before any federal credts) of $200 for their 1985 tax yea. In addition, they compute thatthey are
allowed afederal credt for the elderly of $175 and afederalchild carecredt of $250. Joanand Jerry would
figure the maximum credt allowah e of $80 to apply against their Oregon tax liakility as follows. Their federal
taxinformation is providedbelow.

Feckral tax $ 200
Feckral child carecredt $250
Feckral elderly credt 175
Total (but limitedto federaltax) b 200
Federal tax after all credts $ -0
They are allowedthe greaed relief asprovided under the following two options.

Option 1
Federal child carecredt claimedon federal

return (but not more thanfederal tax) $200
Multiplied by the Oregon percentage X_40%
Allowable Oregon child care credt $ 80

Sincethe federal child care credt wasgreat enough to reducethe federaltax to zero, no credt is
availabe under ORS 316.087 (the Oregon credt for the elderly).

Option 2

Feckral elderly credt claimed $175
Multipliedby the applicalde Oregon percentage x  15%
Allowable Oregon credt for the elderly $ 26

Sinceonly $175 of the federal tax wasreducedby the elderly credt, the remaining $25 wasreducedby
the federal child carecredt. The allowale Oregon child care credt is figured asfollows:
Child care credt availale to reducefederal

tax (but not below zero $ 25
Multipliedby the applicalde Oregon percentage x 40%
Allowable Oregon child care credt $ 10

Sincethe total credts allowed under Option 1 ($80) is greaer thanthe total credts allowed under
Option 2 ($36), Joanand Jerry will claim only the child care credt of $80 to be applied against their 1985
Oregon tax.

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Hist: Filed9/22/86 ard Eff. 12/31/86; Amended 12/31/87, 12/31/89

150-316.109
Credit for the Gain on the Sde of a Resdence Taxed by Another State

A credit will be allowed if the gain on the sale of a taxpayer’s personal residence is taxed by both Oregon
and another state or country. The credit is the lesser of:

(D) Mutually taxed gain
Total income on x  Other state’s tax
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Other state’s return after credits

or

(2) 8 percent of the gain taxed by the other state.

Mutually taxed gain is the total gain reduced by any allowable deductions or exclusions (i.e., capital gains
deduction, differences in allowable depreciation due to business use of home, etc.).

Total income on other state’s return is the other state’s taxable income before subtractions for itemized
deductions (or standard deduction) and exemptions.

To claim the credit, the taxpayer must send a copy of the other state or country’s return and proof of
payment.

A taxpayer may not claim both this credit and a credit under ORS 316.082 or ORS 316.131 for taxes paid
on the same gain.

Hist: Filed and Eff. 12/31/79, Amended 12/31/84, 12/31/93, 12/31/01

150-316.117-(A)
Proration of Income and Deductions for Nonresidents and Part-Year Residents

(1) For tax yearsbegnning on or after January 1, 1983, the numerabr of the fracion is the taxpayerOs
federaladusted gross income from Oregon sources with the Oregon modificaions to thatincome, which
relate to adustedgrossincome.

(2) The derominator of the fracton is the taxpayerO$ederal adusted gross income, from all sources
with the Oregon madifi cations to thatincome, which relate to adusted gross income.

(3) For the fiduciary returns of egatesand trusts, the numerator of the fracion isthe federal taxale
income of the fiduciary from Oregon sources with the Oregon maodifi cations to thatincome. The denominator
of the fraction isthe federal taxable incomeof the fiduciary, from all sources with Oregon modificaionsto
thatincome.

(4) Use thefollowing list to help determine which Oregon modifi cations relate to adusted gross
income.

Relate to Adjusted

Modification Gross Income?
Yes No
1.  Administration experse of trusts, egates and conservatorships X
2. Art objectdonation deduction X
3. Depetionin exces of bass X
4.  Depreciation diff erercefor Oregon X
5.  Exemption for amaunts recevedfor condemnation of Indian
tribal lands X
6. Exemption for income derivedfrom sourceswithin a federaly
recaggnizedAmericanindianreservation X
7. Exemption for servicein Vietham on missing status X
8. Exemption for servicein Operation Desert Shield or Desert Storm X
9.  Experse of operaing a business for profit X
10. Feceral egate tax deduction (except on capital gains) X
11. Feceral edate tax deduction on captal gains X
12.  Feceralincome tax deduction X
13.  Feceralincometax refund X
14.  Fiduciary adustmert X
15.  Foreign tax subtraction X

16.  Gain or loss due to involuntary converson X

17.  Gain or loss on disposition of inheritedfarmland or foregland
difference for Oregon

18.  Gain or loss on the disposition of assetdifferencefor Oregon

19.  Gain or loss on disposition of public utility reinvegmert stock

X X X
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20. Interes on Oregon local bonds X
21.  Intere$ on municipal bonds of statesotherthan Oregon X
22. IRA and Keagh Contribution subtraction X
23.  Itemizednonbusiness deductions X
24.  Jobstaxor WIN wages X
25.  Loggersand construction workerstraveling experses X
26.  Lotterywinnings X
27.  Lump-sum distributions X
28.  Medical expense not claimed asanitemizeddeduction X
29. Military actve duty pay X
30. Mortgage interes subtraction X
31. Netoperatng loss deduction X
32.  Oregon tax refund subtraction X
33. Pasivelossdifference X
34. Rairoadretiremenrt X
35. Remedal Action Cost subtraction X
36. Sccial Secuity Berefits X

37.  Stardarddeduction X
38.  Substitute fuels production deduction
39. U.S.Governmert intereg
(5) Under no circumstancesmay the percertage exceed100 percert.
(6) If the taxpayer haspositive modified Oregon income and negative or zero modifiedfederal
adustedgross income, the allowahle percertageis 100 percen. If the taxpayerOsnodifi ed federal adusted
grossincomefrom Oregon sourcesand modifi ed federal adustedgrossincome are both losses the allowalle
percerage will be computed asfollows:
(a) If the Oregon lossis smaller thanthe federal loss, 100 percen.
(b) If the Oregon loss is greakr thanthe federal | oss, divide the federalloss by the Oregon loss.
Example 1: A taxpayer hasmodifi edfederal ad usted gross income from Oregon sourcesof ($100)
ard modified federal adusted grossincome of ($1,000). Since the Oregon lossis less thanthe federal loss, the
percerage is 100 percert.
Example 2: A taxpayer hasfederal adusted gross income from Oregon sourcesof ($1,000) ard
federal adustedgross incomeof ($100). The percertage is 10 percert.
(7) If the taxpayer hasnegative or zeromodifi ed Oregon income and positive modifi edfederal
adustedgrossincome, the allowale percertage is zero.
(8) Nonredden taxpayersshall prorate the following deductions and modifi cations not relating to
adustedgrossincomeusing the fracion providedin thisrule:
(a) The greakr of:
(A) Net Oregon itemized, or
(B) The standard deduction.
(b) Feceral tax liahility.
(c) Additional federaltax paid from a prior year.
(d) Gambling losses(itemized).
(e) Feckral incometaxrefunds from amended or audited returns.
(9) Nonreddent taxpayersshall not prorate the following deductions and modifi cations not relating to
adustedgrossincome.
(a) Art objectdonation deduction, and
(b) Fiduciary adustmert.
(10) Under no circumstancesmaythe percertage usedin computing the allowab e portion of the
deductions exceed100 percert.
(11) For part-yearreddents Oregon source incomeis:;
(a) For the portion of the yea the taxpayeris aresdent see OAR 150-316.048.

X X
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(b) For the portion of the yearthe taxpayeris anonresdent seeORS 316.127 ard the rulespertaining
thereb.

Hist: Eff. 12/70; Amerded 11/73, 12/19/75, 12/31/78, 12/31/83, 12/31/84, 12/31/85, 12/31/86;
Rerumberedfrom OAR 150-316.117 to OAR 150-316.117-(A), 12/31/87, 12/31/89, 12/31/91, 12/31/93,
2/1/95

150-316.124(2)
Nonresident Partners: Guaranteed Payments

(1) Guararteed paymerts paid to nonresdent partners of a partnership that hasbusiness activity in the
state of Oregon are treatd asa distributive shareof partnership income for Oregon tax purposes In orderto
determine the income attributal e to Oregon sources eachnonresdert pariner@erti re distributive share
including the guaranteedpaymerts, is thensubjectto the allocation and apportionmert provisions of ORS
314.605 to 314.675.

Example 1. Frark isa?25 percent partnerin thelaw firm DC & H, Associates a calendar year
partership. DC & HOsnain officeisin Washington, but it also hasa branch offi cein Oregon. Frark livesin
Seatle and works in the Washington branch of the firm.

For tax year1992, Frark received $100,000 in guararteed paymerts from the partnership. FrarkO£5
percert share of partnership profits after the deduction of guararteed paymerts was$50,000. DC & H
calculated an Oregon apportionmert percertage of 20 percen. FrarkO2992 Oregon sourceincome
atrributade to the law firm is calculated asfollows:

Distributive shareof partnership income $ 50,000
Guararteedpaymerts 100,000
Adjusteddistributive share $150,000
Multipliedby Oregon apportionmert percertage _ .20
FrarkO4.992 Oregon sourceincome $ 30,000

(2) Theinclusion of guararteedpaymerts into a nonresdert partnerOshare of apportionable incomeis
irrepectve of that partnerOpercertage intereg in the profit or loss of the partership.

Example 2: Assumethe same facts asin Example 1, except that Frark doesnot sharein the profits or
loss of the partnership. Frark®4992 Oregon sourceincome attributable to the law firm is calculated as
follows:

Distributive shareof partnership income $ 0
Guararteedpaymerts 100,000
Adjusteddistributive share $100,000
Multiplied by Oregon apportionmert percertage _.20
Frark©4.992 Oregon sourceincome $ 20,000
(3) See ORS 314.610 and the Administrative Rulesthereunder for a definition of Oregon business
activity.

Hist: Filed10/15/93 and Eff. 12/31/93

150-316.130(2)(c)-(A)
Alimony Deduction—for Part-year and Nonresidents

A nonreddents alimony deduction must be proratedfor the portion of the yea thatthey are a
nonresdert of Oregon if they have income from other than Oregon sources

The alimony paid while anonresdert is to be prorated based on the ratio of their Oregon source
incomewhile anonreddert to their total incomewhile anonresdent without deduction for alimony.

Alimony paid isdeductiblein full oncereddercy is egatished

Example: Douglaslivesin Washington. From January 1 to May 1 he earrs $28,000 in Washington
wagesand pays $12,000 in alimony. From May 1 to June 1 he earns $7,000 in Oregon wagesard pays $3,000
in alimony.

On June 1 Douglasmovesto Oregon and egallishesresidercy. BetweenJune 1 and November 1 he
earrs $50,000 in Oregon wagesand pays $15,000 in alimony.
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In November, Douglasgoesbackto work for his former Washington-based emgdoyer but continuesto
livein Oregon. From November 1 through December 31 he earrs $24,000 in Washington wagesand pays
$6,000 in alimony.

Summary. During the time he wasa nonresdent, and without regardto his alimony deductions,
Douglasearred $7,000 in Oregon source income and $35,000 in total income.

Douglasmace $15,000 in alimony paymerts while anonresddent and $21,000 in alimony payments
after egallishing Oregon resdercy.

DouglagdOregon alimony deduction is $24,000, consisting of $3,000 for the nonresdert period and
$21,000 for the reddert period. The $3,000 is computed asfollows:;

$ 7.000

$35,000 X $15,000= $3,000
Nonresdert period 3,000
Resdent period 21,000
Total Oregon deduction 24,000

Douglag¥ederal alimony deduction is $36,000.
Hist: Filed9/14/90 ard Eff. 12/31/90

150-316.193
Voluntary Withholding for Retired Members of the Uniformed Services

(1) Upon writtenreques to the appropriate retired pay offi ce of uniformedservice, amemker may
requed voluntary state withholding tax. This requed shall include the following information:

(@ MemberOdull name

(b) Scacial Secuity number,

(c) Amount of monthly withholding being requeded,

(d) The state to receive withheld monies

(e) MemberOsgurrent address,

(f) Signature of member, or in the cas of incompetence, the signature of hisor her guardianor trustee.

(2) Retired membersof uniformedservice should send their requeds for with-holding to the
appropriate retired pay offi ce. Their addressesfollow:

(a) Army:

Retired PayOperatons USA FAC

U. S. Army Finance and Accounting Certer (Dept. 90)

Indiamapolis, IN 46249

(b) Navy:

Defense Finance and Accounting Senice

Cleveland Certer, Accounting ard Finance Division

Anthony J. Celebrezze Feceral Bldg.

Clewveland, OH 44199

(c) Air Force:

Commarder

U. S. Air Force Accounting ard Finance Certer

Directorate of Retired Pay

Denver Center-Defense Finance and Accounting Service

Derver,CO 80279

(d) Marine Corps:

Defense Finance and Accounting Senice

Marine Corps Retired Pay

KansasCity Certer, Accounting and Finance Division (AF-TA)

KansasCity, MO 64197

(e) Coast Guard:

Commarding Officer(Retired)
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U. S. Coad Guard

Commarding Officer (F)

444 SE Quincy Street

Topeka, KS 66683

(f) PHS:

U.S.Pulic Heath Senice

Compensation Branch

5600 Fisher Lane (Rm. 4-50)

Rockville, MD 20857

(g) NOAA:

Commarding Officer

Nawy Finance Certer (Code 301)

Anthony J. Celebrezze Feceral Bldg.

Cleweland, OH 44199

(3) The minimum amaunt of monthly withholding perretireeshall be no less than $10 and the amount
of the requed for state tax withholding shall be anevendollaramount.

(4) A pemarert withholding tax account shall be egahlishedin the name of each branch of the
uniformedservicefor deposit of monieswithheld by the requed of the retirees An account number and
appropriate reporting formsshall be issuedto
eachbranch atthe inception of its accaunt.

(5) Reporting shall be done in a medum that complieswith state reporting standards applicaldeto
empdoyersin gereral. For Oregon Departmert of Revenue purposes reporting shall be required on the
withholding portions of the Oregon Quarterly Combined Tax Report. This return shall be filed by the
appropriate branch of service within 30 days after the end of eachquarterly payroll period.

(6) Payment of withholding trust funds shall be macke at the sametimethe quarterly return isfiled
Paymernt shall be accompanied by appropriate identifying documertation, i.e., Form OTC (Oregon Tax
Coupon).

Hist: Filed10/7/85 ard Eff. 12/31/85; Amended 12/31/91

150-316.197(1)(a)-(B)
Withholding: Payment Due Dates

(1) Oregon withholding tax payment due datesare determined by corregponding federal due datesas
outlinedin thefollowing rules

Rule 1N If the federaltax due is less than$1,000 atthe end of ary calendar quarter the Oregon tax due
must be paid by the end of the month following the erd of the quarter.

Rule 2N If the federaltax liakility is $50,000 or lessin the lookback period, the Oregon tax due must
be paid by the 15th of the month following, unless the employer mees the conditions under Rule 1 or Rule 4.

Rule 3N If the federaltax liakility is more than$50,000 in the lookback period, the Oregon tax due
must be paid on the following semi-weeky schedule, unless the employer mees the conditions under Rule 1 or
Rule4:

If the payday is on Wednegday, Thursday or Friday, the Oregon tax must be paid by the following
Wednheday.

If the payday is on Satrday, Sunday, Monday or Tuesday, the Oregon tax must be paid by the
following Friday.

Rule 4N If the federaltax due is $100,000 or more at the end of ary pay period, the Oregon tax must
be paid by the close of the next barking day.

Note: If atany timeanemployer becanessubjectto Rule 4, they immedately become a semi-weekly
payer for the remainder of the calendar yearand for the following calerdar yea, except for payments due
within one barking day.
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(2) Lookback period is the twelve-month period ended the preced ng June 30 for nonagricultural
empoyers For agicultural employersthe lookback period is the calendar year preced ng the calendar yearjust
erded

(3) A leqal holiday that falls betweenthe end of the pay period and the paymert due date extends the
due date by one barking day.

(4) A barking dayis any day thatis not a Saurday, Sunday or alegal holiday. A legal holidayisa
holiday in the District of Columbia.

(5) Feceral tax is the sum of the federalwithholding plus FICA plus Medicare taxes

(6) ORS 316.197 egalishespaymert due datesonly and doesnot incorporate the federal Osfe
harborOrule for deposit shortfalls. If the full amount of the state tax withheld is not paid whenthe federal
deposit is due the unpaid balanceis delinquert.

(7) Payment due date examgdes

MONTHLY DEPOSITS

For employerswhose total federalliahility during the lookback period did not exceed $50,000.
Lookback period is definedfor 1998 asJuly 1, 1996 to June 30, 1997 (Jaruary 1, 1996 to Decemkler 31, 1996
for agicultural employers.

Due Date for
Oregon Payments
and Federal

Payroll Date Deposits

January 5, 1998 Felruary 16, 1998

January 12, 1998 Felruary 16, 1998

January 25, 1998 Felruary 16, 1998

Felruary 4, 1998 March 15, 1998
Felruary 15, 1998 March 15, 1998
Felruary 23, 1998 March 15, 1998
March 1, 1998 April 15, 1998
March 17, 1998 April 15, 1998
March 29, 1998 April 15, 1998

Note: If the federaltaxliahility for a payroll period exceeds $100,000, the federal and Oregon deposits
aredue the next barking day. Once anemployer reaches $100,000 in federaltax during a payroll period, they
areno longer consideredto be a monthly depositor. For the reg of the calendar yearand all of the following
calerdar years all deposits aredue semi-weekly, or within one barking day, if the federaltaxis over $100,000.

SEMI-WEEKLY DEPOSITS

For employerswhose total federalliahility during the lookback period exceeds $50,000. Lookback
period is defined for 1998 asJuly 1, 1996 to June 30, 1997 (Jaruary 1, 1996 to December 31, 1996 for
agicultural employers.

Due Date for
Oregon Payments
and Federal
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Payroll Date
January 5, 1998
January 15, 1998
January 25, 1998
Felruary 4, 1998
Felruary 15, 1998
Felruary 23, 1998
March 1, 1998
March 17, 1998
March 29, 1998

Deposits
January 8, 1998
January 22, 1998*
January 29, 1998
Felruary 10, 1998
Felruary 19, 1998
Felruary 26, 1998
March 5, 1998
March 24, 1998
April 2,1998



Note: If any federal tax liakility for a payroll period exceed $100,000, the federal and Oregon
deposits aredue the next barking day.

* An extraday is allowed due to a holiday during the period following the payroll date.

Hist: Filed10/5/83 ard Eff. 12/31/83, Amerded 12/31/84; Amerded and Rerumberedfrom OAR
150-316.197(2) to OAR 150-316.197(1)(a)-(B), 12/31/91; Amerded 12/31/93, 12/31/98

Accumulation Distribution Credit for Oregon Taxes Paid by Trust During Income Accumulation Years

150-316.298 (1) The accumulation distribution credt is determined by calculating the amount of tax
thatwould have beenpaid by the trust if the distribution had beenmacke in the year the income wasearned, and
thensubtracting that amount from the tax thatthe trust actually paid in that year. The total available credt is
distributedto the bereficiariespro rata.

(2) Trusts, whose Oregon taxalde income in the yearof income accumulation included captal gains
thatwerenot part of its distributable netincome (DNI), must determine the amount of Oregon tax paid on
ordinary income to arrive at the max mum Oregon tax credt availal e to the bereficiary. For purposesof this
computation, the percentage of Oregon taxalle income represerting capital gains not includedin DNI must be
determined.

Example 1. Thisexampleis acontinuation of thefirst examdein OAR 150-316.737. A review of the
factsin that examgde would be helpful. Based on the factsin the example in OAR 150-316.737, the maximum
credt availahle to the benreficiary for the Oregon tax paid by the trust is calculated asfollows:

(a) Calculate the Oregon fiduciary incometax paid on ordinary income.

Tax paid with 1987 return $1,102
Perentage: Cagtal gains Otaxadeincome
12,100 0$13,800 87.68%

Multiply tax paid by percert (966)
Oregon fiduciary income tax on ordinary income 136
(b) Calculate revised Oregon taxalle income of fiduciary.
1987 federal taxald e income of fiduciary $18,036
Less: 1993 gross accumulation distribution amaunt (2,937)
Revisedfederal taxabe income $15,099
Less: Revised fiduciaryOshare of fiduciary adustmert

($10,862 minus $8,690) (2,172)
Revised Oregon taxak e income of fiduciary 12,927
Revised Oregon fiduciary income tax 1,023
(c) Pecertage: Cagtal gains Orevisedtaxaldeincome

$12,100 0$12,927 93.60%

Multiply revisedtax by percertage (958)

Revised Oregon fiduciary income tax on ordinary income $ 65

(d) Subtractthe revisedtax on ordinary income from the tax on ordinary income actually paid by the
fiduciary with the return.

Tax paid with 1987 return $136

Less: Revisedtax (from above) (65 )

Maximum calculated Oregon credt $71

(2) The credit allowable to the bereficiary camot reduce the beneficiaryOgax below that which would
have otherwise beendue, without regardto the addition of the accumulation distribution.

Example 2: The bereficiaryOgotal 1993 tax is $150. The total tax calculated without inclusion of the
accunulation distribution in taxable incomeis $100. Although the maxmum calculated credt is $71, the
bereficiary canonly claim a credt of $50 (the difference between$150 and $100).

Hist: Filed10/14/92 ard Eff. 12/31/92; Amended 12/31/94, 12/31/96
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Oregon Multiple Funeral Trust Tax Return

150-316.362(1)(c) (1) Gereral Rule. A trust egallishedasa OfweraltrustOand filing afiduciary
return under federallaw asagrartor trust mayjoin in filing an Oregon multiple funeral trust tax return.

(2) Election. The election providedin thisrule is made eachtax yea. It is deemedto be mace by the
trusteeof the funeral trust asof the date the multiple trust taxreturnis filed The trusteeof anindividual
funeraltrust may electnot to joinin filing an Oregon multiple funeraltrust tax return by filing a separate
Oregon fiduciary tax return under the trust nameusedfor federalfiling purposes

(3) Filing Requiremerts:;

(a) The Oregon multiple funeraltrust return shall be made and filedon Oregon Form 41 (Oregon
Fiduciary Income Tax Return) by the authorizedfiduciary. If two or more fiduciariesare acting jointly, the
return may be mack by any one of them. If anOregon multiple funeraltrust tax return is not filed, the trustee
of eachindividual funeraltrust must file an Oregon fiduciary return for such trust under the usual filing
requirements of ORS 316.362.

(b) The Form 41 (Oregon Fiduciary Income Tax Return) filedfor the Oregon multiple funeral trust
shall include the trusteeOrame in the name of the trust.

Example: Nameof trust: Seiere AcresFuneral Home Trusts

Name of fiduciary (trustee): Serere AcresFuneral Home

(c) The Form 41 for the Oregon multiple funeral trust tax return shall include a statemert on the face
of thereturn to the effectthat under the terms of the trust instrumerts, the trusts includedin the multiplefiling
aregrantor trusts and all incomeistaxale to the grartors under the Internal Reverue Code.

(d) The Oregon multiple funeral trust tax return will not require a Feceral Idertificaion Number. The
Departmert of Reverue will assign a Business Idertificaion Number (BIN) to the multiple return. The BIN
will be mack availabe to the fiduciary of the multiple funeraltrust return on requed for idertificaion
purposes

(e) In addition to the Form 41 requiredto be filed by the multiple funeral trust, a schedule shall be
attachedto the return. The schedule shall report the following informaion for each trust includedin the
multiple funeraltrust tax return: The name, address and social secuity number of the grartor, the name ard
address of the trustee the name and address of the funeral home, the trust federalidertifi cai on number, the
trust taxab e yea, the berefi ciaryOsocial secuity number, and the amaunt and description of income earred
by the trust during the taxable year.

(4) Due Date: The Oregon multiple funeraltrust tax return is due the 15th day of the fourth month
after the close of the tax year.

(5) Estimated Paymerts. Under ORS 316.559, trusts are not requiredto make edimated paymerts.

(6) Effective Date: The provisions of this rule shall apply to qualifying grartor funeral trusts thatjoin
in filing Oregon multiple funeral trust tax returns for tax yearsbegnning on or after January 1, 1994.

Hist: Filed9/15/94 ard Eff. 12/31/94

150-316.567
Allocation of Joint Estimated Tax Payments

(1) Husband and wife may make joint egimatedtax paymerts for any part of the tax yearalthough
they may electto file separak tax returns. If separae returns arefiledthe joint egimatedtax paymerts may be
treatd asthe egimatedtax of either the husbarnd or wife or may be divided betweenthe spousesin such
mamer asthey agee

(2) If the spousesdo not agreeon how to divide their joint edimatedtax paymerts, the paymerts shall
be allocated betweenthem by the departmert. Spouseswill be considerednot to have agreed on a method for
dividing their joint edimated paymerts whenboth spousesfile separate returns claiming credt for edimated
tax paymerts which when combineddo not equal the amount of joint edimatedtax paymerts receivedby the
departmert during the tax year.

(3) The departmert shall divide the joint edimatdtax paymerts by allocaing to each spouse an
amaunt of the paymerts in the proportion that the spouse<separate tax liahility computed after credts, other
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thanthe credts for withholding and egimatedtax paymerts, beasto the combined separate tax liahilitiesof
both spouses

The formulato be usedis:

Semrate tax lialdlity
Combined separate X joint edimatkedtax
taxliahilities paymerts

During 19X5, Adam ard Betty make joint edimatedtax paymerts of $2,000, Betty also hastax
withholding of $1,000. Adam and Betty decide to file separat returns for 19X5 but fail to agreeon how to
divide their 19X5 joint esimatedtax paymerts. Adam hasa separat tax liahility after credts of $1,500. Betty
hasaseparat taxliahility of $1,100 before credt for withholding of $1,000. Using the formula stated above,
AdamOshareof the edimated tax paymertsis $1,154 ($1,500 0$2,600 x $2,000). BettyOshare of the
edimatedtax paymertsis $846 ($1,100 0$2,600 x $2,000). Adam will owe a netamaunt of $346 ($1,154
$1,500) and Betty will receive arefund of $746 ($846 + $1,000 B$1,100).

(4) If ahusbard and wife make joint edimatedtax paymerts and the departmert issuesa notice of
assesmert against either or both of the spousesunder the provisions of ORS 305.265(10), the departmert shall
allocate the egimatedtax paymerts betweenthe spouses The allocaion of paymerts shall be mace using the
bed information availade to the departmert.

(5) In the evert one of the spousesreceivedcredt for more thantheir allocalde share of the joint
edimatedtax paymens asdetermined by the department, the diff ererce betweentheir allocalde share and the
amaunt for which credt wasreceived whenthe return wasprocesed, shall be remittedto the departmert. This
amaunt shall be remittedwith the filing of anamended return or through paymernt of anotice of deficiercy
issued by the departmert.

Hist: Filed10/5/85 ard Eff. 12/31/85; Amended 12/31/87, 12/31/96

150-316.680-(A)
Oregon Lottery Winnings and Losses

(1) For purposesof thisrule:

(a) GDregon lottery losseOmears the amount of wagering lossesdefinedin Internal Reverue Code
Secton 165(d) thatis attributab e to the Oregon State L ottery which wasincludabein federal taxabeincome.

(b) GDregon lotteryOmears all gamesadministeredby the Oregon State Lottery Commission including
those gamesgjointly administeredby Oregon and other states

(c) GDther wagering earringsOmears the amaunt of wagering earrings thatisincludedin Oregon
taxadeincome.

(2)(a) For purposesof Ch. 316, Oregon lottery winnings referredto in Ch. arenot includedin Oregon
taxabdeincome, if

(A) the ticket waspurchased before January 1, 1998; or,

(B) the ticket waspurchasedon or after January 1, 1998 and the winnings from that ticket minus the
purchase price are$600 or less.

(b) Oregon lottery lossesand other wagering lossesare allowab e for Oregon purposesto the extert
that total wagering lossesdo not exceedtotal wagering earringsincludedin Oregon taxable income.

Example: Angelaisreceiving lottery prize paymerts of $20,000 per yea for the next 15 yearsfrom a
Powerhall ticket purchased before 1998. She also haswinnings from three Oregon lottery tickets she bought
after 1997. Those threetickets paid $300, $400 and $750, regectively. During the currert year, Angela won
$800 in other gambling winnings. She spert $1,000 on Oregon lottery tickets and had $1,300 in other
gamHding losses Angela determinesher net Oregon ad ustmert to be a subtraction of $19,950, asfollows:

Feckral Oregon Oregon
Winnings: Income Income Adjustmert
Lottery amuity paymerts $20,000 $0
Ticket 1 300
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Ticket 2 400 0

Ticket 3 750 750

Other gambling winnings 800 800

Total winnings $22,250 $1,550 ($20,700)
Losses(limitedto income taxedby Oregon): $2,300 ($1,550) 750
Net Oregon adustmert ($19,950)

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]
Hist: Filed10/7/85 ard Eff. 12/31/85, Amerded 12/31/90, 12/31/93, 12/31/98

150-316.680(1)(a)
U.S. Government Obligations

(1) Intereg ard dividend income on obligations of the federalgovernmert which areexempt from state
incometaxation but not from federalincome taxation shall be subtracted from federal taxalde income in
arriving at Oregon taxable income.

(2) Amounts that may not be subtractedinclude:

(a) Timely paymerts of interes by the insurer of obligations backed by the U.S. govermmert;

(b) Intered received on federaltax refunds.

Example: Pad and Margaretfiled ajoint incometax return and receved a federal tax refund from the
U.S. Treasiry Departmert for $1,200. This amount included $1,000 tax and $200 intered. The $200 interes
amaunt doesnot qualify for the subtraction for interes or dividend income on U.S. governmert obligations as
providedunder ORS 316.680(1)(a).

(c) Intered received on obligations of territoriesand possessions of the United States Interes on these
obligationsis not taxad e for federal or state purposesand is not includedin federal adusted gross income so
no subtracion is made on the Oregon return. Intereg on the following obligationsis not subtractedunder ORS
316.680(1)(c):

(A) Territory of Guam

(B) Commanweath of Puerto Rico

(C) Territory of Puerto Rico

(D) Territory of Samoa

(E) Territory of Virgin Islands

(d) Incomereceivedfrom repurchase ageemerts. Thes are ageanerts in which a seller other than
the United Statessells secuities(which canbe federal obligations), and agreesto repurchase the same or
similar secuitiesat a price thatincludesinteres for the period of the sale. The seller, in this case, isthe true
owner; and, the buyer merely receivesinteres under a contractwith the seller. It is not intered paid by the
United States but it isincome (or the equivalert to intered) paid by the seller atthe time of repurchase.

(3) For intered receivedfrom organizaionsthatinved in U.S. governmert secuitiesreferto OAR
150-316.680-(B).

(4) If expersesconnectedwith U.S. governmert obligations areclaimedasanitemizeddeduction, an
adustmert is required. These expensesinclude interes on indeltedhessincurredto carry the bonds or notes
and expersesincurredin the production of income from the bonds or notes Oregon doesnOtllow adeduction
for these experses sincethe income from the bonds or notesis exemp from Oregon tax. The subtraction
allowale under ORS 316.680(1)(a) shall be reducedby the amount of the expensesdeductedin amiving at
federaltaxaldeincome.

Example: Charlesreported $500 interes income from SeriesEE Bonds. He borrowed $6,000 to
purchase the bonds. During the yea he paid $200 intereg on the amount he borrowed. He claimedthe $200
intere$ expense asanitemized deduction. His allowal e subtraction under ORS 316.680(1)(a) of $300is
computed asfollows:

SeresEE Bond intere$ $500
Interes experse connected with the bonds b 200
Allowabe ORS 316.680(1)(a) subtraction $300
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(5) Below isalist of obligations thatmay or may not qualify for the subtracion pemitted under ORS
316.680(1)(a).

Qualifies Type of Bond
Yes Barks for CooperatvesDistrict of Coumbia
Yes Commaodity Credt Corporation

No/Yes Export-Import Bark:
If Eximbark is acting asguarartor, the interes is nontaxade only if actually
paid by Eximbark.

No FamersHome Administration

Yes Feckeral Deposit Insurance Corporation

Yes Federal Farm Credt Bark

Yes Feckral Financing Bark

No Feckral Home Loan Mortgage Corporation

Yes Federal Home LoanBark

Yes Federal Intermedate Credt Bark

Yes Federal Lard Bark

No Feckral National Mortgage Association (Famie Mae)

Yes Feckral Savings and Loan Insurance Corporation

No Federal Tax Refunds

*No/Yes  Governmert National Mortgage Association

Yes International Bark of Reconstruction

No NRTA-AARPU.S. Governmert Money Market Trust

Yes Praduction Credt Association

Yes Reslution Funding Corp.

No Repurchase Agreamerts

Yes Seriesk and H Bonds

Yes SerieskEE and HH Bonds

Yes Student Loan Marketing Association

Yes TemesseeValley Authority

Yes Treasry billsand notes

Yes U.S. Postal Sevicebonds

No U.S. Merchant Marine bonds

*No/Yes  Washington (D.C.) Metropolitan Transit Authority

Yes Zero coupon obligations of the U.S. (e.g. OATsOGBTRIPSOON GR] efc.)
* If the credtor hasdefautedand the U.S. governmert is paying the intereg, it is nontaxale.

Stat. Auth.: ORS 305.100
Stats. Implemented: ORS 316.680
Hist: Filed9/22/86 ard Eff. 12/31/86; Amended 12/31/87, 12/31/89, 12/31/91, 12/31/94

150-316.680(2)(a)
Addition for Original Issue Discount (OID)

(1) The Oaiginal issue discountO(OI D), asdefinedin secion 1273 of the Internal Reverue Code, is
consideredaspaid in lieuof intere¢ on state and municipal obligations of other states and istaxabe for
Oregon purposes

(2) Holders of state and municipal bonds of other states (foreign state9 shall include in incomethe
sum of the daily portion of original issue discount determinedfor eachday during the taxabe year the bond is
held. The original issue discount (OID) shall be prorated over
thelife of the bond using the federal rulesfor taxal e secuitiesunder Section 1272 of the Intermal Revernue
Code and corregponding regulations.

Example: On July 1, 1987, Jack purchased a California municipal bond for $800. The bond maturesin
two yearsand hasa stated redemption price of $1,000. The bond contains $200 of original issue discount
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(statedredemption price of $1,000 lessissue priceof $800). Becatse the bond doesnot provide for periodic
paymerts of interes, a six-month accrual period ending December 31 and June 30 of each calendar yearis
usedto determine the semiamual yield factor of 5.74 percen ($800 compounded semiamually for two years at
5.74 percert is $1,000). The amount of the original issue discount includedin income for the period ending
December 31, 1987, is the issue price ($800), multiplied by the semiamual yield factor of 5.74 percert, or
$45.90. The adustedissue price (bads) atthe begnning of the secand accrual period is equal to the issue price
plus the portion of original issue discount includedin thefirst accrual period ($845.90 = $800 + $45.90). The
includable original issue discount and bass is determinedfor each subsequert period in the same mamer.

Adjusted issue price (basis) at OID included
beginning of each accrual period in income
July 1, 1987 $ 800.00 $ 45.90
Jan 1, 1988 845.90 48.53
July 1, 1988 894.43 51.31
Jan 1, 1989 945.74 54.26
July 1, 1989 1,000.00 b
$ 200.00

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Stat Auth.: ORS 305.100

Stats. Implemerted ORS 316.680

Hist: Filed9/20/88 and Eff. 12/31/88

150-316.680(2)(c)
Modification of Federal Taxable Income: Adding Federal Estate Tax Attributable to Income in Respect
of a Decedent Not Taxable by Oregon

The deduction allowedin the computation of federal taxal e income for federal edate tax attributable
to incomein regect of adececernt must be addedto federaltaxalde income to the extert thatthe deduction is
allocaleto income not taxable by Oregon.

The federal edate tax deduction allowedin arriving at federaltaxadde incomeis computedin
accadancewith secion 691(c) of the Internal Revernue Code and section 1.691(c)-1 of the Treasiry
Regulations. The amount thus computed must be allocatedto the incomein regpectof adececert not taxake
by Oregon.

The following formulawill be usedin determining the amaunt to be added to federaltaxabeincome
on the Oregon return:

A Income in regpectof adecedent includedin federal taxab e income
B Incomein regpectof adecedent not taxake by Oregon
C Federal edate tax deducted on the federal return
Formula:
(Bx C) = Amount addedto federaltaxabe
A incomeon the Oregon return

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the offi ce of the Secretary of State or Departmert of Revenue pursuart to ORS 183.360(2) and ORS
183.355(6).]

Hist: Eff. 11/73, Rerumberedfrom OAR 150-316.067(2)(g) 12/31/80; Rerumbered from OAR 150-
316.067(2)(c) to OAR 150-316.680(2)(c), 12/31/83; Amerded 12/31/91

150-316.681
U.S. Government Interest in Retirement Accounts

(1) Intered or dividends on U.S. obligations under ORS 316.680(1)(a) includedin distributions from
self-employedplans or individual retiremert accounts as described under sections 401 to 408 of the Internal
Rewernue Code shall be subtracted from federaltaxabe incometo determine Oregon taxable income.
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(2) Annuities The amount of the subtracion shall be determined by applying a Osate exempt-interes
ratioOto distributions receved asamuity paymerts to the extert the paymerts are includedin federal adusted
grossincomefor the taxable yea.

The Osate exempt-interes ratioOis the yearto-date balance of qualifying interes or dividends under
ORS 316.680(1)(a) included in the account balance prior to the currert yeardistribution divided by the accaunt
balanceprior to the current yea distribution.

The yea-to-date balance of qualifying interes or dividendsis equal to the cumulative total of those
earrings less ary prior yearOsubtraction. The formulais asfollows:
abb

c X d = Oregon exempt portion of distribution for currert year

total exempt earrings on accaunt to date.

total exempt part of prior yearOslistributions.

total accaunt balance prior to the currert yeardistribution.

current year distribution.
The ratio shall be appliedon the later of the amuity starting date or the date on which the taxpayer
edalishedresdency. The amuity starting date shall be the date determinedunder Treas Reg Section 1.72-
4(b).

o0 T

Example 1. Sylveder Taxpayer setup anindividual retiremen accaint (IRA) which invegedsolely in
U.S. Governmert secuitiesthroughout the life of the IRA. Sylveger contributed $2,000 per year for aperiod
of 35 yearsto the IRA. At retiremert hisaccaint balanceis $542,041, of which $472,041 consists of interes
ard $70,000 the original contributions. His life expectancy is 20 yearsarnd the amual payout will be $63,668
paid atthe end of each year. The rate of earrings equals 10 percert and for simplicity, the invegmernts continue
to earnatthe rate of 10 percert.
Sincethe IRA continuedto inved solely in U.S. Govemmert securitiesafter Sylveger retired, the numerabr of
the ratio for the first yeaQOdilistribution would include all prior yea©Q=arnings plus the earrings for that year.
The eanings for the first year of reirement equals $54,204. Therefore, the numerator in the ratio equals
526,245 (472,041 + 54,204). The accaint balance atthe erd of the first yea equals $532,577 (Note: thisis
afterthe current yearOslistribution). We add back the currert yearOslistribution to obtain the balance of the
accaunt just prior to the current yearOslistribution (the denominator in the formula).
SylvegerOsax-exempt interes for hisfirst year of retiremert is $56,193, computed asfollows:
526,245 0
532,577 + 63,668 x 63,668 = $56,193
During SylvegerOseond year of reiremert the accaint earrs $53,258, and the account balance at the
erd of the year is $522,167. Histax-exemp interes that yearis $56,873, computed asfollows:
(526,245 + 53,258) 56,193
522,167 + 63,668 X 63,668 = $56,873
In the third year the accaunt earns $52,217, and the account balance atthe end of the yearis $510,716.
SylvegerOsax-exempt interes that yearis $57,491, computed asfollows:
(579,503 + 52,271) 56,193 56,873

510,716 + 63,668 X 63,668 = $57,491
Table 1
Thistabeillustrates Example 1.
Account
DistributionExempt Distribution Balance Earning
Year Earnings 12/31 Rate Earnings Subtraction Ratio
542,041 0
1 526,245 63,668 532,577 10 54,204 56,193 .8826
2 523,310 63,668 522,167 10 53,258 56,873 .8933
3 518,653 63,668 510,716 10 52,217 57,491 .9030
4 512,234 63,668 498,120 10 51,072 58,052 9118
5 503,994 63,668 484,264 10 49,812 58,563 .9198
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6 493,858 63,668 469,022 .10 48,426 59,027 9271
7 481,733 63,668 452,256 .10 46,902 59,449 .9337
8 467,510 63,668 433,814 .10 45226 59,832 .9398
9 451,059 63,668 413,527 .10 43,381 60,181 .9452
10 432,230 63,668 391,212 .10 41,353 60,498 .9502
11 410,853 63,668 366,665 10 39,121 60,786 .9547
12 386,734 63,668 339,664 .10 36,667 61,048 .9589
13 359,652 63,668 309,962 .10 33,966 61,286 .9626
14 329,361 63,668 277,290 .10 30,996 61,503 .9660
15 295,587 63,668 241,351 .10 27,729 61,700 .9691
16 258,023 63,668 201,818 .10 24135 61,879 9719
17 216,326 63,668 158,332 .10 20,182 62,041 9745
18 170,117 63,668 110,497 .10 15,833 62,189 .9768
19 118,977 63,668 57,879 .10 11,050 62,324 .9789
20 62,441 63,668 0 .10 5,789 62,446 .9808
Total earnings prior to amuity starting date 472,041
Total earrings and total amaunt subtracted 1,203,360 1,203,360

Example 2: Assumethe factsin Examgde 1, except the IRA which Sylveder setup ceasedinvedingin
U.S. Governmert secuitiesthe yearin which Sylveger retired Therefore, the balance of exemp interes
earrings is equal to 472,041 for computing the first yearOsubtracton (the numerator of the ratio). It would not
include the first yearO®arrings asin Example 1 sincethose earrings are not earnings on U.S. Governmert
secuities For simplicity we will assumetheinvedment is eaning at the samerate (10 percernt each year).
Therefore, the accaunt balanceis the sameasin Example 1.

SylvegerOsax-exempt interes for hisfirst year of retiremert is $50,405, computed asfollows:

472,041 0
532,577 + 63,668 x 63,668 = $50,405

During SylvegerOsecand year of reiremert the accaint earrs $53,258, and the account balance at the
erd of the year is $522,167. Histax-exemp interes that yearis $45,823, computed asfollows:

472,041 50,405
522,167 + 63,668 X 63,668 = $45,823

During SylvegerOshird yearof retiremert the account earrs $52,217, ard the account balance at the
erd of the year is $510,715. Histax-exemp interes that yearis $41,657, computed asfollows:

472,041 50,405 B45,823
510,715 + 63,668 X 63,668 = $41,657

(3) Lump-sum distributions. For lump-sum distributions from individual reiremen accounts ard self-
empoyedretiremert plars, the subtracion shall be equal to the total qualifying intere$ under ORS
316.680(1)(a) includedin the account balance at the time of distribution.

Table 2
Thistabeillustrates Example 2.

Account

Distribution Exempt Distribution @ Balance Earning

Year Earnings 12/31 Rate Earnings Subtraction Ratio
1 472,041 63,668 532,577 10 54,204 50,405 7917
2 421,636 63,668 522,167 10 53,258 45,823 7197
3 375,813 63,668 510,716 10 52,217 41,657 .6543
4 334,155 63,668 498,120 10 51,072 37,870 .5948
5 296,285 63,668 484,264 10 49,812 34,427 5407
6 261,858 63,668 469,022 10 48,426 31,298 4916
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7 230,560 63,668 452,256 .10 46,902 28,452 4469

8 202,107 63,668 433,814 .10 45226 25,866 4063

9 176,242 63,668 413,527 .10 43,381 23,514 .3693
10 152,727 63,668 391,212 .10 41,353 21,377 .3358
11 131,350 63,668 366,665 .10 39,121 19,433 .3052
12 111,917 63,668 339,664 .10 36,667 17,667 2775
13 94,250 63,668 309,962 .10 33,966 16,061 .2523
14 78,190 63,668 277,290 .10 30,996 14,601 .2293
15 63,589 63,668 241,351 .10 27,729 13,273 .2085
16 50,316 63,668 201,818 .10 24135 12,067 .1895
17 38,249 63,668 158,332 .10 20,182 10,970 1723
18 27,279 63,668 110,497 .10 15,833 9,972 .1566
19 17,307 63,668 57,879 .10 11,050 9,066 1424
20 8,241 63,668 0 .10 5,789 8,242 1294

Total amaunt subtracted at the end of the amuity 472,042

Example 3: Assumethe same facts asin Example 2, except that Sylveder electedto receive the
$542,041 balance of his accaunt asa lump-sum distribution. The subtracion for the taxable yearis $472,041,
the amaunt of U.S. governmert intereg in the accaunt.

(4) Change of status from nonresdent to resdent: Nonresderts who became resdents sometime after
the amuity starting date shall use the sameformulafor computation of the ratio asif they were resderts atthe
amuity starting date. For purposesof the formula shown in subsecion (2)(a), O®will equal the year-to-date
balance of qualifying interes or dividends whichis equal to the cumulative total of those earningsless any
prior yearsdeeamedor actual subtracion.

Example 4: Assumethe same factsin Example 2, except Sylveder becameareddert in the secand
yearof distribution. SylvegerOsubtraction would equal $45,823 in thatyea. Note: This is the same amount of
subtracion Sylveder receivedin the second year of distribution ascomputedin Examge 2. SylvegerOs
subtracion would equal $41,657 in the third year of distribution (sameasif he were aredden atthe amuity
starting date).

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Hist: Filed9/20/88 ard Eff. 12/31/88; Amended 12/31/91, 2/1/95, 12/31/97

150-316.685(1)
Federal Tax Deduction: Accrual Method of Accounting Required; Deductions Allowable to Cash Basis
Taxpayers; Refunds to be Included
(1) Regardess of the method of accaunting used by the taxpayer to report income to the federal
governmert and to the State of Oregon, the federal incometax deduction for tax yearsbegnning on or after
Jarnuary 1, 1969, shall be computed under the accrual method of accounting. Under ORS 316.685, an
individualOgederalincometax for the year must first be computed The amount of federalincometax for that
yearwill be the taxpayerOsleduction on the Oregon incometax return for the same year. Time of actual
paymert will not be significart.
(2) For tax yearsbednning Jaruary, 1979, or later, any additional federaltax for a prior year shall be
deductedwhenthetaxis paid or whenthe adustmert isfinally determined, whicheverislater.
Example (1): Cas bads taxpayerOcomputation of federalincometaxeson their 1979
federaltax return was$550. Their federal withholding for 1979 was$600. The amount of taxesdeductible on
their 1979 Oregon return is $550. In 1980 their federal tax liakility ascomputed on their federal return was
$780. Their withholding for the year1980 was$650. Their federaltax deduction for 1980 is $780.
Example (2): Assume the same situation asin Example (1) except that, in 1979, federaltax
deficienciesamaunting to $170 for 1976 and $180 for 1978 werepaid. The total tax deduction for 1979 is:
1976 tax $170
1978 tax 180
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1979 tax 550
Total 1979 deduction $900

(3) If aperson receivesarefund of federal incometaxes previously deductedon an Oregon return, the
amaunt recevedshall be addedto incomein the yearin which the refund wasreceived. However, a taxpayer
should add only those refunds for which a prior tax benefit hasbeenreceved.

Example: John and Mary compute their joint 1984 federal income tax to be $1,200. They had $1,700
withheld from wagesand receved a federal refund of $500. The Internal Reverue Senice auditedthe return,
reaulting in arefund of $150 in 1986. They are requiredto add $150 to their 1986 Oregon taxak e income.

(4) Feceral Tax Deduction

(a) For taxyeas begnning on or after January 1, 1987, the federaltax deduction on eachreturnis
limitedto the lesser of:

(A) The amount of federal tax accrued attributab e to the currert year; or

(B) $3,000 ($1,500 if marriedfiling separatly).

(b) Refunds of federaltaxfor aprior year for which a previous tax berefit wasreceivedare included as
incomein the yea received. The amount of the addition on the Oregon return is the amaunt of tax berefit
receved. Tax berefit isthe amount of federal tax deductedin a prior yea for which you receivedarefundin a
lateryea.

Example 1: Danand Karenhave a 1987 federal tax liahility of $4,000. They arelimitedto a $3,000
federaltax subtracion on their 1987 Oregon return. In 1989, their 1987 return is auditedby IRS and they
receve a $1,200 refund. Tax berefit recevedis calculated asfollows:

1987 federal tax subtracted on the 1987 Oregon return $3,000

Correct 1987 federaltax 2,800
Tax berefit received $ 200

(c) Additional tax for aprior year. The deduction for additional federalincometaxespaid or
determinedfor tax yearsbegnning on or after Jaruary 1, 1987, is the lesser of:

(A) The amount of federal tax accrued attributab e to the current year plus arny deficienciespaid or
determinedfor prior yearsduring the currert year; or

(B) $3,000 ($1,500 if marriedfiling separatly).

Example 2: RandyO<989 federal tax liakility is $2,100. During 1989, his 1987 federalreturn is
auwditedby the IRS. Afterthe audit, he owes$1,500 additional federaltax. He pays that amount in 1989. On his
1989 Oregon return, Rardy may subtractatotal of $3,000 federal tax. Of this, $2,100 is his 1989 federal tax
liakility. He may subtract$900 of the $1,500 of federal tax paid for 1987 on his 1989 Oregon return. Lesser of:

1. Additional tax paid $ 1,500
2. Maximum 1989 federal tax subtracion $3,000
Less: 1989 federal tax liakility 2,100

3. Maximum subtraction of prior yeaOgederal tax $ 900
If additional federalincometaxesarepaid or determined in tax yearsbegnning on or after Jaruary 1,
1987, for tax yearsbegnning on or before December 31, 1986, the deduction for the additional tax is the lesser
of:
(A) The difference betweenthe federal tax deducted on the original return and $7,000 ($3,500 if
marriedfiling separately); or
(B) The actual amount of additional federal incometaxespaid or determined
Example 3: Ralph and Louise have a 1989 federal tax liakility of $4,500. Also in 1989, they amerd
their 1986 federal return and pay additional federal tax of $2,700. Their federal tax deducted on their original
1986 return was$5,200. Their federal tax subtraction for the 1989 federal taxis limited to $3,000 but because
the additional federal tax paid is for atax yea bednning before December 31, 1986, the additional tax paid is
not subjectto the $3,000 limit. Their subtraction for the additional 1986 federal tax paid is the lesser of:
1. Additional tax paid during 1989 $ 2,700
or
2. Maximum 1986 federal tax subtracion $7,000
Less: 1986 federal tax liakility
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actually deducted 5,200
3. Maximum subtraction of prior yeaOgederal tax
deducted on the 1989 return $ 1,800

Ralph and Louise would subtract$1,800 of prior yearOsederal tax.

(5) If husband and wife change from separat returnsto joint returns after the original return isfiled,
the federal tax subtraction to be claimedon the amerded return shall be the amaunt of combinedfederal tax
liakility shown on the original returns subjectto the dollar limitation in effectfor the taxade year. Any
additional tax due or refund from the amended federal return shall be reported on the Oregon return in the year
paid or receved.

Hist: Eff. 1/69, Amended 12/70, 11/73, 9/74, 12/19/75, 11/19/76, 12/31/77, 12/31/78, (Rerumbered
from 150-316.072) 12/31/79; Rerumberedfrom OAR 150-316.072(1) to OAR 150-316.685(1), 12/31/83,

12/31/84, 12/31/87, 12/31/89

150-316.695(1)(c)-(A)
Modification of Federal Taxable Income: Oregon Income Tax Claimed as an Itemized Deduction
Bednning in taxyear 1991, if the taxpayer itemizesdeductions for Oregon, the itemizeddeductions
will be subject to the same phase-out requiremert asrequiredfor federal incometax purposesunder IRC
Secton 68. Oregon law allows federal itemized deductions, after the phase-out, reducedby any Oregon
incometax that hasbeenitemizedfor federal incometax purposes To determine the amount of phased-out
Oregon income tax that must be removedfrom total itemizeddeductions, taxpayers will use the following
formula:

ltemizeddeductions | eft
after being phased-out X Oregon income tax
Total itemizeddeductions includedon Schedule A
subjectto the phase-out
under IRC Section 68

Example: For tax year1991, taxpayersfile ajoint return itemizing deductions and showing $500,000
of adustedgrossincome. Their Schedule A shows the following deductions:

Subject to Not Subject
Phase-out to Phase-out

Medical $ 50,000
Less: 7.5% of federal AGI 37.500

$ 12,500 $12,500
Taxes
Oregon income tax $ 36,000
Other taxes 6,000

$ 42,000 $42,000
Interes
Home mortgage $ 10,500
Invedmert interes 10,000

$ 20,500 $10,500 $10,000
Contributions $ 10,000 $10,000
Casalty loss $ 5,000 $ 5,000
Moving experse -0- -0-
Miscellaneaus $ 25,000
Less: 2% of federal AGI 10,000

$ 15.000 $15.000
Total Itemized Deductions $105,000 $77,500 $27,500
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Under IRC Section 68, the medcal expensesof $12,500, casualty loss of $5,000 and invegmert
intere$ of $10,000 arenot subjectto the phase-out. Of the total $105,000 of itemizeddeductions, $27,500 is
excludedfrom the phase-out and $77,500 is subjectto the phase-out.

Itemized Deductions subjectto the

phase-out under IRC Secton 68 $77,500
Reducedby 3% of Adjusted Gross Income

that exceed $100,000 per IRC Section 68

($500,000 ©100,000) x 3%)) b 12,000
Phased-out itemizeddeductions $65,500
Itemizeddeductions not subjectto phase-out +_27,500
Total deductibleitemizeddeductions for federal $93,000
ltemizeddeductions | eft
after being phased-out Oregon tax
Iltemizeddeductions subject  x claimedasan = $65,500 = 84% x $36,000 = $30,426
to the phase-out itemizeddeduction $77,500

For Oregon, the taxpayers needto reduce the $93,000 of itemized deductions by $30,426 of Oregon
incometax. Taxpayershave net Oregon itemized deductions of $62,574 ($93,000 £30,426).

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Hist: Filed9/13/91 and Eff. 12/31/91

150-316.707(1)-(A)
Basis of Depreciable Assets Moved into Oregon
(1) For purposesof thisrule taxpayer mears anindividual, S corporation, or partnership.

(2) Taxpayersnot subjectto the apgportionmert provision of ORS 314.280 or 314.605 to 314.675.

(a) For Assets First Brought into OregonOsTaxing Jurisdiction in Tax Yeas Begnning After 1982 ard
Prior to Tax YearsBegnning Jarnuary 1, 1985.

(A) If ataxpayer first brings a depreciable assetinto OregonOgaxing jurisdiction in tax years
begnning after Decanber 31, 1982 and prior to tax yeas begnning January 1, 1985, the asset shall be treated
asif it is being converted from personal use to business use. The asetOregon bass shall be the lower of the
federal unadustedbasds or fair marketvalue. However, in no instance shall the assetO<regon bass be greaer
thanthe lower of:

(i) The federal unadusted bads|ess Oregon depreciation previously allowed for Oregon tax purposes
or

(ii) The fair market value less Oregon depreciation previously allowedfor Oregon tax purposes

(B) The federal unadustedbads of anassetisitsoriginal bass prior to any adustmerts (including, but
not limitedto, reductions for invegmernt tax credts, depreciation, depetion, amortizaion, or amounts properly
expensedunder |RC Section 179). The assetOdair market value and its expecied useful life shall be
determined asof the time the asset wasbrought into OregonOsaxing jurisdiction. The taxpayer shall depreciate
the asset using a method consistent with federal taxlaw asof December 31, 1980.

Example 1: A nonresdert taxpayer hasabusinessin California. The taxpayer hasalight truck thatis
usedonly for business purposes The truck waspurchasedon June 1, 1981 ata cost of $10,000. The truck was
depreciatedin Californiaover alife of threeyeas. The taxpayer movedto Oregon on Sepgember 1, 1983. The
fair market value of the truck was$6,000 on this date. The expected useful life of the truck on Segemkter1,
1983 wasfour yeas. The taxpayer elecedto depreciate the truck using the straight-line method for Oregon
purposesover four years The amaunt of depreciation the taxpayer canclaim in 1983 for Oregon purposesis
$500 (442 x 14 x 6,000).

Example 2: Assume the same facis asin Example 1 above. The taxpayer sold the asset for $11,000 on
Jarnuary 1, 1985. The taxpayer shall recagnize atotal Oregon gain of $7,000. The type and amaunt of gain the
taxpayer shall recaynize for Oregon purposesis computed asfollows:
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D Cagptal Gain Partion

Saksprice $11,000
Less. Oregonbads(9-1-83) (6.000)
Oregon capital gain $ 5,000

2 Ordinary Gain Partion
To determine the taxpayerOrdinary gain portion two steps arenecesary.
Step 1. Determine the Oregon adustedbasds asof the date of sale.
Oregon bass (9-1-83) $6,000
Less: Oregondepreciation
1983 (4012 x 14 x $6,000) $ 500
1984 (12012 x 14 x $6,000) 1,500

Total Oregon depreciation 2,000
Oregon adustedbass (1-1-85) $4,000

Step 2. Determine the ordinary gain portion for Oregon purposes

Oregon depreciabe bass (9-1-83) $6,000

Less:. Oregonadustedbads(1-1-85) 4,000

Oregon ordinary gain portion $2,000

(b) For Assets First Brought into OregonOsTaxing Jurisdiction in Tax Years Begnning After 1984.
Assets first brought into OregonOgaxing jurisdiction in tax yeas begnning after Decanber 31, 1984, shall be
allowedto use the Acceleraed Cost Recovery System (ACRS) method of depreciation asdefinedand allowed
in IRC Section 168 for Oregon purposes if such assets were first placedin service in tax yeas begnning after
December 31, 1984 pursuart to the conditions setforth in OAR 150-316.707(1)-(B). The bads of all assets
first brought into OregonOgaxing jurisdiction begnning after December 31, 1984, shall be computed asif the
assetis being convertedfrom personal use to business use. The assetOOregon bass shall be the lower of the
federal unadustedbasds or fair marketvalue. However, in no instance shall the assetO<regon bass be greaer
thanthe lower of:

(A) The federalunadustedbads less Oregon depreciation previously allowed for Oregon tax purposes
or

(B) The fair market value less Oregon depreciation previously allowedfor Oregon tax purposes

The allowab e depreciation method for Oregon purposes shall be determined asof the time the asset
wasfirst placedin service asdefinedin OAR 150-316.707(1)-(B).

Example: Mikeis a Californiareddert. He hasownedabearery businesin Yreka since 1984. Mike
purchased an offi ce building for $100,000 and placedit in serviceon April 1, 1984. For federal purposes the
building qualifiesas18-yearreal property and is being depreciated using the applicalde percertagesallowed
under ACRS. On Jaruary 1, 1988, Mike purchased his only other asset, alight truck, for $10,000. For federal
purposes the truck qualifies asa 5-yea property ard is being depreciated using the applicalde perceriages
allowedunder MACRS. On Jaruary 1, 1990, Mike movedto Ashland, Oregon and continued his California
businessin Yreka. Since Mike hasmovedinto Oregon@ taxing jurisdiction, Mike must determine his Oregon
adustedbadsin the building and the truck in order to depreciate the assets for Oregon. The Oregon ad usted
badsis computedasfollows:

Oregon Adjusted Basis
Building Truck

Cost (Federalunadustedbass) $100,000 $10,000
Less: Depreciation previously allowed

for Oregon tax purposes -0- -0-
Netbass $100,000 $10,000
Fair Market Value (asof Jaruary 1, 1990) $115,000 $ 6,000
Less: Depreciation previously allowed

for Oregon tax purposes -0- -0-
Oregon Fair Market Value $115,000 $ 6,000
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The Oregon basds for depreciation of the building is the lesser of the netbasd's of $100,000 or fair
market value of $115,000. The bads for Oregon depreciation is $100,000. Since Oregon did not adopt ACRS
for assetsfirst placedin servicein tax yearsbegnning before Jaruary 1, 1985, Mike must use anallowabe
depreciation method available for such assets using the federallaws in effect asof Decamber 31, 1980. Mike
elects for Oregon purposesto depreciate the building using the straight-line method over auseful life of 14
years

Truck

The Oregon basds for depreciation of the truck is the lesser of the netbass of $10,000 or fair market
value of $6,000. The bass for Oregon depreciation is $6,000. Since Oregon adopted ACRS for assets first
placedin servicein tax yeas begnning after Decamber 31, 1984, and subsequently MACRS for assets placed
in senvicein tax yeas begnning after December 31, 1986, Mike will use MACRS for his Oregon and federal
depreciation deduction.

(3) For taxpayers subjectto the apportionmert provisions of ORS 314.280 or 314.605 to 314.675.

The bags for depreciation on a previously acquiredasset shall be computed asif the taxpayer had
always beensubjectto Oregon tax. The original unadustedbass shall be reducedby the depreciation
allowalein previous years using amethod accepale for Oregon tax purposesin the year the asetis placed
in service. The remaining bass of the asset shall be depreciated over the remainder of its original useful life,
using the sameallowakl e method.

Example 1: Alpha, Ltd. is a partnership that started operaion in Washington. On Jaruary 1, 1984, the
partnership purchased a building in Seatle for $100,000. For federal purposes the partnership is depreciating
the building under ACRS as15-yearproperty. The partnership expanded and begandoing businessin Oregon
on July 1, 1986. In 1984 Oregon did not allow the ACRS depreciation method. For Oregon purposes the
partnership eleciedto depreciate the building under the straight-line method over a 20-yea life. Since the
partnership is subjectto the apportionmert rules the basis of the building for Oregon will be asif the building
wasdepreciated for Oregon tax purposesusing the straight-line method from the date of purchase.

Cost $100,000
1984 Straight-line depreciation (5,000)
1985 Straight-linedepreciation (5,000)
1986 depreciation through July 1 (2,500) (12,500)
Oregon bagsasof July 1, 1986 $ 87,500

For purposesof determining Oregon taxalle income, the partnership will depreciate the building using
an Oregon bads of $87,500 and the straight-line method over the remaining life. For purposesof determining
federaltaxal e income, the partnership will continue to depreciate the building under ACRS.

(4) Bringing assetsinto OregonOgaxing jurisdiction. A taxpayer may bring assets into OregonOs
taxing jurisdiction in severaldifferent mamers First, a nonresdent may becane an Oregon resdent ard
physicaly bring business assets into Oregon. Secad, a nonresdert taxpayer may becane an Oregon resdent
and leae the assets in the other state. Third, anonresdent may open a business operation in Oregon and
trarsfer business assets from a different state to the Oregon business.

(5) Applicable dates Section (2) of thisrule appliesto tax yeas bedgnning after December 31, 1982.

(6) Fiveyea provision. If for any period of five consecutive calendar years begnning on or after
Jarnuary 1, 1985, the Oregon and federal depreciation methods areidertical, the Oregon bads for depreciation
may be the same asthe federal bads at the option of the taxpayer. This election appliesonly to asets first
brought into OregonOgaxing jurisdiction upon the expiration of the five-year period.

[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Hist: Filed12/20/83 ard Eff. 12/31/83 (Temp.); 2/21/84 Pem.; Amerdedto Rerumber from OAR
150-316.707 to OAR 150-316.707(1)-(A), 12/31/85, 12/31/86, 12/31/91, 12/31/92, 12/31/94

150-316.737
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Amount Specially Taxed Under Federal Law to be Included in Computation of State Taxable Income:
Accumulation Distributions

(1) Oregon law contains no alternete method of calculating taxin the mamer provided by the Internal
Rewernue Code for the federal tax treatment of accumul ation distributions. Therefore, income from an
accunulation distribution must be addedto Oregon taxalde income.

(2) Distribution of atrustOsncome accumulation must be includedin the income of the Oregon
resdent bereficiary for the taxable year that suchincomeis distributed by the trust. The distributions are
includedin Oregon incomein the same mamer and to the same extert that the trustOsncome accumulations
areincludab e in the taxak e income of the bereficiary under federallaw. The change in the Oregon fiduciary
adustmert will also be distributedto the bereficiary.

Example 1: In 1987, the ABC trust had $27,596 of grossincome. Of thisamaunt, $15,496 was
includedin distributalde netincome (DNI). The other $12,100 wascagital gain income, which wasnot
includedin DNI. Thetrust made a distribution of $9,460 to the benreficiary, leaving $6,036 in undistributed net
income (UNI). Afterthe $9,460 distribution deduction and the $100 exemption, the trustOgederaltaxabe
incomewas$18,036 ($12,000 capital gain plus $6,036 UNI).

On the Oregon return, the total fi duciary adustmert was ($10,862), of which the bereficiaryOshare
was($6,626), leaving ($4,236) asthe fiduciaryOshare The fi duciaryO<regon taxabe income was$13,800
($18,036 minus $4,236), and the Oregon tax was$1,102.

In 1993, the trust distributed more DNI to the benreficiary thanthe current yea@sDNI amount,
reaulting in adistribution of the 1987 accumulatedincome. The addition to Oregon incomeisthe taxale
accunulation distribution asdefinedin the Internal Reverue Code, Sections 6658668. The bereficiary is also
allowed anadditional fiduciary adustmert amaunt, based on the additional 1987 DNI distributedin 1993. This
additional amaunt is calculated asfollows:

Taxabe accumulation distribution (from federal Form 4970) $ 2,937
Plus; 1987 distribution deduction 9,460
Re\iseddistribution deduction $12,397
Plus. Tax exemptincome (from 1987 Form 41, line 2A) -0-
Revisedincomeamaunt used to calculate bereficiaryOs

share of fiduciary adustmert $12,397
Perent of fiduciary adustmert allocale to bereficiary ($12,397/15,496) 80%
BereficiaryOsevised share of 1987 fiduciary adustment ($10,862 x .80) $ (8,690)
Less: BereficiaryOshare of 1987 fiduciary adustmert per return (6.626)
Additional fiduciary adustmert allowedto bereficiary on 1993 return $(2,064)

(3) See OAR 150-316.287 for the limitations imposed on the portion of the fiduciary subtraction
allowedto the bereficiaries

(4) The chargein fiduciary adustmert will be distributedto the bereficiariesin the
sameallocale portions asthe income wasdistributed, accading to the provisionsin the trust
instrumert.

Example 2: If thereDonly one bereficiary, they will receive the ertire $2,064 subtracion calculated
in the previous example. If there are two bereficiarieswho eachget one-half of the income, they will eachget
one-half of the additional fiduciary adustmert.

(5) Income accumulation distributions of atrust must be includedin the income of anonreddert
bereficiary for the taxalle yea that distribution is actually mack by the trust. The distributions areincludedin
the adusted gross income of a nonresdent in accardance with the provisions of ORS 316.127. The nonresdert
will also be allowedthe change in fiduciary adustmert to the extert this changeis applicade to Oregon source
income.

(6) A copy of the Schedule J of federal Form 1041, QAllocaion of Accumulation Distribution,Oshall
be atached to the Oregon fiduciary return for the taxable yearof distribution, and a copy of federal Form 4970,
OTaxon Accumulation Distribution of Trust,Oshall be attachedto the Oregon return of the bereficiary.

(7) For information about calculating the accumulation distribution credt for Oregon taxespaid by a
trust during income accunulation yeas, see OAR 150-316.298.
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[Publications: The publication(s) referredto or incorporated by referencein thisruleis availade from
the Departmert of Reverue pursuan to ORS 183.360(2) and ORS 183.355(6).]

Stat Auth.: ORS 305.100
Stats. Implemerted ORS 316.737
Hist: Filed10/14/92 and Eff. 12/31/92; Amended 12/31/94

150-316.789
Time Limitations Affected by Desert Storm
(1) Activeduty pay earned outside Oregon. All acive duty pay eanedoutside of Oregon from August 1, 1990,
to the date set by the Presdent asthe end of combat activitiesin the Persan Gulf Desert Shield area can be
subtracted The active duty pay subtraction under this statute plus the subtraction allowedunder ORS 316.127
and ORS 316.680 camot exceedthe total active duty pay shown on the federal return. The subtractionis
availabeto resdens and nonresderts.

Example 1

Janenristedin the Air Force Resrvesin 1988. She wascalledto acive duty Segember 15, 1990, ard
shippedto Fort Lewis, Washington. She earredatotal of $10,000 active duty payin 1990. $1,000 wasearred
before Seggember 15. She qualified for the $3,000 active duty pay subtraction. She also qualifiesfor the
subtraction for the active duty pay earnedout of Oregon after August 1. However, hertotal military pay
subtracion camot exceed$10,000.

Example 2

John erlistedin the Oregon Air National Guardin 1974. He wascalledto acive duty on Novemkber 1,
1990. He earred $6,000 in acive duty payN $4,000 prior to August 1, and $2,000 after. His total subtracion
for 1990 equals $5,000, mace up of the following:

$3,000 reqularacive duty pay subtracion

2,000 aciveduty pay earredafter August 1
$5,000 total subtraction

Example 3

Joe wasa member of the Marine Corps and on aciive duty for all of 1990. He maintained ahomein
Oregon for hisfamily. He earred $7,000 prior to August 1 and $5,000 after. Joe would be allowedto subtract
the $5,000 for active duty pay earredfrom August 1 until the end of the yea. He would also be allowedto
subtract$3,000 for active duty pay earred prior to August 1. His total subtraction would be $8,000.

(2) Combat zone benrefits.

(a) Members of the ArmedForceswho servedin the combat zone are allowedextratimeto take care
of their Oregon tax maters Taxpayersareallowedthe statutory filing period of 3 months and 15 days
following the close of the tax yearplus atleas 180 days after the later of:

(A) The lag day the person wasin the combat zone (or the lag day the areaqualifiesasa combat
zone), or

(B) Thelag day of any continuous qualified hospitalization for injury from servicein the combat.

(b) The following aresome of the tax actions that canbe extendect

(A) Filing any return of income, edate, or gift tax (except emgdoymen and withholding taxes);

(B) Paying any income, edate, or gift taxes(except employmert and withholding taxes);

(C) Filing a petition with the Tax Court,

(D) Filing arefund claim,

(E) Cdlecion of any tax due by the Departmert of Reverue.

Example 1

Cap. Margaret Jonesertered Saudi Arakbiaon August 26, 1990. She remainedthere through March 16,
1991, whenshe departedfor the United States She wasnot injuredand did not return to the combat zone.
Cap. Joneshas285 days (180 plus 105) after her lag day in the combat zone, March 16, to file her 1990
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incometax return. The 105 additional days arethe number of days in the 31Q month filing period that were left
when she enteredthe combat zone (January 1DApril 15). Herreturn is due by December 26, 1991.

Example 2

Pety Offi cer Leonard BrownOship enteredthe Pasian Gulf on Jaruary 5, 1991. On February 15,
1991, Pety Offi cer Brown wasinjured and flown to a U.S. hospital. He remainedin the hospital through April
21, 1991. He has281 days (180 plus 101) after April 21, hislag day in the hospital, to file his 1990 income tax
return. The 101 additional days arethe number of days in the 31@ month filing period that wereleft whenhe
ernteredthe combat zone (January 5PApril 15). His 1990 return is due by Jaruary 27, 1992.

(c) You gererally have 3 yearsfrom April 15, 1988, to file a claim for refund against your timely filed
1987 incometaxreturn. Therefore, if you wish to amerd the return, your claim normally must befiledby April
15, 1991. However, if you servedin the combat zone betweenNovember 1, 1990, and March 22, 1991, your
deadine for filing that claim is extended 346 days (180 plus 166) after you leave the combat zone (or hospital,
if later). The 166 additional days (November 1, 1990DApril 15, 1991) arethe number of daysin the 3-year
period for filing the refund claim that wereleft whenyou enteredthe combat zone on November 1. Y ou must
filearny claim for refund by March2, 1992.

(3) Filing recuirenerts. Military personnel called up for Desert Storm should write Mesert StormOin
redon the top of the return. Upon requed of the departmert, the taxpayer will provide a chart or other
informaion showing what amount is active duty income eaned after August 1, 1990, and where they were
stationed

Hist: Filed9/13/91 ard Eff. 12/31/91; Amended 12/31/94
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