IDAPA 35 — IDAHO STATE TAX COMMISSION
Tax Policy — Taxpayer Resources Unit

35.01.01 — Income Tax Administrative Rules

Who doesthisrule apply to?
The general public.

What isthe purpose of thisrule?
This rule provides information on:

e Individual income tax elements

e Businessincome tax € ements

» Multistate business income tax elements
e Credits and deductions

» Corporate estimated payments

* Withholding

e Refunds

What isthelegal authority for the agency to promulgate thisrule?
This rule implements the following statutes passed by the Idaho Legislature:

Revenue and Taxation -

Department of Revenue and Taxation:

* Section 63-105, Idaho Code — Powers and Duties - General

Income Tax:

» Section 63-3039, Idaho Code — Rules and Regulations — Publication of Statistics and Law

Who do | contact for moreinformation on this rule?

State Tax Commission

P.O. Box 36

Boise, ID 83722-0410

Phone: (208) 334-7660 or (800) 972-7660
Fax: (208) 334-7846
taxrep@tax.idaho.gov
https://tax.idaho.gov/

IAC Archive 2022

Zero-Based Regulation Review — 2022 for Rulemaking and 2023 Legislative Review


mailto:taxrep@tax.idaho.gov
https://legislature.idaho.gov/statutesrules/idstat/Title63/T63CH30/SECT63-3039/
https://legislature.idaho.gov/statutesrules/idstat/Title63/T63CH1/SECT63-105/
https://tax.idaho.gov/

35.01.01 -
000.
001.
002.
003.
004.
010.
011.
015.
016.
017.

018.
025.
026.
030.
031.
032.
033.
034.
035.
036.
040.
041.
045.
046.
050.
051.
075.
076.
078.
079.
100.
101.
105.

106.
107.
108.

109.

Table of Contents

Income Tax Administrative Rules

Legal Authority (RUI€ 000). ..ueeiiiiieceeeeeees et e e e e e e e e e e eeeaneens 11
Title And Scope (RUIE 001). ....oeueiieiiiiiiiiiiiiiieieeeieeeieeieeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 11
Administrative Appeals (RUlE 002). .....oueviiiiiiiiiiieiiierieeeve e rree e e e eeaeeeeeeeees 11
Incorporation By Reference (Rule 003). ......cccccvvvvvviiiiiniiniiiiinieisirersieesresneeeae, 11
e 0101 R (4T Y= V7= To ) 11
Definitions (RUI@ 010).  ..ooiiiiiiiiieee e 11
== 014, (RESEIVEA) .ottt e e e e e e e e re e e e e e 12
Internal Revenue Code (Rule 015). ..cooiiiiiiiiiiiee e 12
Idaho Gross Income (RUle 016). ...covvvvviiiiiieeiiiceeec e 12
Treatment Of The Section 965 Of The Internal Revenue Code Increase In

Subpart F Income And Related Exclusions (Rule 017). ......ccccccviieiiviieeveeeennns 14
0 (=TT =T Y=o ) S 14
Taxable Year And Accounting Period (Rule 025). ....ccccooviiiiiiiiiiiiiiii e, 14
== 029. (RESEIVEA) ..ooeiieeei e s 14
Resident (RUIE 030). .coociiieiii ittt te e e e e eeeeeeeeeeeeees 14
F =T g ES R (U1 (=0 1 1 ) PP 15
Members Of The Uniformed Services (Rule 032). .....ccccooeeiviiiiiiiiiiiiiiieeeieeeeenns 16
American Indians (RUIE 033).  ....ciiiiiiiiiie e e ee e 17
Estate -- Residency Status (RUle 034). .....coooiieiiiiiiiiiiin e 18
Trusts -- Residency Status (RUle 035). ......o.ueiiiiiiiiiiiiiiiiiiiie e eee e 18
== 039. (RESEIVEA) oo s 18
Part-Year Resident (Rule 040). .......coooiiiiiiiiiiiiieie e 18
e 7 B (=TT Y=o ) 19
Nonresident (RUle 045). .....coi i e e 19
e 7 I (=TT =T Y=o ) 20
Limited Liability Companies (Rule 050). ........coooiiiiiiiimiiiiien e 20
== 074, (RESEIVEA) ootttk ettt e e e e et eee e e 21
Tax On Individuals, Estates, And Trusts (Rule 075). .....ccccoooiiiiiiiiiieininiiien, 21
e O A (2 =T ST=T V7= To ) 21
Tax On Trusts -- Electing Small Business Trusts (Rule 078). .......c...ecvveveeneee 21
01 L N (=TT =T V7= To ) 21
Adjustments To Taxable Income -- In General (Rule 100). .......cccccceevviiiinnnnnn. 21
== 104, (RESEIVEA) .iiiiiiiiiiiie ettt ettt e e e e e a bbb e eee e e e 21
Adjustments To Taxable Income -- Additions Required Of All

Taxpayers (RUIE L105). ..ot e e e e 21
Adjustments To Taxable Income -- Additions Required Only Of

Corporations (RUIE 106).  ......cccoiuuiiniiiiuniieieieearaeeraeneeereeeeneereeseerereeeseeesrerseeesees 22
Adjustments To Taxable Income -- Adjustments Required Only Of

Taxpayers Reporting Nonbusiness Income (Rule 107). ....cccccoveiiieivivmrnnnnnnnns 23
Adjustments To Taxable Income -- Additions Required Only Of

Individuals (RUIE 108). ...coeeviiiiiiiiiiiieee e 23
Adjustments To Distributable Net Income Of Estates And

Trusts (RUIE L109). oot e st reeeeeaaas 23

Page 2 IAC Archive 2022



Table of Contents (cont’d)

110.
115.

116.

117.
120.

121.

122.

123.
125.

126.
128.
129.
130.
131.
140.
141.
150.
151.
160.
161.
165.

166.
170.
171.
172.
173.
174.
180.
181.
185.
186.
190.
191.
193.
194.

195.

I (L= Y T= T oY T | I 23
Interest Expense Offset Related To Tax-Exempt Interest

INncome (RUIE 115). oo 23
Expenses Other Than Interest Attributable To Tax-Exempt

INCOME (RUIE 116).  oreeiiiiieiei et 25
== 119, (RESEIVEA) .ottt e e e 25
Adjustments To Taxable Income -- Subtractions Available To All

Taxpayers (RUIE 120). ...ooeeiiiiiiiiiiiiie et e s 25
Adjustments To Taxable Income -- Subtractions Available Only To

Individuals (RUIE 121). ..o 27
Adjustments To Taxable Income -- Subtractions Available Only To

Corporations (RUIE 122). ..o 29
e I B (=T Y= V=T ) S 29
Adjustments To Taxable Income -- Bonus Depreciation On Property Acquired

After September 10, 2001, And Before December 31, 2007, Or After

December 31, 2009 (RUlE 125). ..o 30
e I (=TT V=T ) S 30
Idaho Adjustments -- Pass-Through Entities (Rule 128). ........ccccccoeeviiieiiiinnnn, 30
L(RIIST=T V7= o ) R 31
Deduction Of Certain Retirement Benefits (Rule 130). .......cooocciviiviieiiiniinnnn 31
== 139, (RESEIVEA) ..ooeiiiiiiii ittt e e e e et e e e e e 33
Deduction For Energy Efficiency Upgrades (Rule 140). ........cccccoeieeinniiinnnn. 33
B I R (ST Y =T V=T ) S 33
Deduction For Alternative Energy Devices (Rule 150). .......cccccoceciiivieieeereennnn, 33
I K1 I (ST Y =T Y=o ) I 34
Deduction For Household And Dependent Care Services (Rule 160). ........... 34
== 164, (RESEIVEA) ..oiiiiiiiiieie ettt ettt et e e e e e b re e e e e e 34
Additional Household Deduction Or Credit For Elderly Or Developmentally

Disabled Dependents (RUle 165). ...cccovvviiiiiiiiiii e, 34
== 169. (RESEIVEA) oo s 35
Idaho Capital Gains Deduction -- In General (Rule 170). .....ccccociiiiiiiiieeniinnnnn, 35
Idaho Capital Gains Deduction -- Qualified Property (Rule 171). ................... 37
Idaho Capital Gains Deduction -- Revenue-Producing Enterprise (Rule 172). 38
Idaho Capital Gains Deduction -- Pass-Through Entities (Rule 173). ............. 39
== 179, (RESEIVEA) oo 40
Deduction For Donation Of Technological Equipment (Rule 180). ................. 40
e R 7 B (=YY= T Y=o ) I 41
Adoption Expenses (RUle 185). ....coovriiiiiiiii i 41
R 1 N (=TT =T Y=o ) 41
Idaho Medical Savings Accounts (Rule 190). ......cccccoieiiiiiiiiiniiiiiiieeiiirennees 41
== 192, (RESEIVEA) o 42
Health Insurance Costs And Long-Term Care Insurance (Rule 193). ............ 43
Health Insurance Costs And Long-Term Care Insurance -- Examples Of

Limitations (RUIE 194). ... e e 43
Loss Recoveries (RUIE 195). ....ccoiii i e e e e eeeanaeas 46

Page 3 IAC Archive 2022



Table of Contents (cont’d)

196.
200.
201.
202.
210.

211.
250.

251.

252.

253.

254,

255.

256.
260.
261.
262.
263.

264.
265.
266.

267.

268.

269.
270.

271.
272.
273.
274,
275.

276.
280.
281.

I R L I (=TT =T V7= To ) S a7
Net Operating Loss -- Corporations (Rule 200). ...........cccueeviiiieiiiiiiiieiiieieeeeeee. 47
Net Operating Loss Carrybacks And Carryovers (Rule 201). ......cccccvvvevvenenee. 48
== 209. (RESEIVEA) ..ooiiieieeeeeee 50
Reduction Of Idaho Tax Attributes And Basis When Income From

Indebtedness Discharge In Bankruptcy Is Excluded From Gross

INCOME (RUIE 210).  ooriiiiii ittt e e e e e e e e e e e e e e 50
== 249, (RESEIVEA) ..uiiiiiiiiie et e ettt e e e e e e e et e e e e e e eeeanrea 51
Nonresident And Part-Year Resident Individuals -- Income Subject To

Idaho Taxation (RuUle 250). ...coveuiiiiiiie e 51
Nonresident And Part-Year Resident Individuals -- Computation Of Idaho
Taxable Income (RUIE 251). .o 52
Nonresident And Part-Year Resident Individuals -- Adjustments Allowed In
Computing Idaho Adjusted Gross Income (Rule 252). .........oooviiiiiiieeiennennns 52
Nonresident And Part-Year Resident Individuals -- Additions Required In
Computing Idaho Adjusted INCOME. ........uoiiiiiiiiieie e 54
Nonresident And Part-Year Resident Individuals -- Subtractions Allowed In
Computing Idaho Adjusted Income (Rule 254). ......cccoeeviiiiiiiiiciieen e, 55
Nonresident And Part-Year Resident Individuals -- Proration Of

Exemptions And Deductions (Rule 255). .....cccooeiviiiiiiiiiiiciin e 57
== 259, (RESEIVEA) ... 58
Income From Idaho Sources (Rule 260). ........coiiiiiiiiiiiieeie e 58
Income From Estates And Trusts (Rule 261). .......coooiiimiiiiieiiiiiiiiiiiieeee e 58
((RUCET= V=T o ) TP PPPPP R PPPPPPPPRPPPN 58

Idaho Source Income Of Nonresident And Part-Year Resident Individuals --
Distributive Share Of S Corporation And Partnership Income (Rule 263). ....58
Income From Real And Tangible Personal Property (Rule 264). .................... 59
Sole Proprietorships Operating Within And Without Idaho (Rule 265). .......... 60
Idaho Source Income Of Nonresident And Part-Year Resident Individuals --
Income From Intangible Property (Rule 266). .........cooovvvviiiiiiiiieeeeeceeeeiienn 60
Idaho Source Income Of Nonresident And Part-year Resident Individuals --
Passive Activity LOSSES (RUIE 267). ...oooeieieeiiiiii et 61
Idaho Source Income Of Nonresident And Part-Year Resident Individuals --
Suspended Losses From Pass-Through Entities (Rule 268). .............cceeeee. 62
[(RIEIST=T V7= o ) 63
Idaho Source Income Of Nonresident And Part-Year Resident Individuals --
Idaho Compensation -- In General (Rule 270). ......coooieriiiiviiiiiiieeeeeeeeen, 63
Idaho Compensation: Stock Options (Rule 271). .....cccccceveeeeiiiiiiiiieieeeeee e 63
Idaho Compensation: Severance Pay (Rule 272). ......ccccceiiiiiiiiiiiiieeeneeiiiee 65
Idaho Compensation: Unemployment Compensation (Rule 273). .................. 65
[(RICTST=T V7= o ) 65
Idaho Source Income Of Nonresident And Part-Year Resident Individuals --
Investment Income From Qualified Investment Partnerships (Rule 275). ..... 65
A A I (= TST=T V7= To ) 66
Partnerships Operating Within And Without Idaho (Rule 280). .......ccccccvveeeee. 66
== 284, (RESEIVEA) .iiiiiiieie ittt e e e et e e e e e 67

Page 4 IAC Archive 2022



Table of Contents (cont’d)

285.
286.
287.
291.

292.
300.
301.
310.
311.
320.
321.
325.
326.
330.

331.
332.
333.
334.

335.
336.
337.
340.

341.

342.

343.

344.

345.
350.
351.
355.
356.
360.
361.
365.
366.
370.

S Corporations (RUle 285). ..o 67
S Corporations Operating Within And Without Idaho (Rule 286). .................. 68
== 290. (RESEIVEA) oo 69
Tax Paid By Pass-Through Entities For Owners Or Beneficiaries --

Computation Of Idaho Taxable Income For Taxable Years Beginning On

Or After January 1, 2014 (Rule 291). ....ccciiiiiiieeei e 69
== 299. (RESEIVEA) ..iiiiiiiiiei e 70
Tax On Corporations (Rule 300). .....c.ooeiiiiiiiiiieiieii e e eeeenenns 70
== 309. (RESEIVEA) ..ciiiiiiiiiiii e e e 71
Elections For Multistate Corporations (Rule 310). ......ccccceeviiiiiiiiiiieeeeee i 71
== 319. (RESEIVEM) ...ttt e e e e e 71
Application Of Multistate Rules (Rule 320). ......coooiiiiiiiiiiiee e 71
e Y B (=TT Y/ =T o ) IS 71
Definitions For Purposes Of Multistate Rules (Rule 325). ......ccccccoeevvvieiininnnns 71
== 329. (RESEIVEA) ... 73
Business And Nonbusiness Income Defined: Apportionment And

Allocation (RUle 330).  .ooeiieiiei e 73

Business And Nonbusiness Income Defined: Business Income (Rule 331). ..73

Business And Nonbusiness Income Defined: Transactional Test (Rule 332). 73
Business And Nonbusiness Income Defined: Functional Test (Rule 333). ..... 74
Business And Nonbusiness Income Defined: Relationship Of Transactional

And Functional Tests To U.S. Constitution (Rule 334). ......cccooeeiiiiiiiiiiinneen. 75
Nonbusiness Income (Rule 335). ...cooooiiiiiiiiiiieeeee e 75
Business And Nonbusiness Income: Application Of Definitions (Rule 336). .. 76
e 1C 1 I (1T =T V7= To ) I 76
Principles For Determining The Existence Of A Unitary Business: Unitary

Business Principle (RUIE 340). .....coiiiiiiiiiecs e e 77
Principles For Determining The Existence Of A Unitary Business:

Determination Of A Unitary Business (Rule 341). ......cccccciieiiiieiiiviviiiiiineeeen, 77
Principles For Determining The Existence Of A Unitary Business: Description
And lllustration Of Functional Integration, Centralization Of Management
And Economies Of Scale (RUle 342). ..cooooviriiiiiie s 78
Principles For Determining The Existence Of A Unitary Business: Indicators

Of A Unitary Business (RUIE 343). ...oooeiiiiiii it e e eeeannens 79
Principles For Determining The Existence Of A Unitary Business:

Commonly Controlled Group Of Business Entities (Rule 344). ..................... 80
e 7L I (=YY= T Y7 =To ) 82
Proration Of Deductions (Rule 350). .......cccviiiiiiiiiiiiiiie e 82
== 354, (RESEIVEA) .oiiiiieieii ittt e e e e s e e e e e s ane 82
Application Of Section 63-3027 -- Apportionment (Rule 355). .....ccccooeeveeieeenes 82
e 151 I (= TST=T V7= To ) P 83
Application Of Section 63-3027 -- Combined Report (Rule 360). ................... 83
== 364, (RESEIVEA) ..ottt e e e e ar e e e 83
Use Of The Combined Report (Rule 365). .....coooeiiiiiiiiiiiiiiiiiieece e 83
== 369. (RESEIVEA) ..ottt e e e e s e e e e e e nane 83
Application Of Section 63-3027 -- Allocation (Rule 370). .......ccccccvieeiviieevneeenns 84

Page 5 IAC Archive 2022



Table of Contents (cont’d)

371.
375.
376.
385.
386.
390.
391.
395.

396.
450.
451.
460.
461.
465.

466.
470.
471.
475.
476.
480.
481.
485.
486.
490.
491.
500.
501.
505.
506.
510.
511.
515.
516.
525.
526.
530.
531.
535.
536.
540.
541.

e I £ (2 =TST=T V7= To ) IS 84
Consistency And Uniformity In Reporting (Rule 375). ..o, 84
== 384, (RESEIVEA) ..o 84
Taxable In Another State: In General (Rule 385). .....covvvevviviieiiieiieeeeeeeeeeeeeeee 84
== 389. (RESEIVEA) ..ot 84
Taxable In Another State: When A Taxpayer Is Subject To Tax (Rule 390). .. 84
== 394, (RESEIVEA) ..iiiiiiiiie ettt e e e e e e e e e 85
Taxable In Another State: When A State Has Jurisdiction To Subject A
Taxpayer To A Net Income Tax (Rule 395). ... 85
== 449, (RESEIVEA) ..oiiiieiiieie ettt e e e e e eb e e e e e 86
Apportionment Formula (Rule 450). .......coiiiiiiiiiiice e 86
== 459, (RESEIVEA) ... 86
Property Factor: In General (Rule 460). .........oooeviiiiiiiii e 86
== AB4. (RESEIVEA) .iiiiiiiiiiie ettt e e e e s eb e e e 87
Property Factor: Property Used For The Production Of Business Income

(RUIB 4B5). ottt a e 87
== 469. (RESEIVEA) ..coiiiiiitie ittt e e e e s b e e e e e 87
Property Factor: Consistency In Reporting (Rule 470). ......ooooociiiieiieinniiinn 87
S (=TT V7= To ) S 87
Property Factor: Numerator (Rule 475). ...coooiiiiiieieee e 87
A I (= TT=T V7= To ) IS 88
Property Factor: Valuation Of Owned Property (Rule 480). ........cccccceevrrinnnnen 88
== 484, (RESEIVEA) ..oiiiiiiiiii ittt e et e e e e e bbb e e e e e e 89
Property Factor: Valuation Of Rented Property (Rule 485). ..........ccccceinnnnnn. 89
£ 1 I (= TT=T Y=o ) I 90
Property Factor: Averaging Property Values (Rule 490). ........cccccvveeiiiiiennnnnnnn, 90
R L 1 I (=TT =T Y=o ) 90
Payroll Factor: In General (Rule 500). .....oooiiiiiiiiieeree e 90
== 504, (RESEIVEA) ..oiiiiiiiiiiie etttk ettt e e e e e e b eee e e e 91
Payroll Factor: Denominator (Rule 505). .....cooeviiiiiiiiiiiiiiee e 91
e 101 I (= TST=T V7= To ) 92
Payroll Factor: Numerator (Rule 510). ....ccoooiiiiiiiiiiiii e 92
o N B (=TT =T V=T | PP 92
Payroll Factor: Compensation Paid In Idaho (Rule 515). .........ccccccceeiiiiiiinnnnn. 92
== 524, (RESEIVEA) ..oiiiiiiiiiiie ettt ettt e e e e e a bbbt e e e e e 92
Sales Factor: In General (Rule 525). ......ooiiiiiiiiiiiiiiee e 92
o VA S I (= TT=T V7= To ) I 93
Sales Factor: Denominator (Rule 530). ......cociiiiiiiiiicc e 93
== 534, (RESEIVEA) ..ottt e e et e e e e e aee 93
Sales Factor: Numerator (RUle 535). ....ooiiiiiiiiiiiiiiiee e 93
== 539, (RESEIVEA) .iiiiiiitie ittt e e s e e e e e 93
Sales Factor: Sales Of Tangible Personal Property In Idaho (Rule 540). ....... 93
Lo V- v (=TT =T V7= To ) S 94

Page 6 IAC Archive 2022



Table of Contents (cont’d)

545.

546.
550.

551.
560.
561.
565.
566.
570.
571.
580.
581.

582.
583.
585.
586.
590.
591.
595.

596.
600.
601.
605.
606.
620.

621.
640.
641.
642.
643.
644.
645.
646.
647.
700.

701.

702.

Sales Factor: Sales Of Tangible Personal Property To The United

States Government In Idaho (Rule 545). .....coooviiiiiiiiiii e, 95
== 549, (RESEIVEA) ..o 95
Sales Factor: Sales Other Than Sales Of Tangible Personal Property In

[daN0 (RUIE 550).  ..eiiiiiieiiii et 95
== 559, (RESEIVEA) ..ottt e e e s e e 97
Special Rules (RUIe 560). ...cooviviiiiiiiii e e e 97
== 564, (RESEIVEA) ..oiiiiiiiiiic e 97
Special Rules: Property Factor (Rule 565). ....ccccoooviiiiiiiiiiiiiice e 98
== 569. (RESEIVEA) ...coiiiiiiie ittt e et e e e 98
Special Rules: Sales Factor (Rule 570). .....cooiiiiiiiiiiiiiee e 98
== 579, (RESEIVEA) ..oiiiiiieie ettt e e e e e e 929
Special Rules: Special Industries (Rule 580). .........oovvviiiiiiiiiiiiie e 99
Special Rules: References Used In MTC Special Industry Regulations

(RUIE 58L). ittt e e e e e e e e 100
Special Rules: Financial Institutions (Rule 582). ........ccccccvviiiiiiiiiiie, 101
o 7 B (=TT = ] V7= To ) ISP 103
Exceptions To Apportionment Formula: Separate Accounting (Rule 585). .. 103
== 589. (RESEIVEA) ..ottt e e e 103
Exceptions To Apportionment Formula: Exclusion Of A Factor (Rule 590). . 103
1 7 B (=TT = T V7= To ) P 103
Exceptions To Apportionment Formula: Additional Or Substitute Factors

(RUIE 595). oottt e e e e e s e e e e e e n s 103
== 599, (RESEIVEA) ..ot 103
Entities Included In A Combined Report (Rule 600). .........cceevviiiiiiiiieiiriennnn, 103
== 604, (RESEIVEA) ..ottt e e e e e e e e e e e 104
Elements Of A Worldwide Combined Report (Rule 605). .........cccccceeeerinnnnnn 104
== 619, (RESEIVEA) ..ottt e e et e e e s e e e e e e 105
Attributing Income Of Corporations That Are Members Of Partnerships

(RUIE B20). ettt e e e e 105
o1 1 I (= TT=T V7= To ) 106
Water's Edge: Making The Election (Rule 640). ......cccccoovviiiiiiiiiiiiiiiiie e, 106
Water's Edge: Elements Of A Combined Report (Rule 641). ...........ecevveeeens 106
Water's Edge: Legal And Procedural Requirements (Rule 642). .................. 107
Water's Edge: Change Of Election (Rule 643). ......cccciiiiiiiiiiiiiiieceeee 107
Water’'s Edge: Disregarding The Election (Rule 644). .....ccccccvvvviiiiiniinnnnnenn. 108
Water’s Edge: Treatment Of Dividends (Rule 645). ......c.ccccovivviiiiiiiiieeeeieeenns 108
Water's Edge: Domestic Disclosure Spreadsheet (Rule 646). ..................... 109
== 699, (RESEIVEA) ..ottt e e e e e e e e e e aa 109
Credit For Income Taxes Paid Another State Or Territory: In General

(RUIE 700). ettt e e e e e e e e e e e e 109
Credit For Income Taxes Paid Another State Or Territory: Part-Year

Residents (RUIE 701). ..ooovieviiiieieieee e 111
== 704, (RESEIVEA) ..ooiiiiiieeeee e, 111

Page 7 IAC Archive 2022



Table of Contents (cont’d)

705.

706.
710.
711.
712.
714.

715.
716.
717.
7109.

720.
721.
722.
723.

724,
730.

731.
750.
751.
752.
753.

754.
771.

772.
775.
776.
785.
786.
790.
791.
792.
793.
794.
799.
800.
801.
802.

Credit For Contributions To Educational Institutions For Taxable Years
Beginning After 2010 (RUIE 705). ouiiii i 111
== 709. (RESEIVEA) ..ooeiieiiieeieee e 112
Idaho Investment Tax Credit: In General (Rule 710). .....cccccoceiiiiniinniinninnnes 112
Idaho Investment Tax Credit: Taxpayers Entitled To The Credit (Rule 711). 113
R R I (=TT =T V7T ) PP 114

Idaho Investment Tax Credit: Credit Earned On Property Used Both In And
Outside Idaho In Taxable Years Beginning On Or After January 1, 1995

(RUIE T14). oot e e e e e 114
Idaho Investment Tax Credit: Recapture (Rule 715). ......ccccovviviiiiiiiiiiienineenns 116
Idaho Investment Tax Credit: Record-keeping Requirements (Rule 716). ...116
== T18. (RESEIVEA) ..ottt e e e e e e e 117
Idaho Investment Tax Credit: Property Tax Exemption In Lieu Of

(R U0 K ) PP EURR 117
Credit For Idaho Research Activities: In General (Rule 720). ..........ccccvvveeeee. 120
Credit For Idaho Research Activities: Elections (Rule 721). .......cccccccvvveeenn. 120
(R IST=T V7= o ) S 121
Credit For Idaho Research Activities: Record-Keeping Requirements

(R U010 ) PO RO PEURPT 121
== 729, (RESEIVEA) ..o 121
Credit For Contributions To Idaho Youth Facilities, Rehabilitation Facilities

And Nonprofit Substance Abuse Centers (Rule 730). ....ccccceevvvieeiveeiiiiinnnnn. 121
== 749, (RESEIVEA) ..o e 122
Broadband Equipment Investment Credit: In General (Rule 750). ............... 122
(RESEIVEA) ..ttt ettt e e e e et e e e e e e r e e e s 123
Broadband Equipment Investment Credit: Recapture (Rule 752). ............... 123
Broadband Equipment Investment Credit: Record-Keeping Requirements

(RUIB 758). ittt e e e et e e e e e 124
e O (=T ST=T V7= To ) 125
Grocery Credit: Taxable Years Beginning After December 31, 2007

(R U011 ) O U EURPR 125
R € (= TT=1 V7= To ) 126
Credit For Live Organ Donation Expenses (Rule 775). ...cccccovvieiviiiiiiiiiinennnn. 126
== T84, (RESEIVEA) .ottt e e e e e e ee e e e eaaa 127
Credits: Pass-Through Entities (Rule 785). .....ccceeeiiiiiiiiiieeeeiieieeeeen 127
== 789. (RESEIVEA) ..ottt e e e e e e e e e e 128
Transfer Of Credit: In General (Rule 790). ....ccoooiiiiiiiiiiiii e 128
Transfer Of Credit: Notification Of Intended Transfer (Rule 791). ................ 129
Transfer Of Credit: Posting Bond (Rule 792). ........ccieeiiiiiiiiiciiineeeeeeeeeiis 129
Transfer Of Credit: Transferee (Rule 793). ... 129
== 798. (RESEIVEA) .ciiiiiiieiiee ettt e e e e rb e e e e e 130
Priority Order Of Credits And Adjustments To Credits (Rule 799). ............... 130
Valid Income Tax Returns (Rule 800). .......coooeiiiiiiiiiiiiie e 131
Persons Required To File Income Tax Returns (Rule 801). .....cccccooeeevvrieenns 131
[(RUCET=] YT ) TP PP PRI 132

Page 8 IAC Archive 2022



Table of Contents (cont’d)

803. Rounding (RUIE 803). ....oceiiiiiiiie et e e e e e e et eaeeeaae 132
BO04. (RESEIVEA) .o 132
805. Joint Returns (RUle 805). ...ccoeeiiiiiieee s 132
806. - 809. (RESEIVEA) ..coeieiee i —————— 132
810. Time For Filing Income Tax Returns (Rule 810). .....cccccceevviiiiiiiiiiiiiiiiiieeeeee 132
811. -- 814. (RESEIVEA) ...eiiiiiieiiiiiiiie ettt e e 133
815. Extensions Of Time (Rule 815). ..o 133
816. (RESEIVEA) ...ooeiiiiiiiie it e e 133
817. Extensions Of Time As Disaster Relief (Rule 817). ...ccccoovvviiiiiiiiiiiiiiiieeeee 133
818. -- B19. (RESEIVEA) ..uvuiiiiiiiiieeiiis et e e e e e e e e e e e e e eeeanes 134
820. Corporate Estimated Payments: In General (Rule 820). .......ccccccceeivieeviennnnns 134
821. Corporate Estimated Payments: Payments (Rule 821). ........cccccceeeiiiiiiiinnnnn. 134
822. Corporate Estimated Payments: Annualized Income Installment Method

(R LSIRS 1747 FOPPPRPR 135
823. Corporate Estimated Payments: Short Taxable Year (Rule 823). ................ 135
824. Corporate Estimated Payments: Miscellaneous Provisions (Rule 824). ....... 135
825. Corporate Estimated Payments: Interest On Underpayment (Rule 825). ..... 136
826. -- B29. (RESEIVEM) ..uuuiiiiiiiieeeies et e e e e e e e e et e e e e eaeeeanes 136
830. Information Returns (Rule 830). .....ccooriiiiiiiiiii e 136
831, -- 854, (RESEIVEA) ..ooeiieeeeee e 137
855. Permanent Building Fund Tax (Rule 855). ........ccoooveiiiiiiiiieie e 137
856. -- 859. (RESEIVEA) ..coiiiieeiieeie e 137
860. Donations To Trust Accounts (Rule 860). ........ccoeviiiriiiiiiiiieeeeee e 137
861, -- B69. (RESEIVEA) ..uuuiiiiiieiiieiiiis e e e e et s e e e e e e e et e e e e eeeeennns 137
870. Requirements Of An Idaho Withholding Account Number (Rule 870). ......... 137
871. State Income Tax Withholding Required (Rule 871). ......ccccooveiiiiiiciiiiceenns 138
872. Reporting And Paying State Income Tax Withholding (Rule 872). ............... 139
873. Employee's Withholding Allowance Certificates (Rule 873). .........cccccceennnnnee 140
874. Employee’s Wage And Tax Statements (Rule 874). ....ccccoeeeevvviiiiiiiineeeeen, 140
AT = A ST (2 =TT Y=o | 141
877. Backup Withholding By Pass-Through Entities (Rule 877). ......cccccceeevieeeeee. 141
878. -- 879. (RESEIVEA) oovviiieiieii e 143
880. Credits And Refunds (Rule 880). ......ccooiiiiiiiiiieiiies e 143
881. -- 884, (RESEIVEA) ..ooeieeeee e 144
885. Interest On Refunds (RUle 885). ....oooeeviiiiii et ee e 144
886. -- 889. (RESEIVEM) ..uuuiiiii e e et e e e e e e e e et s e e e e eeeeeanes 145
890. Notice Of Adjustment Of Federal Tax Liability (Rule 890). .........ccccoeeevvreenns 145
891. Notice Of Adjustment Of State Or Territory Tax Liability (Rule 891). ............ 145
892. -- 894, (RESEIVEA) ..coeieiee i 145
895. Period Of Limitation On Assessment And Collection Of Tax (Rule 895). ..... 145
896. Request For Prompt Action By The Tax Commission (Rule 896). ................ 146
897. -- 899, (RESEIVE) ..uuuiiiii it e e e e e e e e e e e e e e e e e seeaens 146
900. Responsibility For Payment Of Corporate Taxes And Penalties (Rule 900). 146
901. - 939. (RESEIVEA) ..ooiiieeei e ——————— 147

Page 9 IAC Archive 2022



Table of Contents (cont’d)

940.

941.

942.

943.

944.

945.

946.

947.

Idaho Small Employer Incentive Act Of 2005 As Modified By 2006

Legislation — Definitions (Rule 940). ......cooiiiiiiiiii e 147
Idaho Small Employer Incentive Act Of 2005 As Modified By 2006
Legislation: In General (Rule 941). .....ooooviiiiiiiiii 148
Idaho Small Employer Incentive Act Of 2005 As Modified By 2006
Legislation: Small Employer Tax Incentive Criteria (Rule 942). ................... 148
Idaho Small Employer Incentive Act Of 2005 As Modified By 2006
Legislation — Small Employer Investment Tax Credit (Rule 943). .............. 149

Idaho Small Employer Incentive Act Of 2005 As Modified By 2006
Legislation — Small Employer Real Property Improvement Tax

Credit (RUIE 944). ... e aeereane 150
Idaho Small Employer Incentive Act Of 2005 As Modified By 2006

Legislation — Small Employer New Jobs Tax Credit (Rule 945). ................. 151
Idaho Small Employer Incentive Act Of 2005 As Modified By 2006

Legislation: Recapture (Rule 946). ........coovvriiiiiiiii e 153
== 990, (RESEIVE) ...ttt e e e e e e e e e aaaa 154

Page 10 IAC Archive 2022



35.01.01 — INCOME TAX ADMINISTRATIVE RULES

000. LEGAL AUTHORITY (RULE 000).

In accordance with Sections 63-105 and 63-3039, Idaho Code, the Tax Commission has promulgated rules
implementing the provisions of the Idaho Income Tax Act. The rules relating to the administration and enforcement
of income taxes as well as other taxes, such as sales taxes, are promulgated as | DAPA 35.02.01. (3-31-22)

001. TITLE AND SCOPE (RULE 001).
Section 63-3039, Idaho Code.

01. Title. These rules are titled IDAPA 35.01.01.000, et seg., Idaho State Tax Commission Rules

IDAPA 35.01.01, “Income Tax Administrative Rules.” (3-31-22)
02. Scope. These rules will be construed to reach the full jurisdictional extent of the state of Idaho’s
authority to impose atax on income of all persons who derive income from Idaho sources or who enjoy benefits of
|daho residence. (3-31-22)
03. Effective Date. To the extent allowed by statute, rules in this chapter will be applied on their
effective date to all taxable years open for determining tax liability. (3-31-22)
04. Closed Years or Issues. Taxable years closed by the statute of limitations remain closed and are

not reopened by the promulgation, repeal or amendment of any rule. Issues resolved by the expiration of appeal time,
a notice of deficiency determination, or a final decision of the Tax Commission will not be reopened by the
promulgation, repeal, or amendment of any rule. (3-31-22)

05. Transactions Before an Effective Date. A rule will not be applied to transactions occurring before
its effective date in a case where, in the opinion of the Tax Commission, to do so would create an obvious injustice.
(3-31-22)

002. ADMINISTRATIVE APPEALS (RULE 002).
This chapter allows administrative relief as provided in Sections 63-3045, 63-3045A, 63-3045B, and 63-3049, Idaho
Code. (3-31-22)

003. INCORPORATION BY REFERENCE (RUL E 003).
These rules incorporate by reference the following documents, which may be obtained from the main office of the
|daho State Tax Commission:; (3-31-22)

01. MTC Special Industry Regulations. These documents are found on the Multistate Tax
Commission (MTC) Website at http://www.mtc.gov/Uniformity/Adopted-Uniformity-Recommendations, or can be
obtained by contacting the MTC, 444 N. Capitol Street, NW, Suite 425, Washington, DC 20001. See Rules 580 and
581 of theserules. (3-31-22)

02. MTC Recommended Formula for the Apportionment and Allocation of Net Income of
Financial Institutions. This rule incorporates the MTC Recommended Formula for the Apportionment and
Allocation of Net Income of Financial Institutions as adopted November 17, 1994. This document is found on the
MTC Website at http://www.mtc.gov/uploadedFiles/Multistate Tax_Commission/Uniformity/Uniformity Projects/
A_-_Z/FormulaforApportionmentof Netl ncomeFininst.pdf or can be obtained by contacting the MTC, 444 N. Capitol
Street, NW, Suite 425, Washington, DC 20001. See Rule 582 of these rules. (3-31-22)

004. -- 009. (RESERVED)

010. DEFINITIONS (RULE 010).
Section 63-3003, Idaho Code

01. Administration and Enforcement Rules. The term Administration and Enforcement Rules refers
to IDAPA 35.02.01, relating to the administration and enforcement of Idaho taxes. (3-31-22)
02. Due Date. As used in these rules, due date means the date prescribed for filing without regard to
extensions. (3-31-22)
03. Employee. An employee is an individua who performs services for another individual or
organization that controls what services are performed and how they are performed. (3-31-22)
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04. Employer. An employer is any person or organization for whom an individual performs services as
an employee. (3-31-22)
05. Mathematical Error. A mathematical error includes arithmetical errors, incorrect computations,
omissions, defectsin areturn, and entries on the wrong line. (3-31-22)
06. Sale. A sdeis defined as a transaction in which title passes from the seller to the buyer, or when

possession and the burdens and benefits of ownership are transferred to the buyer. A sale may have occurred even if
the buyer does not have the right to possession until he partially or fully satisfies the terms of the contract. (3-31-22)

07. Tax Home. For income tax purposes, the term tax home refers to the taxpayer’s principal place of
business, employment, station, or post of duty regardiess of where he maintains his personal or family residence.
Thus, ataxpayer domiciled or residing in Idaho with a permanent post of duty in another state is an Idaho resident for
Idaho income tax purposes. However, he is not entitled to a deduction for travel expenses incurred in the other state

sincethat is his tax home. (3-31-22)
08. Terms. Terms not otherwise defined in the Idaho Income Tax Act or these rules will have the same
meaning as is assigned to them by the Internal Revenue Code including Section 7701 relating to definitions of terms.
(3-31-22)
09. These Rules. The term these rules refers to IDAPA 35.01.01, relating to Idaho income tax.
(3-31-22)
10. Wages. The term wages relates to all compensation for services performed for an employer
regardless of the form of payment. (3-31-22)
011. -- 014. (RESERVED)
015. INTERNAL REVENUE CODE (RULE 015).
Section 63-3004, Idaho Code
01. Interpretations. Interpretations of the Internal Revenue Code may be found in various sources.

These sources include decisions of the Tax Court, Congressional Committee Reports, General Counsel Memoranda,
Decisions of the Federal and State Courts on federal income tax issues and Treasury Regulations. These
interpretations are adopted by this reference to the extent that they are not in conflict with or inconsistent with the
Idaho Code or administrative rules. (3-31-22)

02. Retroactive Amendments. For the purpose of determining federal taxable income, any retroactive
amendments to the Internal Revenue Code that are enacted on or before the date found in Section 63-3004(a), Idaho
Code, are applied retroactively to the extent allowed under federal law. (3-31-22)

03. Tax Commission Granted Discretion in Determining Correctness of Tax Return. Discretion
granted to the Secretary of the Treasury to determine or reallocate items of income or adjustments to income,
deductions, expenses, credits or other subjects of taxation by the Internal Revenue Code may also be exercised by the
Tax Commission and its authorized agents, employees and deputies to enforce and administer the Idaho Income Tax
Act and these rules. (3-31-22)

016. IDAHO GROSSINCOME (RULE 016).
Sections 63-3011 and 63-3030, |daho Code

01. In General. Gross income means al income from whatever source derived, unless specifically
excluded by the Internal Revenue Code. (3-31-22)
02. Gross Income from Pass-Through Entities. Gross income includes an owner’s share of a pass-

through entity’s gross income pursuant to sections 702(c) and 1366(c) of the Internal Revenue Code, and federal
Treasury Regulation Section 1.61-13 (citing Part 1, Subchapter J, Chapter 1 of the Internal Revenue Code). (3-31-22)
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03. Gross I ncome from Idaho Sour ces. Gross income from Idaho sourcesisthat portion of total gross
income derived from or related to sources within Idaho. Income derived from or related to sources within Idaho is
determined pursuant to this rule and Rules 260 through 286 of theserules. (3-31-22)
04. I daho Sour ce Gross Income from a Pass-Through Entity. (3-31-22)
a. Partnership. The amount of apartner’s grossincome from Idaho sourcesis: (3-31-22)
i The partner's distributive share of partnership gross income included in the partnership’s
apportionable income multiplied by the Idaho apportionment factor of the partnership; and (3-31-22)
ii. The partner’ s distributive share of gross income allocated to Idaho. (3-31-22)
b. S Corporation. The amount of a shareholder’ s gross income from Idaho sourcesis: (3-31-22)
i. The shareholder’s pro rata share of the S corporation gross income included in the S corporation’s
apportionable income multiplied by the Idaho apportionment factor of the S corporation; and (3-31-22)
ii. The shareholder’s pro rata share of grossincome allocated to Idaho. (3-31-22)
C. Trust or Estate. The Idaho source portion of the income that constitutes gross income pursuant to
federal Treasury Regulation Section 1.61-13 and Part I, Subchapter J, Chapter 1 of the Internal Revenue Code, is the
amount of such income that would be Idaho source if received di rectly by the individual. (3-31-22)
05. Examples. (3-31-22)
a. A taxpayer’s federal adjusted grossincome includes ten thousand dollars ($10,000) of ordinary loss

passed through from a partnership that transacts business only in Idaho. However, the taxpayer’s distributive share of

the partnership’s gross income determined under Section 61 of the Internal Revenue Code is fifty thousand dollars

($50,000). The taxpayer’s gross income from |daho sources from the partnership is fifty thousand dollars ($50,000).
(3-31-22)

b. A taxpayer’sfederal adjusted grossincome includes ten thousand dollars ($10,000) of ordinary loss
passed through from a partnership that has a fifty percent (50%) |daho apportionment factor. However, the taxpayer’s
distributive share of the partnership’ s grossincome determined under Section 61 of the Internal Revenue Code is fifty
thousand dollars ($50,000). The taxpayer’s gross income from ldaho sources from the partnership is twenty-five
thousand dollars ($25,000). (3-31-22)

C. A nonresident taxpayer’s federal adjusted gross income includes five thousand dollars ($5,000) of
guaranteed payments for services performed outside of Idaho received from a partnership that has a fifty percent
(50%) Idaho apportionment factor. As provided in Section 63-3026A(3)(a)(i)(2), |daho Code, none of the guaranteed
payments are included in the partner’s gross income from Idaho sources because the services were performed outside
of Idaho. (3-31-22)

d. A nonresident taxpayer’s federal adjusted gross income includes five thousand dollars ($5,000) of
guaranteed payments for services performed in Idaho received from a partnership that has afifty percent (50%) Idaho
apportionment factor. As provided in Section 63-3026A(3)(a)(i)(2), Idaho Code, all of the guaranteed payments are
included in the partner’s gross income from I daho sources because the services were performed in Idaho.  (3-31-22)

e A nonresident taxpayer's federal adjusted gross income includes three hundred thousand dollars
($300,000) of guaranteed payments for services performed outside of Idaho received from a partnership that has a
fifty percent (50%) Idaho apportionment factor. As provided in Section 63-3026A (3)(a)(i)(2), Idaho Code, the first
two hundred and fifty thousand dollars ($250,000) of guaranteed payments are sourced as compensation for services.
Since the services were performed outside of Idaho, two hundred and fifty thousand dollars ($250,000) of the
guaranteed payments are not included in the partner’'s gross income from lIdaho sources. However, twenty-five
thousand dollars ($25,000) of the guaranteed payments in excess of two hundred and fifty thousand dollars
($250,000) are included in the partner’s gross income from ldaho sources based on the apportionment factor of the
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partnership. (3-31-22)
f. A nonresident taxpayer’s federal adjusted gross income includes ten thousand dollars ($10,000) of

nonbusiness gross income passed through from a partnership that has a fifty percent (50%) Idaho apportionment
factor. If the partnership’s nonbusiness income Is allocated to Idaho, ten thousand dollars ($10,000) of the
nonbusiness gross income is included in the partner’'s gross income from ldaho sources. If the partnership’s
nonbusiness income is allocated to a state other than Idaho, none of the nonbusiness gross income is included in the
partner’s gross income from Idaho sources. (3-31-22)

017. TREATMENT OF THE SECTION 965 OF THE INTERNAL REVENUE CODE INCREASE IN
SUBPART FINCOME AND RELATED EXCLUSIONS (RULE 017).

Section 63-3002, Idaho Code

Subpart F income as defined in Section 952, Internal Revenue Code, is gross income under Section 951(a), Internal
Revenue Code, and included in a taxpayer’s taxable income under the Internal Revenue Code. |daho taxpayers must
include the Section 965, Internal Revenue Code, increase in their subpart F income (Section 965(a) reduced by
Section 965(c), Internal Revenue Code), when computing their Idaho taxable income regardless of how such income
isreported to the Internal Revenue Service on the federal income tax form. (3-31-22)

018. -- 024. (RESERVED)

025. TAXABLE YEAR AND ACCOUNTING PERIOD (RULE 025).
Section 63-3010, Idaho Code

01. In General. A taxpayer will file his Idaho return for the same taxable year as filed for federal
income tax purposes. If afedera returnis not filed, the taxable year will be the taxable year required by the Internal
Revenue Code, any other period that may be required by law, or the calendar year. Taxable year generaly

corresponds to the taxpayer’s annual accounting period unless a short-period return is required. (3-31-22)
02. Change of Accounting Period. (3-31-22)
a. If ataxpayer changes his accounting period for federal income tax purposes, he will make the same
change for the same period for Idaho income tax purposes. If prior approval of the Commissioner of the Internal
Revenue Service isrequired, a copy of that approval will accompany the Idaho short-period return. (3-31-22)
b. If a change does not require prior approval of the Commissioner of the Internal Revenue Service,
the change will be noted on the Idaho short-period return, along with a statement that no prior approval was required
and the authority cited. (3-31-22)

026. -- 029. (RESERVED)

030. RESIDENT (RULE 030).
Section 63-3013, Idaho Code

01. Resident. The term resident applies to individual s, estates, and trusts. (3-31-22)
a. An individual is aresident if he meets either of the tests set forth in Section 63-3013, |daho Code.

For the rules relating to the residency status of aliens, see Rule 031 of these rules. For the rules relating to the
residency status of servicemembers and their spouses, see Rule 032 of these rules. For the rules relating to Native

Americans, see Rule 033 of these rules. (3-31-22)
b. For the rules relating to the residency status of estates, see Rule 034 of these rules. (3-31-22)
C. For the rules relating to the residency status of trusts, see Rule 035 of these rules. (3-31-22)
02. Domicile. The term domicile means the place where an individual has his true, fixed, permanent

home and principal establishment, and to which place he has the intention of returning whenever he is absent. An
individual can have several residences or dwelling places, but he legally can have but one domicile at atime.
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(3-31-22)
a. Domicile, once established, is never lost until there is a concurrence of a specific intent to abandon
an old domicile, an intent to acquire aspecmc new domicile, and the actual physical presencein anew domicile.
(3-31-22)
b. All individuals who have been domiciled in Idaho for the entire taxable year are residents for Idaho
income tax purposes, even though they have actually resided outside Idaho during all or part of the taxable year,
except as provided in Section 63-3013(2), |daho Code. (3-31-22)
C. An individual meeting the safe harbor exception set forth in Section 63-3013(2), Idaho Code, is not
considered a resident of Idaho. Any individual meeting the safe harbor exception to residency status is either a
nonresident or part-year resident. (3-31-22)
d. The safe harbor exception to being a resident of Idaho does not apply to a servicemember or a
servicemember’ s spouse domiciled in Idaho if the Servicemembers Civil Relief Act applies to the individual.
(3-31-22)
03. Place of Abode. See Rule 040 of these rules for information asto what constitutes a place (of a?_oglée)

031. ALIENS (RULE 031).
Sections 63-3013, 63-3013A, and 63-3014, Idaho Code

01. Idaho Residency Status. For purposes of the Idaho Income Tax Act, an alien may be either a
resident, part-year resident, or nonresident, except a nonresident alien as defined in Section 7701, Internal Revenue
Code, will be a nonresident. See Paragraph 031.01.b., of thisrule. (3-31-22)

a. An alien will determine his Idaho residency status using the tests set forth in Sections 63-3013, 63-
3013A, and 63-3014, |daho Code. (3-31-22)

b. A nonresident alien as defined in Section 7701, Internal Revenue Code, is a honresident for Idaho.
If anonresident alien has elected to be treated as a resident of the United States for federal income tax purposes, he
will determine his Idaho residency status as provided in Paragraph 031.01.a., of thisrule. (3-31-22)

02. Computation of Idaho Taxable Income. (3-31-22)

a. To compute the Idaho taxable income of an alien, the first step is to determine his taxable income.
Thiswill depend on whether the alien is aresident, nonresident, or dual status alien for federal income tax purposes.

(3-31-22)

b. Once the alien’ s taxable income has been computed, the amount of income subject to Idaho income

tax depends on the alien’s Idaho residency status. In general, if the alien qualifies as an Idaho resident, he is subject to
Idaho income tax on all his taxable income regardless of its source. If the alien qualifies as a part-year resident or
nonresident of Idaho, the amount of his taxable income subject to daho income tax is determined pursuant to Section
63-3026A, Idaho Code, and Rules 250 through 259 of these rules. (3-31-22)

C. In the case of a nonresident alien who does not elect to be treated as a resident for federal income
tax purposes, the standard deduction is zero (0). However, a nonresident alien who qualifies as a student or business
apprentice eligible for the benefits of Article 21(2) of the United States - India Income Tax Treaty is entitled to the
standard deduction amount as if he were a resident for federal income tax purposes provided he does not claim
itemized deductions. (3-31-22)

03. Filing Status. An aien will use the same filing status for the Idaho return as used on the federal
return. If for federal income tax purposes amarried alien files as a nonresident alien and does not elect to be treated as
aresident, the married alien will use the filing status married filing separate on the Idaho return. (3-31-22)
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04. Copy of Federal Forms Required. In addition to the requirements set forth in Rule 800 of these
rules, a nonresident alien will attach a copy of the following forms to his Idaho individual income tax return:

(3-31-22)
a Form 8843 if filed with the IRS; (3-31-22)
b. All Forms 1042-S received for the taxable year. (3-31-22)

032. MEMBERS OF THE UNIFORMED SERVICES (RULE 032).
Section 63-3013, Idaho Code

01. Servicemembers Civil Relief Act. Section 511 of the Servicemembers Civil Relief Act (50 U.S.C.
App. Section 571) provides that a servicemember will neither lose nor acquire a residence or domicile with regard to
hisincome tax as aresult of being absent or present in a state due to military orders. (3-31-22)

02. Servicemember. A servicemember is defined to include any member of the uniformed services as
that term is defined in 10 U.S.C. Section 101(a)(5). A member of the uniformed services includes: (3-31-22)

a. A member of the armed forces, which includes a member of the Army, Navy, Air Force, Marine
Corps, or Coast Guard on active duty. It also includes amember of the National Guard who has been called to active
service by the President of the United States or the Secretary of Defense of the United States for a period of more than
thirty (30) consecutive days under 32 U.S.C. Section 502(f), for purposes of responding to a national emergency

declared by the President and supported by federal funds. (3-31-22)
b. The commissioned corps of the National Oceanic and Atmospheric Administration in active
service; and (3-31-22)
C. The commissioned corps of the Public Health Service in active service. (3-31-22)
03. Idaho Residency Status. (3-31-22)
a. A servicemember does not become an Idaho resident for income tax purposes by reason of being
present in Idaho solely in compliance with military orders. (3-31-22)
b. A servicemember does not lose his status as an I daho resident for income tax purposes by reason of

being absent from Idaho solely in compliance with military orders. The safe harbor exception to being a resident as
provided in Section 63-3013(2), Idaho Code, does not apply to a servicemember covered by the federal law.

(3-31-22)

C. If a servicemember is present in or absent from Idaho for reasons other than compliance with

military orders, the standard analysis of residency under Sections 63-3013, 63-3013A, and 63-3014, Idaho Code,

applies. (3-31-22)
d. See Subsection 032.07 of this rule for information relating to a spouse of a servicemember.

(3-31-22)

04. Military Service Compensation. (3-31-22)

a. Section 511 of the Servicemembers Civil Relief Act (50 U.S.C. App. Section 571) provides that the

military service compensation of a servicemember who is not domiciled in Idaho is not considered income from

| daho sources. (3-31-22)

b. The military service compensation of a servicemember who is domiciled in Idaho is subject to

Idaho income tax. However, Section 63-3022(h), Idaho Code, provides that compensation paid to a member of the
United States Armed Forces for active duty military service performed outside Idaho is deducted from taxable
income in determining the member’s Idaho taxable income. A member of the armed forces does not include the
commissioned corps of the National Oceanic and Atmospheric Administration or the commissioned corps of the
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Public Health Service, unless they have been militarized by Presidentia Executive Order under Title 42, United
States Code. See Section 63-3022(h), Idaho Code, for the specific qualifications of this deduction. (3-31-22)

05. Military Separation Pay. Military separation pay received for voluntary or involuntary separation
from active military service is not considered military service compensation. Therefore, Subsection 032.04 of this
rule does not apply. (3-31-22)

a. Military separation pay is included in Idaho taxable income only if the recipient is domiciled in or
residing in Idaho when the separation pay is received. (3-31-22)

b. For purposes of thisrule, aformer active duty servicemember whose home of record at the time of
separation from the military was a state other than Idaho is not deemed to be residing in Idaho if he moves from Idaho
within thirty (30) days from the date of separation from active duty. (3-31-22)

06. Nonmilitary Income. All Idaho source income earned by a servicemember is subject to Idaho
taxation except as expressly limited by the Idaho Income Tax Act and these rules. (3-31-22)

07. Spouses of Servicemembers. Beginning on January 1, 2009, Section 511 of the Servicemembers
Civil Relief Act also appliesto the spouse of a servicemember. (3-31-22)

a. If a spouse of a servicemember has the same domicile or state of residency for tax purposes as the
servicemember, the spouse of the servicemember does not become an Idaho resident for income tax purposes by
reason of being present in Idaho solely to be with the servicemember who is stationed in Idaho. (3-31-22)

b. If a spouse of a servicemember and the servicemember are both Idaho residents for income tax
purposes, the spouse of the servicemember does not lose his status as an Idaho resident for income tax purposes by
reason of being absent from Idaho solely to be with the servicemember who is stationed outside of Idaho. (3-31-22)

C. If the spouse is not a resident of Idaho for income tax purposes because of the reason stated in
Paragraph 032.07.a. of this rule, income for services performed in Idaho by the spouse will not be deemed to be
income from Idaho sources. (3-31-22)

033. AMERICAN INDIANS (RULE 033).
Section 63-3022S, Idaho Code

01. Definitions. For purposes of thisrule; (3-31-22)
a Enrolled member means an enrolled member of afederally recognized Indian tribe. (3-31-22)
b. Indian reservation means a federally recognized Indian reservation. (3-31-22)
02. Idaho Residency Status. An American Indian must determine his Idaho residency status using the
tests set forth in Sections 63-3013, 63-3013A, and 63-3014, Idaho Code. Membership in an Indian tribe does not
affect that individual’ s Idaho residency status. (3-31-22)
03. Gambling Winnings. (3-31-22)
a. Amounts received from gambling on an Indian reservation by an enrolled member who lives on the
Indian reservation are not subject to Idaho tax. (3-31-22)
b. Amounts received from gambling on an Indian reservation by an enrolled member who lives off the
Indian reservation in |daho are subject to Idaho tax. (3-31-22)
04. Per Capita Distributions. (3-31-22)
a. Per capita distributions paid by an Indian tribe to an enrolled member who lives on the Indian
reservation are tax-exempt by Idaho. (3-31-22)
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b. Per capita distributions paid by an Indian tribe to an enrolled member who resides off the
reservation in Idaho are subject to Idaho tax. (3-31-22)

034. ESTATE -- RESIDENCY STATUS (RULE 034).
Section 63-3015, Idaho Code

01. Resident Estates. An estate istreated as aresident estate if the decedent was domiciled in |daho on
the date of his or her death. If the estate is other than an estate of a decedent, it is treated as a resident estate if the
person for whom the estate was created is aresident of 1daho. (3-31-22)

02. Nonresident Estates. If the estate does not qualify as aresident estate, it istreated as a nonresident
estate. The tax liability of a nonresident estate is computed in the same manner as anonresident individual. (3-31-22)

035. TRUSTS-- RESIDENCY STATUS (RULE 035).
Section 63-3015, Idaho Code

01. Resident Trusts. A trust other than a qualified funeral trust is treated as a resident trust if three (3)
or more of the following conditions exist: (3-31-22)
a. The domicile or residency of the grantor isin Idaho; (3-31-22)
b. The trust is governed by Idaho law; (3-31-22)
C. Thetrust hasreal or tangible personal property located in Idaho; (3-31-22)
d. The domicile or residency of atrusteeisin Idaho; (3-31-22)
e The administration of the trust takes place in Idaho. Administration of the trust includes conducting
trust business, investing assets of the trust, making administrative decisions, record keeping and preparation and
filing of tax returns. (3-31-22)
02. Qualified Funeral Trusts. A qualified funeral trust is treated as a resident trust under Section 63-
3015, Idaho Code, if: (3-31-22)
a. At the time of theinitial funding of the trust, the trust was required to be established under the laws
of Idaho; or (3-31-22)
b. The requirement in Subsection 035.02.a. did not exist, but a funeral home or cemetery located in
Idaho was identified to provide services or merchandise under the terms of a preneed contract requiring the
establishment of the trust. (3-31-22)
03. Nonresident Trusts. If the trust does not qualify as a resident trust, it is treated as a nonresident
trust. The tax liability of a nonresident trust is computed in the same manner as a nonresident individual.  (3-31-22)
04. Residency Status of a Trust. For purposes of determining the residency status of a trust, no
distinction is made between inter vivos trusts and testamentary trusts, or between revocable trusts and irrevocable
trusts. (3-31-22)

036. -- 039. (RESERVED)

040. PART-YEAR RESIDENT (RUL E 040).
Section 63-3013A, Idaho Code

01. In General. A part-year |daho resident is any individual who residesin or isdomiciled in Idaho for
only part of the taxable year. (3-31-22)
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a. An individual who has a place of abode in Idaho and is present in Idaho for other than a temporary
or transitory purpose is deemed to reside in Idaho. (3-31-22)
b. For the rules relating to the determination of an individual’s domicile, see Subsection 030.02 of
these rules. (3-31-22)
02. Temporary or Transitory Purpose. For purposes of this rule, an individual is not residing in
Idaho if he is present in Idaho only for a temporary or transitory purpose. Likewise, an individual is not residing
outside Idaho merely by histemporary or transitory absence from Idaho. (3-31-22)
a. The length of time in Idaho is only one factor in determining whether an individual is present for

other than a temporary or transitory purpose. Other factors to be considered include business activity or employment
conducted in Idaho, banking and other financial dealings taking placein Idaho, and family and social tiesin Idaho. In
general, an individua is present for other than a temporary or transitory purpose if his stay is related to a significant
business, employment or financial purpose or the individual maintains significant family or social tiesin Idaho.

(3-31-22)

b. Anindividual is present in Idaho only for atemporary or transitory purpose if he does not engagein

any activity or conduct in Idaho other than that of avacationer, seasonal visitor, tourist, or guest. (3-31-22)
C. Presence in Idaho for ninety (90) days or more during a taxable year is presumed to be for other

than atemporary or transitory purpose. To overcome the presumption, the individual must show that his presence was
consistent with that of avacationer, seasonal visitor, tourist or guest. (3-31-22)
03. Place of Abode. An individual who owns a home in Idaho will not be treated as having a place of

abode at that residence if the individual does not have the right to immediately occupy that residence. This definition
does not apply for purposes of the federal foreign income exclusion and only applies for purposes of Sections 63-
3013 and 63-3013A, Idaho Code. (3-31-22)

a. Example. An individual who is not domiciled in Idaho owns a home in Idaho that is leased to a
third party for the entire taxable year. Since the individual does not have the right to immediately occupy the home, it
is not treated as that individual’s abode for purposes of determining his residency status. (3-31-22)

b. Example. An individual who is not domiciled in Idaho owns a home in Idaho that is offered for
rent. For thefirst three (3) months of the taxable year the homeis not rented and remains vacant. During the final nine
(9) months of the taxable year the home is leased to a third party. The individual will be treated as having a place of
abode in Idaho during the first three (3) months of the taxable year since the individua had the right to immediately
occupy the home. If the individua is present in Idaho during the first three (3) months of the taxable year for other
than atemporary or transitory purpose, that individual will be deemed to reside in Idaho. (3-31-22)

041. -- 044. (RESERVED)

045. NONRESIDENT (RUL E 045).
Sections 63-3014, 63-3026A, Idaho Code

01. Traveling Salesmen. (3-31-22)

A nonresident salesman who works in Idaho is subject to Idaho taxation regardless of the location

of his post of duty or starting point. (3-31-22)
b. If an individual is paid on a mileage basis, the gross income from sources within Idaho includes

that portion of the total compensation for personal services that the number of miles traveled in Idaho bears to the
total number of milestraveled within and without Idaho. If the compensation is based on some other measure, such as
hours, the total compensation for personal services must be apportioned between Idaho and other states and foreign
countries in a manner that allocates to Idaho the portion of total compensation reasonably attributable to personal
services performed in Idaho. See Rule 270 of these rules. (3-31-22)
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02. Motor Carrier Employees Covered by Title 49, Section 14503, United States Code.
Compensation paid to an interstate motor carrier employee who has regularly assigned dutiesin more than one stateis
subject to income tax only in the employee’s state of residence. A motor carrier employee is defined in Title 49,

Section 31132(2), United States Code, and includes: (3-31-22)
a. An operator, including an independent contractor, of acommercial motor vehicle; (3-31-22)
b. A mechanic; (3-31-22)
C. A freight handler; and (3-31-22)
d. An individual, other than an employer, who in the course of his employment directly affects

commercial motor vehicle safety. Employees of the United States, a state, or a local government are not included.
Employer, as used in this rule, means a person engaged in business affecting interstate commerce that owns or leases
a commercial motor vehicle in connection with that business, or assigns an employee to operate it. See Title 49,
Section 31132(3), United States Code. (3-31-22)

03. Water Carrier Employees Covered by Title 46, Section 11108, United States Code.
Compensation paid to a water carrier employee is subject to income tax only in the employee's state of residence if
such employee: (3-31-22)

a. Is engaged on a vessel to perform assigned duties in more than one (1) state as a pilot licensed
under Title 46, Section 7101, or licensed or authorized under the laws of a state; or (3-31-22)

b. Performs regularly assigned duties while engaged as a master, officer, or crewman on a vessel
operating on the navigable waters of more than one (1) state. (3-31-22)

04. Air Carrier Employees Covered by Title 49, Section 40116(f), United States Code.
Compensation paid to an air carrier employee who has regularly assigned duties on aircraft in more than one state is

subject to the income tax laws of only: (3-31-22)
a. The employee’s state of residence, and (3-31-22)

b. The state in which the employee earns more than fifty percent (50%) of the pay from the air carrier.
(3-31-22)

05. Rail Carrier Employees Covered by Title 49, Section 11502, United States Code.
Compensation paid to an interstate rail carrier employee who performs regularly assigned duties on arailroad in more
than one (1) state is subject to income tax only in the employee’s state of residence. (3-31-22)

06. Pension Income Covered by Title 4, Section 114, United States Code. Pension income, including
certain guaranteed payments made to aretired partner of a partnership, per Title 4, Section 114(b)(1)(1), United States
Code, is subject to income tax only in the individua’s state of residence or domicile. (3-31-22)

046. -- 049. (RESERVED)

050. LIMITED LIABILITY COMPANIES (RULE 050).
Section 63-3006A, Idaho Code

01. Classification. A limited liability company will be classified for Idaho income tax purposes the
same as classified for federal income tax purposes as provided by the Internal Revenue Code. (3-31-22)
02. Application of Idaho Code and Rules. Idaho income tax laws and administrative rules will apply

according to the applicable classification of the limited liability company. For example, if alimited liability company
has elected to be classified for income tax purposes as a partnership, Idaho’s income tax administrative rules that
apply to partnerships will also apply to such limited liability company. (3-31-22)
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051. -- 074. (RESERVED)

075. TAX ON INDIVIDUALS, ESTATES, AND TRUSTS (RULE 075).
Section 63-3024, 1daho Code

01. In General. The tax rates applied to the Idaho taxable income of an individual, trust or estate are
listed at https://tax.idaho.gov/indrate. The Idaho income tax brackets are adjusted for inflation. The maximum tax rate
as listed for the applicable taxable year applies in computing the tax attributable to the S corporation stock held by an
electing small business trust. See Rule 078 of these rules. (3-31-22)

076. -- 077. (RESERVED)

078. TAX ON TRUSTS-- ELECTING SMALL BUSINESS TRUSTS (RULE 078).
Section 63-3024, Idaho Code

01. In General. The special rules for taxation of electing small business trusts as provided in Section
641, Internal Revenue Code, will apply for purposes of computing the Idaho income tax. These rules include the
following: (3-31-22)
a. The portion of an electing small business trust that consists of stock in one (1) or more S
corporations will be treated as a separate trust. (3-31-22)
b. The tax on the separate trust will be determined with the following modifications from the usual
rules for taxing trusts: (3-31-22)

i The only items of income, loss, deduction, or credit to be taken into account are the items required
to be taken into account as an S corporation sharehol der under Section 1366, Internal Revenue Code, and any gain or

loss from the disposition of stock in an S corporation. (3-31-22)
ii. As provided in federal Treasury Regulations, administrative expenses will be taken into account to
the extent allocable to the items described in Subparagraph 078.01.h.i. (3-31-22)
iii. A deduction or credit will be allowed only for an amount described in this paragraph. No item
described in this paragraph will be apportioned to any beneficiary. (3-31-22)
C. A capital loss deduction provided by Section 1211(b), Internal Revenue Code, will be allowed only
to the extent of capital gains. (3-31-22)

02. Tax Rate Applied. The tax rates applied to the Idaho taxable income of a trust are identified in
Rule 075 of these rules. For taxable years beginning on or after January 1, 2003, the maximum tax rate as listed for
that taxable year in Subsection 075.03 will apply in computing the tax attributable to the S corporation stock held by
an electing small business trust. (3-31-22)

079. -- 099. (RESERVED)

100. ADJUSTMENTSTO TAXABLE INCOME -- IN GENERAL (RULE 100).

Section 63-3022, Idaho Code. Rules 101 through 249 of these rules discuss the additions to and subtractions from
taxable income required when computing the Idaho taxable income of corporations, partnerships, and resident
individuals, estates and trusts. For the rules relating to the adjustments to taxable income required of nonresident and
part-year resident individuals and nonresident trusts and estates, see Rules 250 through 259 of theserules. (3-31-22)
101. -- 104. (RESERVED)

105. ADJUSTMENTS TO TAXABLE INCOME -- ADDITIONS REQUIRED OF ALL TAXPAYERS

(RULE 105).
Section 63-3022, Idaho Code. The following items must be added by all taxpayers in computing Idaho taxable
income. (3-31-22)
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01. State and Local Income Taxes. As provided in Section 63-3022(a), Idaho Code, state and local
income taxes that are measured by net income and were deducted in computing taxable income must be added. This
includes taxes paid to states other than Idaho and their political subdivisions, and amounts paid by an S corporation

on capital gains, built-in gains, and excess net passive income. (3-31-22)
02. Net Operating Loss Deduction. As provided in Section 63-3022(b), Idaho Code, the amount of
the net operating loss deduction included in taxable income must be added. (3-31-22)
03. Capital Loss or Passive Loss Carryover Deduction. As provided in Section 63-3022(i), 1daho
Code: (3-31-22)
a. A corporation must add a capital loss or passive loss that was deducted in computing taxable

income if the loss occurred during a taxable year when the corporation did not transact business in Idaho. However, a
capital loss is not required to be added back where the corporation was part of a unitary group and at least one (1)
member of the group was taxable by Idaho for the taxable year in which the loss was incurred. (3-31-22)

b. An individual must add a capital loss or passive loss that was deducted in computing taxable
income if the loss was incurred in an activity not taxable by Idaho at the time it was incurred. (3-31-22)

04. Interest and Dividend Income Exempt From Federal Taxation. As provided in Section 63-
3022M, ldaho Code, certain interest and dividend income that is exempt from federal income tax must be added. For
example, interest income from state and local bonds that is exempt from federal income tax pursuant to Section 103,
Internal Revenue Code, must be added. (3-31-22)

a. Interest from bonds issued by the state of Idaho or its political subdivisions is exempt from Idaho
income tax and, therefore, is not required to be added to taxable income. (3-31-22)

b. If a taxpayer has both Idaho and non-ldaho state and municipal interest income, expenses not
allowed pursuant to Sections 265 and 291, Internal Revenue Code, must be prorated between the Idaho and non-
Idaho interest income as provided in Subsections 105.04.b.i. and 105.04.b.ii. The addition to taxable income required
for non-1daho state and municipal interest income must be offset by the expenses prorated to that interest income. The
allowable offset may not exceed the reportable amount of interest income. An unused offset may not be carried back
or carried over. A schedule showing the interest and related offsets must be attached to the return. (3-31-22)

i Expenses prorated to Idaho state and municipal interest income are based on theratio of 1daho state
and municipal interest income to total state and municipal interest income. (3-31-22)

ii. Expenses prorated to hon-ldaho state and municipal interest income are based on the ratio of non-
|daho state and municipal interest income to total state and municipal interest income. (3-31-22)

05. Interest Expense Attributable to Tax-Exempt Interest Income. As provided by Section 63-
3022M, Idaho Code, a taxpayer must add interest expense on indebtedness incurred to purchase or carry certain
obligations that produce tax-exempt interest income. Because this addition serves to offset the tax-exempt interest
income, it is often referred to as an interest expense offset related to tax-exempt interest income. See Rule 115 of
these rules for the computation of the interest expense offset related to tax-exempt interest. (3-31-22)

06. Special First-Year Depreciation Allowance. As provided by Section 63-30220, Idaho Code, if a
taxpayer claimsthe specia first-year depreciation allowance on property acquired before 2008 or after 2009 pursuant
to Section 168(k), Internal Revenue Code, the adjusted basis of that property and the depreciation deduction allowed
for Idaho income tax purposes must be computed without regard to the special first-year depreciation allowance. The
amount of depreciation computed for federal income tax purposes that exceeds the amount of depreciation computed
for 1daho income tax purposes must be added. The adjustments required by this subsection do not apply to property
acquired after 2007 and before 2010. (3-31-22)

106. ADJUSTMENTS TO TAXABLE INCOME -- ADDITIONS REQUIRED ONLY OF
CORPORATIONS (RULE 106).
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Section 63-3022, Idaho Code. As provided in Section 63-3022(d), Idaho Code, add the federal dividends received
deduction subtracted in computing taxable income. (3-31-22)

107. ADJUSTMENTS TO TAXABLE INCOME -- ADJUSTMENTS REQUIRED ONLY OF
TAXPAYERS REPORTING NONBUSINESS INCOME (RULE 107).

Section 63-3027(a)(4), Idaho Code. All deductions relating to the production of nonbusiness income will be allocated
with the income produced. See Section 63-3027, Idaho Code, and Rules 330 through 336 of these rules for the
definitions of businessincome and nonbusiness income. (3-31-22)

108. ADJUSTMENTS TO TAXABLE INCOME -- ADDITIONS REQUIRED ONLY OF INDIVIDUALS
(RULE 108).
Section 63-3022, Idaho Code

01. Lump Sum Distributions. As provided in Section 63-3022(k), Idaho Code, an individual must add
the taxable amount of alump sum distribution excluded from taxable income. (3-31-22)

02. Withdrawalsfrom an Idaho M edical Savings Account. As provided in Section 63-3022K, Idaho
Code, an account holder must add the amount of a withdrawal from an Idaho medical savings account if the
withdrawal was not made for the purpose of paying eligible medical expenses. See Rule 190 of these rules. (3-31-22)

03. Withdrawalsfrom an Idaho College Savings Program. (3-31-22)

a. As provided in Section 63-3022(0), Idaho Code, an account owner must add the amount of any
nonqualified withdrawal from an Idaho college savings program, less the amount included in the account owner’s
gross income. The addition is limited to contributions previously exempt from Idaho state income tax and earnings
generated from the program as long as the earnings are not already included in federal adjusted gross income.
Nonqualified withdrawal is defined in Section 33-5401, Idaho Code. (3-31-22)

b. As provided in Section 63-3022(p), Idaho Code, an account owner must add the amount of a
withdrawal from an Idaho college savings program that is transferred on or after July 1, 2007 to a qualified tuition
program operated by a state other than |daho. For taxable years beginning on or after January 1, 2008, the addback is
limited to the total of the amounts contributed to the Idaho college savings program that were deducted on the account
owner’s Idaho income tax returns for the year of the transfer and the immediately preceding taxable year. (3-31-22)

04. Certain Expenses of Eligible Educators. As provided in Section 63-30220, |daho Code, prior to
January 1, 2012, an eligible educator as defined in Section 62, Internal Revenue Code, must add the amount of out-of -
pocket classroom expenses deducted as allowed by Section 62, Internal Revenue Code, in computing adjusted gross
income. (3-31-22)

05. State and L ocal Sales Tax. As provided in Section 63-3022(j), |daho Code, an individual must add
the amount of state and local general sales taxes deducted as an itemized deduction. (3-31-22)

109. ADJUSTMENTSTO DISTRIBUTABLE NET INCOME OF ESTATESAND TRUSTS (RULE 109).

Section 63-3022, Idaho Code. As provided in Section 63-3022(g), Idaho Code, an estate or trust will make the
adjustments that are required of individuals as provided in Section 63-3022, Idaho Code, in determining the Idaho
taxable income of the beneficiary of an estate or trust. (3-31-22)

110. -- 114. (RESERVED)

115. INTEREST EXPENSE OFFSET RELATED TO TAX-EXEMPT INTEREST INCOME (RULE 115).
Section 63-3022M, Idaho Code

01. In General. The interest expense offset provided by Section 63-3022M, Idaho Code, is a separate
and distinct adjustment from provisions in the Internal Revenue Code that disallow interest expense related to federal
tax-exempt interest. (3-31-22)

02. Tax-Exempt Interest Income. For purposes of computing the interest expense offset attributable
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to tax-exempt interest income, tax-exempt interest income means interest on qualifying obligations of the United
States and interest on qualifying obligations of the state of Idaho, its cities, and political subdivisions. (3-31-22)

a. If ataxpayer owns an interest in a pass-through entity, that entity’ s tax-exempt incomeisto also be
included to the extent of the taxpayer’s interest. (3-31-22)
b. Interest income that is only partially exempt for federal purposes is not included. Also, expenses
related to tax-exempt interest income such as adjustments provided by Sections 265 and 291, Internal Revenue Code,
are not included. (3-31-22)
03. Total Income. For purposes of computing the interest expense offset, total income is to be
computed as follows: (3-31-22)
a. Corporations. (3-31-22)

i. Total income equals the amount reported as total income on Form 1120, U.S. Corporation Income
Tax Return, for domestic corporations, plus the amount reported as total income on Form 1120F, U.S. Income Tax
Return of a Foreign Corporation, for foreign corporations engaged in a U.S. trade or business, plus the amount of tax-
exempt interest income not included in total income on Form 1120 and Form 1120F, plus the amount reported as
nonexempt foreign trade income on Schedule B of Form 1120-FSC, Income Tax Return of a Foreign Sales
Corporation, less the amount of foreign dividend gross-up included in federal income pursuant to Section 78, Internal
Revenue Code. (3-31-22)

ii. If a taxpayer files a return using the worldwide combined reporting method, total income also
includes the amount reported as total income on Schedule C of Form 5471, Information Return of U.S. Persons With
Respect to Certain Foreign Corporations, for each foreign corporation included in the combined report.  (3-31-22)

iii. If the corporation is a partner in a partnership, total income also includes the corporation’s
distributive share of the partnership’ stotal income as reported on page one (1) of Form 1065, U.S. Partnership Return

of Income, to the extent this amount is not included in total income on Form 1120. (3-31-22)
iv. Intercompany amounts are to be eliminated to the extent included in these amounts. (3-31-22)
b. S Corporations. (3-31-22)

i. Total income is to equal the amount reported as total income on Form 1120S, U.S. Income Tax
Return for an S Corporation, plus the amounts reported as net income from rental real estate activities, net income
from other rental activities, interest income, dividend income, royalty income, net short-term and long-term capital
gains, other portfolio income, net gain under Section 1231, and other income as listed on Schedule K, plus the

amount of tax-exempt interest income not included on Form 1120S. (3-31-22)
ii. If the S corporation is a partner in a partnership, total income aso includes the appropriate
partnership amounts as provided in Subsection 115.03.a.iii. (3-31-22)
C. Partnerships. (3-31-22)

i. Total income is to equal the amount reported as total income on Form 1065, U.S. Partnership
Return of Income, plus the amounts reported as net income from rental real estate activities, net income from other
rental activities, interest income, dividend income, royalty income, net short-term and long-term capital gains, other
portfolio income, net gain under Section 1231, and other income as listed on Schedule K, plus the amount of tax-
exempt interest income not included on Form 1065. (3-31-22)

ii. If the partnership is a shareholder in an S corporation, total income also includes the partnership’s
distributive share of the S corporation’ s total income as reported on page one (1) of the Form 1120S, U.S. Income Tax
Return for an S Corporation, to the extent this amount is not included in total income on Form 1065. (3-31-22)

d. Individuals. (3-31-22)
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i Total incomeisto equal the amount reported as total income on Form 1040, U.S. Individual Income
Tax Return. (3-31-22)

ii. If theindividual is a partner in a partnership, total income also includes the individua’ s distributive
share of the partnership’stotal income as reported on page one (1) of Form 1065, U.S. Partnership Return of Income,
to the extent this amount is not included in total income on Form 1040. (3-31-22)

iii. If the individual is a shareholder in an S corporation, total income aso includes the individual’s
distributive share of the S corporation’ stotal income as reported on page one (1) of the Form 1120S, U.S. Income Tax
Return for an S Corporation, to the extent this amount is not included in total income on Form 1040. (3-31-22)

iv. Total income also includes the amount of tax-exempt interest income not included on Form 1040,
plus his share of the amount not included on Forms 1065 and 1120S. (3-31-22)

04. Unitary Taxpayers. The interest expense offset isto be computed at the combined group level, not
within each corporate entity. Total income, interest expense, and tax-exempt interest amounts from each member of
the combined group are used in computing the interest expense offset. (3-31-22)

116. EXPENSES OTHER THAN INTEREST ATTRIBUTABLE TO TAX-EXEMPT INCOME (RULE
116).
Section 63-3022M, Idaho Code

01. Directly Allocable Expenses. Expenses, other than interest, that are directly allocable to exempt
interest or dividend income, is to be alocated to such income and no deduction is to be alowed for such alocated
expenses. (3-31-22)

02. Indirectly Allocable Expenses. If an expense is indirectly allocable to both a class of nonexempt

income and exempt interest or dividend income, a reasonable proportion of such expense determined in the light of
all the facts and circumstances in each case is to be allocated to each class. No deduction is allowed for expenses
indirectly allocated to exempt interest or dividend income. (3-31-22)

117. -- 119. (RESERVED)

120. ADJUSTMENTS TO TAXABLE INCOME -- SUBTRACTIONS AVAILABLE TO ALL
TAXPAYERS (RULE 120).

Section 63-3022, Idaho Code. The following items are allowable subtractions to all taxpayers in computing Idaho
taxable income. (3-31-22)

01. State and Local Income Tax Refunds. State and local income tax refunds included in taxable
income may be subtracted, unless the refunds have already been subtracted pursuant to Section 63-3022(a), Idaho
Code. (3-31-22)

02. Idaho Net Operating Loss. As provided in Section 63-3022(c), Idaho Code, an ldaho net
operating loss deduction described in Section 63-3021, Idaho Code, and allowed by Section 63-3022(c), Idaho Code,
and Rules 200 through 210 of these rules may be subtracted. An S corporation or a partnership that incursalossis not
entitled to claim a net operating loss deduction. The loss is passed through to the shareholders and partners who may
deduct the loss. (3-31-22)

03. Income Not Taxable by Idaho. As provided in Section 63-3022(f), Idaho Code, income that is
exempt from Idaho income taxation by a law of the state of Idaho or of the United States may be subtracted if that
income isincluded in taxable income and has not been previously subtracted. Income exempt from taxation by Idaho
includes the following: (3-31-22)

a. Interest income from obligations issued by the United States Government. Gain recognized from
the sale of United States Government obligations is not exempt from Idaho tax and, therefore, may not be subtracted
from taxable income. For the interest expense offset, see Rule 115 of these rules. (3-31-22)
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b. Idaho lottery prizes exempt by Section 67-7439, Idaho Code. For prizes awarded on lottery tickets
purchased in Idaho after January 1, 1998, a subtraction is alowed for each lottery prize that is less than six hundred
dollars ($600). If a prize equals or exceeds six hundred dollars ($600), no subtraction is alowed. The full amount of
the prize isincluded in income. (3-31-22)

C. Certain income from loss recoveries. See Rule 195 of these rules. (3-31-22)

04. Technological Equipment Donation. As provided by Section 63-3022J, Idaho Code, and Rule
180 of these rules, the lower of cost or fair market value of technological equipment donated to qualifying institutions
may be subtracted, limited to the Idaho taxable income of the taxpayer. (3-31-22)

05. Long-Term Care Insurance. As provided in Section 63-3022Q, Idaho Code, a deduction from
taxable income is allowed for the amount of the premiums paid during the taxable year for qualifying long-term care
insurance for the benefit of the taxpayer, a dependent of the taxpayer or an employee of the taxpayer to the extent the
premiums have not otherwise been deducted or accounted for by the taxpayer for Idaho income tax purposes. See
Rule 193 of these rules. (3-31-22)

06. Special First-Year Depreciation Allowance. As provided by Section 63-30220, Idaho Code, if a
taxpayer claims the specia first-year depreciation allowance on property acquired before 2008 or after 2009 pursuant
to Section 168(Kk), Internal Revenue Code, the adjusted basis of that property and the depreciation deduction allowed
for Idaho income tax purposes must be computed without regard to the special first-year depreciation allowance. The
adjustments required by this subsection do not apply to property acquired after 2007 and before 2010. (3-31-22)

a. Depreciation. The amount of depreciation computed for Idaho income tax purposes that exceeds
the amount of depreciation computed for federal income tax purposes may be subtracted. (3-31-22)
b. Gains and losses. During the recovery period, the adjusted basis of depreciable property computed

for federal income tax purposes will be less than the adjusted basis for Idaho income tax purposes as a result of
claiming the special first-year depreciation allowance. If a loss quaifies as a capital loss for federal income tax
purposes, the federal capital loss limitations and carryback and carryover provisions apply in computing the Idaho
capital loss allowed. (3-31-22)

i. If asale or exchange of property resultsin again for both federal and Idaho income tax purposes, a
subtraction is allowed for the difference between the federal and Idaho gains computed prior to any applicable Idaho
capital gains deduction. (3-31-22)

ii. If asale or exchange of property resultsin a gain for federal income tax purposes and an ordinary
loss for 1daho income tax purposes, the federal gain and the Idaho loss must be added together and the total may be
subtracted. For example, if ataxpayer has a federal gain of five thousand dollars ($5,000) and an Idaho loss of four
thousand dollars ($4,000), the amount subtracted would be nine thousand dollars ($9,000). (3-31-22)

iii. If asale or exchange of property resultsin an ordinary loss for both federal and 1daho income tax
purposes, the difference between the federal and Idaho losses may be subtracted. For example, if a taxpayer has a
federal loss of three hundred dollars ($300) and an Idaho loss of five hundred dollars ($500), the amount subtracted
would be two hundred dollars ($200). (3-31-22)

iv. If a sale or exchange of property results in a capital loss for both federal and 1daho income tax
purposes, apply the capital loss limitations and subtract the difference between the federal and Idaho deductible
capital losses. For example, if a taxpayer has a federal capital loss of six thousand dollars ($6,000) and an Idaho
capital loss of eight thousand dollars ($8,000), both the federal and Idaho capital losses are limited to a deductible
capital loss of three thousand dollars ($3,000). In this case, no subtraction is required for the year of the sale. In the
next year, assume the taxpayer had a capital gain for both federal and Idaho purposes of two thousand dollars
(%$2,000). The capital loss carryovers added to the capital gain results in a federal deductible capital loss of one
thousand dollars ($1,000) and an Idaho deductible capital loss of three thousand dollars ($3,000). The taxpayer would
subtract the difference between the federal and Idaho deductible losses or two thousand dollars ($2,000) in computing
| daho taxable income. (3-31-22)
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07. Income Restored Under Federal Claim of Right. As provided by Section 63-3022F, Idaho Code,
if ataxpayer included an item in Idaho taxable income in a prior taxable year and was later required to restore the
item because it was established after the close of the prior taxable year that the taxpayer did not have an unrestricted
right to such item or to a portion of the item, such taxpayer is alowed a deduction in determining ldaho taxable
income if the taxpayer has not otherwise deducted such item in computing his taxable income. The deduction is
allowed to the extent such deduction would have been allowed to the taxpayer under Section 1341, Internal Revenue
Code, had the taxpayer claimed the deduction instead of the recalculation of federal tax, but only to the extent the
item was included in lIdaho taxable income in the prior taxable year. (3-31-22)

121. ADJUSTMENTS TO TAXABLE INCOME -- SUBTRACTIONS AVAILABLE ONLY TO
INDIVIDUALS (RULE 121).
Section 63-3022, Idaho Code

01. Income Not Taxable by Idaho. As provided in Section 63-3022(f), Idaho Code, subtract the
amount of income that is exempt from Idaho income tax if included in taxable income. Income exempt from taxation
by Idaho includes the following: (3-31-22)

a. Certain income earned by American Indians. See Rule 033 of theserules. (3-31-22)

b. Retirement payments received pursuant to the old Teachers' Retirement System. Prior to its repeal
on July 1, 1967, the old Teachers' Retirement System was codified at Title 33, Chapter 13, Idaho Code. Teacherswho
were empl oyed by the state of Idaho and who retired on or after January 1, 1966, generally do not qualify for this
exemption. Teachers who were not state employees and who retired on or after January 1, 1968, do not qualify.
Teachers receiving benefits pursuant to the Public Employees Retirement System, Title 59, Chapter 13, Idaho Code,
do not qualify for the exemption. No exemption is provided for amounts received from other states, school districts
outside Idaho, or any other source if the proceeds do not relate to teaching performed in Idaho. (3-31-22)

02. Military Compensation for Service Performed Outside Idaho. As provided in Section 63-
3022(h), Idaho Code, certain members of the United States Armed Forces may deduct from taxable income their
military service pay received for military service performed outside Idaho. See Rule 032 of theserules.  (3-31-22)

03. Standard or Itemized Deduction. As provided in Section 63-3022(j), Idaho Code, deduct either
the standard deduction amount as defined in Section 63, Internal Revenue Code, or the itemized deductions allowed
by the Internal Revenue Code. If itemized deductions are limited pursuant to the Internal Revenue Code, they are also
limited for 1daho income tax purposes. (3-31-22)

a. If state and local income or general sales taxes are included in itemized deductions for federal
purposes pursuant to Section 164, Internal Revenue Code, they will be added to taxable income. If itemized
deductions are limited pursuant to Section 68, Internal Revenue Code, the amount of state and local income or
general sales taxes added back will be computed by dividing the amount of itemized deductions that are allowed to
the taxpayer after al federal limitations by total itemized deductions before the Section 68 limitation. For taxable
years beginning in or after 2007, this proration will be calculated four (4) digitsto the right of the decimal point. If the
fifth digit is five (5) or greater, the fourth digit is rounded to the next higher number ($10,000/$15,000 = .66666 =
.6667 = 66.67%). If the fifth digit islessthan five (5), the fourth digit remains unchanged and any digits remaining to
its right are dropped ($10,000/$30,000 = .33333 = .3333 = 33.33%). The percentage may not exceed one hundred
percent (100%) nor be less than zero (0). The result is then applied to state and local income or general sales taxes to
determine the Idaho state and local income and general sales tax addback. See Rule 105 of these rules. (3-31-22)

b. If an itemized deduction alowable for federal income tax purposes is reduced for the mortgage
interest credit or the foreign tax credit, the amount that would have been allowed if the federal credit had not been
claimed is allowed as an itemized deduction. (3-31-22)

C. For taxable years beginning on or after January 1, 2000, the standard deduction allowed on a
married filing joint return will be equal to two (2) times the basic standard deduction for a single individual. Add to
this amount any additional standard deduction for the aged or blind allowed for federal income tax purposes.

(3-31-22)
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04. Social Security and Railroad Retirement Benefits. As provided in Section 63-3022(1), Idaho
Code, subtract from taxable income the amount of social security and certain railroad retirement benefits included in

gross income pursuant to Section 86, Internal Revenue Code. (3-31-22)
a. The term socia security benefits includes United States social security benefits and Canadian
social security pensions received by a United States resident that are treated as United States social security benefits
for United States income tax purposes. (3-31-22)
b. The term certain railroad retirement benefits means the following amounts paid by the Railroad
Retirement Board: (3-31-22)
i Annuities, supplemental annuities, and disability annuities, including the Tier | social security
equwalent benefits, and the Tier |1 pension amounts; (3-31-22)
ii. Railroad unemployment; and (3-31-22)
iii. Sickness benefits. (3-31-22)

05. Self-Employed Worker's Compensation Insurance Premiums. As provided in Section 63-
3022(m), Idaho Code, self-employed individuals may subtract from taxable income the premiums paid to secure
worker's compensation insurance for coverage in ldaho if the premiums have not been previously deducted in
computing taxable income. The term worker’' s compensation insurance means “workmen’'s compensation” as defined
in Section 41-506(d), Idaho Code. Premiums paid to secure worker’s compensation insurance coverage are those
payments made in compliance with Section 72-301, Idaho Code. (3-31-22)

06. Retirement Benefits. As provided in Section 63-3022A, Idaho Code, and Rule 130 of these rules,
a deduction from taxable income is allowed for certain retirement benefits. (3-31-22)

07. Energy Efficiency Upgrades. As provided in Section 63-3022B, Idaho Code, and Rule 140 of
these rules, a deduction from taxable income is alowed for qualified expenses related to the installation of energy
efficiency upgrades in the residence of the taxpayer built or subject to an outstanding building permit on or before
2002. (3-31-22)

08. Alternative Ener gy Devices. As provided in Section 63-3022C, Idaho Code, and Rule 150 of these
rules, a deduction from taxable income is allowed for qualified expenses related to the acquisition of an alternative
energy device used in an Idaho residence of the taxpayer. (3-31-22)

09. Household and Dependent Care Services. As provided in Section 63-3022D, Idaho Code, and
Rule 160 of these rules, a deduction from taxable income is allowed for certain employment related expenses
incurred for the care of qualifying individuals. (3-31-22)

10. Household Deduction for Elderly or Developmentally Disabled Dependents. As provided in
Section 63-3022E, ldaho Code, and Rule 165 of these rules, a deduction from taxable income is alowed for
maintaining a household where an elderly or developmentally disabled family member resides. (3-31-22)

11 Reparations to Displaced Japanese Americans. As provided in Section 63-3022G, |daho Code,
certain individuals are allowed a deduction for amounts included in taxable income relating to reparation payments
from the United States Civil Liberties Public Education Fund. (3-31-22)

12. Capital Gains. As provided in Section 63-3022H, |daho Code, and Rules 170 through 173 of these
rules, a deduction from taxable income may be allowed for net capital gains recognized from the sale of qualified
|daho property. (3-31-22)

13. Adoption Expenses. As provided in Section 63-3022I, Idaho Code, and Rule 185 of these rules, a
deduction from taxable income is allowed for certain expenses incurred when adopting a child. (3-31-22)
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14. Idaho Medical Savings Account. As provided in Section 63-3022K, Idaho Code, and Rule 190 of
these rules, a deduction from taxable income is allowed for qualifying contributions to and interest earned on an
Idaho medical savings account. (3-31-22)

15. Idaho College Savings Program. As provided in Section 63-3022(n), Idaho Code, a deduction
from taxable income is alowed for qualifying contributions to a college savings program. (3-31-22)

16. Health Insurance Costs. A deduction from taxable income is allowed for the amounts paid by the
taxpayer during the taxable year for insurance that constitutes medical care, as defined in Section 63-3022P, Idaho
Code, for the taxpayer, the spouse or dependents of the taxpayer not otherwise deducted or accounted for by the
taxpayer for |daho income tax purposes. See Rule 193 of theserules. (3-31-22)

17. Unused Net Operating Losses of Estates and Trusts. An unused net operating loss carryover
remaining on termination of an estate or trust is allowed to the beneficiaries succeeding to the property of the estate or
trust. The carryover amount is the same in the hands of the beneficiaries as in the hands of the estate or trust. For
taxable years beginning on and after January 1, 2000, but prior to January 1, 2013, the first one hundred thousand
dollars ($100,000) of loss sustained in any taxable year of an estate or trust must first be carried back by the estate or
trust unless an election has been made as provided by Section 63-3022(c), Idaho Code, to forego the carryback. The
first taxable year of the beneficiaries to which the net operating loss is to be carried is the taxable year of the
beneficiary in which the estate or trust terminates. No part of a net operating loss incurred by an estate or trust can be
carried back by a beneficiary, even if the estate or trust had no preceding taxable years eligible for a carryback. For
purposes of determining the number of years to which a loss may be carried over by a beneficiary, the last taxable
year of the estate or trust and the first taxable year of the beneficiary to which aloss is carried over each constitute a
taxable year. For taxable years beginning on and after January 1, 2013, the first one hundred thousand ($100,000) of
loss sustained in any taxable year of an estate or trust may be carried back by the estate or trust if an amended return
carrying the loss back is filed within one (1) year of the end of the taxable year of the net operating loss that resultsin
such carryback. (3-31-22)

122. ADJUSTMENTS TO TAXABLE INCOME -- SUBTRACTIONS AVAILABLE ONLY TO
CORPORATIONS (RULE 122).
Sections 63-3022 and 41-3821, Idaho Code

01. Foreign Dividend Gross-Up. As provided in Section 63-3022(f), Idaho Code, subtract the amount
reported as a dividend pursuant to Section 78, Internal Revenue Code. (3-31-22)

02. Stock Insurance Subsidiary Dividends or Distributions. (3-31-22)

a. As provided in Section 41-3821, Idaho Code, a mutual insurance holding company or an
intermediate holding company is to subtract the amount received as a dividend or distribution from a stock insurance
subsidiary. The deduction is allowed for taxable years beginning on or after January 1, 2004. (3-31-22)

b. The deduction alowed by Section 41-3821, Idaho Code, is not allowed if the stock insurance
subsidiary’s Idaho premium tax liability for the preceding taxable year is less than the stock insurance subsidiary
would have paid in Idaho income tax had it been subject to Idaho income taxation for that year. The Idaho premium
tax liability is the amount of total premium taxes less total premium tax credits allowed. The Idaho income tax it
would have paid is to be computed as provided by Section 63-3027, Idaho Code, net of any applicable income tax
credits. (3-31-22)

C. The taxpayer claiming the deduction is to include in its Idaho income tax return for the year the
deduction is claimed information that it is entitled to the deduction. Such information is to include the amount of the
stock insurance subsidiary’ s Idaho premium tax for the preceding taxable year and the amount of 1daho income tax it
would have paid for such year. (3-31-22)

123. -- 124. (RESERVED)
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125. ADJUSTMENTS TO TAXABLE INCOME -- BONUS DEPRECIATION ON PROPERTY
ACQUIRED AFTER SEPTEMBER 10, 2001, AND BEFORE DECEMBER 31, 2007, OR AFTER
DECEMBER 31, 2009 (RULE 125).

Section 63-30220, Idaho Code

01. In General. Section 63-30220, Idaho Code, requires that when computing | daho taxable income,
the amount of the adjusted basis of depreciable property, depreciation, and gains and losses from the sale, exchange,
or other disposition of depreciable property acquired after September 10, 2001, and before December 31, 2007, or
acquired after December 31, 2009, must be computed without regard to bonus depreciation allowed by Section
168(k), Internal Revenue Code. In order to meet this requirement, a taxpayer must be consistent in making the Idaho
adjustments required for all the taxable years in which federal bonus depreciation is claimed. See Subsection 125.02
of thisrule. The adjustments required by this rule do not apply to property acquired after 2007 and before 2010.

(3-31-22)
02. Depreciation. (3-31-22)
a. If ataxpayer makes the Idaho addition in the first taxable year bonus depreciation was claimed for

federal income tax purposes, in the subsequent taxable years the taxpayer is entitled to the Idaho subtractions for the
additional depreciation computed for |daho income tax purposes that exceeds the amount of depreciation claimed for
federal income tax purposes. (3-31-22)

b. If a taxpayer fails to make the Idaho addition in the first taxable year bonus depreciation was
claimed for federal income tax purposes, the taxpayer is not entitled to claim the Idaho subtractions for additional
depreciation in subsequent taxable years. In such instances, claiming an Idaho subtraction for additional depreciation
when the first year 1daho addition was not claimed constitutes computing depreciation with regard to Section 168(k),
Internal Revenue Code, which is specifically prohibited in Section 63-30220(1), Idaho Code. For example, the Idaho
addition is required for a taxable year when the bonus depreciation is claimed even though the taxpayer may be
limited in claiming a passive loss from a pass-through entity in which the bonus depreciation arose. If the bonus
depreciation is not added back in that taxable year, the Idaho subtractions are not allowed in the subsequent taxable
years. (3-31-22)

C. The Idaho adjustments are required in al taxable years in which the taxpayer has an Idaho filing
requirement or is a member of a combined group of corporations in which at least one member has an Idaho filing
requirement. If the taxpayer is not required to file an Idaho income tax return for one (1) or more years in which
depreciation may be claimed, the taxpayer may claim the Idaho adjustment in the taxable years in which an Idaho
returnisfiled if all such taxable years are treated consistently. (3-31-22)

d. Example. A corporation transacted business in California and Oregon during taxable year 2003. In
2004, the taxpayer began transacting business in Idaho and was required to file an Idaho corporation income tax
return for that year. On the federal return filed for 2003, the taxpayer claimed bonus depreciation for assets placed in
service that year. Because the taxpayer was not required to file an Idaho corporation income tax return for 2003, there
was ho Idaho bonus depreciation addition required of the taxpayer. In 2004, the second year of deprecation for the
assets placed in service in 2003, the taxpayer was required for |daho income tax purposes to compute depreciation on
the assets as if bonus depreciation had not been claimed. The difference in the amount of Idaho depreciation and the
depreciation claimed for federal income tax purposes for 2004 would be allowed to the taxpayer as an Idaho
subtraction since the taxpayer was required to file an Idaho corporation income tax return for that year. Assuming the
taxpayer files an Idaho corporation income tax return for the remaining years when depreciation on the assets is
allowed, the taxpayer will be allowed the Idaho subtraction in those years for the difference in the Idaho and federal
depreciation amounts. If the corporation transacted business in Idaho during 2003 only, the return filed for that year
should reflect the Idaho addition for the difference in the amount of Idaho depreciation and the depreciation claimed
for federal income tax purposes, even though the subtractions will not apply in subsequent years. (3-31-22)

126. -- 127. (RESERVED)
128. IDAHO ADJUSTMENTS-- PASSTHROUGH ENTITIES (RULE 128).

01. In General. An adjustment to a partnership, S corporation, estate or trust allowed or required by
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Idaho statute generally is claimed on the income tax returns of the partners, shareholders, or beneficiaries of the
entity. (3-31-22)

a. Partnerships. An adjustment passes through to a partner based on that partner’ s distributive share of
partnership profits. (3-31-22)

b. S Corporations. An adjustment passes through to a shareholder based on that shareholder’ s pro rata
share of income or loss. (3-31-22)

C. Estates and Trusts. An adjustment passes through to a beneficiary in the same ratio that income is
alocable to that beneficiary. (3-31-22)

02. Limitations. Deductions claimed on a partner’s, shareholder’s, or beneficiary’s tax return may not
exceed the limitations imposed by statute or rule. (3-31-22)

03. Different Taxable Year Ends. If a pass-through entity has ataxable year end different from that of
a partner, shareholder, or beneficiary, the adjustment is to be claimed in the same taxable year that income or loss
from that entity is reported for federal income tax purposes. (3-31-22)

04. Information Provided by a Pass-Through Entity. The pass-through entity will prepare and
distribute to each partner, shareholder, or beneficiary a schedule detailing the proportionate share of each adjustment.
Copies of these schedules is to be attached to the pass-through entity’ s Idaho income tax return or information return
for the taxable year that the adjustment is allowed or required. (3-31-22)

05. Pass-Through Entities That Pay Tax. Generally, a pass-through entity isto report the same Idaho
adjustments as those allowed to the individual partner, shareholder, or beneficiary for whom the pass-through entity is
paying the tax. However, certain deductions that may be allowed to the individual if reporting and paying the tax is
not allowed to the pass-through entity. (3-31-22)

a. See Rule 291 of these rules for information on computing the taxable income on which a pass-
through entity isto be subject to tax. (3-31-22)

b. See Subsection 173.01 of these rules for the disallowance of an Idaho capital gains deduction to a
pass-through entity paying the tax for an electing owner or beneficiary. (3-31-22)

129.  (RESERVED)

130. DEDUCTION OF CERTAIN RETIREMENT BENEFITS (RULE 130).
Section 63-3022A, Idaho Code

01. Qualified Benefits. Subject to limitations, the following benefits qualify for the deduction:
(3-31-22)

a. Retirement annuities paid to a retired civil service employee. For purposes of this deduction a
retired civil service employee is an individual who is receiving retirement annuities paid under the Civil Service
Retirement System, the Foreign Service Retirement and Disability System, or the offset programs of these systems.
An individual is entitled to benefits from this retirement system only if he established eligibility prior to 1984.
Retirement annuities paid to aretired federal employee under the Federal Employees Retirement System generally do
not qualify for the deduction. Retirement annuities received under the Federal Employees Retirement System by a
retiree previously covered under the Civil Service Retirement System qualify to the extent the retiree establishes the
portion of the annuity attributable to coverage under the Civil Service Retirement System. (3-31-22)

b. Retirement benefits paid as a result of participating in the firemen’s retirement fund of the state of
Idaho as authorized by Title 72, Chapter 14, Idaho Code. A fireman is entitled to benefits from this fund only if he
established eligibility as a pa|d fireman prior to October 1, 1980. Retirement benefits paid out of the public
employee’ s retirement system do not qualify for the deduction. (3-31-22)
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C. Retirement benefits paid to aretired Idaho city police officer: (3-31-22)
i By acity or its agent in regard to a policeman’s retirement fund that no longer admits new members
and on January 1, 2012, was administered by acity in this state; or (3-31-22)
ii. In regard to a policeman’s retirement fund that no longer admits new members and on January 1,
2012, was administered by the public employee retirement system of Idaho; or (3-31-22)
iii. By the public employee retirement system of Idaho to a retired police officer in regard to Idaho
employment not included in the federal social security retirement system; or (3-31-22)
iv. An unremarried widow or widower of a person described in Subparagraph 130.01.c.i., 130.01.c.ii.,
or 130.01.c.iii. of thisrule. (3-31-22)
d. Retirement benefits paid by the United States Government to a retired member of the military
Services. (3-31-22)
02. Unremarried Widow or Widower. An unremarried widow or widower of a retired civil service

employee, retired policeman, retired fireman, or retired member of the military services, who is sixty-five (65) or
older, or sixty-two (62) and disabled, is eligible for the deduction, even though the deceased spouse was not eligible
at the time of death. In this situation, the amount of the retirement benefits that can be considered for the deduction
for the taxable year of the spouse’s death is limited to the benefits paid to the spouse as a widow or widower.
(3-31-22)

a. Example. In year one (1), the husband of a married couple filing a joint income tax return received
civil service retirement. The husband did not qualify for the Idaho retirement deduction that year since he was not
disabled and was only age sixty (60) during that year. In year two (2) the husband died. Because hiswife is age sixty-
three (63) and disabled in that year, she is eligible for the deduction for year two (2) but only for the amount of her
husband' s retirement benefits she received that year as a result of being the widow. She may not include in the
computation of the deduction any amounts her husband was paid or entitled to prior to his death. For year three (3),
she may compute the deduction based on al the retirement benefits she receives as the widow that year.  (3-31-22)

b. Example. Assume the same facts as stated in Paragraph 130.02.a, of thisrule, except that the wifeis
not disabled and does not reach age sixty-five (65) until year four (4). In year one (1) the husband did not qualify for
the Idaho retirement deduction. In year two (2) the husband did not qualify for the deduction and the wife did not
qualify after her husband died. In year three (3), the wife did not qualify. In year four (4), because the wife reaches
age sixty-five (65) during that year, she is entitled to the Idaho retirement deduction on the amount of her husband's
retirement she received that year as a result of being awidow. (3-31-22)

C. Example. Once the widow remarries, she will not be eligible for the Idaho retirement deduction for
that year and the years that follow on the amounts she receives from her previous husband’ s retirement.  (3-31-22)

03. Married Individuals Filing Separate Returns. Married individuals who elect to file married
filing separate are not entitled to the deduction allowed by Section 63-3022A, 1daho Code. (3-31-22)

04. Publication of Maximum Deduction. The maximum deduction that may be subtracted when
computing ldaho taxable income will be published each year in the instructions for preparing ldaho individual
income tax returns. (3-31-22)

05. Disabled Individual. For purposes of this deduction, an individual is classified as disabled if he
meets the requirements of Section 63-701, Idaho Code, or an individual who qualifies as a person with a“permanent
disability” under Section 49-117 (7) (b) (iv), Idaho Code. Thisincludes: (3-31-22)

a. An individual recognized as disabled by the Social Security Administration pursuant to Title 42,
United States Code, or by the Railroad Retirement Board pursuant to Title 45, United States Code, or by the Office of
Management and Budget pursuant to Title 5, United States Code; or (3-31-22)

Section 130 Page 32 IAC Archive 2022



IDAHO ADMINISTRATIVE CODE IDAPA 35.01.01
State Tax Commission Income Tax Administrative Rules

b. A disabled veteran of any war engaged in by the United States, whose disability is recognized as a
service-connected disability of a degree of ten percent (10%) or more, or who has a pension for nonservice-connected
disahilities, in accordance with laws and regulations administered by the United States Veterans Administration.

(3-31-22)

131. -- 130. (RESERVED)

140. DEDUCTION FOR ENERGY EFFICIENCY UPGRADES (RULE 140).
Section 63-3022B, Idaho Code

01. Qualifying Date. The energy efficiency upgrade must be installed in a residence of the taxpayer, or
addition to a residence, that existed on or before January 1, 2002. A residence, or addition to a residence, constructed

after January 1, 2002, does not qualify. (3-31-22)
02. Qualifying Residence. The residence must be the primary residence of the taxpayer and must be
located in Idaho. (3-31-22)
03. Ener gy Efficiency Upgrade M easur e Definition. “Energy efficiency upgrade measure” means an

energy efficiency improvement to the building envelope or duct system that meets or exceeds the minimum value for
the improved component established by the version of the international energy conservation code (IECC) in effect in
Idaho during the taxable year in which the improvement is made or accrued. The IECC in effect in Idaho refersto the
version most recently adopted by the Idaho Building Code Board, including amendments made by the Board. See the
Board’s administrative rules at IDAPA 07.03.01, “Rules of Building Safety,” Section 004. (3-31-22)

04. Siding. Siding is not considered an energy efficiency upgrade. If a layer of insulation is placed
beneath siding, the cost of the insulation is deductible if it otherwise qualifies. If the siding consists of an outer shell
for protection against the weather and an inner layer of insulating material, the insulating material qualifiesif the cost
is separately identified by the seller. (3-31-22)

141. -- 149. (RESERVED)

150. DEDUCTION FOR ALTERNATIVE ENERGY DEVICES (RULE 150).
Section 63-3022C, |daho Code

01. Qualifying Residence. The deduction applies only to a residence of an individual and does not
apply to rental housing, unless the renter, rather than the owner, installs and pays for the device. (3-31-22)
02. Converted Rental Unit. If aresidence served by an alternative energy device is converted by the

owner from a rental unit to his residence, the owner is entitled to any remaining allowable deduction for the year of
the conversion based on the portion of the year that the residence served as his residence. For each subsequent year,
the owner is entitled to the full amount of the allowable deduction for that year assuming the residence continues to
be the owner’s residence. (3-31-22)

03. Purchase of a Residence. If aresidence served by an alternative energy device is sold, both the
seller and the buyer are entitled to a portion of the allowable deduction for the year of the sale based on the fraction of
the year each individual had ownership of the residence. The new owner is entitled to any alowable deduction
remaining for each subsequent year. The deduction is allowed even if the new owner previously rented the residence
as his personal residence. No more than afive thousand dollar ($5,000) deduction may be prorated in any year.

(3-31-22)

04. Common Distribution System. (3-31-22)

a. If the alternative energy device is dependent on and a part of a common distribution system such as

a common solar collector facility or a common pipeline that distributes geothermally heated water, the common
system is an alternative energy device if owned by the users of the facility. (3-31-22)
b. For purposes of determining the amount of the deduction, each common owner may claim the cost
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of the portion of the alternative energy system owned solely by that owner that serves only his residence, plus his pro
rata share of the costs of installation of the common system. The pro rata share of the cost is to be the actual cost
charged to the residential owner for the common system if the costs are allocated by a method that is reasonably
related to the actual cost of providing the alternative energy to the various residential owners. (3-31-22)

C. The developer of a common system should provide a statement to each common owner identifying
his allocable cost of the common system. If a statement is not provided, the common owners may agree to a
reasonable allocation. If the common owners are unable to determine a reasonable allocation, they may petition the
Tax Commission to make the determination. (3-31-22)

05. Destruction of Wood Burning Stove. The wood burning stove that does not meet the
environmental protection agency requirements for certification is to be surrendered to the Department of
Environmental Quality no later than thirty (30) days from the date of purchase of the qualifying alternative energy
device. Failure to surrender the wood burning stove within the thirty (30) day period is to result in the new device
failing to qualify as an alternative energy device. The thirty (30) day period may be extended only if the taxpayer can
show good cause for the delay. (3-31-22)

151. -- 150. (RESERVED)

160. DEDUCTION FOR HOUSEHOL D AND DEPENDENT CARE SERVICES (RULE 160).

Section 63-3022D, Idaho Code. Section 21, Internal Revenue Code, provides for a credit against federal income tax
of a percentage of the authorized employment-related expenses incurred for the care of qualifying individuals. The
allowable household and dependent care service expense is a deduction in computing Idaho taxable income. The
provisions of the Internal Revenue Code determine which dependents qualify, the maximum allowable expenses, and
the qualified payees. (3-31-22)

161. -- 164. (RESERVED)

165. ADDITIONAL HOUSEHOLD DEDUCTION OR CREDIT FOR ELDERLY OR
DEVELOPMENTALLY DISABLED DEPENDENTS (RULE 165).
Sections 63-3022E and 63-3025D, Idaho Code

01. Developmentally Disabled Defined. For purposes of the deduction allowed by Section 63-3022E,
Idaho Code, or the credit allowed by Section 63-3025D, Idaho Code, developmentally disabled means a chronic
disability that meets all of the following conditions: (3-31-22)

a. Is attributable to an impairment, such as intellectual disability, cerebral palsy, epilepsy, autism, or
other condition closely related to or similar to one (1) of these impairments that requires similar treatment or services,
or is attributable to dysexia resulting from the impairment. The other condition must result in limitations of general
intellectual functioning or adaptive behavior similar to those required for individuals with an intellectual disability.
See IDAPA 16.03.10, “Medicaid Enhanced Plan Benefits” Section 501 for the developmental disability
determination standards. (3-31-22)

b. Has continued or can be expected to continue indefinitely. (3-31-22)

Has substantial functional limitations in three (3) or more areas of major life activity. Individuals
with m|Id intellectual disabilities, controlled epilepsy, and mild cerebral palsy may not be viewed as developmentally
disabled since the criteria of substantial limitation may not be met. Individuals who succeed in developing skills to
function adequately in five (5) or more major life skill areas will no longer meet the definition of developmental

disability. The following are areas of major life activity: (3-31-22)
i. Self-care; (3-31-22)
ii. Receptive and expressive language; (3-31-22)
iii. Learning; (3-31-22)
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iv. Mohility; (3-31-22)
V. Self-direction; (3-31-22)
Vi. Capacity for independent living; and (3-31-22)
Vii. Economic self-sufficiency. (3-31-22)
d. Reflects the need for a combination and sequence of special, interdisciplinary or generic care,
treatment or other services that are of lifelong or extended duration and individually planned and coordinated.
Individuals who have limited or no need for services specific to disabilities do not qualify. (3-31-22)
02. Qualifying Individual. (3-31-22)
a. Immediate Family Member. An immediate family member is an individual who meets the

relationship test for being claimed as a dependent on the taxpayer’s federal income tax return. The family member
does not have to be claimed as a dependent on the taxpayer’ s income tax return to qualify. The family member must
receive over one-half (1/2) of his support from the taxpayer. A spouse does not qualify as an immediate family

member. (3-31-22)
b. Additional Household Deduction or Credit for Elderly. For purposes of the additional household
deduction or credit for the elderly, a qualifying individual must be an immediate family member. (3-31-22)
C. Additional Household Deduction or Credit for Developmentally Disabled Dependents. For
purposes of the additional household deduction or credit for a developmentally disabled dependent, a qualifying
individual includes an immediate family member, the taxpayer, or his spouse. (3-31-22)
03. Fractions of Years. (3-31-22)
a. The deduction is prorated at eighty-three dollars ($83) per month if the qualified individua livesin
the household for less than afull year. A fraction of a calendar month exceeding fifteen (15) daysistreated as afull
month. (3-31-22)
b. The credit is not available to part-year or nonresident individuals. If the quaified individual livesin

the household for less than afull year, the credit is prorated at eight dollars and thirty-three cents ($8.33) per month.
(3-31-22)

166. -- 169. (RESERVED)

170. IDAHO CAPITAL GAINSDEDUCTION -- IN GENERAL (RULE 170).
Section 63-3022H, Idaho Code

01. Qualifying for the Idaho Capital Gains Deduction. To qualify for the Idaho capital gains
deduction, a taxpayer must report capital gain net income, as defined in Section 1222(9), Internal Revenue Code, on

his federal income tax return. (3-31-22)
02. Capital Gain Net Income Limitation. (3-31-22)
a. The Idaho capital gains deduction may not exceed the capital gain net income included in taxable
income. (3-31-22)
b. Example. A taxpayer recognizes a capital gain of five thousand dollars ($5,000) on the sale of

Idaho real property that qualifies for the deduction. The taxpayer also recognizes a capital loss of two thousand five
hundred dollars ($2,500) from the sale of shares of stock. These are the only sales during the taxable year. Sixty
percent (60%) of the capital gain net income from qualified property is greater than the capital gain net income
included in the taxpayer’s taxable income. Therefore, the taxpayer’s Idaho capital gains deduction is limited to the
capital gain net income included in taxable income of two thousand five hundred dollars ($2,500), not sixty percent
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(60%) of the capital gain net income from the qualified property. (3-31-22)
03. Ordinary Income Limitation. Gains treated as ordinary income pursuant to the Internal Revenue
Code do not qualify for the Idaho capital gains deduction, including the following: (3-31-22)

a. Gain from dispositions of certain depreciable property treated as ordinary income pursuant to
Sections 1245 or 1250, Internal Revenue Code. (3-31-22)

b. Gain treated as ordinary income pursuant to Section 1231(c), Internal Revenue Code, and allocated
among the separate categories of net section 1231 gain as provided by Section 1(h)(8), Internal Revenue Code. Gain
treated as ordinary income under Section 1231(c) and allocated among the separate categories of net section 1231
gain as provided by Section 1(h)(8), Internal Revenue Code, must be prorated within each category between the gains
on property that qualifies for the Idaho capital gains deduction and gains on property that do not qualify for the Idaho
capital gains deduction. (3-31-22)

(o Example. One hundred thousand dollars ($100,000) of capital gain income is treated as ordinary
income. The first seventy thousand dollars ($70,000) of ordinary income is allocated to the net section 1231 gain in
the twenty-eight percent (28%) category. None of the gain in this category qualifies for the Idaho capital gains
deduction since it is al treated as ordinary income. The remaining thirty thousand dollars ($30,000) of ordinary
incomeis allocated to gain from property in the twenty-five percent (25%) group. The gain in this category is derived
from the sale on three (3) items of equipment. Two (2) of the items were qualified property located in Idaho. The third
item was located in Oregon. Each item generated a gain of twenty-five thousand dollars ($25,000). The gain treated
as ordinary income is prorated between the three (3) items, ten thousand dollars ($10,000) to each. As aresullt, fifteen
thousand dollars ($15,000) of the gain on each item remains as capital gain. The fifteen thousand dollars ($15,000) of
capital gain on each of the two items of 1daho equipment qualify for the Idaho capital gains deduction. Ten thousand
dollars ($10,000) of the gain on each of the items do not qualify sinceit istreated as ordinary income. The gain on the
Oregon equipment does not qualify for the capital gains deduction since the equipment is not located in Idaho.

$100,000 of Gain Treated 25% Group
. 28% Group - - -
as Ordinary Income Idaho Equipment | Idaho Equipment | Oregon Equipment
Total Gain in Category $70,000 $25,000 $25,000 $25,000
$100,000 - $100,000 - $100,000 -
. . $70,000 = $70,000 = $70,000 =
ﬁlig’ngeated as Ordinary | ¢70.000 | $30,000 X $30,000 X $30,000 X
$25,000/$75,000 = | $25,000/$75,000 = |$25,000/$75,000 =
$10,000 $10,000 $10,000
- $25,000 - $25,000 - $25,000 -
égoifarl'tg;?ammg & g0 $10,000 = $10,000 = $10,000 =
P $15,000 $15,000 $15,000
Gain Qualifying for Idaho
Capital Gains Deduction $0 $15,000 $15,000 $0

(3-31-22)

04. L osses From Nonqualified Property. Losses from property not qualifying for the Idaho capital
gains deduction may not be netted against gains from property qualifying for the Idaho capital gains deduction before

the amount of the deduction is determined. (3-31-22)
05. L osses From Qualified Property. (3-31-22)
a. L osses from property qualifying for the Idaho capital gains deduction are netted against gains from
property qualifying for the Idaho capital gains deduction before the amount of the deduction is determined. (3-31-22)
b. A capital loss carryover from property qualifying for the Idaho capital gains deduction will be
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netted against current year gains from property qualifying for the Idaho capital gains deduction before the amount of
the deduction is determined. If a taxpayer has a capital loss carryover consisting of qualified and nonqualified
property, the qualified capital loss carryover is the proportion that the qualified capital loss bears to the total capital

loss shown on the return in the prior year multiplied by the capital loss carryover. (3-31-22)
06. Examples. (3-31-22)
a. A taxpayer sells two (2) parcels of Idaho real property that qualify for the deduction. These are the

only sales during the taxable year. A capital gain of seven thousand five hundred dollars ($7,500) is recognized on the
sale of Parcel A. A capital loss of five thousand dollars ($5,000) is recognized on the sale of Parcel B. Since both
parcels are qualified property, the gain and loss are netted, resulting in capital gain net income from qualified property
of two thousand five hundred dollars ($2,500). The capital gains deduction is sixty percent (60%) or one thousand
five hundred dollars ($1,500). (3-31-22)

b. A taxpayer recognizes a capital gain of twenty thousand dollars ($20,000) on the sale of 1daho real
property that qualifies for the deduction. The taxpayer also recognizes a capital loss of two thousand five hundred
dollars ($2,500) from the sale of shares of stock that he has held for more than one (1) year. These are the only sales
during the taxable year. In this case, since the long-term capital lossis not from qualified property, the loss on the sale
of stock does not reduce the gain from qualified property for purposes of computing the deduction. The entire gain
from qualified property of twenty thousand dollars ($20,000) is eligible for the Idaho capital gains deduction. The
capital gains deduction is sixty percent (60%) or twelve thousand dollars ($12,000). (3-31-22)

171. IDAHO CAPITAL GAINSDEDUCTION -- QUALIFIED PROPERTY (RULE 171).
Section 63-3022H, Idaho Code

01. Tangible Personal Property. Tangible persona property qualifies for the Idaho capital gains
deduction if it was used in Idaho for at least twelve (12) months by a revenue-producing enterprise as defined by
Section 63-3022H(4), Idaho Code, and Rule 172 of theserules. (3-31-22)

02. Real Property. Idaho real property qualifies for the Idaho capital gains deduction if it was held by
the taxpayer for twelve (12) months. See Subsection 171.05 of this rule for examples of nonqualifying property.
(3-31-22)

03. Gain from Forfeited Rights and Payments. Gain attributable to a cancellation, lapse, expiration,
or other termination of a contract right or obligation does not qualify for the Idaho capita gains deduction. This
includes any gain from the lapse of an option or from forfeited earnest money, down payment, or similar payments,

related to otherwise qualifying property. (3-31-22)
04. Timber. As used in Section 63-3022H(3)(e), Idaho Code, qualified timber grown in Idaho
includes: (3-31-22)
a. Standing timber held as investment property that is a capital asset pursuant to Section 1221,
Internal Revenue Code; and (3-31-22)
b. Cut timber if the taxpayer elects to treat the cutting of timber as a sale or exchange pursuant to
Section 631(a), Internal Revenue Code. (3-31-22)
05. Nonqualifying Property. Nonqualifying property includes: (3-31-22)
a. Real or tangible personal property not having an Idaho situs. (3-31-22)
b. Tangible personal property not used by a revenue-producing enterprise. (3-31-22)

C. Intangible property. Some examples of intangible property include, but are not limited to:
(3-31-22)
i. Stocks and bonds; (3-31-22)
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ii. Interests in a partnership (except for interests identified in Section 63-3022H(3)(f)), Idaho Code,

LLC, or S corporation. (3-31-22)
06. Holding Periods. (3-31-22)
a. In General. To qualify for the capital gains deduction, property otherwise eligible for the Idaho
capital gains deduction must be held for specific time periods. The holding periods for Idaho purposes generally
follow Sections 1223 and 735, Internal Revenue Code. (3-31-22)
b. Exception to the Tacked-On Holding Period. The holding period of property given up in a tax-free
exchange is not tacked on to the holding period of the property received if the property given up was nonqualifying
property based on the requirements of Section 63-3022H(3), Idaho Code. (3-31-22)
(o Installment Sales. The determination of whether the property meets the required holding period is

made using the laws applicable for the year of the sale. If the required holding period is hot met in the year of sale, the
gain is not from qualified property. The classification as nonqualified property will not change even though the gain
may be reported in subsequent years when a reduced holding period is applicable. (3-31-22)

d. Examples of nonqualifying property. (3-31-22)

i A taxpayer purchased land in California. After owning the land three (3) years, he gave up the
Cdlifornialand in a tax-free exchange for land in Idaho. He owned the Idaho land for ten (10) months until selling it
at again. For federal purposes the holding period of the California land tacks on to the holding period of the Idaho
land. The gain from the sale of the Californialand would not qualify for the Idaho capital gains deduction sinceitis
real property located outside Idaho. The holding period of the Californialand does not tack on to the holding period
of the Idaho land for purposes of the Idaho capital gains deduction. Because the Idaho land was not held for twelve
(12) months, the gain from the sale of the Idaho land does not qualify for the Idaho capital gains deduction. (3-31-22)

ii. Assume the same facts as in the example in Subparagraph 171.05.d.i. except the taxpayer’ s original
purchase was land in Idaho. Because the taxpayer owned real property in Idaho that was exchanged for a second
parcel of real property in Idaho, the holding period of the Idaho land given up tacks on to the holding period of the
second parcel of Idaho land. Because the holding period of the second property, which includes the holding period of
the first property, was at least twelve (12) months, the gain from the sale of the second parcel of real property

qualifiesfor the Idaho capital gains deduction. (3-31-22)
07. Holding Periods of S Corporation and Partnership Property. (3-31-22)
a. Property Contributed by a Shareholder to an S Corporation or by a Partner to a Partnership. A

shareholder or partner who contributes otherwise qualified property to an S corporation or partnership may treat the
pass-through gain on the sale of that property as a qualifying Idaho capital gain if the property has, in total, been held
by the shareholder or partner and the S corporation or partnership for the required holding period. The
noncontributing sharehol ders or partners may treat the pass-through gain as aqualifying Idaho capital gain only if the
S corporation or partnership held the property for the required holding period. (3-31-22)

b. Property Distributed by an S Corporation or Partnership. (3-31-22)

i. Distributions. For purposes of this rule, the holding period of property received in a distribution
from a partnership or from an S corporation other than in liquidation of stock includes the time the entity held the
property. (3-31-22)

08. Sale of a Partnership Interest. For taxable years beginning on or after January 1, 2018, when 26
CFR 1.170A-13(c)(3) is used to determine the fair market value of the partnership’s qualified real property, the
language of that federal regulation isto be treated as if it sets forth an appraisal method for determining the value of
the qualified real property due to the sale of the partnership interest rather than a donation of property. (3-31-22)

172. IDAHO CAPITAL GAINSDEDUCTION -- REVENUE-PRODUCING ENTERPRISE (RULE 172).
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Section 63-3022H, Idaho Code

01. In General. Only the activities listed in Section 63-3022H(5), Idaho Code, qualify as a revenue-
producing enterprise. (3-31-22)
02. Nonqualifying Activities. Examples of activities that do not qualify as a revenue-producing
enterprise include the following: (3-31-22)
a. Retail sales; (3-31-22)
b. Professional or managerial services, (3-31-22)
C. Repair services or other service related activities; (3-31-22)

d. Transportation activities, unless they are an integral part of the taxpayer’s qualifying activity;
(3-31-22)
e Telephone, cable, and internet services; (3-31-22)
f. Agricultural services, such as horse training, veterinarian services, and crop dusting. (3-31-22)
03. MultipleActivities. If abusinessis engaged in both revenue-producing and nonrevenue-producing
activities, tangible personal property must be used in the revenue-producing activity to qualify for the Idaho capital
gains deduction. (3-31-22)
04. Examples. (3-31-22)
a. A taxpayer’s ldaho business includes buying wool and processing it into yarn, using the yarn to

manufacture clothes, and selling the clothes to the customers. Only part of the taxpayer’ s business activity qualifies as

arevenue-producing enterprise. The activity related to retail sales does not qualify as a revenue-producing enterprise

and any tangible personal property used in that activity does not qualify for the Idaho capital gains deduction.
(3-31-22)

b. A taxpayer’s ldaho business includes cutting timber in a forest, transporting the logs to a sawmill,
processing the logs into plywood, and selling the plywood to a furniture manufacturer. The entire business qualifies
as arevenue-producing enterprise, including the selling activity, because the selling activity is at wholesale.

(3-31-22)

C. A taxpayer’s Idaho business includes growing potatoes and operating along-haul trucking business
unrelated to the potato operations. Only the portion of the Idaho business involved in activities necessary to the
growing of potatoes qualifies as a revenue-producing enterprise. Tangible personal property used in the taxpayer’s
long-haul trucking business does not qualify for the Idaho capital gains deduction. (3-31-22)

173. IDAHO CAPITAL GAINSDEDUCTION -- PASSTHROUGH ENTITIES (RULE 173).
Section 63-3022H, Idaho Code

0l In General. (3-31-22)
a. Qualified property held by an S corporation, partnership, trust, or estate may be eligible for the
Idaho capital gains deduction. The deduction is allowed only on the return of an individual shareholder, individual
partner, or individual beneficiary. (3-31-22)
b. Partnerships, S corporations, trusts, and estates that pay the tax for an electing individual pursuant
to Section 63-3022L, Idaho Code, are not allowed to claim a capital gains deduction. (3-31-22)
02. Multistate Entities. A nonresident shareholder of an S corporation or a nonresident partner of a

partnership required to allocate and apportion income as set forth in Section 63-3027, Idaho Code, isto compute his
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Idaho capital gains deduction on his interest in income of that portion of the qualifying capital gains allocated or

apportioned to Idaho. (3-31-22)
03. Examples. (3-31-22)
a. XY Z Farms, a multistate partnership, sold three (3) parcels of farmland: one (1) in Idaho purchased

seven (7) years ago, one (1) in Washington, and one (1) in Oregon. The sale of the Idaho property resulted in a forty
thousand dollar ($40,000) gain, the sale of the Washington property resulted in a thirty thousand dollar ($30,000)
gain, and the sale of the Oregon property resulted in a twenty thousand dollar ($20,000) loss, for a net gain of fifty
thousand dollars ($50,000). The income and loss from the sale of the farmland is determined to be business income
and is included in income apportionable to Idaho. The partnership has a seventy-five percent (75%) Idaho
apportionment factor. The three (3) nonresident partners share equally in the partnership profits. Each nonresident
partner reports capital gain net income in determining taxable income for the year and may claim an Idaho capital
gains deduction of six thousand dollars ($6,000), computed as follows: ($40,000 Idaho gain X 75% apportionment
factor = $30,000 gain apportioned to Idaho X 1/3 interest = $10,000 attributable to each partner X 60% = $6,000
capital gains deduction allowable on each partner’s nonresident return). For taxable year 2001 only, the capital gains
deduction is eighty percent (80%) of the capital gain net income from qualified property, or eight thousand dollars
($8,000). After 2001, the capital gains deduction returns to sixty percent (60%) or six thousand dollars ($6,000).
(3-31-22)

b. Assume the same facts as in Paragraph 173.03.a. of thisrule, except that one (1) of the nonresident
partners reported capital gain net loss on his federal return. Because the partner did not meet the criteria of reporting
capital gain net income in determining taxable income as required by Section 63-3022H(1), Idaho Code, he would not
be entitled to the Idaho capital gains deduction on his Idaho return. (3-31-22)

Assume the same facts as in Paragraph 173.03.a. of this rule, except that the Oregon property was
sold at a nmety thousand dollar ($90,000) loss, resulting in capital gain net loss from the partnership. If a partner had
other capital gains to report and reported capital gain net income on his federal income tax return, he would be
entitled to part or al of the capital gains deduction computed on the Idaho property in Paragraph 173.03.a. of this
rule, limited to the amount of the capital gain net income from all property included in taxable income by the partner.

(3-31-22)

d. Assume the same facts asin Paragraph 173.03.a. of thisrule, except that the farmland is determined
to be nonbusiness income. Therefore, the forty thousand dollar ($40,000) gain from the sale of the Idaho farmland is
allocated to ldaho. Assuming each partner had no other capital gains or losses except from the partnership, each
partner may claim an Idaho capital gains deduction of eight thousand dollars ($8,000), computed as follows: ($40,000
gain alocated to Idaho X 1/3 = $13,333 partner’s share X 60% = $8,000 Idaho capital gains deduction allowable on
each partner’s nonresident return). For taxable year 2001, the capital gains deduction is eighty percent (80%) of the
capital gain net income from qualified property, computed to be ten thousand six hundred and sixty-seven dollars
($10,667). (3-31-22)

e An |daho resident partner must report all partnership income to Idaho. As a result, his share of
partnership income, including any capital gain included in apportionable income, is not limited by the apportionment
factor of the partnership. Therefore, in the example in Paragraph 173.03.a. of this rule, aresident partner may claim
an Idaho capital gains deduction of eight thousand dollars ($8,000) computed as follows: ($40,000 Idaho gain X 1/3
interest X 60% = $8,000). For taxable year 2001, the capital gains deduction is eighty percent (80%) of the capital
gain net income from qualified property, computed to be ten thousand six hundred and sixty-seven dollars ($40,000

Idaho gain X 1/3 interest X 80% = $10,667). (3-31-22)
f. Gains that cannot be traced back to the sale of Idaho qualifying property do not qualify for the
Idaho capital gains deduction. (3-31-22)

174. -- 179. (RESERVED)

180. DEDUCTION FOR DONATION OF TECHNOLOGICAL EQUIPMENT (RULE 180).
Section 63-3022J, |daho Code
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01. Limitations. The deduction for donations of technological equipment is limited to the lower of
cost, fair market value, or Idaho taxable income of the taxpayer. Any amount in excess of 1daho taxable income is not
allowed as a carryback or carryover. (3-31-22)
02. Fair Market Value. Fair market value is determined pursuant to Section 170, Internal Revenue
Code. (3-31-22)
03. Pass-Through of Deduction. (3-31-22)

a. See Rule 128 of these rules for the general rules relating to deductions of pass-through entities.
(3-31-22)
b. The limitations in Subsection 180.01 apply at the entity level. The deduction may not exceed the
amount of pass-through income less deductions of the entity making the contribution. (3-31-22)

181. -- 184. (RESERVED)

185. ADOPTION EXPENSES (RULE 185).
Section 63-3022I, |daho Code

01. In General. Subject to the limitations of Subsection 185.02, adoptive parents may deduct from
taxable income legal and medical expenses related to the adoption of a child. Travel expenses related to the adoption
may not be deducted. (3-31-22)

02. Maximum Deduction. The deduction allowed for a successful adoption is limited to a maximum
deduction for each adopted child. For taxable years beginning before 2018, the maximum deduction is three thousand
dollars ($3,000). For taxable years beginning after 2017, the maximum deduction is ten thousand dollars ($10,000)
regardless of whether the deduction is claimed in one (1) or more years. (3-31-22)

a. Examples: (3-31-22)
i A taxpayer spent five thousand dollars ($5,000) in 2017 and four thousand dollars ($4,000) in 2018

to adopt a child. He can deduct three thousand dollars ($3,000) in 2017 and four thousand dollars ($4,000) in 2018.
(3-31-22)

ii. A taxpayer spent five thousand dollars ($5,000) in 2017 and fifteen thousand dollars ($15,000) in
2018 to adopt a child. He can deduct three thousand dollars ($3,000) in 2017 and seven thousand dollars ($7,000) in

2018. (3-31-22)
03. Ineligible Expenses. (3-31-22)

a. The costs associated with an unsuccessful attempt to adopt a child do not qualify for the deduction.
(3-31-22)
b. A deduction is not alowed for expenses incurred in violation of state or federal law or for a
surrogate parenting arrangement. (3-31-22)

04. Year Deduction Allowed. The deduction is allowed in the taxable year the expense is paid. A
taxpayer isto file an amended return if he claimed any adoption expenses related to an unsuccessful attempt to adopt

in a previous taxable year. (3-31-22)
05. Financial Assistance. Eligible expenses are to be reduced by amounts received as financial aid for
the adoption, or from a grant pursuant to afederal, state, or local program. (3-31-22)

186. -- 189. (RESERVED)
190. IDAHO MEDICAL SAVINGSACCOUNTS (RULE 190).
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Section 63-3022K, Idaho Code

01. Designation as a Medical Savings Account. An account must be designated by a depository as a
medical savings account to qualify as an Idaho medical savings account. To be designated as a medical savings
account, the words medical savings account or MSA must be clearly listed on the statement provided to the account

holder and be included in one (2) of the following: (3-31-22)
a. The name of the account; (3-31-22)
b. Thetitle of the account; (3-31-22)
C. The description of the account; or (3-31-22)
d. The designation of the account. (3-31-22)
02. Withdrawal to Reimbursethe Account Holder. (3-31-22)
a. A withdrawal from an Idaho medical savings account to reimburse the account holder for expenses
he paid is not awithdrawal to pay eligible medical expensesto the extent the account balance at the time the expense
was paid was | ess than the withdrawal . (3-31-22)
b. Example. A taxpayer’s Idaho medical savings account had a balance of three hundred dollars

($300) on March 1. On that day, he paid amedical expense costing four hundred dollars ($400) using funds from his
regular checking account. On March 10 the taxpayer deposited two hundred dollars ($200) into his medical savings
account. On March 11 he withdrew four hundred dollars ($400) from his medical savings account to reimburse
himself for the medical expense payment. Only three hundred dollars ($300) of the withdrawal qualifies as a payment
of eligible medical expenses. The taxpayer may deduct two hundred dollars ($200) for the contribution to the
account. However, he must include one hundred dollars ($100) in Idaho taxable income in addition to paying a
penalty of ten dollars ($10). (3-31-22)

03. Pretax Contributions. Health benefits paid with pretax contributions, such as those paid pursuant
to a salary reduction agreement, are considered paid by the employer and do not qualify as an expense paid by the
employee. Health benefits paid with after-tax dollars are considered paid by the employee and qualify as an expense
paid by the employee. (3-31-22)

04. Contributions That Exceed the Amount Deductible. An account holder islimited in the amount
he can contribute to his Idaho medical savings account each year to the amount deductible for that year. For taxable
years beginning on or after January 1, 1995, but before January 1, 2014, the maximum amount deductible is two
thousand dollars ($2,000), four thousand dollars ($4,000) for ajoint account. For taxable years beginning on or after
January 1, 2014, the maximum amount deductible is ten thousand dollars ($10,000), twenty thousand dollars
(%$20,000) for ajoint account. Contributions to an Idaho medical savings account that exceed the limitation for that
year and that are not withdrawn as a deposit in error within thirty (30) days from the date of deposit, will be subject to
tax and the distribution penalty if withdrawn for purposes other than the payment of eligible medical expenses.

(3-31-22)

05. Death of a Spouse. If an Idaho medical savings account is established for married individuals as a
joint account, no contributions will be made for an account holder who is deceased. In the year of death, one-half (1/
2) of the contributions made up to the date of death will be attributed to each account holder. If the amounts are less
than the maximum contribution amount, the surviving account holder may make contributions so that his total
contributions for the year total the maximum contribution amount. For example, a married couple contributes three
thousand dollars ($3,000) to their medical savings account in January of 2013. In April of that year, the husband dies.
The contributions made to the date of death will be attributed to each spouse with the result that each spouse is
considered to have contributed one thousand five hundred dollars ($1,500). Because the wife has not met the
maximum deduction of two thousand dollars ($2,000) for taxable year 2013, she can contribute another five hundred
dollars ($500) in that year. (3-31-22)

191. -- 192. (RESERVED)
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193. HEALTH INSURANCE COSTSAND LONG-TERM CARE INSURANCE (RULE 193).
Sections 63-3022P and 63-3022Q, Idaho Code

01. In General. The amounts paid by an individual taxpayer for health insurance and long-term care
insurance that are not otherwise deducted or accounted for are allowed as deductions from taxable income. For
taxable years beginning between January 1, 2001, and December 31, 2003, the deduction allowed for the long-term
care insurance premiums was limited to fifty percent (50%) of the amount paid during the taxable year.  (3-31-22)

02. Costs Deducted or Accounted For. Deductions are not allowed for health insurance costs and
premiums paid for long-term care insurance that are otherwise deducted or accounted for. See Rule 194 of these rules
for examples of the limitations when costs are otherwise deducted or accounted for. Health insurance costs and
premiums paid for long-term care insurance that are otherwise deducted or accounted for include amounts: (3-31-22)

a Paid out of an Idaho medical savings account; (3-31-22)
b. Paid through a cafeteria plan or other salary-reduction arrangement when these costs are paid out of
pretax income; or (3-31-22)
C. Deducted as business expenses. (3-31-22)
03. Social Security Medicare Part A. (3-31-22)
a. The payroll tax paid for Medicare A is not considered a medical expense under Section 213,

Internal Revenue Code and, therefore, does not qualify for the Idaho deduction for health insurance costs. This
applies to individuals who are covered by Social Security or are government employees who paid Medicare tax.
(3-31-22)

b. The amount of premiums a taxpayer pays to voluntarily enroll in Medicare A is deductible under
Section 213, Internal Revenue Code, and qualifies for the Idaho deduction for health insurance costs. This appliesto
individuals who are not covered under Social Security or who were not government employees who paid Medicare
tax. (3-31-22)

04. Social Security Medicare Part B. Amounts paid for Medicare B, which is a supplemental medical
insurance, qualify for the deduction allowed under Section 213, Internal Revenue Code, and qualify for the Idaho
deduction for health insurance costs. (3-31-22)

05. Social Security Medicare Part D. Amounts paid for Medicare D, which is a voluntary
prescription drug insurance program for individuals with Medicare A or B, qualify for the deduction allowed under
Section 213, Internal Revenue Code, and qualify for the Idaho deduction for health insurance costs. (3-31-22)

06. Medical Payments Coverage and Personal Injury Protection of Automobile Insurance. The
portion of automobileinsurance that covers medical payments coverage or personal injury protection does not qualify
for the Idaho deduction for health insurance costs because the insurance coverage is not restricted to the taxpayer, the
taxpayer’s spouse, or the dependents of the taxpayer. This insurance provides protection to the driver and passengers
of the policyholder’s car or other injured parties. (3-31-22)

194. HEALTH INSURANCE COSTS AND LONG-TERM CARE INSURANCE -- EXAMPLES OF
LIMITATIONS (RULE 194).
Sections 63-3022P and 63-3022Q, Idaho Code

01. Examples of Limitations When Costs are Otherwise Deducted or Accounted For. If ataxpayer
elects to itemize deductions for Idaho purposes and his medical expenses exceed the federal adjusted gross income
limitation, the amount that is deducted as an itemized deduction will first apply to health insurance costs, next to
long-term care insurance, and last to other medical expenses. If the premiums exceed the amount deducted as an
itemized deduction, the Idaho deductions for health insurance costs and long-term care insurance may be allowed if
the premiums were not otherwise deducted or accounted for. If the taxpayer does not elect to itemize deductions for
Idaho purposes, or if the taxpayer is unable to deduct medical expenses as an itemized deduction due to the federal
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adjusted gross income limitation, the full amount of health insurance costs and premiums paid for long-term care
insurance (fifty-percent (50%) of the premiums for taxable years beginning prior to 2004), not otherwise deducted or
accounted for, qualify for the Idaho deduction. Amounts used for calculating the limitations must not be less than
zero (0). (3-31-22)

02. Example with Applicable Percentage of Federal Adjusted Gross Income Equal to Zero (0).

HEALTH INSURANCE AND LONG-TERM CARE INSURANCE DEDUCTION LIMITATIONS
1. Health insurance expenses claimed on federal Schedule A $10,000
2. Long-term care insurance expenses claimed on federal Schedule A $4,000
3. Other medical expenses claimed on federal Schedule A $2,000
4. Total medical expenses claimed on federal Schedule A $16,000
5. Applicable percentage of federal adjusted gross income $0
6. Medical expense deduction allowed on federal Schedule A (line 4 less line 5) $16,000
HEALTH INSURANCE
7. Total amount paid for health insurance $10,100
8. Portion of health insurance expenses allowed on federal Schedule A (lesser of line 1 or line 6) $10,000
9. Health insurance expenses deducted elsewhere on the federal return $100
10. Health insurance deduction allowed for Idaho (line 7 less lines 8 and 9) $0
LONG-TERM CARE INSURANCE

11. Total amount paid for long-term care insurance $4,050
12. Medical expense deduction not allocated to health insurance (line 6 less line 1) $6,000
:!.3. Portion of long-term care insurance deduction allowed on federal Schedule A (lesser of line 2 or $4.000
line 12) ’

14. Long-term care insurance deducted elsewhere on the federal return $50
15. Long-term care insurance deduction allowed for Idaho (line 11 less lines 13 and 14) $0

(3-31-22)

03. Example with Applicable Percentage of Federal Adjusted Gross Income Equal to Three
Thousand Dollars ($3,000).

HEALTH INSURANCE AND LONG-TERM CARE INSURANCE DEDUCTION LIMITATIONS
1. Health insurance expenses claimed on federal Schedule A $10,000
2. Long-term care insurance expenses claimed on federal Schedule A $4,000
3. Other medical expenses claimed on federal Schedule A $2,000
4, Total medical expenses claimed on federal Schedule A $16,000
5. Applicable percentage of federal adjusted gross income $3,000
6. Medical expense deduction allowed on federal Schedule A (line 4 less line 5) $13,000
HEALTH INSURANCE
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HEALTH INSURANCE AND LONG-TERM CARE INSURANCE DEDUCTION LIMITATIONS

Total amount paid for health insurance $10,100
Portion of health insurance expenses allowed on federal Schedule A (lesser of line 1 or line 6) $10,000
9. Health insurance expenses deducted elsewhere on the federal return $100
10. Health insurance deduction allowed for Idaho (line 7 less lines 8 and 9) $0

LONG-TERM CARE INSURANCE

11. Total amount paid for long-term care insurance $4,050

12. Medical expense deduction not allocated to health insurance (line 6 less line 1) $3,000

13. Portion of long-term care insurance deduction allowed on federal Schedule A (lesser of line 2 or

line 12) $3,000

14. Long-term care insurance deducted elsewhere on the federal return $50

15. Long-term care insurance deduction allowed for Idaho (line 11 less lines 13 and 14) $1,000
(3-31-22)

04. Example with Applicable Percentage of Federal Adjusted Gross Income Equal to Six
Thousand Dollar s ($6,000).

HEALTH INSURANCE AND LONG-TERM CARE INSURANCE DEDUCTION LIMITATIONS
1. Health insurance expenses claimed on federal Schedule A $10,000
2. Long-term care insurance expenses claimed on federal Schedule A $4,000
3. Other medical expenses claimed on federal Schedule A $2,000
4, Total medical expenses claimed on federal Schedule A $16,000
5. Applicable percentage of federal adjusted gross income $6,000
6. Medical expense deduction allowed on federal Schedule A (line 4 less line 5) $10,000
HEALTH INSURANCE

7. Total amount paid for health insurance $10,100

Portion of health insurance expenses allowed on federal Schedule A (lesser of line 1 or line 6) $10,000
9. Health insurance expenses deducted elsewhere on the federal return $100
10. Health insurance deduction allowed for Idaho (line 7 less lines 8 and 9) $0

LONG-TERM CARE INSURANCE

11. Total amount paid for long-term care insurance $4,050
12. Medical expense deduction not allocated to health insurance (line 6 less line 1) $0
:I_.S. Portion of long-term care insurance deduction allowed on federal Schedule A (lesser of line 2 or $0
line 12)
14. Long-term care insurance deducted elsewhere on the federal return $50
15. Long-term care insurance deduction allowed for Idaho (line 11 less lines 13 and 14) $4,000
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(3-31-22)

05. Example with Applicable Percentage of Federal Adjusted Gross Income Equal to Fourteen
Thousand Dollars ($14,000).

HEALTH INSURANCE AND LONG-TERM CARE INSURANCE DEDUCTION LIMITATIONS
1. Health insurance expenses claimed on federal Schedule A $10,000
2. Long-term care insurance expenses claimed on federal Schedule A $4,000
3. Other medical expenses claimed on federal Schedule A $2,000
4, Total medical expenses claimed on federal Schedule A $16,000
5. Applicable percentage of federal adjusted gross income $14,000
6. Medical expense deduction allowed on federal Schedule A (line 4 less line 5) $2,000
HEALTH INSURANCE
7. Total amount paid for health insurance $10,100
Portion of health insurance expenses allowed on federal Schedule A (lesser of line 1 or line 6) $2,000
Health insurance expenses deducted elsewhere on the federal return $100
10. Health insurance deduction allowed for Idaho (line 7 less lines 8 and 9) $8,000
LONG-TERM CARE INSURANCE
11. Total amount paid for long-term care insurance $4,050
12. Medical expense deduction not allocated to health insurance (line 6 less line 1) $0
:I_.3. Portion of long-term care insurance deduction allowed on federal Schedule A (lesser of line 2 or $0
line 12)
14. Long-term care insurance deducted elsewhere on the federal return $50
15. Long-term care insurance deduction allowed for Idaho (line 11 less lines 13 and 14) $4,000
(3-31-22)

06. Applicable Percentage. For taxable years beginning January 1, 2013, the percentage is seven and
one-half percent (7.5%) if the taxpayer or spouse is age sixty-five (65) or older. The percentage for taxpayers under
the age of sixty-five (65) isten percent (10%). (3-31-22)

195. LOSS RECOVERIES (RULE 195).
Section 63-3022R, |daho Code

01. In General. A deduction is alowed in taxable years beginning after December 31, 2012 for
recoveries of losses deducted from federal taxable income in a prior year that were not allowed or alowable as a
deduction in calculating I daho taxable income to the extent the recovery isincluded in federal taxable income of the

current year. (3-31-22)

02. No Double Deduction. No deduction is alowed for recovery of an amount not included in federal
taxable income of the current year. No deduction is allowed to the extent the loss recovered previously reduced Idaho
taxable income. (3-31-22)

03. Example. A taxpayer claims an itemized deduction of one hundred thousand ($100,000) on his
2010 federal tax return for a theft loss from a Ponzi-type investment scheme. The deduction results in a federal net
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operating loss of fifty thousand ($50,000) for 2010 but no Idaho net operating loss because the itemized deduction is
not allowable in calculating an 1daho net operating loss under Section 63-3021, Idaho Code. On his 2013 federal tax
return, the taxpayer includes in federal taxable income a recovery of sixty thousand ($60,000) of the amount
previously deducted. Since ten thousand ($10,000) of the recovered amount reduced 2010 Idaho taxable income and
fifty thousand ($50,000) did not reduce 2010 Idaho taxable income, a fifty thousand ($50,000) deduction is allowed
in calculating 2013 Idaho taxable income. The 2013 Idaho deduction allowed is fifty thousand ($50,000) since that is
the amount that was previoudly disallowed for 1daho purposes. (3-31-22)

196. -- 199. (RESERVED)

200. NET OPERATING LOSS -- CORPORATIONS (RUL E 200).
Section 63-3021, Idaho Code

01. Unitary Taxpayers. Each corporation included in a unitary group must determine its respective
share of the Idaho apportioned net operating loss incurred by the unitary group for the taxable year. A corporation’s
share of the net operating loss is computed using its Idaho apportionment factor for the year of the loss. The
corporation must add or subtract its nonbusinessincome or loss all ocated to Idaho to its share of the apportioned loss.

(3-31-22)
02. Example.
XYZ USA, Inc. Idaho XYZ Oregon XYZ Combined
Computation of Idaho Net Operating
Loss (NOL):
Federal Taxable Income (50,000,000) 5,000,000 (7,000,000) (52,000,000)
State Adjustments (5,000,000) (150,000) 450,000 (4,700,000)
Unitary Business Income (Loss)
Subject to Apportionment (56,700,000)
Idaho Apportionment Factor .000329 .006217 .000000
Loss Apportioned to Idaho (18,654) (352,504) 0
Income (Loss) Allocated to Idaho 35,000 0
Idaho NOL (18,654) (317,504) 0

Application of Idaho NOL:

Idaho Taxable Income Before Carry-
back:

2nd Preceding Tax Year 15,987 212,852
1st Preceding Tax Year 29,854 447,962

Maximum Loss Available for Carryback
— Limited to the lesser of the current (18,654) (200,000)
year NOL or $100,000

NOL Applied to:
2nd Preceding Tax Year (15,987) (100,000)
1st Preceding Tax Year (2,667) 0
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XYZ USA, Inc. Idaho XYZ Oregon XYZ Combined

NOL Available for Carryover 0 (217,504)

Taxable Income Remaining in Carry-

back Years:
2nd Preceding Tax Year 0 112,852
1st Preceding Tax Year 27,187 447,962
(3-31-22)
201. NET OPERATING LOSS CARRYBACKSAND CARRYOVERS (RULE 201).
Section 63-3022(c), Idaho Code
01. Definitionsfor Pur poses of Net Operating L oss Carrybacks and Carryovers. (3-31-22)
a. The term net operating loss deduction means the sum of the Idaho net operating losses carried to
another taxable year and subtracted in computing |daho taxable income. (3-31-22)
b. A net operating loss is absorbed when it has been fully subtracted from Idaho taxable income, as
modified by Section 63-3021, Idaho Code. (3-31-22)
02. Adjustmentsto Net Operating L osses. (3-31-22)
a. Adjustments to a net operating loss will be determined pursuant to the law applicable to the loss
year. (3-31-22)
b. Adjustments to a net operating loss deduction may be made even though the loss year is closed due
to the statute of limitations, but will not result in any tax due or refund for the closed taxable years. (3-31-22)
03. Adjustmentsin Carryback and Carryover Years. (3-31-22)
a. Adjustments to income, including modifications pursuant to Section 63-3021, Idaho Code, in a
carryback or carryover year must be made for purposes of determining, how much, if any, of the net operating loss
may be carried over to subsequent years. (3-31-22)
b. Adjustments are made pursuant to the law applicable to the carryback or carryover year. (3-31-22)
C. Adjustments may be made even though the year is closed due to the statute of limitations, but will
not result in any tax due or refund for the closed taxable years. (3-31-22)
04. Net Operating L oss Carrybacks Application. (3-31-22)
a. The net operating loss carryback allowed for the entire carryback period may not exceed one
hundred thousand dollars ($100,000) per taxpayer. Each corporation that has a net operating loss and is included in a
unitary group is limited to a maximum carryback of one hundred thousand dollars ($100,000). (3-31-22)
b. The sum of net operating loss deductions must not exceed the amount of the net operating loss
incurred. (3-31-22)
C. Except as provided in Paragraphs 201.04.d. and 201.04.f, anet operating lossis applied as follows:
(3-31-22)

i. Net operating losses incurred in taxable years beginning on and after January 1, 1990, but prior to
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January 1, 2000, are applied to the third preceding taxable year and if not absorbed, the difference is applied to the
second preceding taxable year and if not absorbed, the difference is applied to the first preceding taxable year. The
loss not absorbed in the carryback years is subtracted in the fifteen (15) succeeding taxable years, in order, until
absorbed. (3-31-22)

ii. Net operating losses incurred in taxable years beginning on and after January 1, 2000, but prior to
January 1, 2013, are applied to the second preceding taxable year and if not absorbed, the difference is applied to the
first preceding taxable year. The loss not absorbed in the carryback years is subtracted in the twenty (20) succeeding
taxable years, in order, until absorbed. (3-31-22)

iii. Net operating losses incurred in taxable years beginning on and after January 1, 2013, are applied
to the twenty (20) succeeding taxable years, in order, until absorbed. (3-31-22)

d. For taxable years beginning prior to January 1, 2013, if the taxpayer makes a valid election to
forego the carryback period as provided in Subsection 201.05, the provisions of Subsection 201.04.c. do not apply
and the net operating loss carryover is applied as follows: (3-31-22)

i For net operating |osses incurred in taxable years beginning on and after January 1, 1990, but prior
to January 1, 2000, the net operating loss is subtracted in the fifteen (15) succeeding taxable years, in order, until the
loss is absorbed. (3-31-22)

ii. For net operating losses incurred in taxable years beginning on and after January 1, 2000, but prior
to January 1, 2013, the net operating loss is subtracted in the twenty (20) succeeding taxable years, in order, until the
loss is absorbed. (3-31-22)

e For taxable years beginning prior to January 1, 2013, if the taxpayer failsto make avalid election to
forego the carryback period, the net operating loss must be carried back. If a carryback year is closed due to the
statute of limitations, the net operating loss carryback may not result in arefund for the closed taxable year.

(3-31-22)

f. For net operating losses incurred in taxable years beginning on and after January 1, 2013, if an
amended return carrying back the lossis filed within one (1) year of the end of the taxable year of the net operating
loss, the net operating loss is applied to the second preceding taxable year and if not absorbed, the difference is
applied to the first preceding taxable year. The loss not absorbed in the carryback years is subtracted in the twenty
(20) succeeding taxable years, in order, until absorbed. (3-31-22)

05. Timing and Method of Electing to Forego Carryback For Taxable Years Beginning Before
January 1, 2013. (3-31-22)

a. Net operating losses incurred in taxable years beginning on or after January 1, 2010. The election
must be made by the due date of the loss year return, including extensions. Once the completed return is filed, the
extension period expires. Unless otherwise provided in the Idaho return or in an Idaho form accompanying a return
for the taxable year, the election referred to in this Subsection may be made by attaching a statement to the taxpayer’s
income tax return for the taxable year of the loss. The statement must contain the following information:  (3-31-22)

i. The name, address, and taxpayer’s social security number or employer identification number;

(3-31-22)

ii. A statement that the taxpayer makes the el ection pursuant to Section 63-3022(c)(1), |daho Code, to

forego the carryback provision; and (3-31-22)
iii. The amount of the net operating loss. (3-31-22)

b. Attaching a copy of the federal election to forego the federal net operating loss carryback to the

Idaho income tax return for the taxable year of the loss does not constitute an election for Idaho purposes. (3-31-22)

C. If the election is made on an amended or original return filed subsequent to the time alowed in
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Paragraph 201.05.a, it is considered untimely and the net operating loss is applied as provided in Paragraph 201.04.c.
(3-31-22)

06. Order in Which Losses Are Applied in a Year. Loss carryovers are deducted before deducting
any loss carrybacks applicable to the same taxable year. (3-31-22)

07. Documentation Required When Claiming a Net Operating Loss Deduction. A taxpayer
claiming a net operating loss deduction for a taxable year must file with his return for that year a concise statement
setting forth the amount of the net operating loss deduction claimed and all material and pertinent facts, including a
detailed schedule showing the computation of the net operating loss and its carryback or carryover. (3-31-22)

08. Conversion of C Corporation to S Corporation. An S corporation may not carry over or back a
net operating loss from a taxable year in which the corporation was a C corporation. However, an S corporation
subject to Idaho tax on net recognized built-in gains or excess net passive income may deduct a net operating loss
carryover from a taxable year in which the corporation was a C corporation against its net recognized built-in gain
and excess net passive income. (3-31-22)

202. -- 209. (RESERVED)

210. REDUCTION OF IDAHO TAX ATTRIBUTES AND BASIS WHEN INCOME FROM
INDEBTEDNESS DISCHARGE IN BANKRUPTCY ISEXCLUDED FROM GROSSINCOME (RULE 210).
Section 63-3022(c), Idaho Code

01. In General. Any taxpayer excluding from taxable income an amount resulting from the discharge
of indebtedness in bankruptcy under Section 108(b) of the Internal Revenue Code, is to reduce Idaho net operating
loss and basis in accordance with Section 346 of the Bankruptcy Code of the United States. If the discharge occurs
outside of bankruptcy, the provisions of these rules do not apply. (3-31-22)

02. Order of Reduction. The reduction referred to in Subsection 210.01 is to be made to the following
tax attributes in the following order: (3-31-22)

a. Any net operating loss deduction, as defined in Rule 201 of these rules, is to be reduced by the
amount of the indebtedness forgiven or discharged in bankruptcy except as follows: (3-31-22)

A deduction with respect to the liability which is disallowed for any taxable period during or after
the I|ab|I|ty is forgiven or discharged. A deduction with respect to the liability includes a capital loss incurred on the
disposition of a capital asset with respect to aliability that was incurred in connection with the acquisition of such
asset. (3-31-22)

ii. To the extent that the indebtedness forgiven or discharged consisted of items of a deductible nature
that were not deducted by the taxpayer, or resulted in an expired net operating loss deduction or carryover that did not
offset income for any taxable period and did not contribute to a net operating lossin or a net operating loss carryover

to the taxable period during or after the indebtedness was discharged. (3-31-22)
b. The basis in the taxpayer’s property or of property transferred to an entity required to use the
taxpayer’s basisin whole or in part is to be reduced by the lesser of: (3-31-22)

i The amount of the forgiven or discharged indebtedness, minus the total amount of adjustments
made under Subsection 210.02.a.; and (3-31-22)

ii. The amount of the debtor's total basis of assets before the discharge that exceeds the total
preexisting liabilities still remaining after discharge of indebtedness. Basis may not be reduced below alevel equal to
the remaining undischarged liabilities. (3-31-22)

03. Exception to Basis Reduction. The basis reduction under Subsection 210.02.b. is not required if
the taxpayer elects to treat the amount that would otherwise be applied in reduction of basis as taxable income of the
taxable period in which the debt is forgiven or discharged. (3-31-22)
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04. Discharge Not Treated as Dischar ged | ndebtedness. The following provisions exclude from this
rule indebtedness that is discharged and treat the debtor as if it had originally issued stock instead of debt. No
reduction to the Idaho net operating loss or basisis required if one (1) or more of these provisions are satisfied.

(3-31-22)

a. The indebtedness did not consist of items of a deductible nature and is exchanged for an equity
security, other than alimited partnership interest, issued by the debtor or is forgiven as a contribution to capital; or

(3-31-22)

b. The indebtedness consisted of items of a deductible nature, and the exchange of stock for debt has

the same effect as a cash payment equal to the fair market value of the equity security that is issued by the debtor or,

if the value of the security is less than the value of the debt, only part of the debt will be excluded. (3-31-22)

211. - 249. (RESERVED)

250. NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- INCOME SUBJECT TO
IDAHO TAXATION (RULE 250).
Sections 63-3026A (1) and (2), Idaho Code

01. Tax on Income From | daho Sources. All income earned or received from sources within Idaho is
subject to Idaho income taxation. For nonresidents and part-year residents, income from sources within Idaho must be
determined in accordance with Section 63-3026A(3), Idaho Code, and Rules 260 through 275 of these rules.

(3-31-22)

02. Tax on Income Received by Individuals Residing in or Domiciled in Idaho. All income earned
or received by an individual who resides in or is domiciled in Idaho is subject to Idaho income taxation without
regard to the source of the income. (3-31-22)

03. Receipt of Income -- Part-Year Residents. For purposes of determining if incomeis reportable to
Idaho by a part-year resident, a cash basis taxpayer is considered to have earned or received income when it is
actually or constructively received, except as provided in Subsections 250.04 and 250.05. (3-31-22)

04. Receipt of Intangible Income -- Part-Year Residents. (3-31-22)

a. Interest and dividend income received from a source other than from a pass-through entity is
considered to be earned or received by a part-year resident ratably during the taxable year. (3-31-22)

b. If a transaction or activity gives rise to income that is reported in a subsequent year when the
taxpayer is a part-year resident, the income must be treated as received ratably during that subsequent year.
Subsection 250.04 also applies to income that is not received during the year by the taxpayer, but which must be
reported in taxable income. See Subsection 250.05 for the receipt of income from a pass-through entity.  (3-31-22)

A part-year resident must report such income to Idaho in the proportion that the number of days
during the taxable year that the individual qualified as an Idaho part-year resident bears to total days in the taxable
year. (3-31-22)

d. Example. An individual converts an amount from atraditional IRA to a Roth IRA in year one (1).
He elects to have the income taxed over four (4) years. The individual moves to Idaho on August 1 of year two (2).
Since the individual was an Idaho resident for one hundred fifty-three (153) days of year two (2), he must report as

| daho income forty-two percent (42%) of hisincome from the conversion to a Roth IRA for that year. (3-31-22)
05. Receipt of Pass-Through Items of Income and L osses -- Part-Year Residents. (3-31-22)
a. For a part-year resident who is a shareholder in an S corporation, or a partner in a partnership, the

income, gains, losses and other pass-through items from the S corporation or partnership are treated as received
ratably during the taxpayer’s taxable year. If the taxpayer was not a shareholder or partner for the entire taxable year,
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the pass-through items are treated as received ratably during the portion of the taxable year the taxpayer was a
shareholder of the S corporation or partner of the partnership. (3-31-22)

b. For a part-year resident who is abeneficiary of an estate or trust, the income, gains, losses and other
pass-through items from the estate or trust are treated as received ratably during the taxpayer’s taxable year. If the
taxpayer was not a beneficiary of the estate or trust for the entire taxable year, the pass-through items are treated as
received ratably during the portion of the taxable year the taxpayer was a beneficiary of the estate or trust. (3-31-22)

A part-year resident must report such income to Idaho in the proportion that the number of days
during the taxable year that the individual qualified as an Idaho part-year resident bears to total days in the taxable
year. (3-31-22)

251. NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- COMPUTATION OF IDAHO
TAXABLE INCOME (RULE 251).
Section 63-3026A, Idaho Code

01. Idaho Total Income. To determine the Idaho taxable income of nonresident and part-year resident
individuals, first compute the taxpayer’s |daho total income. (3-31-22)

a. Idaho total income is that portion of total income subject to Idaho taxation. It is the amount
reported as total income on Form 43. (3-31-22)

b. For purposes of this rule, federal total income means gross income less certain deductions allowed
under the Interna Revenue Code. It is the amount reported on the federal individual income tax return that is
identified as total income. (3-31-22)

02. Idaho Adjusted Gross Income. From ldaho total income, make the applicable adjustments
provided in Rule 252 of theserulesto arrive at Idaho adjusted gross income. (3-31-22)

03. Idaho Adjusted Income. From ldaho adjusted gross income, make the applicable additions and
subtractions set forth in Rules 253 and 254 of these rules to arrive at |daho adjusted income. (3-31-22)

04. Idaho Taxable Income. From ldaho adjusted income, subtract the exemption and deduction
amounts as provided in Rule 255 of these rulesto arrive at |daho taxable income. (3-31-22)

252. NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- ADJUSTMENTS ALLOWED
IN COMPUTING IDAHO ADJUSTED GROSS INCOME (RULE 252).
Section 63-3026A(6), |daho Code

01. In General. Deductions allowed in computing adjusted gross income will be allowed in computing
Idaho adjusted gross income unless specifically denied by Idaho law. The amount allowed will be computed as
provided in this rule. Each computation in this rule will include the amounts reported for the taxable year unless
otherwise indicated. (3-31-22)

02. Deductions Directly Related to Specific Items of Income or Property. If the deduction directly
relates to a specific item of income or property, the allowable deduction will be computed by dividing the amount of
related income reported in ldaho income by the total of such related income reported in federal income. This
percentage is multiplied by the deduction to arrive at the amount allowed as an Idaho deduction. If the deduction is
related to property that did not generate income during the taxable year, the deduction will be alowed in the
proportion that the property to which the deduction relates was located in Idaho. Examples of some of these
deductions include the following: (3-31-22)

a. Penalty on early withdrawal of savings. The allowable deduction will be computed by dividing the
interest income of the time savings deposit subject to the penalty included in Idaho income by the total interest
income of the time savings deposit included in federal income. This percentage is multiplied by the penalty deduction
allowed for federal purposes. (3-31-22)
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b. Certain business expenses of reservists, performing artists, and fee-basis government officials.

(3-31-22)

C. Domestic production activities deduction. The allowable deduction will be computed by dividing

the qualified production activities income included in lIdaho income by the total qualified production activities
income. This percentage is multiplied by the domestic production activities deduction allowed for federal purposes.

(3-31-22)
d. Jury duty pay remitted to an employer. (3-31-22)
e Deductible expenses related to income from the rental of personal property engaged in for profit.

(3-31-22)
f. Reforestation amortization and expenses. The allowable deduction will be computed by dividing

the income from the related timber operations included in Idaho income by the total income from the related timber
operations. If there is no income from the related timber operations for the year of the deduction, the allowable
deduction will be computed based on the percentage of property in Idaho to total property to which the reforestation
amortization and expenses relate. This percentage is multiplied by the reforestation amortization and expense
deduction allowed for federal income tax purposes. (3-31-22)

0. Repayment of supplemental unemployment benefits. The allowable deduction will be computed by
dividing the supplemental unemployment benefitsincluded in Idaho income by the total supplemental unemployment
benefits reported in federal income. This percentage is multiplied by the repayment deduction allowed for federal
purposes. (3-31-22)

h. Attorney fees and court costs. The alowable deduction will be computed by dividing the total
income related to the attorney fees and court costs included in Idaho income by the total income from such actions.
This percentage is multiplied by the attorney fees and court costs allowed for federal purposes. (3-31-22)

03. Deductions Allowed Based on Qualifying Types of Income. If the deduction is dependent on the
taxpayer earning a qualifying type of income, the allowable deduction will be computed by dividing the amount of
the qualifying income reported in Idaho income by the total of such qualifying income reported. This percentage is
multiplied by the deduction to arrive at the amount allowed as an Idaho deduction. (3-31-22)

ments to an individual retirement account (IRA), federal health savings or medical savings
account, or Section 501(c)(18)(D) retirement plan. The alowable deduction will be computed by dividing the
taxpayer's |daho compensation by the taxpayer's total compensation. This percentage is multiplied by the deduction
allowed for federal purposes. For purposes of this rule, compensation means “compensation” as defined in Section
219(f)(1), Internal Revenue Code, and Treasury Regulation Section 1.219-1(c)(1). |daho compensation is determined
pursuant to Rule 270 of these rules. (3-31-22)

b. Payments to a Keogh retirement plan, simplified employee pension (SEP) Plan, SIMPLE Plan, self-
employment tax, and self-employment health insurance. The allowable deduction will be computed by dividing the
taxpayer's self- employment income from ldaho sources by the taxpayer's total self-employment income. This
percentage is multiplied by the self-employment deductions allowed for federal purposes. (3-31-22)

04. Other Deductions. Deductions that do not relate to specific items of income or to the earning of
qualifying income will be allowed in the proportion that Idaho total income bears to federal total income. The federal
net operating loss deduction is not included in either the federal total income or the Idaho total income for this

calculation. Such deductions include the following: (3-31-22)
a. Alimony payments. (3-31-22)
b. Moving expenses. (3-31-22)
C. Student loan interest payments. (3-31-22)
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d. Tuition and fees deduction. (3-31-22)

253. NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- ADDITIONS REQUIRED IN
COMPUTING IDAHO ADJUSTED INCOME.
Section 63-3026A (6), Idaho Code. The following items must be added to Idaho adjusted gross income in computing

the Idaho adjusted income of nonresident and part-year resident individuals. (3-31-22)
01. Interest and Dividends Not Taxable Pursuant to the Internal Revenue Code. (3-31-22)
a. Part-Year Residents. Interest and dividend income not taxable pursuant to the Internal Revenue

Code that was received while residing in or domiciled in Idaho must be added. However, interest received from
obligations of the state of Idaho or any political subdivision of Idaho is exempt from Idaho income tax and is not
added. (3-31-22)

b. Nonresidents. Interest and dividend income reportable from a pass-through entity that was
transacting business in |daho must be added to the extent the income was apportioned or allocated as |daho income.
See Rule 263 of these rules for multistate apportionment rules. (3-31-22)

02. Net Operating L oss Deduction. The amount of the net operating loss deduction included in Idaho
adjusted gross income must be added. (3-31-22)

03. Capital L oss. Capital lossesincluded in Idaho adjusted gross income must be added if the loss was
incurred while not residing in and not domiciled in Idaho, or if the loss relates to an activity not taxable by Idaho at

the time the loss was incurred. (3-31-22)
04. Lump Sum Distributions. Part-year residents must add the taxable amount of a lump sum
distribution deducted in calculating taxable income received while residing in or domiciled in Idaho. This includes
both the ordinary income portion and the amount eligible for the capital gain election. (3-31-22)
05. Idaho Medical Savings Account. An account holder must add the amount of any nonqualified
withdrawal from an Idaho medical savings account if the withdrawal was not made for the purpose of paying eligible
medical expenses. (3-31-22)
06. I daho College Savings Program. (3-31-22)
a. An account owner must add the amount of a nonquallfled withdrawal from an Idaho college

savings program, less the amount included in the account owner’s Idaho adjusted gross income. The addition is
limited to contributions previoudly exempt from Idaho state income tax and earnings generated from the program as
long as the earnings are not already included in federal adjusted gross income. Nonqualified withdrawal is defined in
Section 33-5401, Idaho Code. (3-31-22)

b. As provided in Section 63-3022(p), Idaho Code, an account owner must add the amount of a
withdrawal from an Idaho college savings program that is transferred on or after July 1, 2007, to a qualified tuition
program operated by a state other than Idaho. For taxable years beginning on or after January 1, 2008, the addback is
limited to the total of the amounts contributed to the Idaho college savings program that were deducted on the account
owner’s ldaho income tax returns for the year of the transfer and the immediately preceding taxable year. (3-31-22)

07. Special First-Year Depreciation Allowance. As provided by Section 63-30220, Idaho Code, if a
taxpayer claims the special first-year depreciation allowance on property acquired before 2008 or after 2009 pursuant
to Section 168(k), Internal Revenue Code, the adjusted basis of that property and the depreciation deduction allowed
for Idaho income tax purposes must be computed without regard to the special first-year depreciation allowance. An
individual must add the amount of depreciation computed for federal income tax purposes that exceeds the amount of
depreciation computed for Idaho income tax purposes. This addition does not apply to depreciation computed on
property acquired after 2007 and before 2010. (3-31-22)

08. Certain Expenses of Eligible Educators. As provided in Section 63-30220, Idaho Code, prior to
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January 1, 2012, the amount of out-of-pocket classroom expenses deducted pursuant to Section 62, Internal Revenue
Code, must be added. (3-31-22)

254, NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- SUBTRACTIONS ALLOWED
IN COMPUTING IDAHO ADJUSTED INCOME (RULE 254).

Section 63-3026A(6), Idaho Code. The following items are allowable subtractions in computing the Idaho adjusted
income of nonresident and part-year resident individuals. (3-31-22)

01. Idaho Net Operating L oss. An Idaho net operating loss deduction described in Section 63-3021,
Idaho Code, and allowed by Section 63-3022(c), Idaho Code, and Rules 200 through 210 of these rules, may be
subtracted to the extent the loss was incurred while the taxpayer was residing in or domiciled in Idaho or to the extent
the loss was from activity taking place in Idaho. A net operating loss incurred from an activity not taxable by Idaho
may not be subtracted. (3-31-22)

02. State and L ocal Income Tax Refunds. State and local income tax refunds included in Idaho total
income may be subtracted unless the refunds have already been subtracted pursuant to Section 63-3022(a), Idaho
Code. (3-31-22)

03. Income Not Taxable by Idaho. As provided in Section 63-3022(f), Idaho Code, income that is
exempt from Idaho income taxation by a law of the state of Idaho or of the United States may be subtracted if that
income is included in Idaho total income and has not been previously subtracted. Income exempt from taxation by
Idaho includes the following: (3-31-22)

a. Interest income from obligations issued by the United States Government. Gain recognized from
the sale of United States Government obligations is not exempt from Idaho tax and, therefore, may not be subtracted
from taxable income. For the interest expense offset, see Rule 115 of these rules. (3-31-22)

b. Idaho lottery prizes exempt by Section 67-7439, Idaho Code. For prizes awarded on |ottery tickets
purchased in Idaho after January 1, 1998, a subtraction is alowed for each lottery prize that is less than six hundred
dollars ($600). If a prize equals or exceeds six hundred dollars ($600), no subtraction is allowed. The full amount of

the prize isincluded in income. (3-31-22)
C. Certain income earned by American Indians. An enrolled member of a federally recognized Indian
tribe who lives on his tribe's federally recognized Indian reservation is not taxable on income derived within that
reservation. See Rule 033 of these rules. (3-31-22)
d. Certain income earned by transportation employees covered by Title 49, Sections 11502, 14503 or
40116, United States Code. See Rule 045 of these rules. (3-31-22)
e Certain income from loss recoveries. See Rule 195 of these rules. (3-31-22)

04. Military Pay. Qualified military pay included in Idaho total income earned for military service
performed outside |daho may be subtracted. Qualified military pay means all compensation paid by the United States
for services performed while on active duty as a full-time member of the United States Armed Forces which full-time
duty is or will be continuous and uninterrupted for one hundred twenty (120) consecutive days or more. A
nonresident does not include his military pay in Idaho total income and, therefore, makes no adjustment. See Rule
032 of these rules for information regarding the residency status of members of the United States Armed Forces.

(3-31-22)

05. Social Security and Railroad Retirement Benefits. Social security benefits and benefits paid by
the Railroad Retirement Board that are taxable pursuant to the Internal Revenue Code may be subtracted to the extent
the benefits are included in Idaho total income. See Subsections 121.04.a. and 121.04.b. of these rules. (3-31-22)

06. Household and Dependent Care Expenses. The allowable portion of household and dependent
care expenses that meets the requirements of Section 63-3022D, Idaho Code, may be subtracted if incurred to enable
the taxpayer to be gainfully employed in Idaho. To determine the allowable portion of household and dependent care
expenses, apercentage is calculated by dividing Idaho earned income by total earned income. The qualified expenses
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are multiplied by the percentage. Earned income is defined in Section 32(c)(2), Internal Revenue Code.  (3-31-22)

07. Insulation and Alternative Energy Device Expenses. Expenses related to the installation of
insulation or alternative energy devices that meet the requirements of Section 63-3022B or 63-3022C, Idaho Code,
may be subtracted. (3-31-22)

08. Deduction for Dependents Sixty-Five or Older or with Developmental Disabilities. One
thousand dollars ($1,000) may be subtracted for each person who meets the requirements of Section 63-3022E, Idaho
Code. The deduction may be claimed for no more than three (3) qualifying dependents. If a dependent hasnot lived in
the maintained household for the entire taxable year, the allowable deduction is eighty-three dollars ($83) for each
month the dependent resided in the maintained household during the taxable year. For purposes of thisrule, afraction
of amonth exceeding fifteen (15) daysis treated as a full month. (3-31-22)

09. Adoption Expenses. The alowable portion of adoption expenses that meets the requirements of
Section 63-3022I, Idaho Code, may be subtracted. To determine the allowable portion, calculate a percentage is
calculated by dividing Idaho total income by total income. The deduction allowable pursuant to Section 63-3022I,

Idaho Code, is multiplied by the percentage. (3-31-22)
10. Capital Gains Deduction. The Idaho capital gains deduction allowed by Section 63-3022H, Idaho
Code, may be subtracted. (3-31-22)
11. Idaho Medical SavingsAccount. (3-31-22)
a. The qualifying amount of contributions to an ldaho medical savings account that meets the
requirements of Section 63-3022K, Idaho Code, may be subtracted. (3-31-22)
b. Interest earned on an Idaho medical savings account may be subtracted to the extent included in
Idaho total income. (3-31-22)

12. Technological Equipment Donation. As provided by Section 63-3022J, Idaho Code, and Rule
180 of these rules, the lower of cost or fair market value of technological equipment donated to qualifying institutions
may be subtracted, limited to the Idaho taxable income of the taxpayer. (3-31-22)

13. Worker’'s Compensation Insurance. As alowed by Section 63-3022(m), Idaho Code, a self-
employed individual may subtract the premiums paid for worker’s compensation for coverage in Idaho to the extent

not previously subtracted in computing Idaho taxable income. (3-31-22)
14. Idaho College Savings Program. The qualifying amount of contributions to a college savings
program that meets the requirements of Section 63-3022(n), Idaho Code, may be subtracted. (3-31-22)

15. Retirement Benefits. As provided in Section 63-3022A, Idaho Code, and Rule 130 of these rules,
adeduction from taxable income is allowed for certain retirement benefits. To determine the allowable portion of the
deduction for certain retirement benefits, a percentage is calculated by dividing the qualified retirement benefits
included in Idaho gross income by the qualified retirement benefits included in federal gross income. The deduction
allowable pursuant to Section 63-3022A, Idaho Code, and Rule 130 of these rules, is multiplied by the percentage.

(3-31-22)

16. Health Insurance Costs. The alowable portion of the amounts paid by the taxpayer during the
taxable year for insurance that constitutes medical care as defined in Section 63-3022P, Idaho Code, for the taxpayer,
spouse or dependents of the taxpayer not otherwise deducted or accounted for by the taxpayer for 1daho income tax
purposes may be subtracted. To determine the allowable portion of the amounts paid for medical care insurance, a
percentage is calculated by dividing Idaho total income by total income. The deduction allowable pursuant to Section
63-3022P, Idaho Code, is multiplied by the percentage. See Rule 193 of these rules. (3-31-22)

17. Long-Term Care Insurance. As provided in Section 63-3022Q, Idaho Code, a deduction from
taxable income is allowed for the alowable portion of premiums paid during the taxable year for qualifying long-
term care insurance for the benefit of the taxpayer, a dependent of the taxpayer or an employee of the taxpayer that
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have not otherwise been deducted or accounted for by the taxpayer for 1daho income tax purposes. To determine the
allowable portion, apercentage is calcul ated by dividing Idaho total income by total income. The deduction allowable
pursuant to Section 63-3022Q, Idaho Code, is multiplied by the percentage. See Rule 193 of theserules.  (3-31-22)

18. Special First-Year Depreciation Allowance. As provided by Section 63-30220, Idaho Code, if a
taxpayer claimsthe specia first-year depreciation allowance on property acquired before 2008 or after 2009 pursuant
to Section 168(k), Internal Revenue Code, the adjusted basis of that property and the depreciation deduction allowed
for Idaho income tax purposes must be computed without regard to the special first-year depreciation allowance. The
adjustments required by this subsection do not apply to property acquired after 2007 and before 2010. (3-31-22)

a. Depreciation. The amount of depreciation computed for Idaho income tax purposes that exceeds
the amount of depreciation computed for federal income tax purposes may be subtracted. (3-31-22)
b. Gains and losses. During the recovery period, the adjusted basis of depreciable property computed

for federal income tax purposes will be less than the adjusted basis for Idaho income tax purposes as a result of
claiming the special first-year depreciation allowance. If a loss qualifies as a capital loss for federal income tax
purposes, the federal capital loss limitations and carryback and carryover provisions apply in computing the Idaho
capital loss allowed. (3-31-22)

i If asale or exchange of property resultsin again for both federal and Idaho income tax purposes, a
subtraction is allowed for the difference between the federal and Idaho gains computed prior to any applicable Idaho
capital gains deduction. (3-31-22)

ii. If asale or exchange of property resultsin a gain for federal income tax purposes and an ordinary
loss for 1daho income tax purposes, the federal gain and the Idaho loss must be added together and the total may be
subtracted. For example, if ataxpayer has a federal gain of five thousand dollars ($5,000) and an Idaho loss of four
thousand dollars ($4,000), the amount subtracted would be nine thousand dollars ($9,000). (3-31-22)

iii. If asale or exchange of property resultsin an ordinary loss for both federal and Idaho income tax
purposes, the difference between the federal and Idaho losses may be subtracted. For example, if a taxpayer has a
federal loss of three hundred dollars ($300) and an Idaho loss of five hundred dollars ($500), the amount subtracted
would be two hundred dollars ($200). (3-31-22)

iv. If a sale or exchange of property results in a capital loss for both federal and Idaho income tax
purposes, apply the capital loss limitations and subtract the difference between the federal and Idaho deductible
capital losses. For example, if a taxpayer has a federal capital loss of six thousand dollars ($6,000) and an Idaho
capital loss of eight thousand dollars ($8,000), both the federal and Idaho capital losses are limited to a deductible
capital loss of three thousand dollars ($3,000). In this case, no subtraction is required for the year of the sale. In the
next year, assume the taxpayer had a capital gain for both federal and Idaho purposes of two thousand dollars
($2,000). The capital loss carryovers added to the capital gain results in a federal deductible capital loss of one
thousand dollars ($1,000) and an Idaho deductible capital loss of three thousand dollars ($3,000). The taxpayer would
subtract the difference between the federal and |daho deductible losses or two thousand dollars ($2,000) in computing
| daho taxable income. (3-31-22)

255. NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS -- PRORATION OF
EXEMPTIONSAND DEDUCTIONS (RULE 255).
Section 63-3026A(4), Idaho Code

01. In General. The exemptions and deductions alowable for federal purposes, except for the
deduction of state and local income taxes and the deduction for state and local general sales taxes, are allowed in part
in computing ldaho taxable income. To determine the portion of exemptions and deductions allowable for part-year
and nonresident individuals, the total exemptions and deductions allowed by Section 151, Internal Revenue Code,
and Section 63-3022(j), Idaho Code, are multiplied by the calculated proration. (3-31-22)

02. Proration. For taxable years beginning in or after 2007, the proration is calculated by dividing
Idaho adjusted income by total adjusted income. Calculate four (4) digits to the right of the decimal point. If the fifth
digit isfive (5) or greater, the fourth digit is rounded to the next higher number ($10,000 / $15,000 = .66666 = .6667
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= 66.67%). If the fifth digit is less than five (5), the fourth digit remains unchanged and any digits remaining to its
right are dropped ($10/000 / $30,000 = .33333 = .3333 = 33.33%). The percentage may not exceed one hundred
percent (100%), nor be less than zero (0). (3-31-22)

a. Idaho adjusted income means the Idaho taxable income of the taxpayer as computed pursuant to
Title 63, Chapter 30, Idaho Code, except for any adjustments for the standard deduction or itemized deductions and
personal exemptions. Total adjusted income means the |daho taxable income of the taxpayer computed asif hewere a
resident of Idaho for the entire taxable year, except no adjustments are made for the standard deduction, itemized
deductions, personal exemptions, the deduction for active military service pay as provided in Section 63-3022(h),
Idaho Code, and any deduction for income earned within afederally recognized Indian reservation. (3-31-22)

b. Generally, both Idaho adjusted income and total adjusted income are positive amounts. If 1daho
adjusted income s less than or equal to the total adjusted income, the percentage is between zero (0) and one hundred
percent (100%). If Idaho adjusted income is greater than the total adjusted income, the percentage is one hundred
percent (100%). If Idaho adjusted income is a positive amount and total adjusted income is a negative amount, the
percentage is one hundred percent (100%). If Idaho adjusted income is a negative amount and total adjusted income
is a positive amount, the percentage is zero (0). (3-31-22)

03. Standard Deduction for Married Filing Joint Returns. The proration percentage is applied after
making the following calculations for taxable years beginning on or after January 1, 2000. The standard deduction
allowed on amarried filing joint return is equal to two (2) times the basic standard deduction for asingle individual.
Add to this amount any additional standard deduction for the aged or blind allowed for federal income tax purposes.

(3-31-22)

256. -- 259. (RESERVED)

260. INCOME FROM IDAHO SOURCES (RULE 260).

Section 63-3026A (3), Idaho Code. Income from Idaho sources is the gross income, or portion thereof, that is derived

from a business, trade, profession, or occupation carried on within Idaho or from any property, trust, estate, or any

other source with a situs in Idaho. Income of a nonresident that is derived from property located both within and

without Idaho during the taxable year, or from business transactions that occur both within and without 1daho during

the taxable year, is attributed to daho based on the principles set forth in Rules 261 through 275 of these rules.
(3-31-22)

261. INCOME FROM ESTATESAND TRUSTS (RULE 261).

Section 63-3026A(3), Idaho Code. Income, gain, loss, or deduction of an estate or trust distributed to a nonresident

beneficiary isincome derived from or related to sources within Idaho if the income, gain, loss or deduction would be

| daho source income pursuant to Section 63-3026A, Idaho Code, if received directly by a nonresident individual.
(3-31-22)

262. (RESERVED)

263. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
DISTRIBUTIVE SHARE OF SCORPORATION AND PARTNERSHIP INCOME (RULE 263).
Section 63-3026A(3), Idaho Code

01. In General. The taxable amount of a shareholder’s pro rata share or a partner’ s distributive share of
business income, gains, losses, and other pass-through items from an S corporation or partnership operating both
within and without Idaho is determined by multiplying each pass-through item by the Idaho apportionment factor of
the business. The Idaho apportionment factor is determined pursuant to Section 63-3027, Idaho Code, and related
rules. (3-31-22)

02. Nonbusiness | ncome. Pass-through items of identifiable nonbusiness income, gains, or losses of
an S corporation or partnership constitute Idaho source income to the shareholder or partner if allocable to Idaho
pursuant to the principles set forth in Section 63-3027, Idaho Code. (3-31-22)

03. Pass-Through Items. Whether a pass-through item of income or loss is business or nonbusiness
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income is determined at the pass-through entity level. Pass-through items of businessincome or loss may include:

(3-31-22)
a. Ordinary income or loss from trade or business activities; (3-31-22)
b. Net income or loss from rental real estate activities; (3-31-22)
C. Net income or loss from other rental activities; (3-31-22)
d. Interest income; (3-31-22)
e Dividends; (3-31-22)
f. Royalties; (3-31-22)
0. Capital gain or loss; (3-31-22)
h. Other portfolio income or loss; (3-31-22)
i Gain or loss recognized pursuant to Section 1231, Internal Revenue Code. (3-31-22)
04. Guar anteed Payments Treated As Compensation. (3-31-22)
a. Guaranteed payments to an individual partner up to the amount shown at https:/tax.idaho.gov/

guarpay in any calendar year is sourced as compensation for services. If a nonresident partner performs services on
behalf of the partnership within and without 1daho, the amount included in Idaho compensation is determined as

provided in Rule 270 of theserules. (3-31-22)
b. The amounts of guaranteed payments that are sourced as compensation for services are listed at
https://tax.idaho.gov/guarpay. (3-31-22)
05. Distributions. (3-31-22)
a. Partnerships. The amount of distributions received by a partner that is from Idaho sources is
determined by multiplying the taxable amount of distributions pursuant to Section 731, Internal Revenue Code, by
the Idaho apportionment factor of the partnership. (3-31-22)
b. S Corporations. The amount of distributions received by a shareholder that is from Idaho sourcesis
determined by multiplying the taxable amount of distributions pursuant to Section 1368, Internal Revenue Code, by
the Idaho apportionment factor of the S corporation. (3-31-22)
C. The Idaho apportionment factor for purposes of Paragraphs 263.05.a. and 263.05.b. of thisrule is
determined pursuant to Section 63-3027, Idaho Code, and related rules. (3-31-22)

264. INCOME FROM REAL AND TANGIBLE PERSONAL PROPERTY (RULE 264).
Section 63-3026A(3), Idaho Code

01. In General. Rents, royalties, profits, gains, losses and other items of income from the ownership or
disposition of real or tangible personal property located in Idaho is Idaho source income. (3-31-22)
02. Property L ocated Within and Without | daho. (3-31-22)
a. If the property islocated or used within and without Idaho, specific alocation of the income, gain,
or loss is appropriate if the gross receipts and related deductions and expenses are readily identifiable from the
location or use of the property in Idaho. (3-31-22)
b. To the extent income derived from real property located both within and without Idaho cannot be
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specifically allocated, the rents, profits, gains, losses or other items of income that constitute |daho source income are
determined by multiplying each item of income by a fraction. The numerator of the fraction is the average value of
the property located in Idaho and the denominator is the average value of the property located both within and
without Idaho. The value of real property is determined by the original cost of the land and improvements. The
average value is determined by averaging the values at the beginning and end of the taxable year. However, the Tax
Commission may require the averaging of monthly values during the taxable year if required to properly reflect the
average value of the taxpayer’s property. (3-31-22)

C. To the extent income derived from tangible personal property used both within and without Idaho
cannot be readily allocated, the rents, royalties, gains, losses, and other items of income that constitute Idaho source
income are determined by multiplying each item of income by a fraction. The numerator of the fraction is the total
number of days the property was used in Idaho during the taxable year, and the denominator is the total number of
days the property was used both within and without Idaho during the taxable year. (3-31-22)

03. Alternative Method. If either fraction in Subsection 264.02 does not fairly represent the income
derived from the property’ susein |daho, the taxpayer may propose or the Tax Commission may require an alternative
method. For example, acres may be a more appropriate measure than average value in some cases. (3-31-22)

a. The taxpayer will fully explain the alternative method in a statement attached to his Idaho
individual income tax return. (3-31-22)

b. The method proposed by the taxpayer may be used in lieu of the method in Subsection 264.02
unless the Tax Commission expressly deniesits use. (3-31-22)

265. SOLE PROPRIETORSHIPS OPERATING WITHIN AND WITHOUT IDAHO (RUL E 265).
Section 63-3026A(3), Idaho Code

01. In General. A sole proprietorship that operates within and without Idaho will apply the principles
of allocation and apportionment of income set forth in Section 63-3027, Idaho Code, and related rules to determine
the extent of proprietorship income that is derived from or related to Idaho sources. The use of a combined report,
however, is available only to C corporations. (3-31-22)

02. Application of Rule. Thisrule also applies to farming activities operated as a sole proprietorship.
(3-31-22)

03. Alternative Method. If the method described in Subsection 265.01 does not fairly represent the
extent of the business activity in Idaho, the taxpayer may propose or the Tax Commission may require an alternative

method. (3-31-22)
a. The taxpayer will fully explain the alternative method in a statement attached to his Idaho
individual income tax return. (3-31-22)
b. The method proposed by the taxpayer may be used in lieu of the method in Subsection 265.01
unless the Tax Commission expressly deniesits use. (3-31-22)

266. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
INCOME FROM INTANGIBLE PROPERTY (RULE 266).
Section 63-3026A (3), Idaho Code

01. In General. Grossincome from intangible property generally is sourced to the state of the owner’s
domicile. The following are exceptions to thisrule. (3-31-22)
a. If theintangible property is employed in the owner’ s trade, business or profession carried on within

Idaho, any income derived from or related to the property, including gains from the sale thereof, constitutes income
from Idaho sources. For example, if a nonresident pledges stocks, bonds or other intangible personal property as
security for the payment of indebtedness incurred in connection with the nonresident’ s |daho busi ness operations, the
intangible property has an Idaho situs and the income derived therefrom constitutes Idaho sourceincome. (3-31-22)
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b. Interest income from the sale of real or tangible personal property on the installment method is
treated asincome from the sale of the underlying property and istherefore sourced to Idaho if the underlying property
was located in Idaho when sold. (3-31-22)
C. Interest income paid by an S corporation to a shareholder or by a partnership to a partner is sourced
to Idaho in proportion to the Idaho apportionment factor of the partnership or S corporation. (3-31-22)
d. Gains or losses from the sale or other disposition of a partnership interest or stock in an S

corporation are sourced to Idaho by using the Idaho apportionment factor for the entity for the taxable year
immediately preceding the year of the sale of the interest or stock. However, again or loss from the sale of an interest
in a publicly traded partnership transacting business in Idaho is Idaho source income to the extent of the gain or loss
determined under Section 751, Interna Revenue Code, multiplied by the Idaho apportionment factor of the
partnership for the year in which the sale occurred. (3-31-22)

02. Interest Income Earned on a Bank Account. (3-31-22)

Personal Bank Accounts. Interest income earned on a personal bank account is sourced to the
owner's state of domicile. A personal bank account is an account that is not used in connection with a business.

(3-31-22)
b. Business Bank Accounts. If the businessis a sole proprietorship, see Rule 265 of theserules. If the
businessisan S corporation or partnership, see Rule 263 of theserules. (3-31-22)
03. Payment of Penalties. Payment of penaltiesis sourced to Idaho the same as interest income. This
includes penalties arising from the prepayment or late payment of an installment contract. If the installment contract
isfor the sale of Idaho property, any penalty paid is |daho source income. (3-31-22)
04. Covenant Not to Compete. Income from a covenant not to compete is sourced to Idaho based on

the Idaho apportionment factor of the entity sold for the taxable year immediately preceding the year of the sale.
(3-31-22)
05. Goodwill. Gain or loss from the sale of goodwill from a business transacting business in Idaho is
sourced to Idaho based on the Idaho apportionment factor of the business sold for the taxable year immediately
preceding the year of the sale. (3-31-22)
06. Timing of Sourcing Determination for Intangible Personal Property. The source of gains and

losses from the sale or other disposition of intangible personal property is determined at the time of the sale or
disposition of the property. For example, if an Idaho resident sells intangible personal property under the installment
method, and subsequently becomes a nonresident, gain attributable to any installment payment receipts relating to
that sale will be sourced to Idaho even though the individual is a nonresident when a payment is received. If the
intangible personal property was employed in the owner’s business, trade, profession or occupation conducted or
carried on in Idaho as described in Paragraph 266.01.a., of thisrule, at the time of the sale, any subsequent installment
paymentsis Idaho source income. (3-31-22)

267. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
PASSIVE ACTIVITY LOSSES (RULE 267).
Section 63-3026A(6), Idaho Code

01. In General. Losses from a passive activity incurred while an individual is a nonresident are
included in Idaho taxable income only to the extent the losses were from Idaho activity. (3-31-22)
02. Idaho Activity. An activity is an Idaho activity only to the extent the income from that activity

would be included in the Idaho taxable income of a nonresident pursuant to Section 63-3026A, Idaho Code. If a
passive activity is engaged in both within and without Idaho, the principles of alocation and apportionment of
income set forth in Section 63-3027, 1daho Code, and related rules must be applied to determine the extent of Idaho
activity. (3-31-22)
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03. Prior Year Losses. Suspended passive activity losses from prior years included in federal taxable
income for the current year are included in Idaho taxable income only to the extent the losses were from Idaho
activity. (3-31-22)

04. Current Year Losses. Non-ldaho passive activity losses incurred in the current taxable year are
included in lIdaho taxable income only to the extent the losses were incurred while the individual was an Idaho
resident. The portion of the losses incurred while an Idaho resident is determined by prorating the losses based on the
proportion of the year the individual resided in Idaho. (3-31-22)

268. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
SUSPENDED LOSSES FROM PASS-THROUGH ENTITIES (RULE 268).
Section 63-3026A, Idaho Code

01. In General. A nonresident individual’ s suspended losses from a pass-through entity areincluded in
Idaho taxable income in the year included in federal taxable income only to the extent the |osses were from an Idaho
source in the year incurred. (3-31-22)

Suspended L oss. For purposes of thisrule, asuspended lossisaloss required to be carried over to a
succeedi ng taxable year due to Section 465(a), Section 704(d), or Section 1366(d) of the Internal Revenue Code.
(3-31-22)

b. Idaho Source. A suspended lossis from an Idaho source in the year incurred to the extent provided
by Section 63-3026A, Idaho Code, and related rules. For purposes of this rule, the Idaho source portion of a
suspended business loss subject to apportionment is determined by multiplying the loss by the Idaho apportionment
factor of the pass-through entity in the year the loss was incurred. The Idaho apportionment factor is determined

pursuant to Section 63-3027, Idaho Code, and related rules. (3-31-22)
C. Nonbusiness L osses. A suspended nonbusiness loss is from an 1daho source in the year incurred to

the extent the lossis allocable to Idaho pursuant to Section 63-3027, 1daho Code and Rule 263.02 of these rules.
(3-31-22)
d. Year Loss Incurred. For purposes of thisrule, “year incurred” means the tax year the loss was first
suspended. (3-31-22)
e Example. A nonresident individual’ s federal taxable income includes one hundred thousand dollars

($100,000) of loss from a partnership. Sixty thousand dollars ($60,000) of that loss wasincurred in the prior tax year
and suspended due to the basis limitation of Section 704(d) of the Internal Revenue Code. Forty thousand dollars
($40,000) of that loss was incurred in the current tax year. The Idaho apportionment factor of the partnership is one
hundred percent (100%) in the current year and fifty percent (50%) in the prior year. The individual’s Idaho taxable
income includes seventy thousand dollars ($70,000) of the partnership’s loss, computed as follows: ($60,000 prior
year suspended loss x fifty percent (50%) prior year Idaho apportionment factor plus (Forty thousand dollars
($40,000) current year loss x one hundred percent (100%) current year |daho apportionment factor). (3-31-22)

02. Losses from Multiple Years. For purposes of this rule, losses from a pass-through entity are
considered used in the order incurred. (3-31-22)

a. Example. A nonresident individual has suspended losses from a partnership of one hundred
thousand dollars ($100,000). The suspended losses consist of forty thousand dollars ($40,000) of loss incurred in
Year 1 and sixty thousand dollars ($60,000) of loss incurred in Year 2. The individual aso has a loss from the
partnership in the current year of fifty thousand dollars ($50,000). The partnership’s Idaho apportionment factor is
one hundred percent (100%) in the current year and fifty percent (50%) in each of the preceding years. Dueto the loss
limitation of Section 704(d) of the Internal Revenue Code, the individual’s current year deduction is limited to one
hundred thousand dollars ($100,000). The one hundred thousand dollar ($100,000) loss allowed in computing federal
taxable income is considered to be forty thousand dollars ($40,000) of suspended loss from Year 1 and sixty thousand
dollars ($60,000) of suspended loss from Year 2. The amount included in Idaho taxable income is fifty thousand
dollars ($50,000), computed as follows: ($40,000 Year 1 loss x 50% Idaho apportionment factor) plus ($60,000 Year
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2 loss x 50% |daho apportionment factor). (3-31-22)
269. (RESERVED)

270. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
IDAHO COMPENSATION -- IN GENERAL (RULE 270).
Section 63-3026A(3), Idaho Code

01. In General. If a nonresident individual performs personal services, either as an employee, agent,
independent contractor, partner, or otherwise, both within and without 1daho, the portion of his total compensation
that constitutes Idaho source income is determined by multiplying that total compensation by the |daho compensation

percentage. (3-31-22)
02. Definitions. (3-31-22)
a. The Idaho compensation percentage is the percentage computed by dividing Idaho work days by
total work days. (3-31-22)
b. The term Idaho work days means the total number of days the taxpayer provided persona services

in Idaho for a particular employer or principa during the calendar year. If personal services were provided both
within and without Idaho on the same day, that day is an Idaho work day unless the taxpayer establishes that less than
fifty percent (50%) of the services were performed within Idaho that day. If an employee works in Idaho part of the
day on aregular full-time basis, working hours must be used to determine the amount of 1daho compensation.
(3-31-22)

C. Total work days means the total number of days the taxpayer provided personal services for that
employer or principal both within and without Idaho during the calendar year. For example, ataxpayer working afive
(5) day work week may assume total work days of two hundred sixty (260) less any vacation, holidays, sick leave

days and other days off. (3-31-22)

d. Total compensation means all salary, wages, commissions, contract payments, and other
compensation for services, including sick leave pay, holiday pay and vacation pay, that is taxable pursuant to the
Internal Revenue Code. (3-31-22)

03. Work Days. Work days include only those days the taxpayer actually performs personal services
for the benefit of the employer or principal. Vacation days, sick leave days, holidays, and other days off from work
are considered nonwork days whether compensated or not. Total work days must equal Idaho work days plus non-
Idaho work days. The taxpayer has the burden of establishing non-l1daho work days. Documentation establishing non-
Idaho work days may be required to support the Idaho compensation percentage used by the taxpayer. (3-31-22)

04. Multiple Employers. If ataxpayer performs personal services both within and without 1daho for
more than one (1) employer or principal, he must determine an Idaho compensation percentage separately for each
employer or principal. (3-31-22)

05. Alternative Method. If the Idaho compensation percentage does not fairly represent the extent of
the taxpayer's personal service activities in Idaho, the taxpayer may propose or the Tax Commission may require an
alternative method. For example, working hours may be a more appropriate measure than work days in some cases.

(3-31-22)

a. The taxpayer must fully explain the aternative method in a statement attached to his Idaho
individual income tax return. (3-31-22)
b. The aternative method may be used in lieu of the method in Subsection 270.01 unless the Tax
Commission expressly deniesits use. (3-31-22)

271. IDAHO COMPENSATION: STOCK OPTIONS (RULE 271).
Section 63-3026A(3), Idaho Code
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01. In General. The granting of stock options is considered to be compensation for services. Although
considered as compensation, in some circumstances the taxpayer may report the compensation on his federal income
tax return as capital gain income. The character of the income from the granting of stock options and the timing of

reporting it for federal income tax purposes apply in computing | daho taxable income. (3-31-22)
02. Definitions. For purposes of thisrule: (3-31-22)
a. Work days, |daho work days, and total work days are defined in Rule 270 of theserules. (3-31-22)
b. Compensable period means the period that begins at the date the stock option is granted and ends at
the earlier of the date the stock option becomes vested or the date the employee’ s services terminate. (3-31-22)
C. Statutory stock options are options governed by specific Internal Revenue Code sections that

impose restrictions on both the employer and the employee. Statutory stock options include incentive stock options as
provided in Section 422, Internal Revenue Code, and options issued pursuant to employee stock purchase plans as
provided in Section 423, Internal Revenue Code. (3-31-22)

d. Nonstatutory stock options are options that do not meet the Internal Revenue Code requirementsto
qualify as statutory stock options or are granted pursuant to a plan or offering that does not qualify. (3-31-22)

03. Compensation for Future Services. The granting of stock optionswill be presumed to be intended
as compensation for future services. The party alleging otherwise bears the burden of proving that the stock options
were intended for services rendered before the date of grant. (3-31-22)

04. Statutory Stock Options. (3-31-22)

a. Compensation. Compensation is realized at the date the option is exercised, but not taxable until the
income or gain is recognized for federal income tax purposes. If ataxpayer reports a capital gain for federal income
tax purposes from statutory stock options, the amount of Idaho source compensation will also be reported as capital
gain income for Idaho income tax purposes. 1daho source compensation is determined as follows: (3-31-22)

i Compensation is equal to the portion of the gain that equal s the difference between the option price
and the fair market value of the stock at the date the option was exercised. Compensation is limited to the gain
actually recognized if the stock is sold for less than its fair market value at the time the option was exercised. No
compensation will be reported if the stock issold at aloss. (3-31-22)

ii. Compensation for services performed in Idaho eguals the compensation determined in Subsection
271.04.a.i., multiplied by the ratio of Idaho work days to total work days during the compensable period.  (3-31-22)

b. Investment Income. Appreciation in the value of the stock after the date the option was exercised is
to be reported as investment income and sourced to the taxpayer’ s domicile at the date the stock was sold. (3-31-22)

05. Nonstatutory Stock Options. (3-31-22)

a. Compensation. Compensation is recognized at the date the stock option is exercised. The amount of
| daho source compensation related to the stock option is determined as follows: (3-31-22)

i. Compensation for federal income tax purposes is equal to the difference between the option price
and the fair market value of the stock at the date the option was exercised. (3-31-22)

ii. Compensation for services performed in Idaho equals the compensation determined in Subsection
271.05.a.i., multiplied by the ratio of Idaho work days to total work days during the compensable period.  (3-31-22)

b. Investment Income. Appreciation or depreciation in the value of the stock after the date the option
was exercised isto be reported as investment income and sourced to the taxpayer’s domicile at the date the stock was
sold. (3-31-22)
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272. IDAHO COMPENSATION: SEVERANCE PAY (RULE 272).
Section 63-3026A(3), Idaho Code

01. In General. In accordance with federal Treasury Regulation Section 1.61-2, termination or
severance pay is treated as compensation for services. The amount of termination or severance pay received by a
nonresident that is subject to Idaho income tax is determined pursuant to thisrule. (3-31-22)

02. Definitions. For purposes of this rule work days, Idaho work days and total work days are defined
in Rule 270 of these rules. (3-31-22)

03. Calculation of Idaho Source Severance Pay. The amount of severance pay that is Idaho source
incomeisto be equal to the severance pay received during the taxable year multiplied by the ratio of 1daho work days
to total work days during either of the following: (3-31-22)

a. The employee's entire period of employment with such employer; or (3-31-22)

b. The employee's last twelve (12) months of employment with such employer. (3-31-22)

04. Alternative Method. If the Idaho compensation percentage computed in Subsection 272.03 does
not fairly represent the extent of the taxpayer's personal service activities in Idaho, the taxpayer may propose or the
Tax Commission may require an alternative method. For example, working hours may be a more appropriate measure
than work days in some cases. (3-31-22)

a. The taxpayer will fully explain the alternative method in a statement attached to his Idaho
individual income tax return. (3-31-22)

b. The aternative method may be used in lieu of the method in Subsection 272.03 unless the Tax
Commission expressly denies its use. (3-31-22)

273. IDAHO COMPENSATION: UNEMPLOYMENT COMPENSATION (RULE 273).

Section 63-3026A(3), Idaho Code. Unemployment compensation benefits are Idaho source income if the benefits are
received by the taxpayer from the state of Idaho, even though the benefits may relate to wages earned in Idaho and
another state. Unemployment compensation benefits received from another state does not constitute Idaho source
income even though the calculation of the benefits may be based in part on wages earned in Idaho. (3-31-22)

274.  (RESERVED)

275. IDAHO SOURCE INCOME OF NONRESIDENT AND PART-YEAR RESIDENT INDIVIDUALS --
INVESTMENT INCOME FROM QUALIFIED INVESTMENT PARTNERSHIPS (RULE 275).
Section 63-3026A(3)(c), Idaho Code

01. In General. (3-31-22)

a. For taxable years beginning on or after January 1, 2007, the Idaho taxable income of a nonresident
individual does not include the distributive share of investment income of a qualified investment partnership. The
distributive share of noninvestment income of a qualified investment partnership derived from or related to sources
within Idaho isincluded in Idaho taxable income. See Rule 250 of these rules for information on when pass-through
income from a partnership is deemed to have been received. (3-31-22)

b. The exemption from tax on investment income from a qualified investment partnership does not
apply to gains or losses derived from the sale of a nonresident individual’s interest in a qualified investment
partnership. The source of these gains and losses is governed by Section 63-3026A (3)(a)(vii), Idaho Code, and Rule
266 of these rules. The source of investment income that is not from a qualified investment partnership is determined
as provided in Rule 263 of these rules. (3-31-22)

02. Qualified Investment Partnership. An entity isa qualified investment partnership only if it meets
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both of the following criteria: (3-31-22)
a. The entity is classified as a partnership for federal income tax purposes, but is not a publicly traded
partnership taxed as a corporation under Section 63-3006, |daho Code. (3-31-22)
b. The gross income from investments of the entity is derived at least ninety percent (90%) from
investments that when held by a nonresident individual directly, would not produce income subject to the Idaho
income tax. See Rules 263 and 266 of these rules. (3-31-22)
03. Investment Income. For purposes of this exclusion, an item of partnership income is investment
income only if it would not be I daho taxable income of a nonresident individual if the individual held the investment
directly. (3-31-22)
04. Examples. (3-31-22)
a. A is a nonresident individual member of ABC, a partnership operating solely within Idaho. The

taxable income of ABC for the taxable year consists of ninety thousand dollars ($90,000) of dividend income and ten
thousand dollars ($10,000) of capital gains from stock trading through a brokerage account. If A held the stock
directly, Section 63-3026A(3)(a)(iii), Idaho Code, provides that the dividends and capital gains would not be included
in Idaho taxable income. Since at least ninety percent (90%) of ABC’sincome is from investments that would not be
taxable to a nonresident individual if held directly by that individual, ABC is a quaified investment partnership and
none of A’s distributive share of the income is included in Idaho taxable income even though ABC is an Idaho
partnership. (3-31-22)

b. Assume the same facts as in Paragraph 275.04.a. of this rule, except that the ten thousand dollars
($10,000) of capital gainsis from the sale of Idaho real property. Since at |least ninety percent (90%) of ABC’sincome
is from investments that would not be taxable to a nonresident individual if held directly by that individual, ABC isa
qualified investment partnership. A’ sdistributive share of ABC’ s dividend incomeis excluded fromA’s |daho taxable
income, but A’s distributive share of ABC’s gain from the sale of Idaho real property is included in Idaho taxable
income because Section 63-3026A(3), Idaho Code, provides that such income would be taxable to A if A had owned
the property directly. (3-31-22)

C. A is a nonresident individual member of ABC, a partnership operating solely within Idaho. The
taxable income of ABC for the taxable year consists of eighty thousand dollars ($80,000) of dividend income and
twenty thousand dollars ($20,000) of capital gains from the sale of Idaho real property. ABC is not a qualified
investment partnership because less than ninety percent (90%) of ABC's income is from investments that would not
be taxable to a nonresident individual if held directly by that individual. A’s distributive share of ABC's dividend
income and capital gain income isincluded in Idaho taxable income as provided in Rule 263 of these rules. (3-31-22)

d. A is a nonresident individual partner in ABC, a partnership with a fifty percent (50%) Idaho
apportionment factor. The gross income of ABC consists of ninety thousand dollars ($90,000) of dividend income,
five thousand dollars ($5,000) of capital gain from the sale of non-ldaho real property used in the trade or business,
and five thousand dollars ($5,000) of gross business income. Since at least ninety percent (90%) of ABC's gross
income is from investments that would not be taxable to a nonresident individual if held directly by that individual,
ABC is a qudified investment partnership. A’s distributive share of ABC's dividend income is excluded from A’s
| daho taxable income, but fifty percent (50%) of A’sdistributive share of ABC’s gain from the sal e of non-1daho real
property (which is business income under the facts of this example) and fifty percent (50%) of A’s distributive share
of ABC's other business income isincluded in Idaho taxable income, based on the Idaho apportionment factor of the
partnership as provided in Section 63-3026A (3)(a)(i) and Rule 263 of these rules. (3-31-22)

276. -- 279. (RESERVED)

280. PARTNERSHIPS OPERATING WITHIN AND WITHOUT IDAHO (RULE 280).
Sections 63-3026A (3), 63-3027 and 63-3030(a)(9), Idaho Code

01. In General. A partnership that operates within and without Idaho must apply the principles of
allocation and apportionment of income set forth in Section 63-3027, Idaho Code, and related rules to determine the
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extent of partnership income that is derived from or related to Idaho sources. The use of a combined report, however,
isavailable only to C corporations. (3-31-22)

02. Exceptions to Apportionment Formula. If the method described in Subsection 280.01 does not
fairly represent the extent of the business activity in Idaho, the partnership may file a request to use, or the Tax

Commission may require, an alternative method, including the following: (3-31-22)
a. Separate accounting as provided in Rule 585 of these rules; (3-31-22)
b. The exclusion of afactor pursuant to Rule 590 of these rules; (3-31-22)
C. An additional factor or substitute factor pursuant to Rule 595 of these rules; or (3-31-22)
d. The employment of any other method that would fairly represent the extent of business activity in
Idaho. (3-31-22)
03. Information Provided to Partners. The partnership must provide to each partner information
necessary for the partner to compute his Idaho income tax. Such information must include: (3-31-22)
a. The partner’ s share of each pass-through item of income and deduction; (3-31-22)
b. The partner’s share of each |daho addition and subtraction; (3-31-22)

C. The partner’s share of Idaho qualifying contributions, Idaho tax credits, and tax credit recapture;
(3-31-22)
d. The partner’s share of income allocated to | daho; (3-31-22)
e The partnership’s apportionment factor, and if the partner is not an individual, the partnership’s
property, payroll and sales factor numerator and denominator amounts, including the amount of capitalized rent
expense; and (3-31-22)
f. The partner’s distributive share of partnership grossincome if the partner is an individual, trust, or
estate. (3-31-22)

281. -- 284. (RESERVED)

285. S CORPORATIONS (RULE 285).
Sections 63-3025 and 63-3025A, Idaho Code

01. Tax on S Corporations. An S corporation that is transacting business in Idaho or authorized to
transact business in Idaho is subject to the tax imposed by Section 63-3025, Idaho Code, if not paying the tax
imposed by Section 63-3025A, Idaho Code. The tax imposed by Section 63-3025 or 63-3025A, Idaho Code, is
computed on the total of the net recognized built-in gains and the excess net passive income of the S corporation

attributable to Idaho for the taxable year. (3-31-22)
a. Net recognized built-in gains isto be determined pursuant to Section 1374, Internal Revenue Code,
including any applicable limitations. (3-31-22)
b. Excess net passive income is determined pursuant to Section 1375, Internal Revenue Code,
including any applicable limitations. (3-31-22)
C. If the tax computed in Subsection 285.01 of this rule is less than the minimum tax, the S
corporation pays the minimum tax. (3-31-22)
02. Minimum Tax. The minimum tax is required of every S corporation that isrequired to file areturn.

A name-holder or inactive S corporation that is authorized to do business in Idaho pays the minimum tax of twenty
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dollars ($20) even though the S corporation did not conduct Idaho business activity during the taxable year. A
nonproductive mining corporation generally is not required to pay the minimum tax. See Subsection 285.03 of this
rule. (3-31-22)

03. Nonproductive Mining Corporations. A honproductive mining corporation is a corporation that
does not own any producing mines and does not engage in any business other than mining. An S corporation that
qualifies as a nonproductive mining corporation is required to file and pay tax if it receives any other income.

(3-31-22

04. Application of Credits. If an S corporation was previously a C corporation with an Idaho income
tax credit carryover at the time of the S corporation election, the S corporation may use any available credit carryover
against the tax on the excess net passive income or net recognized built-in gains if the carryover period related to the
Idaho income tax credit has not expired before the taxable year in which the tax must be reported. (3-31-22)

05. Tax Resulting From the Requirements of Section 63-3022L, Idaho Code. An S corporation is
subject to tax at the corporate rate on the income required to be reported for qualifying shareholders under Section 63-
3022L, Idaho Code. This tax isin addition to any tax the S corporation owes under Section 63-3025 or 63-3025A,
Idaho Code. See Rule 291 of these rules for additional information. (3-31-22)

06. Qualified Subchapter S Subsidiary. A corporation that is a qualified subchapter S subsidiary
(QSSS) will be treated for Idaho income tax purposes the same as treated for federal income tax purposes. The QSSS
will not be treated as a separate corporation, but all the assets, liabilities, and items of income, deduction, and credit
of aQSSS will be treated as assets, liabilities and such items of the S corporation. Since the QSSS is not treated as a
separate taxpayer, it is not subject to the minimum tax. (3-31-22)

286. S CORPORATIONS OPERATING WITHIN AND WITHOUT IDAHO (RULE 286).
Sections 63-3027 and 63-3030(a)(4), Idaho Code

01. In General. An S corporation that operates within and without Idaho must apply the principles of
allocation and apportionment of income set forth in Section 63-3027, Idaho Code, and related rules to determine the
extent of S corporation income that is derived from or related to Idaho sources. The use of a combined report,
however, is available only to C corporations. (3-31-22)

02. Exceptionsto Apportionment For mula. If the method described in Subsection 286.01 of thisrule
does not fairly represent the extent of the business activity in Idaho, the S corporation may file arequest to use or the

Tax Commission may require an aternative method, including the following: (3-31-22)

a. Separate accounting as provided in Rule 585 of these rules; (3-31-22)

b. The exclusion of afactor pursuant to Rule 590 of these rules; (3-31-22)

C. An additional factor or substitute factor pursuant to Rule 595 of these rules; or (3-31-22)

d. The employment of any other method that would fairly represent the extent of business activity in

Idaho. (3-31-22)

03. Information Provided to Shareholders. An S corporation must provide to each shareholder
information necessary for the shareholder to compute his Idaho income tax. Such information must include;

(3-31-22)

a. The shareholder’s share of each pass-through item of income and deduction; (3-31-22)

b. The shareholder’s share of each Idaho addition and subtraction; (3-31-22)

C. The shareholder’s share of Idaho qualifying contributions, Idaho tax credits, and tax credit

recapture; (3-31-22)
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d. The shareholder’ s share of income allocated to Idaho; (3-31-22)
e The S corporation’ s apportionment factor; and (3-31-22)
f. The shareholder’s distributive share of S corporation grossincome. (3-31-22)
04. Protection Under Public Law 86-272. An S corporation whose Idaho business activities fall under
the protection of Public Law 86-272 is exempt from the taxes imposed by Sections 63-3025 and 63-3025A, Idaho
Code, including the minimum tax. (3-31-22)

05. Qualified Subchapter S Subsidiary. A corporation that is a qualified subchapter S subsidiary
(QSSS) must include its apportionment attributes with its parent’s apportionment attributes to compute one Idaho
apportionment factor for the S corporation. If the S corporation and its qualified subchapter S subsidiaries are
carrying on more than one unitary business, each unitary business must allocate and apportion its income pursuant to
Rule 340.03. (3-31-22)

287. -- 290. (RESERVED)

291. TAX PAID BY PASS-THROUGH ENTITIES FOR OWNERS OR BENEFICIARIES --
COMPUTATION OF IDAHO TAXABLE INCOME FOR TAXABLE YEARS BEGINNING ON OR AFTER
JANUARY 1, 2014 (RULE 291).

Sections 63-3022L and 63-3026A, Idaho Code

01. In General. A pass-through entity is responsible for reporting and paying the tax for nonresident
individuals or withholding tax on the individual’s share of income from the pass-through entity required to be
included in ldaho taxable income as prescribed in Section 63-3036B, |daho Code. For purposes of this rule, pass-

through entity means “ pass-through entity” as defined in Section 63-3006C, |daho Code. (3-31-22)
02. Income Reportable to Idaho. The following items must be included in the computation of 1daho
taxable income for an individual; (3-31-22)
a. Pass-through items that are income from Idaho sources of an owner as determined pursuant to Rule
263 of theserules. (3-31-22)
b. Distributable net income from an estate or trust that is income from Idaho sources as determined
pursuant to Rule 261 of these rules. (3-31-22)
03. Deductions. Pass-through entities paying the tax under Section 63-3022L, Idaho Code, are not
entitled to claim the following deductions on behalf of an individual. (3-31-22)
a. Capital Loss. As provided in Section 63-3022(i), Idaho Code, S corporations and partnerships are

not allowed to carry over or carry back any capital loss provided for in Section 1212, Internal Revenue Code.
(3-31-22)
b. Net Operating Loss. As provided in Section 63-3022(i), Idaho Code, S corporations and
partnerships are not allowed to carry over or carry back any net operating loss provided for in Section 63-3022(c),
Idaho Code. (3-31-22)
C. Idaho Capital Gains Deduction. As provided in Section 63-3022H, Idaho Code, the Idaho capital
gains deduction may only be claimed by individual taxpayers on an individual income tax return. (3-31-22)
d. Informational Items. Amounts provided to owners of pass-through entities and beneficiaries of

trusts and estates on the federal Schedule K-1 that are informational only may not be used as a deduction in
computing the taxable income reportable under Section 63-3022L, Idaho Code. Informational items include the
domestic production activities information and net earnings from self-employment. (3-31-22)

e Items Not Deductible Under the Internal Revenue Code. A deduction is not allowed for items
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disallowed under the Internal Revenue Code. For example, a deduction is not allowed for items disalowed as a
deduction in Sections 162(c) and 262 through 280E, Internal Revenue Code, unless specifically allowed by Idaho
law. Items allowed by Idaho law include expenses related to tax-exempt income under Section 265, Internal Revenue

Code, which are allowed to be deducted as a result of Section 63-3022M, Idaho Code. (3-31-22)
f. Items Not Reported as a Pass-Through Deduction. Amounts not reported from the pass-through

entity to the pass-through owner are not allowed as a deduction under Section 63-3022L, Idaho Code. These include:
(3-31-22)

i The standard deduction; (3-31-22)

ii. Personal exemptions; (3-31-22)

iii. Itemized deductions that result from activity of the pass-through owner. For example, a deduction
is not allowed for charitable contributions made personally by the pass-through owner, but is allowed for the pass-

through owner’s share of charitable contributions made by the pass-through entity. (3-31-22)
0. Items Reported as a Pass-Through Deduction. Amounts reported from the pass-through entity to
the pass-through owner in their distributive share are alowed as a deduction under Section 63-3022L, Idaho Code,
unless otherwise disallowed under this rule. These include but are not limited to: (3-31-22)
i Section 179, Internal Revenue Code, deduction; (3-31-22)
ii. Charitable contributions made by the pass-through entity; (3-31-22)
iii. Investment interest expense; (3-31-22)

iv. Section 59(e)(2), Internal Revenue Code, expenditures (qualified research expenditures); (3-31-22)

V. Amounts paid for medical insurance; (3-31-22)
Vi. Educational assistance benefits; (3-31-22)
vii. Paymentsto apension or IRA. (3-31-22)
04. Double Deductions Disallowed. A pass-through owner may not deduct amounts that previously

have been deducted by a pass-through entity paying the tax on his behalf. If the pass-through owner files an Idaho
individual income tax return reporting federal taxable income that includes amounts previously deducted by a pass-
through entity on his behalf, the pass-through owner must add back the duplicated deduction amounts in computing
his Idaho taxable income on hisindividua income tax return. (3-31-22)

292. -- 299 (RESERVED)

300. TAX ON CORPORATIONS (RULE 300).
Sections 63-3025 and 63-3025A, Idaho Code

01. Excise Tax. A corporation excluded from the tax on corporate income imposed by Section 63-
3025, Idaho Code, is subject to the excise tax imposed by Section 63-3025A, Idaho Code. If a corporation is subject
to the excise tax imposed by Section 63-3025A, Idaho Code, it is not subject to the tax on corporate income imposed
by Section 63-3025, Idaho Code. (3-31-22)

02. Minimum Tax. A name-holder or inactive corporation that is authorized to do business in Idaho
pays the minimum tax of twenty dollars ($20) even though the corporation did not conduct Idaho business activity
during the taxable year. A nonproductive mining corporation generally is not required to pay the minimum tax.

(3-31-22)

03. Nonproductive Mining Corporations. A nonproductive mining corporation is a corporation that
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does not own any producing mines and does not engage in any business other than mining. A corporation that
qualifies as a nonproductive mining corporation is required to file and pay tax if it receives any other income.

(3-31-22)

04. Protection Under Public Law 86-272. A corporation whose Idaho business activities fall under

the protection of Public Law 86-272 is exempt from the taxes imposed by Sections 63-3025 and 63-3025A, |daho

Code, including the minimum tax. (3-31-22)
05. Corporate Income Tax Rates. Corporate tax rates are listed at https://tax.idaho.gov/busit.

(3-31-22)

301. -- 300. (RESERVED)

310. ELECTIONS FOR MULTISTATE CORPORATIONS (RUL E 310).
Section 63-3027, Idaho Code

01. Available Options. A multistate corporation transacting business in Idaho may elect to be taxed
pursuant to the provisions of the Idaho Income Tax Act or pursuant to the Multistate Tax Compact, Section 63-3701,
Idaho Code. This provides three (3) options: (3-31-22)

a. Apportionment and allocation pursuant to Section 63-3027, |daho Code. (3-31-22)

b. Apportionment and allocation pursuant to Article 111, Section 1 of the Multistate Tax Compact.
However, if this option is elected, business income is to be apportioned using the apportionment formula pursuant to
Section 63-3027(i), Idaho Code. (3-31-22)

C. Tax based on one percent (1%) of sales pursuant to Article 111, Section 2 of the Multistate Tax
Compact and Section 63-3702, Idaho Code. This option is available to corporations whose only activity in Idaho
consists of salesthat are not in excess of one hundred thousand dollars ($100,000) during the taxable year. (3-31-22)

02. Electing an Option. A multistate corporation is to file pursuant to Section 63-3027, Idaho Code,
unless it elects to report and pay income tax pursuant to one of the options specified in Subsections 310.01.b. and
310.01.c. The election is made by attaching a written statement of the election to the return. The statement must
affirmatively state each element required by statute to qualify for the option elected. The return must include any
additional schedules needed to show how the tax due was computed. The election may not be changed for a taxable
year after the return for that year has been filed. (3-31-22)

311. -- 319. (RESERVED)

320. APPLICATION OF MULTISTATE RULES (RULE 320).
Section 63-3027, Idaho Code

01. Prologue. Rules 320 through 699 of these rules are intended to set forth the application of the
apportionment and allocation provisions of Section 63-3027, |daho Code. The only exceptions to these all ocation and
apportionment rules are those set forth in these rules pursuant to the authority of Sections 63-3027(s) and 63-3027(u),
Idaho Code. (3-31-22)

02. Taxpayers Conducting Business Within and Without Idaho. Section 63-3027, Idaho Code, and
related rules apply to corporations conducting business within and without 1daho, and to other taxpayers if required
by other provisions of the Idaho Code or of these rules. However, only C corporations may use the combined report to
determine Idaho taxable income. See Rule 360 of these rules. (3-31-22)

321. -- 324. (RESERVED)
325. DEFINITIONS FOR PURPOSES OF MULTISTATE RULES (RULE 325).

Section 63-3027, Idaho Code. For purposes of computing the Idaho taxable income of a multistate corporation, the
following definitions apply: (3-31-22)
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01. Affiliated Corporation and Affiliated Group. An affiliated corporation is a corporation that is a
member of a commonly controlled group of which the taxpayer is also a member. The commonly controlled group is
referred to as an affiliated group. Although Idaho generally follows federal tax principles and terminology, 1daho’s
use of the terms affiliated corporation and affiliated group means a corporation or corporations with over fifty percent
(50%) of its voting stock directly or indirectly owned or controlled by a common owner or owners. For information
on what constitutes common control, see Rule 344 of these rules. (3-31-22)

02. Allocation. Allocation refers to the assignment of nonbusiness income to a particular state.
(3-31-22)

03. Apportionment. Apportionment refers to the division of business income between states in which
the businessis conducted by the use of a formula containing apportionment factors. (3-31-22)

04. Business Activity. Business activity refers to the transactions and activity occurring in the regular
course of a particular trade or business of ataxpayer or to the acquisition, management, and disposition of property
that congtitute integral parts of the taxpayer’ s regular trade or business operations. (3-31-22)

05. Combined Group. Combined group means the group of corporations that comprise a unitary
business and are includable in a combined report pursuant to Section 63-3027(t) or 63-3027B, Idaho Code, if the
water’'s edge election is made. (3-31-22)

06. Combined Report. Combined report refers to the computational filing method to be used by a
unitary business which is conducted by a group of corporations wherever incorporated rather than a single

corporation. (3-31-22)
07. Gross Receipts. (3-31-22)
a. Gross receipts are the gross amounts realized, (the sum of money and the fair market value of other

property or services received) on the sale or exchange of property, the performance of services, or the use of property
or capital (including rents, royalties, interest and dividends) in atransaction that produces business income, in which
the income or loss is recognized (or would be recognized if the transaction were in the United States) under the
Internal Revenue Code. Amounts realized on the sale or exchange of property are not reduced for the cost of goods
sold or the basis of property sold. Gross receipts, even if businessincome, do not include such items as, for example:

(3-31-22)

i Repayment, maturity, or redemption of the principal of aloan, bond, or mutual fund or certificate of

deposit or similar marketable instrument; (3-31-22)
ii. The principal amount received under a repurchase agreement or other transaction properly
characterized asaloan; (3-31-22)
iii. Proceeds from issuance of the taxpayer's own stock or from sale of treasury stock; (3-31-22)

iv. Damages and other amounts received as the result of litigation; (3-31-22)

V. Property acquired by an agent on behalf of another; (3-31-22)

Vi. Tax refunds and other tax benefit recoveries; (3-31-22)

vii. Pension reversions; (3-31-22)

viii. Contributions to capital; (3-31-22)

iX. Income from forgiveness of indebtedness; or (3-31-22)

X. Amounts realized from exchanges of inventory that are not recognized by the Internal Revenue
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Code. (3-31-22)

b. Exclusion of an item from the definition of gross receipts is not determinative of its character as
business or nonbusiness income. Nothing in this definition is to be construed to modify, impair or supersede any
provision of Rules 560 through 595 of these rules. (3-31-22)

08. Group Return. A unitary group of corporations may file one (1) Idaho corporate income tax return
for al the corporations of the unitary group that are required to file an Idaho income tax return. When used in these
rules, group return refers to this sole return filed by a unitary group. Use of the group return precludes the need for

each corporation to file its own Idaho corporate income tax return. (3-31-22)
09. MTC. The Multistate Tax Commission. (3-31-22)
10. Multistate Cor poration. A multistate corporation is a corporation that operates in more than one
(1) state. For purposes of this definition, state is defined in Section 63-3027(a)(6), |daho Code. (3-31-22)
11. Unitary Business. Unitary business is a concept of constitutional law defined in decisions of the
United States Supreme Court. See Rule 340 of these rules. (3-31-22)

326. -- 329. (RESERVED)

330. BUSINESS AND NONBUSINESS INCOME DEFINED: APPORTIONMENT AND ALLOCATION
(RULE 330).

Section 63-3027(a), Idaho Code. Sections 63-3027(a)(1) and 63-3027(a)(4), Idaho Code, require that every item of
income be classified either as business income or nonbusiness income. Income for purposes of classification as
business or nonbusiness includes gains and losses. Business income is apportioned among jurisdictions by use of a
formula. Nonbusinessincome s specifically assigned or allocated to one (1) or more specific jurisdictions pursuant to
express rules. An item of income is classified as business income if it falls within the definition of business income.
An item of income is nonbusinessincome only if it does not meet the definitional requirements for being classified as
businessincome. (3-31-22)

331. BUSINESSAND NONBUSINESS INCOME DEFINED: BUSINESS INCOME (RULE 331).
Section 63-3027(a)(1), Idaho Code

01. In General. Business income means income of any type or class and from any activity that meets
the “transactional test” described in Rule 332 of these rules, or the “functional test” described in Rule 333 of these
rules. The classification of income by the labels occasionally used, such as manufacturing income, compensation for
services, salesincome, interest, dividends, rents, royalties, gains, operating income, and nonoperating income, is of

no aid in determining whether income is business or nonbusiness income. (3-31-22)
02. Terms Used in Definition of Business Income and in Application of Definition. As used in the
definition of businessincome and in the application of the definition. (3-31-22)
a. “Trade or business’ means the unitary business of the taxpayer, part of which is conducted within
Idaho. (3-31-22)
b “To contribute materially” includes, without limitation, “to be used operationally in the taxpayer’s

trade or business.” Whether property materially contributes is not determined by reference to the property’s value or
percentage of use. If an item of property materially contributes to the taxpayer’s trade or business, the attributes,
rights or components of that property are also operationally used in that business. However, property that is held for
mere financial betterment is not operationally used in the taxpayer’ s trade or business. (3-31-22)

332. BUSINESSAND NONBUSINESS INCOME DEFINED: TRANSACTIONAL TEST (RULE 332).
Section 63-3027(a)(1), Idaho Code

01. In General. Business income includes income arising from transactions and activity in the regular
course of the taxpayer’s trade or business. (3-31-22)
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02. Business Income for Idaho. If the transaction or activity isin the regular course of the taxpayer’s
trade or business, part of which trade or business is conducted within Idaho, the resulting income of the transaction or
activity is business income for Idaho. Income may be business income even though the actual transaction or activity
that gives rise to the income does not occur in Idaho. (3-31-22)

03. Regular Course of the Taxpayer’s Trade or Business. For a transaction or activity to be in the
regular course of the taxpayer’ s trade or business, the transaction or activity need not be one that frequently occursin
the trade or business. Most, but not al, frequently occurring transactions or activities will be in the regular course of
that trade or business and will, therefore, satisfy the transactional test. It is sufficient to classify a transaction or
activity as being in the regular course of atrade or business, if it is reasonable to conclude transactions of that type are
customary in the kind of trade or business being conducted or are within the scope of what that kind of trade or
business does. However, even if a taxpayer frequently or customarily engages in investment activities, if those
activities are for the taxpayer’ s mere financial betterment rather than for the operations of the trade or business, such
activities do not satisfy the transactional test. The transactional test includes, but is not limited to, income from sales
of inventory, property held for sale to customers, and services that are commonly sold by the trade or business. The
transactional test also includes, but is not limited to, income from the sale of property used in the production of
business income of a kind that is sold or replaced with some regularity, even if replaced less frequently than once a
year. (3-31-22)

333. BUSINESSAND NONBUSINESS INCOME DEFINED: FUNCTIONAL TEST (RULE 333).
Section 63-3027(a)(1), Idaho Code

01. In General. Business income also includes income from tangible and intangible property, if the
acquisition, management or disposition of the property constitutes an integral or necessary part of the taxpayer's
regular trade or business operations. (3-31-22)

02. Terms. (3-31-22)

a. “Property” includes any interest in, control over, or use in property (whether the interest is held
directly, beneficially, by contract, or otherwise) that matenally contributes to the production of businessincome.

(3-31-22)

b. “Acquisition” refers to the act of obtaining an interest in property. (3-31-22)

C. “Management” refers to the oversight, direction, or control (directly or by delegation) of the
property for the use or benefit of the trade or business. (3-31-22)

d. “Disposition” refers to the act, or the power, to relinquish or transfer an interest in or control over
property to another, in whole or in part. (3-31-22)

e “Integral part” refers to property that constituted a part of the composite whole of the trade or
business, each part of which gave value to every other part, in a manner that materially contributed to the production
of businessincome. (3-31-22)

03. Integral, Functional, or Operative Component of Trade or Business. Under the functional test,

business income need not be derived from transactions or activities that are in the regular course of the taxpayer’s
own particular trade or business. It is sufficient, if the property from which theincomeis derived isor was an integral,
functional, or operative component used in the taxpayer's trade or business operations, or otherwise materially
contributed to the production of business income of the trade or business, part of which trade or business is or was
conducted within Idaho. Depending on the facts and circumstances of each case, property that has been converted to
nonbusiness use through the passage of a sufficiently lengthy period of time or that has been removed as an
operational asset and is instead held by the taxpayer’s trade or business exclusively for investment purposes has lost
its character as a business asset and is not subject to the rule of the preceding sentence. Property that was an integral
part of the trade or business is not considered converted to investment purposes merely because it is placed for sale.
(3-31-22)

Section 333 Page 74 IAC Archive 2022



IDAHO ADMINISTRATIVE CODE IDAPA 35.01.01
State Tax Commission Income Tax Administrative Rules

04. Examples of Business Income Under the Functional Test. Income that is derived from isolated
sales, leases, assignments, licenses, and other infrequently occurring dispositions, transfers, or transactions involving
property, including transactions made in liquidation or the winding-up of business, is business income, if the property
isor was used in the taxpayer's trade or business operations. Income from the licensing of an intangible asset, such as
a patent, copyright, trademark, service mark, know-how, trade secrets, or the like, that was developed or acquired for
use by the taxpayer in its trade or business operations, constitutes business income whether or not the licensing itself
congtituted the operation of atrade or business, and whether or not the taxpayer remains in the same trade or business
from or for which the intangible asset was developed or acquired. (3-31-22)

05. Operational Function Versus Investment Function. Under the functional test, income from
intangible property is business income when the intangible property serves an operational function as opposed to
solely an investment function. The relevant inquiry focuses on whether the property is or was held in furtherance of
the taxpayer’ s trade or business, that is, on the objective characteristics of the intangible property’s use or acquisition
and its relation to the taxpayer and the taxpayer’s activities. The functional test is not satisfied where the holding of
the property is limited to solely an investment function as is the case where the holding of the property is limited to
mere financial betterment of the taxpayer in general. (3-31-22)

06. Property Held in Furtherance of Trade or Business. If the property is or was held in furtherance
of the taxpayer’ s trade or business beyond mere financial betterment, then income from that property may be business
income even though the actual transaction or activity involving the property that gives rise to the income does not
occur in Idaho. (3-31-22)

07. Presumptions. If with respect to an item of property a taxpayer takes a deduction from business
income that is apportioned to Idaho or includes the original cost in the property factor, it is presumed that the item or
property is or was integral to the taxpayer’s trade or business operations. No presumption arises from the absence of
any of these actions. (3-31-22)

08. Application of the Functional Test. Application of the functional test is generally unaffected by
the form of the property (for example, tangible or intangible property, real or personal property). Income arising from
an intangible interest, for example, corporate stock or other intangible interest in a business or a group of assets, is
business income when the intangible itself or the property underlying or associated with the intangible is or was an
integral, functional, or operative component to the taxpayer’s trade or business operations. Thus, while
apportionment of income derived from transactions involving intangible property as business income may be
supported by a finding that the issuer of the intangible property and the taxpayer are engaged in the same trade or
business, i.e., the same unitary business, establishment of such arelationship is not the exclusive basis for concluding
that the income is subject to apportionment. It is sufficient to support the finding of apportionable income if the
holding of the intangible interest served an operational rather than an investment function of mere financial
betterment. (3-31-22)

334. BUSINESS AND NONBUSINESS INCOME DEFINED: RELATIONSHIP OF TRANSACTIONAL
AND FUNCTIONAL TESTSTO U.S. CONSTITUTION (RULE 334).

Section 63-3027(a)(1), Idaho Code. The Due Process Clause and the Commerce Clause of the U.S. Constitution
restrict states from apportioning income as businessincome that has no rational relationship with the taxing state. The
protection against extraterritorial state taxation afforded by these Clauses is often described as the “unitary business
principle.” The unitary business principle requires apportionable income to be derived from the same unitary business
that is being conducted at least in part in Idaho. The unitary business that is conducted in Idaho includes both a
unitary business that the taxpayer alone may be conducting and a unitary business the taxpayer may conduct with any
other person or persons. Satisfaction of either the transactional test or the functional test complies with the unitary
business principle, because each test requires that the transaction or activity (in the case of the transactional test) or
the property (in the case of the functional test) to be tied to the same trade or business that is being conducted within
Idaho. Determination of the scope of the unitary business being conducted in Idaho is without regard to the extent to
which Idaho requires or permits combined reporting. (3-31-22)

335. NONBUSINESS INCOME (RULE 335).
Section 63-3027(a)(4), |daho Code

01. Nonbusiness Income. Nonbusiness income is al income other than business income. All
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deductions relating to the production of nonbusiness income is to be allocated with the income produced. Any
allowable deduction that applies to both business and nonbusiness income of the taxpayer is to be prorated to those
classes of income to determine income subject to tax. When used in these rules, the term nonbusiness income
includes nonbusiness |osses unless the context clearly indicates otherwise. (3-31-22)

02. Offset of Interest Expense Against Nonbusiness Income. Interest on indebtedness incurred or
continued to purchase or to carry investment that generates nonbusiness income is offset against the income
produced. If the facts do not support such a matching of the interest expense to the nonbusiness income, the portion of
the taxpayer's interest expense that is offset against income from nonbusiness investments is to be an amount that
bears the same ratio to the aggregate amount allowable to the taxpayer as a deduction for interest for the taxable year
as the taxpayer's nonbusiness income mentioned in the preceding sentence bears to the taxpayer's total income for the
taxable year. Aggregate amount alowable means the taxpayer's total interest expense deducted in determining
taxable income as defined in Section 63-3011B, Idaho Code, plusinterest expense disallowed under Sections 265 and
291 of the Internal Revenue Code, plus interest expense from a pass-through entity, plus the interest expense of a
corporation that, pursuant to Sections 63-3027 and 63-3027B through 63-3027E, Idaho Code, is included in a
combined report with the taxpayer for the taxable year. See Rule 115 of these rules for the calculation of total income.

(3-31-22)

03. Allocated to Idaho. Nonbusiness income, net of interest and other related expense offsets, that is
attributable to Idaho is alocated to Idaho. (3-31-22)

04. Allocated to Other States. Nonbusiness income, together with interest and other related expense
offsets, is allocated to other statesif it is not attributable to Idaho. (3-31-22)

336. BUSINESSAND NONBUSINESSINCOME: APPLICATION OF DEFINITIONS (RULE 336).
Section 63-3027(a)(1), 63-3027(A)(4), |daho Code

01. In General. The following applies the foregoing principles for purposes of determining whether
particular income is business or nonbusiness income. (3-31-22)

02. Rent From Real and Tangible Personal Property. Rental income from real and tangible property
is business income if the property for which the rental income was received is or was used in the taxpayer’s trade or
business and, therefore, isincludable in the property factor under Rule 465 of these rules. (3-31-22)

03. Gainsor Lossesfrom Sales of Assets. Gain or loss from the sale, exchange or other disposition of
real property or of tangible or intangible personal property is business income if the property while owned by the
taxpayer was used in, or was otherwise included in the property factor of the taxpayer’ strade or business. However, if
the property was used to produce nonbusiness income, the gain or 10ss is honbusiness income. (3-31-22)

04. Interest Income. Interest income from an intangible is business income if the intangible arises out
of or was created in the regular course of the taxpayer’s trade or business operations or if the purpose for acquiring
and holding the intangible is an integral, functional, or operative component of the taxpayer’s trade or business
operations, or otherwise materially contributes to the production of business income of the trade or business
operations. (3-31-22)

05. Dividends. Dividends from stock are business income if the stock arises out of or was acquired in
the regular course of the taxpayer’s trade or business operations or where the purpose of acquiring and holding the
stock is an integral, functional, or operative component of the taxpayer’s trade or business operations, or otherwise
materially contributes to the production of business income of the trade or business operations. (3-31-22)

06. Patent and Copyright Royalties. Royalties from patents and copyrights are businessincome if the
patent or copyright arises out of or was created in the regular course of the taxpayer’s trade or business operations or
if the purpose for acquiring and holding the patent or copyright is an integral, functional, operative component of the
taxpayer’s trade or business operations, or otherwise materially contributes to the production of business income of
the trade or business operations. (3-31-22)

337. -- 339. (RESERVED)
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340. PRINCIPLES FOR DETERMINING THE EXISTENCE OF A UNITARY BUSINESS: UNITARY
BUSINESS PRINCIPLE (RUL E 340).
Section 63-3027, Idaho Code

01. The Concept of a Unitary Business. (3-31-22)

a. A unitary business is a single economic enterprise that is made up either of separate parts of a
single business entity or of a commonly controlled group of business entities that are sufficiently interdependent,
integrated and interrelated through their activities so as to provide a synergy and mutual benefit that produces a
sharing or exchange of value among them and a significant flow of value to the separate parts. This flow of valueto a
business entity located in Idaho that comes from being part of a unitary business conducted both within and without
Idaho is what provides the constitutional due process “definite link and minimum connection” necessary for Idaho to
apportion business income of the unitary business, even if that income arises in part from activities conducted outside
Idaho. The business income of the unitary business is then apportioned to Idaho using an apportionment percentage
provided by Section 63-3027, |daho Code. (3-31-22)

b. This sharing or exchange of value may also be described as requiring that the operation of one (1)
part of the business be dependent upon, or contribute to, the operation of another part of the business. Phrased in the
digunctive, the foregoing means that if the activities of one (1) business either contribute to the activities of another
business or are dependent upon the activities of another business, those businesses are part of a unitary business.

(3-31-22)
02. Constitutional Requirement for a Unitary Business. (3-31-22)
a. The sharing or exchange of value described in Subsection 340.01 of this rule that defines the scope

of a unitary business requires more than the mere flow of funds arising out of a passive investment or from the
financial strength contributed by a distinct business undertaking that has no operational relationship to the unitary
business. (3-31-22)

b. In Idaho, the unitary business principle will be applied to the fullest extent allowed by the U.S.
Constitution. The unitary business principle will not be applied to result in the combination of business activities or
entities under circumstances where, if it were adverse to the taxpayer, the combination of such activities or entities
would not be allowed by the U.S. Constitution. (3-31-22)

03. Separate Trades or Businesses Conducted Within a Single Entity. A single entity may have
more than one (1) unitary business. In such cases it is necessary to determine the business, or apportionable, income
attributable to each separate unitary business as well as its nonbusiness income, which is specifically alocated. The
business income of each unitary business is then apportioned by a formula that takes into consideration the in-state
and the out-of-state factors that relate to the respective unitary business whose income is being apportioned.

(3-31-22)

04. Unitary Business Unaffected by Formal Business Organization. A unitary business may exist
within a single business entity or among a commonly controlled group of business entities. The relationship is to be
determined by reference to the relationship that exists between al related and affiliated corporations, not just those
corporations whose income and apportionment factors are required to be considered. For example, the relationship
with foreign affiliates is to be considered even though a water’s edge election is made. A related corporation may
include insurance companies and fifty percent (50%) or less owned corporations. The scope of what isincluded in a
commonly controlled group of business entities is set forth in Rule 344 of these rules. (3-31-22)

341. PRINCIPLES FOR DETERMINING THE EXISTENCE OF A UNITARY BUSINESS:
DETERMINATION OF A UNITARY BUSINESS (RULE 341).
Section 63-3027, ldaho Code

01. In General. Unity can be established under any one (1) of the judicially acceptable tests (Butler
Brothers, Edison California Stores, Container, etc.), and cannot be denied merely because another of those tests does
not simultaneously apply. (3-31-22)
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02. Significant Flows of Value. A unitary business is characterized by significant flows of value
evidenced by factors such as those described in Mobil Qil Corp. v. Vermont, 445 U.S. 425 (1980): functional
integration, centralization of management, and economies of scale. These factors provide evidence of whether the
business activities operate as an integrated whole or exhibit substantial mutual interdependence. Facts suggesting the
presence of the factors mentioned above should be analyzed in combination for their cumulative effect and not in
isolation. A particular business operation may be suggestive of one (1) or more of the factors mentioned above.

(3-31-22)

342. PRINCIPLES FOR DETERMINING THE EXISTENCE OF A UNITARY BUSINESS:
DESCRIPTION AND ILLUSTRATION OF FUNCTIONAL INTEGRATION, CENTRALIZATION OF
MANAGEMENT AND ECONOMIES OF SCALE (RULE 342).

Section 63-3027, Idaho Code

01. Functional Integration. Functional integration refers to transfers between, or pooling among,
business activities that significantly affect the operation of the business activities. Functional integration includes, but
isnot limited to, transfers or pooling with respect to the unitary business's products or services, technical information,
marketing information, distribution systems, purchasing, and intangibles such as patents, trademarks, service marks,
copyrights, trade secrets, know-how, formulas, and processes. There is no specific type of functional integration that
must be present. The following is alist of examples of business operations that can support the finding of functional
integration. The order of the list does not establish a hierarchy of importance. (3-31-22)

a Sales, exchanges, or transfers (collectively “sales’) of products, services, or intangibles between
business activities provide evidence of functional integration. The significance of the intercompany sales to the
finding of functional integration will be affected by the character of what is sold and the percentage of total sales or
purchases represented by the intercompany sales. For example, sales among business entities that are part of a
vertically integrated unitary business are indicative of functional integration. Functional integration is not negated by
the use of a readily determinable market price to effect the intercompany sales, because such sales can represent an
assured market for the seller or an assured source of supply for the purchaser. (3-31-22)

b. Common Marketing. The sharing of common marketing features among business entities is an
indication of functional integration when such marketing results in significant mutual advantage. Common marketing
exists when a substantial portion of the business entities’ products, services, or intangibles are distributed or sold to a
common customer, when the business entities use a common trade name or other common identification, or when the
business entities seek to identify themselves to their customers as a member of the same enterprise. The use of a
common advertising agency or a commonly owned or controlled in-house advertising office does not by itself
establish common marketing that is suggestive of functional integration. (Such activity, however, is relevant to
determining the existence of economies of scale and centralization of management.) (3-31-22)

C. Transfer or Pooling of Technical Information or Intellectual Property. Transfers or pooling of
technical information or intellectual property, such as patents, copyrights, trademarks and service marks, trade
secrets, processes or formulas, know-how, research, or development, provide evidence of functional integration when
the matter transferred is significant to the businesses’ operations. (3-31-22)

d. Common Distribution System. Use of a common distribution system by the business entities, under
which inventory control and accounting, storage, trafficking, or transportation are controlled through a common
network provides evidence of functional integration. (3-31-22)

e Common Purchasing. Common purchasing of substantial quantities of products, services, or
intangibles from the same source by the business entities, particularly where the purchasing results in significant cost
savings or where products, services, or intangibles are not readily available from other sources and are significant to
each entity’ s operations or sales, provides evidence of functional integration. (3-31-22)

f. Common or Intercompany Financing. Significant common or intercompany financing, including
the guarantee by, or the pledging of the credit of, one (1) or more business entities for the benefit of another business
entity or entities provides evidence of functional integration, if the financing activity serves an operational purpose of
both borrower and lender. Lending which serves an investment purpose of the lender does not necessarily provide
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evidence of functional integration. (See Subsection 342.02 of this rule for discussion of centralization of
management.) (3-31-22)

02. Centralization of Management. Centralization of management exists when directors, officers, or
other management employees jointly participate in the management decisions that affect the respective business
activities and that may also operate to the benefit of the entire economic enterprise. Centralization of management
can exist whether the centralization is effected from a parent entity to asubsidiary entity, from a subsidiary entity to a
parent entity, from one (1) subsidiary entity to another, from one (1) division within a single business entity to another
division within a business entity, or from any combination of the foregoing. Centralization of management may exist
even when day-to-day management responsibility and accountability has been decentralized, so long as the
management has an ongoing operational role with respect to the business activities. An operational role can be
effected through mandates, consensus building, or an overall operational strategy of the business, or any other
mechanism that establishes joint management. (3-31-22)

a. Facts Providing Evidence of Centralization of Management. Evidence of centralization of
management is provided when common officers participate in the decisions relating to the business operations of the
different segments. Centralization of management may exist when management shares or applies knowledge and
expertise among the parts of the business. Existence of common officers and directors, while relevant to a showing of
centralization of management, does not alone provide evidence of centralization of management. Common officers
are more likely to provide evidence of centralization of management than are common directors. (3-31-22)

b. Stewardship Distinguished. Centralized efforts to fulfill stewardship oversight are not evidence of
centralization of management. Stewardship oversight consists of those activities that any owner would take to review
the performance of or safeguard an investment. Stewardship oversight is distinguished from those activities that an
owner may take to enhance value by integrating one (1) or more significant operating aspects of one (1) business
activity with the other business activities of the owner. For example, implementing reporting requirements or mere
approval of capital expenditures may evidence only stewardship oversight. (3-31-22)

03. Economies of Scale. Economies of scale refersto arelation among and between business activities
resulting in a significant decrease in the average per unit cost of operational or administrative functions due to the
increase in operational size. Economies of scale may exist from the inherent cost savings that arise from the presence
of functional integration or centralization of management. The following are examples of business operationsthat can
support the finding of economies of scale. The order of the list does not establish a hierarchy of importance.

(3-31-22)

a. Centralized Purchasing. Centralized purchasing designed to achieve savings due to the volume of
purchases, the timing of purchases, or the interchangeability of purchased items among the parts of the business
engaging in the purchasing provides evidence of economies of scale. (3-31-22)

b. Centralized Administrative Functions. The performance of traditional corporate administrative
functions, such as legal services, payroll services, pension and other employee benefit administration, in common
among the parts of the business may result in some degree of economies of scale. A business entity that secures
savingsin the performance of corporate administrative services due to its affiliation with other business entitiesthat it
would not otherwise reasonably be able to secure on its own because of its size, financial resources, or available
market, provides evidence of economies of scale. (3-31-22)

343. PRINCIPLES FOR DETERMINING THE EXISTENCE OF A UNITARY BUSINESS:
INDICATORS OF A UNITARY BUSINESS (RULE 343).
Section 63-3027, Idaho Code

01. Same Type of Business. Business activities that are in the same general line of business generally
congtitute a single unitary business, for example, a multistate grocery chain. (3-31-22)
02. Steps in a Vertical Process. Business activities that are part of different steps in a vertically

structured business amost always constitute a single unitary business. For example, a business engaged in the
exploration, development, extraction, and processing of a natural resource and the subsequent sale of a product based
upon the extracted natural resource, is engaged in a single unitary business, regardless of the fact that the various
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steps in the process are operated substantially independently of each other with only general supervision from the
business' s executive offices. (3-31-22)

03. Strong Centralized Management. Business activities that might otherwise be considered as part
of more than one (1) unitary business may constitute one (1) unitary business when there is a strong centralized
management, coupled with the existence of centralized departments for such functions as financing, advertising,
research, or purchasing. Strong centralized management exists when a central manager or group of managers makes
substantially all of the operational decisions of the business. For example, some businesses conducting diverse lines
of business may properly be considered as engaged in only one (1) unitary business when the central executive
officers are actively involved in the operations of the various business activities and there are centralized offices that
perform for the business activities the normal matters that a truly independent business would perform for itself, such
as personnel, purchasing, advertising, or financing. (3-31-22)

344, PRINCIPLES FOR DETERMINING THE EXISTENCE OF A UNITARY BUSINESS:
COMMONLY CONTROLLED GROUP OF BUSINESSENTITIES (RULE 344).
Section 63-3027, Idaho Code

01. In General. Separate corporations can be a part of a unitary business only if they are members of a

commonly controlled group. (3-31-22)
02. Commonly Controlled Group. A “commonly controlled group” means any of the following:

(3-31-22)

a. A parent corporation and any one (1) or more corporations or chains of corporations, connected

through stock ownership (or constructive ownership) with the parent, but only if: (3-31-22)

The parent owns stock possessing more than fifty percent (50%) of the voting power of aleast one
Q) corporanon and, if applicable, (3-31-22)

ii. Stock cumulatively possessing more than fifty percent (50%) of the voting power of each of the
corporations, except the parent, is owned by the parent, one (1) or more corporations described in Subparagraph
344.02.a.i., of thisrule, or one (1) or more other corporations that satisfy the conditions of this subparagraph.

(3-31-22)

b. Any two (2) or more corporations, if stock, possessing more than fifty percent (50%) of the voting

power of the corporationsis owned, or constructively owned, by the same person. (3-31-22)
C. Any two (2) or more corporations that constitute stapled entities. (3-31-22)

i For purposes of this paragraph, “stapled entities’ means any group of two (2) or more corporations
if more than fifty percent (50%) of the ownership or beneficial ownership of the stock possessing voting power in
each corporation consists of stapled interests. (3-31-22)

ii. Two (2) or more interests are stapled interests if, by reason of form of ownership, restrictions on
transfer, or other terms or conditions, in connection with the transfer of one (1) of the interests the other interest or
interests are also transferred or required to be transferred. (3-31-22)

d. Any two (2) or more corporations, if stock possessing more than fifty percent (50%) of the voting
power of the corporations is cumulatively owned (without regard to the constructive ownership rules of Paragraph
344.05.a., of thisrule) by, or for the benefit of, members of the same family. Members of the same family are limited
toanindividual, theindividual’ s spouse, parents, brothers, sisters, grandparents, children and grandchildren, and their

respective spouses. (3-31-22)
03. Elections and Terminations. (3-31-22)
a. If, in the application of Subsection 344.02 of thisrule, a corporation is a member of more than one

(1) commonly controlled group of corporations, the corporation €elects to be treated as a member of only the
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commonly controlled group (or part thereof) with respect to which it has a unitary business relationship. If the
corporation has a unitary business relationship with more than one (1) of those groups, it elects to be treated as a
member of only one (1) of the commonly controlled groups with respect to which it has a unitary business
relationship. This election remains in effect until the unitary business relationship between the corporation and the
rest of the members of its elected commonly controlled group is discontinued, or unless revoked with the approval of

the State Tax Commission. (3-31-22)
b. Membership in a commonly controlled group is to be treated as terminated in any year, or fraction
thereof, in which the conditions of Subsection 344.02 of this rule are not met, except as follows: (3-31-22)

i When stock of a corporation is sold, exchanged, or otherwise disposed of, the membership of a
corporation in a commonly controlled group will not be terminated, if the requirements of Subsection 344.02 of this
rule are again met immediately after the sale, exchange, or disposition. (3-31-22)

ii. The State Tax Commission may treat the commonly controlled group as remaining in place if the
conditions of Subsection 344.02 of this rule are again met within a period not to exceed two (2) years. (3-31-22)

04. Controlled. A taxpayer may exclude some or all corporations included in a*“commonly controlled
group” by reason of Paragraph 344.02.d., of this rule by showing that those members of the group are not controlled
directly or indirectly by the same interest, within the meaning of the same phrase in Section 482 of the Internal
Revenue Code. For purposes of this subsection, the term “controlled” includes any kind of control, direct or indirect,

whether legally enforceable, and however exercisable or exercised. (3-31-22)
05. Stock Ownership. Except as otherwise provided, stock is “owned” when title to the stock is
directly held or if the stock is constructively owned. (3-31-22)
a. Anindividual constructively owns stock that is owned by any of the following: (3-31-22)
i Theindividual’s spouse. (3-31-22)
ii. Children, including adopted children, of that individual or the individual’s spouse, who have not
attained the age of twenty-one (21) years. (3-31-22)
iii. An estate or trust, of which the individua is an executor, trustee, or grantor, to the extent that the
estate or trust is for the benefit of that individual’s spouse or children. (3-31-22)
b. Stock owned by a corporation, or a member of a controlled group of which the corporation is the
parent corporation, is constructively owned by any shareholder owning stock that represents more than fifty percent
(50%) of the voting power of the corporation. (3-31-22)
C. In the application of Paragraph 344.02.d., of thisrule, (dealing with stock possessing voting power

held by members of the same family), if more than fifty percent (50%) of the stock possessing voting power of a
corporation is, in the aggregate, owned by or for the benefit of members of the same family, stock owned by that
corporation is to be treated as constructively owned by members of that family in the same ratio as the proportion of
their respective ownership of stock possessing voting power in that corporation to all of such stock of that
corporation. (3-31-22)

d. Except as otherwise provided, stock owned by a partnership is constructively owned by any
partner, other than alimited partner, in proportion to the partner’s capital interest in the partnership. For this purpose,
a partnership is treated as owning proportionately the stock owned by any other partnership in which it has a tiered
interest, other than as alimited partner. (3-31-22)

e In any case where a member of a commonly controlled group, or shareholders, officers, directors,
or employees of a member of a commonly controlled group, is a general partner in alimited partnership, stock held
by the limited partnership is constructively owned by a limited partner to the extent of its capital interest in the
limited partnership. (3-31-22)
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f. In the application of Paragraph 344.02.d., of this rule (dealing with stock possessing voting power
held by members of the same family), stock held by alimited partnership is constructively owned by alimited partner
to the extent of the limited partner’s capital interest in the limited partnership. (3-31-22)
06. Terms. For purposes of the definition of a commonly controlled group, each of the following
applies: (3-31-22)
a. “Corporation” means a corporation as defined in Section 63-3006, |daho Code. (3-31-22)
b. “Person” means a person as defined in Section 63-3005, |daho Code. (3-31-22)
C. “Voting power” means the power of al classes of stock entitled to vote that possess the power to
elect the membership of the board of directors of the corporation. (3-31-22)
d. “More than fifty percent (50%) of the voting power” means voting power sufficient to elect a
majority of the membership of the board of directors of the corporation. (3-31-22)
e “Stock possessing voting power” includes stock where ownership is retained but the actual voting
power istransferred in either of the following manners: (3-31-22)
i For one (1) year or less. (3-31-22)
ii. By proxy, voting trust, written shareholder agreement, or by similar device, where the transfer is
revocable by the transferor. (3-31-22)
f. In the case of an entity treated as a corporation under Paragraph 344.06.a., of this rule, “stock

possessing voting power” refers to an instrument, contract, or similar document demonstrating an ownership interest
in that entity that confers power in the owner to cast a vote in the selection of the management of that entity.

(3-31-22)
345. -- 349. (RESERVED)
350. PRORATION OF DEDUCTIONS (RULE 350).
Section 63-3027, ldaho Code
01. In General. In most cases a taxpayer’s allowable deduction applies only to the business income

arising from a particular trade or business or to a particular item of nonbusiness income. In some cases an alowable
deduction applies to the business income of more than one trade or business, to several items of nonbusiness income,
or to both. In these cases the deduction is to be prorated among the trades or businesses and the items of nonbusiness
income in amanner that fairly distributes the deduction among the classes of income to which it applies.  (3-31-22)

02. Year to Year Consistency. If a taxpayer departs from or modifies the method used for prorating
any deduction in prior year 1daho returns, the taxpayer is to disclose the nature and extent of all modificationsin its
current year return. (3-31-22)

03. State to State Consistency. If the returns or reports filed by ataxpayer with all states to which the
taxpayer reports pursuant to Section 63-3027, Idaho Code; Article IV of the Multistate Tax Compact; or the Uniform
Division of Income for Tax Purposes Act are not uniform in applying or prorating any deduction, the taxpayer is to
disclose the nature and extent of the variance in its current year Idaho return. (3-31-22)

351. -- 354 (RESERVED)

355.  APPLICATION OF SECTION 63-3027 -- APPORTIONMENT (RULE 355).

Section 63-3027, Idaho Code. If a corporation has business activity both within and without 1daho, and is taxable in
another state as a result of this business activity, the portion of the net income or net loss derived from sources in
Idaho will be determined by apportionment pursuant to Section 63-3027, Idaho Code. (3-31-22)
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356. -- 359. (RESERVED)

360. APPLICATION OF SECTION 63-3027 -- COMBINED REPORT (RULE 360).

Section 63-3027, Idaho Code. If a particular trade or business is carried on by a corporation and one (1) or more
affiliates, nothing in these rules is to preclude using a combined report in which the entire business income of the
trade or businessis apportioned pursuant to Section 63-3027, Idaho Code. The use of the combined report isrestricted
to C corporations. (3-31-22)

361. -- 364. (RESERVED)

365. USE OF THE COMBINED REPORT (RULE 365).
Section 63-3027, Idaho Code

01. In General. Use of the combined report does not disregard the separate corporate identities of the
members of the unitary group. The combined report is smply the computation, by the formula apportionment
method, of the unitary business income reportable to Idaho by the separate corporate members of the unitary group.
For purposes of this rule, included corporation means a corporation required to file an Idaho income tax return as a

result of its own activitiesin Idaho and using a combined report. (3-31-22)
02. Separate Computations. Each included corporation will: (3-31-22)

Be responsible for computing and paying its tax including any minimum tax due pursuant to

Sections 63-3025 and 63-3025A, Idaho Code, as determined by the combined report; (3-31-22)
b. Separately compute Idaho tax credits and limitations, except the investment tax credit, which is

applied pursuant to Section 63-3029B, Idaho Code, and Rules 710 through 717 of these rules; and (3-31-22)
C. Separately determine and pay the permanent building fund tax required by Section 63-3082, |daho

Code. (3-31-22)
03. Net Operating Loss. The Idaho net operating loss carryover or carryback for each included
corporation is limited to its share of the combined net operating loss apportioned to Idaho for each taxable year. See
Rule 200 of theserules. (3-31-22)
04. Nexus. Each corporation is to determine whether it has nexus in Idaho based on its activities or

those conducted on its behalf. (3-31-22)
05. Throwback Sales. When a corporation’s activities conducted in a state are within the protection of

Public Law 86-272, the principle established in Appea of Joyce, Inc., California State Board of Equalization,
November 23, 1966, commonly known as the Joyce Rule, applies. Therefore, only the activities conducted by or on
behalf of the corporation isto be considered for this purpose. (3-31-22)

06. Filing Returns. Each included corporation may file a separate return reporting its share of the
combined net income or loss of the unitary group. In the alternative, the unitary group may elect to file agroup return
for al the included corporations. This election is allowed as a convenience to the taxpayer. Its use does not preclude
the need for the separate recognition and computational requirementsin thisrule. (3-31-22)

07. Dividendsand Other I ntangible I ncome. Dividends and other intangible incomeisto be included
in income subject to apportionment to the extent they constitute business income received from companies not
included in the combined report. However, a dividend deduction and factor adjustments are allowed to the extent
dividends received are paid from prior year earnings previously included in income subject to apportionment. Part I,
Subchapter C, Internal Revenue Code, is applied to determine the taxable year in which the earnings and profits were
earned that paid the dividend. It is the taxpayer’'s responsibility to prove that the dividend, or a portion of it, was
previously included in Idaho apportionable income. (3-31-22)

366. -- 369. (RESERVED)
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370.  APPLICATION OF SECTION 63-3027 -- ALLOCATION (RULE 370).
Section 63-3027, 1daho Code. A taxpayer subject to the taxing jurisdiction of Idaho alocates all of its nonbusiness
income or loss within or without Idaho pursuant to Section 63-3027, Idaho Code. (3-31-22)

371. -- 374. (RESERVED)

375. CONSISTENCY AND UNIFORMITY IN REPORTING (RULE 375).
Section 63-3027, ldaho Code

01. Year to Year Consistency. If ataxpayer departs from or modifies the method used for classifying
income as business income or nonbusiness income in prior year Idaho returns, the taxpayer is to disclose the nature
and extent of all modificationsin its current year return. (3-31-22)

02. State to State Consistency. If the returns or reports filed by ataxpayer with all states to which the
taxpayer reports pursuant to Section 63-3027, Idaho Code; Article IV of the Multistate Tax Compact; or the Uniform
Division of Income for Tax Purposes Act are not uniform in classifying business and nonbusiness income, the
taxpayer is to disclose the nature and extent of the variancein its current year Idaho return. (3-31-22)

376. -- 384. (RESERVED)

385. TAXABLE INANOTHER STATE: IN GENERAL (RULE 385).
Section 63-3027(c), Idaho Code

01. In General. A taxpayer is subject to the allocation and apportionment provisions of Section 63-
3027, Idaho Code, if it hasincome from business activity that is taxable both within and without Idaho. A taxpayer’s
income from business activity is taxable without 1daho if the taxpayer is taxable in another state within the meaning
of Section 63-3027(c), Idaho Code, as a result of that business activity. A taxpayer is taxable in another state if it

meets either of the following tests: (3-31-22)
a. The taxpayer is subject to one (1) of the taxes specified in Section 63-3027(c)(1), Idaho Code, asa
result of its business activity in another state; or (3-31-22)
b. Another state has jurisdiction to subject the taxpayer to a net income tax as a result of its business
activity, regardless of whether the state imposes the tax on the taxpayer. (3-31-22)
02. Not Taxable in Another State. A taxpayer is not taxable in ancther state with respect to a
particular trade or business merely because the taxpayer conducts activities in the other state pertaining to the
production of nonbusiness income or business activities relating to a separate trade or business. (3-31-22)

386. -- 389. (RESERVED)

390. TAXABLE INANOTHER STATE: WHEN A TAXPAYER IS SUBJECT TO TAX (RULE 390).
Section 63-3027(c)(1), Idaho Code

01. Subject to Tax. A taxpayer is subject to one of the taxes specified in Section 63-3027(c)(1), Idaho
Code, if it carries on business activity in a state and that state imposes one of those taxes on it. A taxpayer that claims
it is subject to one (1) of the taxes specified in Section 63-3027(c)(1), Idaho Code, is to furnish the Tax Commission,
at its request, evidence to support this claim. The Tax Commission may request that evidence include proof the
taxpayer has filed the required tax return in the other state and has paid any taxes imposed by the law of that state.
The taxpayer’s failure to provide proof may be considered in determining whether the taxpayer is subject to one of
the taxes specified in Section 63-3027(c)(1), Idaho Code. (3-31-22)

02. Concept of Taxability. The concept of taxability in another state is based on the premise that every
state in which the taxpayer transacts business may impose an income tax even though every state does not do so. A
state may impose other types of taxes as a substitute for an income tax. Only those taxes specified in Section 63-
3027(c)(1), Idaho Code, that are revenue producing rather than regulatory in nature isto be considered in determining
taxability in another state. (3-31-22)
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03. Examples of Taxability. (3-31-22)
a. State A requires each corporation that qualifies or registers in State A to pay the Secretary of State

an annual license fee or tax for the privilege of doing business in the state, regardiess of whether it exercises the
privilege. The amount paid is determined according to the total authorized capital stock of the corporation; the rates
progressively increase. The statute sets a minimum fee of fifty dollars ($50) and a maximum fee of five hundred
dollars ($500). Failure to pay the tax bars a corporation from using the state courts to enforce its rights. State A also
imposes a corporation income tax. Corporation X is qualified in State A and pays the required fee to the Secretary of
State, but does not transact businessin State A, although it may use the courts of State A. Corporation X is not taxable
in State A. (3-31-22)

b. Assume the same facts as in Subsection 390.03.a., except that Corporation X is subject to and pays
the corporation income tax. Payment is prima facie evidence that Corporation X is subject to the net income tax of
State A and istaxablein State A. (3-31-22)

C. State B requires all corporations qualified or registered in State B to pay the Secretary of State an
annual permit fee or tax for doing business in the state. The base of the fee or tax is the sum of: outstanding capital
stock, and surplus and undivided profits. The fee or tax base attributable to State B is determined by athree (3) factor
apportionment formula. Corporation X, which operates aplant in State B, pays the required fee or tax to the Secretary
of State. Corporation X istaxablein State B. (3-31-22)

d. State A has a corporation franchise tax measured by net income for the privilege of doing business
in that state. Corporation X files a return based on its business activity in the state, but the amount of computed
liability is less than the minimum tax. Corporation X pays the minimum tax. Corporation X is subject to State A’'s
corporation franchise tax. (3-31-22)

04. Voluntary Tax Payment. A taxpayer is not subject to one (1) of the taxes specified in Section 63-
3027(c)(1), Idaho Code, if the taxpayer voluntarily files and pays the tax when not required to do so by the laws of

that state. (3-31-22)
05. Minimum Tax or Fee. A taxpayer is not subject to one (1) of the taxes specified in Section 63-
3027(c)(1), Idaho Code if it pays a minimal fee for qualification, organization, or the privilege of doing businessin
that state, but: (3-31-22)
a. Does not transact business in that state; or (3-31-22)
b. Engages in business activity not sufficient for nexus, and the minimum tax bears no relationship to
the taxpayer’ s business activity within that state. (3-31-22)
C. Example. State A has a corporation franchise tax measured by net income for the privilege of doing
business in that state. Corporation X files a return and pays the fifty dollar ($50) minimum tax, athough it does not
transact businessin State A. Corporation X is not taxable in State A. (3-31-22)

391. -- 394. (RESERVED)

395. TAXABLE IN ANOTHER STATE: WHEN A STATE HAS JURISDICTION TO SUBJECT A
TAXPAYER TO ANET INCOME TAX (RULE 395).
Section 63-3027(c)(2), Idaho Code

01. In General. The test in Section 63-3027(c)(2), Idaho Code, applies if the taxpayer’s business
activity is sufficient to give the state jurisdiction to impose a net income tax by reason of the business activity
pursuant to the Constitution and statutes of the United States. Jurisdiction to tax is not present if the state is prohibited
from imposing the tax due to Public Law 86-272, Title 15, Sections 381 through 385, United States Code. (3-31-22)

a. When determining if a state has jurisdiction to subject a taxpayer to a net income tax, the
jurisdictional standards applicable to a state of the United States is to also apply to the District of Col umbla, the
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Commonwealth of Puerto Rico, any territory or possession of the United States, and any foreign country or political
subdivision thereof. (3-31-22)

b. The provisions of a treaty between a state and the United States are not considered when
determining jurisdiction to tax. (3-31-22)

02. Example. Corporation X is engaged in manufacturing farm equipment in State A and in Foreign
Country B. Both State A and Foreign Country B impose a net income tax but Foreign Country B exempts
corporations engaged in manufacturing farm equipment. Corporation X is subject to the jurisdiction of State A and
Foreign Country B. (3-31-22)

396. -- 449. (RESERVED)

450. APPORTIONMENT FORMULA (RULE 450).
Section 63-3027(i), Idaho Code

01. Apportionment Factors. All of ataxpayer’s business income is to be apportioned to Idaho using
the apportionment formula set forth in Section 63-3027(i), Idaho Code. The elements of the apportionment formula
are the property factor, the payroll factor, and the sales factor. See Rules 460 through 559 of these rules for general
rules applicable to these factors. See Rules 560 through 599 of these rules for special rules and exceptions to the
apportionment formula. The denominator of each factor may not exceed the sum of the numerators of that factor.

(3-31-22)

02. Intercompany Transactions. Intercompany transactions are to be eliminated to the extent
necessary to properly compute the numerators and the denominators of the apportionment factors of a combined
group. The apportionment factor computation may not include property, payroll, or receipts of any affiliated
corporation unless its income is included in the combined report. (3-31-22)

03. Rounding. The individual factors and the average apportionment factor is to be calculated six (6)
digits to the right of the decimal point. If the seventh digit is five (5) or greater, the sixth digit is rounded to the next
higher number. If the seventh digit isless than five (5), the sixth digit remains unchanged and any digits remaining to
itsright are dropped. (3-31-22)

04. Verification of Factors. The taxpayer is to make available the fifty-one (51) state apportionment
factor detail when requested by the Tax Commission. Failure to do so may justify the imposition of the negligence
penalty provided by Section 63-3046(a), |daho Code. (3-31-22)

451. -- 450. (RESERVED)

460. PROPERTY FACTOR: IN GENERAL (RUL E 460).
Section 63-3027(k), |