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n March 9, 2002, President
OBush signed the Job Creation

and Worker Assistance Act of
2002 (JCWA), a major tax bill with
many important provisions affecting
both businesses and individuals. The
law made several tax breaks retroac-
tiveto the 2001 tax year, affecting 2001
tax returns that had already been filed
or were about to be filed. Snce most
states use the Internal Revenue Code
asthebasefor their stateincome taxes,
the federal cuts threaten to seriously
reduce state revenues. The threatened
reduction has sparked a wide range of
reactions by state legislatures and tax
officials, varying from partial or post-
poned acceptance of all or some of the
new tax breaksto their complete accep-
tanceor rejection. Thesereactionsare
examined —state by state—in this CCH
Tax Briefing.

INCENTIVES WITH
DIRECT STATE IMPACT

Businesses receive the lion's share of
the tax breaks under JCWA' 02, the new
federal law. Two of the breaks, a tem-
porary 30% depreciation “bonus’ and
a five-year carryback period for net
operating losses (NOLS), apply retro-
actively to affect 2001 tax returns. One
major incentive that affects individu-
als rather than businesses is the
teacher’sdeduction for qualified class-
room expenses. All three federal tax
incentives create apotential and signifi-
cant revenue drain for most states.
Depreciation “ bonus’: ThisJCWA
provision allowstaxpayers an additional
first-year depreciation deduction equal
to 30% of the adjusted basis of quali-
fied property. The 30% “bonus’ depre-
ciation is allowable for regular and al-

ternative minimumtax (AMT) purposes
for the tax year in which the property is
placed in service.

Property eligible for this special
treatment includes (1) property with a
recovery period of 20 years or less, (2)
water utility property, (3) non-IRC
Sec.197 computer software, or (4) quali-
fied leasehold improvements.

Generaly, qualifying property must
be new and acquired after September 10,
2001, and before September 11, 2004.
Once purchased, the property must be
placed in service generally before Janu-
ary 1, 2005. The basis of the property
and the depreciation allowances in the
year of purchase and in later years must
be adjusted to reflect the additional first-
year depreciation deduction.

@ Businessesin statesthat

chose not to conform to this fed-
eral provision may find themsel ves
burdened with the requirement to
keep multiple sets of books on the
current cost basis for each asset
they own: one for regular federal
tax purposes, one for federal al-
ternative minimum tax purposes,
another for financial accounting
purposes, and still another for
state tax purposes.

NOLSs: Federal taxpayersgenerally
can carry back NOLs two years. The
new law temporarily extends that gen-
eral carryback period from two to five
years. In addition, three-year NOLS,
such as casualty losses, can a so be car-
ried back five years.

This enhanced federal carryback is
temporary. It appliesonly to losses that
arise in tax years ending in 2001 and
2002. Taxpayers are given one opportu-

Continued on page 2
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nity to elect out of this treatment and
their electionisfinal. The new law also
alows a taxpayer’s NOL deduction to
reduce its alternative minimum taxable
income (AMTI) up to 100%.

Teachers: Under JCWA, teachers
may now take an above-the-line deduc-
tionfor classroom expenses. Thisalows
virtually all teachers who buy classroom
supplies out of their own pockets a fed-
eral tax deduction, even without “itemiz-
ing” other deductions. Educators, in el-
ementary and secondary schools, may
deduct qualifying classroom expensesup
to $250 annually for 2002 and 2003.
Qualifying expenses include supplies,
books, software and equipment.

DISCHARGE OF
INDEBTEDNESS
GIVEBACK

In Gitlitz v. Commissioner, 531 U.S.
206 (2001), the U.S. Supreme Court
relied on the plain language of the IRC
to hold that while IRC 8108(a) pro-
vides that discharge of indebtedness
income (DOI) ceasesto beincludedin
gross income when the S corporation
is insolvent, it does not provide that
the DOI ceasesto be an item of income
for purposes of allowing the share-
holder an increase in basisthat in turn
can allow the pass-through of other-
wise suspended corporate |0sses.

The new law reverses the High
Court’s decision. The discharged
amount excluded from an S
corporation’s income is expressly not
treated asan item of income by ashare-
holder. Consequently, the shareholder’s
basis is not increased. Generally, PL.
107-147 appliesto discharges of indebt-
edness after October 11, 2001.

STATES’ POSITIONS

With amajority of the states having con-
cluded their legislative sessions for
2002, the response from the states to
the impact of the stimulusbill has var-
ied greatly, ranging from inaction, to

affirmative acceptance of the federal
changes, to legidlative and administra-
tive action to negate the impact on state
revenues. Here's a rundown of state
action in response to JCWA.
Alabama: The Alabama Depart-
ment of Revenue announced that it will
follow changes made by JCWA where
the Code of Alabama contains a direct
referenceto the Internal Revenue Code.
Alabamataxpayerswill receiveaspe-
cial 30% “bonus’ depreciation tracking
JCWA.. Taxpayers who filed 2001 state
income tax returns before June 1, 2002,
and did not claim the “bonus’ deprecia-

“..the response from
the states to the im-
pact of the stimulus
bill has varied
greatly, ranging from
inaction, to affirma-
tive acceptance of
the federal changes,
to legislative and ad-
ministrative action to
negate the impact on
state revenues.”

tion allowance may claim the “bonus’ by
filing an amended return. Taxpayers may
elect not to claim the “bonus’ deprecia-
tion by including a statement with their
return. Generally, the election must be
made by the due date of thereturn, includ-
ing extensions. Taxpayers are deemed to
have el ected not to claim the “bonus’ for
areturnfiled beforeJune 1, 2002, onwhich
thetaxpayer claimed depreciation, but did
not claim the special depreciation allow-
ance and for which the taxpayer did not
filean amended return to claim the allow-
ance before April 15, 2003.

Alabamawill also follow federal
changes relating to the discharge of
S corporation indebtedness and the
new federal deduction for out-of-
pocket classroom expenses for pro-
fessional educators.

Caution. Alabama will not fol-
low federal changes concerning
the increase to the NOL
carryback period because Ala-
bama law isnot tied to those fed-
eral provisions.

Alaska: Alaska adopts the “cur-
rent” IRC for corporate income tax
purposes, as amended, and has not an-
nounced administrative or legislative
proposals to vary from the provisions
of the stimulus package.

Arizona: Arizona generally
adopts the IRC as amended and in ef-
fect on March 9, 2002, including those
provisions that became effective dur-
ing 2001 with the specific adoption of
all federal retroactive dates, but ex-
cluding any changeto the IRC enacted
after March 9, 2002.

Arizona has not adopted JCWA's
30% depreciation “bonus.” An Arizona
taxpayer that took the “bonus’ depre-
ciation for federal income tax purposes
must add back the amount taken for
Arizona income tax purposes. How-
ever, a subtraction in the amount of
three-sevenths of the amount of depre-
ciation is allowed in computing Ari-
zona adjusted gross income.

A subtraction is also allowed for
the amount of depreciation that would
have been allowed without regard to
the “bonus” depreciation to the extent
that the amount has not already re-
duced Arizona taxable income in the
current or prior taxable yearsif an as-
set that has had “bonus” depreciation
applied is sold or disposed of during
the taxable year.

Arkansas: The 30% “bonus” de-
preciation deduction allowed under
JCWA is inapplicable for Arkansas
income tax purposes as Arkansas has
not adopted those provisions. Arkan-
sas taxpayers must continue to filere-
turns using depreciation and expens-
ing of property provisions found in
IRC Secs. 167, 168, 179, and 179A,
as in effect on January 1, 1999. The
General Assembly, not in session in
2002, would have to enact a new stat-
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ute incorporating the federal provi-
sions before the depreciation “bonus’
would apply in Arkansas.

California: Although California
doesnot utilize federal depreciation or
NOL provisions, California has con-
formed with the provision of JCWA
that disallows S corporation share-
holders a deduction for suspended
losses after the corporation realizes
exempt cancellation of indebtedness
income. California has not issued any
administrative guidance to taxpayers
regarding the JCWA.

Colorado: Colorado adopts the
“current” IRC for corporateincome tax
purposes, as amended, and has not an-
nounced administrative or legislative
proposals to vary from the provisions
of the stimulus package.

Connecticut: Connecticut has
not enacted JCWA’'s 30% “bonus”
depreciation.

Delaware: The provisionsof JCWA
will automatically be adopted for Dela-
ware corporate and personal income tax
purposes unless decoupling legislation
is enacted. As of July 5, 2002, no
decoupling legislation was pending.

District of Columbia: An Emer-
gency Act decoupled the District of
Columbia from the 30% “bonus” de-
preciation provision of JCWA. The
Emergency Act was effective April 24,
2002, for a 90-day period expiring on
July 23, 2002.

The District subsequently extended
the decoupling for an additional 225-day
period expiring March 5, 2003.

Florida: Florida adopted the pro-
visions of JCWA. However, JCWA's
extension of the carryback period for
net operating losses (NOL s) occurring
in tax years ending in 2001 and 2002
from two to five years does not affect
Florida corporate income taxpayers.
Florida does not allow for the
carryback of NOLs.

Georgia: For purposes of Georgia
income taxes, any reference to the In-
ternal Revenue Code refersto the IRC
of 1986 asit existed on January 1, 2002.
Since JCWA was enacted on March 9,

2002, Georgiadoes not adopt these pro-
visions. Accordingly, differences be-
tween the federal and the Georgia cor-
porate income and personal income tax
laws will require adjustments to 2001
Georgia income tax returns.

Hawaii: Hawaii corporate and
personal tax laws have not been con-
formed to IRC changes made by
JCWA. S.B. 2824 conforms Hawaii
corporate income tax and personal in-
come tax laws to the IRC as amended
to December 31, 2001. However,
JCWA was signed into law on March
9, 2002, and did not amend the IRC as
of December 31, 2001. Therefore,
Hawaii does not conform to IRC
changes made by JCWA for the 2001
tax year and will not conform to those
changes for subsequent years unless
the Hawaii legislature amendsthe law
to specifically include the JCWA pro-
visions. Taxpayers claiming the addi-
tional federal deductions allowed un-
der JCWA must adjust the taxable in-
come reported on their state returns.

To adjust for the 30% deprecia-
tion “bonus,” aHawaii taxpayer must
(1) complete federal Form 4562 or
federal Form 2106, whichever is ap-

plicable, for Hawaii tax purposes us-
ing the federal depreciation guide-
lines in effect before adoption of
JCWA; (2) attach the completed fed-
eral form to the Hawaii tax return; (3)
make the necessary adjustmentsto the
Hawaii return for the depreciation
difference between federal and Ha-
waii; and (4) attach to the Hawaii re-
turn any worksheet showing the com-
putation of the adjustments.

Caution. A taxpayer who filed
federal and Hawaii returns
claiming “ bonus” depreciation
must file an amended Hawaii re-
turn that does not claim* bonus”
depreciation. To adjust for the
federal five-year carryback of a
net operating loss (NOL) under
IRC Sec. 172(b), a Hawaii tax-
payer with an NOL in a tax year
ending in 2001 or 2002 may
carry back the NOL for only two
years for Hawaii purposes.

To adjust for the federal treatment
of discharges of indebtedness of S cor-
porations under IRC Sec. 108(d), an S
corporation shareholder may increase

Federal Bonus Depreciation Conformity

B Conforming States
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the basisin the shareholder’s stock for
Hawaii purposes.

Idaho: The State Tax Commis-
sion has advised taxpayers that the
30% “bonus” depreciation of JCWA
will not apply for Idaho income tax
purposes. Because the Idaho legisla-
ture adopted the IRC as of January 1,
2002 before the amendments were
made by JCWA, the “bonus’ depre-
ciation does not apply for Idaho in-
come taxes. Taxpayers that filed an
Idaho return based on the increased
depreciation are instructed to file an
amended Idaho return.

[llinois: Illinois does not con-
formto the 30% “bonus” depreciation
provisions of JCWA. An Illinois tax-
payer that took the “bonus” deprecia-
tion for federal income tax purposes
must add back the amount taken for
[1linois income tax purposes. How-
ever, a subtraction in the amount of
three-sevenths of the amount of de-
preciation is allowed in computing
[llinois adjusted gross income.

A subtraction is also allowed for
the amount of depreciation that would
have been allowed without regard to
the “bonus” depreciation, to the ex-
tent that the amount has not already
reduced Illinoistaxableincomein the
current or prior taxable years, if an
asset that has had “bonus’ deprecia-
tion applied is sold or disposed of
during the taxable year.

Indiana: The Department of Rev-
enue has announced that the retroactive
provisions of JCWA, which are re-
flected in federal adjusted gross in-
come, will not be incorporated into the
computation of Indiana adjusted gross
incomefor tax year 2001 because of the
retroactive effective date and because
JCWA was signed after January 1, 2002.
Asaresult, taxpayers may haveto make
adjustments and attach a separate state-
ment to their Indiana tax return if the
deductions impacted by the Act were
reflected in their federal adjusted gross
incomes. If JCWA deductions were not
reflected in the federal adjusted gross
income, no adjustments are necessary.

lowa: Under current law, lowa
has adopted the IRC as of January
31, 2002, reflecting changes enacted
in 2001 but not changes enacted in
2002. The Department of Revenue
and Financed has advised that the
30% depreciation “bonus,” the ex-
tended NOL carrybacks, and the
teacher out-of-pocket deduction for
classroom expenses will not apply
for lowa taxpayers.

The Department of Revenue and
Finance hasindicated it is devel oping
its own depreciation form and noted
that the state legislature may recouple
the classroom expense deduction for
the 2002 and 2003 tax years.

Kansas: A proposed bill (H.B.
3037) inthe state legislature would re-
quire that JCWA's 30% depreciation
“bonus” be added back to adjusted
gross income in determining Kansas
taxable income for corporate income
tax or personal income tax purposes.
The legislature did not act on the pro-
posed bill before its session adjourned
on May 31, 2002.

Kentucky: Kentucky updated its
IRC conformity to the IRC in effect
on December 31, 2001, exclusive of
any amendments made after that date,
other than amendments that extend
provisions in effect on December 31,
2001, that would otherwise terminate.
Accordingly, changes madeto the IRC
by JCWA do not apply to Kentucky
income tax returns.

The Revenue Cabinet has advised
taxpayers that they will have to make
an adjustment on their Kentucky return
to reflect the differences in alowable
deductions. Taxpayers do not need to
adjust their Kentucky return if they
filed it before March 10, 2002, or if the
new provisions do not apply to their
federal return. The Revenue Cabinet
will provideinstructions on how to ad-
just for depreciation and other differ-
ences in an upcoming release.

Louisiana: Because there is no
specific corporate income tax modifi-
cation provided under Louisianalaw for
depreciation allowed on the federal re-

turn, JCWA's“bonus” depreciation will
be allowed for Louisiana corporate in-
come tax purposes.

Caution. Louisiana specifically
disallowsfederal NOLsfor corpo-
rateincometax taxpayersand the
extended NOL carryback under
JCWA is not allowed for Louisi-
ana purposes.

Maine: Maine has enacted con-
formity legislation adopting the IRC
as of March 15, 2002. The law spe-
cifically does not adopt the extended
NOL carryback provision. Addition-
ally, thelaw providesthat “bonus” de-
preciation claimed for tax years be-
ginning in 2002 may be reduced based
on the amount of funding in the Tax
Conformity Reserve account. No
modification of depreciation is man-
dated for “bonus” depreciation
claimed for tax year 2001.

Maryland: Maryland has
decoupled the 30% depreciation “bo-
nus’ and the NOL extension.

Massachusetts: The 30% “bonus’
depreciation deduction under JCWA is
not allowed in figuring taxable income
for Massachusetts corporate excise (in-
come), personal income, financial in-
stitution excise (income), and utility
franchise tax purposes.

Michigan: Michigan taxpayers
are allowed the 30% depreciation
“bonus” in computing the federal tax-
able income amount that is the tax
base for the Single Business Tax.
However, the federal depreciation
deduction must be added to federal
taxableincome for purposes of deter-
mining Michigan tax base.

Minnesota: The Minnesota om-
nibus tax bill conformed the defini-
tion of “net income” to the federal
definition under the provisions of
JCWA. The 30% depreciation “bo-
nus’ is subject to an 80% add-back
provision, and the add-back amount
isallowed asasubtraction for thefive
tax years following the add-back, ef-
fective for corporate franchise (in-
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come) and personal income tax years
ending after September 10, 2001.

Mississippi: The Commissioner
of the State Tax Commission has de-
termined that the 30% depreciation
“bonus” in JCWA is not areasonable
allowance for exhaustion, wear and
tear, and obsolescence of property. If
the “bonus” is taken for federal pur-
poses, an adjustment will be required
to clearly reflect the depreciation that
otherwise would have been allowed
using other federal depreciation
guidelines.

Caution. Mississippi’s NOL pro-
visionsand do not conformto the
IRC. For tax years ending after
1997 and before 2002, NOLs are
treated the same as under the
IRC as in effect at the tax year
end or on December 31, 2000,
whichever is earlier. For tax
years ending after 2001, NOLs
may be carried back two years
and carried forward 20 years.

Missouri: Missouri has partially
decoupled from JCWA. The 30% de-
preciation “bonus’ is not allowed for
Missouri corporate and personal in-
cometax purposesto the extent that the
amount deducted relates to property
purchased between July 1, 2002, and
June 30, 2003. In addition, Missouri
decoupled from the NOL extension.

Montana: Montana specifically
adopts IRC Sec.167 without specifi-
cally referencing IRC Sec.168. How-
ever, it has been the state’'s
longstanding practice to follow IRC
Sec.168 treatment if that isthe method
chosen by the taxpayer.

Nebraska: Corporations must in-
crease federal taxable income by 85%
of any “bonus” depreciation deduc-
tion claimed under JCWA. Eighty-
five percent of “bonus”’ depreciation
deducted on atax year 2000 or 2001
federal income tax return should be
entered as an “other adjustment” on
line 5 (for 2000 returns) or line 6 (for
2001 returns), Nebraska Schedule A,

Federal Extended NOL Carryback Conformity

B Conforming States

Form 1120N. If an original Nebraska
Form 1120N has already been filed,
the increase should be reported on an
amended Nebraska return, Form
1120XN. For acorporation with auni-
tary business having activity both in-
side and outside Nebraska, federal
taxable income should be increased
by the full amount of “bonus” depre-
ciation received, and the increase
should be apportioned to Nebraskain
the same manner as income. The to-
tal amount of “bonus’ depreciation
added back to federal taxableincome
for Nebraska purposes may be sub-
tracted in later tax years.

Nevada: Nevada does not impose
a corporate income tax.

New Hampshire: The 30% depre-
ciation “bonus” isnot allowed for New
Hampshire business profits (income)
tax purposes. Unless the New Hamp-
shire legislature changes course, tax-
payers must file their 2001 tax returns
using the provisions of the IRC in ef-
fect on December 31, 2000. Taxpay-
erscan: (1) file now and add back the
difference between the depreciation
and the IRC Sec. 179 expense allowed

under the pre- March 2002 IRC and
the depreciation and expense claimed
on the 2001 federal return; (2) file an
extension for the New Hampshire re-
turn using the instructions and forms
that will be available on the Depart-
ment of Revenue Administration’s
website; (3) download a copy of the
updated 2001 Business Tax Return
with the adjustment schedule and in-
structions from the Department’s
website prior to reporting gross busi-
ness profits; or (4) if the 2001 return
has already been filed using the 30%
“bonus” depreciation or the additional
IRC Sec. 179 expense, file an amended
return following the first or third op-
tions listed above.

New Jersey: The New Jersey tax
restructuring bill disallows JCWA's
30% depreciation “bonus.” The bill
returns New Jersey’s depreciation
rules to how they stood before enact-
ment of JCWA, and givesthe Division
of Taxation authority to formulate
rules and regulations to carry out the
decoupling from federal law, includ-
ing the necessary basis adjustments.

New Mexico: New Mexico adopts
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the“current” IRC for corporateincome
tax purposes, as amended, and has not
announced administrative or legisla-
tive proposals to vary from the provi-
sions of the stimulus package.

New York: The 2002-2003 New
York budget billsmaintain New York’s
link to the 30% “bonus” depreciation
allowance of JCWA. New York also
follows the federal extended NOL
carryback provision, but the carryback
is limited to $10,000 per year.

North Carolina: North Carolina
has decoupled from JCWA “bonus’ de-
preciation. A North Carolina taxpayer
that claimed a 30% bonus depreciation
deduction for federal income tax pur-
posesin ataxableyear before 2002 must
add back the amount of that deduction
in thefirst taxable year beginning on or
after January 1, 2002, in determining
North Carolina net and taxable income.
Furthermore, ataxpayer must add back
100% of the “bonus’ depreciation de-
duction claimed for federal income tax
purposesin taxable year 2002, and 70%
of that claimed in taxable year 2003.

Caution. Extension of the NOL
carryback period does not affect
North Carolina corporate tax-
payers because North Carolina
does not follow federal NOL
provisionsfor corporateincome
tax purposes.

North Dakota: North Dakota
adoptsthe “current” IRC for corporate
incometax purposes, as amended, and
has not announced administrative or
legislative proposals to vary from the
provisions of the stimulus package.

Ohio: Ohio decoupled its corpo-
ration franchise (income) tax and per-
sonal income tax from the JCWA pro-
visions allowing the 30% depreciation
“bonus.” Ohio taxpayers are required
to add-back 5/6 of the amount of “bo-
nus’ depreciation deduction taken for
federal purposes. Taxpayers are then
allowed to claim the 5/6 in equal
amounts over the next five tax years.
Provisions are also included for allo-

cating and apportioning the add-back
and five-year deduction, treatment of
the add-back and deduction for pass-
through entities, and an election for
corporationsto apply the provisionsto
the 2003 tax report.

Oklahoma: Oklahoma has par-
tially decoupled from JCWA'’s “bo-
nus’ depreciation provisions. Okla-
homarequiresthat taxpayers add back
80% of the amount of “bonus” depre-
ciation deduction taken for federal
purposes. Taxpayers are then allowed
to claim the 80% in equal amounts
over the next four tax years. Taxpay-
ers subject to apportionment must
apportion the add-back in the same
manner as income is apportioned.
Taxpayersthat havefiled, or will file
areturn prior to October 1, 2002, that
does not add back the 80% of “bo-
nus” depreciation must file an
amended return reflecting the add
back before July 1, 2003.

Oregon: Oregon taxpayerswill be
able to take advantage of JCWA be-
cause Oregon tax law is automatically
tied to any provision that is part of the
federal definition of “taxableincome.”
Taxpayerswill be able to take the 30%
“bonus’ depreciation deduction and the
classroom expense deduction. How-
ever, individual taxpayers will not be
able to claim the extended NOL
carryback period. The Department of
Revenue now takesthe position that the
Internal Revenue Code as it existed on
December 31, 2001, applies to 2001
NOL s for Oregon personal income tax
purposes, and that the carryback period
istwo years. The Department had pre-
viously said that thefive-year carryback
period would apply for tax year 2001.

Caution. Corporate taxpayers
are not allowed to carry back
NOLs.

Although Oregonisstatutorily tied
to these changes, the legislature could
disconnect from the automatic tying
provision. The legislature is currently
holding its second special session of the

year. H.B. 4050 would require an add-
back of the “bonus” depreciation.

@ Amendments to H.B.

4050 later removed the add-back
language.

Pennsylvania: For corporate in-
come tax purposes, Pennsylvania has
decoupled the 30% depreciation “bo-
nus’ in JCWA. A Pennsylvania tax-
payer that took the “bonus” deprecia-
tion for federal income tax purposes
must add back the amount taken for
Pennsylvania income tax purposes.
However, a subtraction in the amount
of three-sevenths of the amount of de-
preciation is allowed in computing
Pennsylvania adjusted gross income.

A subtractionisalso allowed for the
amount of depreciation that would have
been allowed without regard to the “ bo-
nus’ depreciation, to the extent that the
amount has not already reduced Penn-
sylvania taxable income in the current
or prior taxableyears, if an asset that has
had “bonus’ depreciation appliedissold
or disposed of during the taxable year.

Rhode Island: The state budget
bill decoupled Rhode Island business
corporation (income) tax, bank excise
(income) tax, and personal income tax
provisions from both the 30% “bonus”
depreciation and the NOL carryback
provisions of JCWA

South Carolina: For South Caro-
lina corporate and personal income tax
purposes, the state adopts the Internal
Revenue Code as amended through
December 31, 2001. Accordingly, the
provisions of JCWA are not adopted.

South Dakota: South Dakota does
not have acorporateincometax but does
impose afinancial institutionsfranchise
tax. Whilethe state conformsto the IRC,
as of adate prior to JCWA, it allows an
additional depreciation subtraction for
the excess of the state undepreciated tax
basis over the federal depreciable basis.

Tennessee: Tennessee has
decoupled from the 30% “bonus’ depre-
ciation provisions of JCWA. Taxpayers
are required to add-back the deprecia-
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STATE LAW REFERENCES TO JCWA'02 PROVISIONS

Alabama

Recent Federal Changes Affecting Alabama’s Income Tax
Laws, Alabama Department of Revenue, June 10, 2002
Arizona

H.B. 2712, Laws 2002

Arkansas

Arkansas Sate Revenue Quarterly, Revenue Division of the
Arkansas Department of Finance and Administration, April-
June 2002

California

Chs. 34 (S.B. 657) and 35 (A.B. 1122), Laws 2002
Connecticut

Bill No. 6002, May 9, 2002 Special Session, Laws 2002;
Soecial Notice 2002 (14), Connecticut Department of Rev-
enue Services, September 13, 2002

Delaware

News and Items of I nterest, State of Delaware Department of
Finance Division of Revenue, July 5, 2002

District of Columbia

D.C.A. 14-341, Laws 2002; D.C.A. 14-175, Laws 2002
Florida

S.B. 18-E, Laws 2002

Georgia

H.B. 1026, Laws 2002

Hawalii

Announcement No. 2002-4, Hawaii Department of Taxation,
May 14, 2002; Announcement No. 2002-15, Hawaii Depart-
ment of Taxation, July 3, 2002

I daho

Press Release, |daho State Tax Commission, March 25, 2002;
Bonus Depreciation News, Idaho State Tax Commission
Website, March 28, 2002

[llinois

S.B. 1543, Laws 2002; Information Bulletin FY 2003-02, I1-
linois Department of Revenue, August 2002

Indiana

News Release, | ndiana Department of Revenue, March 22, 2002
lowa

H.F. 2116, Laws 2002; Press Release, lowa Department of
Revenue and Finance, June 3, 2002

Kansas

Minutes, Kansas House Committee on Taxation, April 4, 2002
Kentucky

H.B. 457, Laws 2002; News Release, Kentucky Revenue
Cabinet, March 25, 2002

Louisiana

Revenue Ruling No. 02-009, L ouisiana Department of
Revenue, August 26, 2002

Maine

Ch. 559 (H.B. 1574), Laws 2002

Maryland

Comptroller’s Guidelines Regarding S.B. 323, Maryland

Comptroller of the Treasury, June 2002

Massachusetts

Ch. 96 (H.B. 5006), Laws 2002; Technical Information

Release 02-11, Massachusetts Department of Revenue,

August 1, 2002

Minnesota

Ch. 377 (H.F. 2498), Laws 2002

Mississippi

Mississippi State Tax Commission Website, March 27, 2002;

Reg. 504, Mississippi State Tax Commission

Missouri

S.B. 1248, Laws 2002

Nebraska

Revenue Ruling No. 24-02-1, Nebraska Department of Rev-

enue, May 3, 2002

New Hampshire

TIR, 2002-002, New Hampshire Department of Revenue Ad-

ministration, April 15, 2002

New Jersey

A.B. 2501, Laws 2002

New York

Press Release, New York Governor’s Office, May 15, 2002

North Carolina

Ch. 126 (S.B. 1115), Laws 2002

Ohio

S.B. 261, Laws 2002; Corporation Franchise Tax Infor-

mation Release CFT 2002-01, Ohio Department of Taxa-

tion, July 31, 2002

Oklahoma

Ch. 503 (S.B. 1415), Laws 2002

Oregon

Notice, Oregon Department of Revenue, April 29, 2002; Or-

egon L egislative Assembly Website, July 6, 2002

Pennsylvania

H.B. 1848, Laws 2002

Rhode | sland

Ch. 65 (H.B. 7732), Laws 2002

South Carolina

H.B. 4695, Rat. 255, Laws 2002

Tennessee

Ch. 856 (S.B. 3110), Laws 2002

Texas

Document No. 200203898L., Texas Comptroller of Public Ac-

counts, March 25, 2002; Document No. 200204014L, Texas

Comptroller of Public Accounts, April 26, 2002

Utah

Minutes of Meeting, Utah Revenue and Taxation I nterim Com-
continued on page 9
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FEDERAL BONUS DEPRECIATION CONFORMITY

The federal Job Creation and Worker Assistance Act of 2002 gave taxpayers an additional first-year depreciation deduction
equal to 30% of the adjusted basis of qualified property. The state response has varied. (Listings as of 7/8/02)

Conforming States
The following states allow the bonus depreciation for state corporate income tax purposes.

Alabama Kansas Oregon
Alaska Louisiana Utah
Colorado New Mexico West Virginia
Delaware New York

Florida North Dakota

Nonconforming States
The following states do not allow the bonus depreciation for state corporate income tax purposes.

Arizona Indiana Pennsylvania
Arkansas lowa Rhode I sland
California Kentucky South Carolina
Connecticut Maryland Tennessee
District of Columbia Massachusetts Vermont
Georgia Mississippi Virginia
Hawaii Missouri Wisconsin
Idaho New Hampshire

[llinois New Jersey

States with Special Situations
Nevada, Washington, and Wyoming do not impose a corporate income tax.

Mainewill allow the bonus depreciation for 2001. However, for tax years beginning in 2002, the bonus depreciation may
be reduced based on the amount of funding in the Tax Conformity Reserve account.

Michigan allows the bonus depreciation deduction in computing the federal taxable income amount that is the tax base
for the Single Business Tax. However, the federal depreciation deduction must be added to federal taxable income for pur-
poses of determining the Michigan tax base.

Minnesota will allow the bonus depreciati on subject to an 80% addback provision, and the addback amount isallowed as
asubtraction for the five tax years following the addback, effective for tax years ending after September 10, 2001.

Montana specifically adopts|RC §167 without specifically referencing 8168. However, it hasbeen the state’slongstanding
practice to follow §168 treatment if that is the method chosen by the taxpayer.

Nebraska requires that 85% of any bonus depreciation be added back. The amount may later be deducted over five years
beginning with tax year 2005.

North Carolina requires that bonus depreciation taken in 2001 be added back in the first taxable year beginning on or
after January 1, 2002. Additionally, 100% of the bonus depreciation claimed in taxable year 2002, and 70% of that claimed in
taxable year 2003 must also be added back.

Ohio requires taxpayers to add back 5/6 of the amount of bonus depreciation taken for federal purposes. Taxpayers may
deduct the add-back amount in equal installments over the following five tax years.

Oklahoma requires taxpayers to add back 80% of the federal bonus depreciation, which can then be claimed in equal
amounts over the next four years.

South Dakota does not have a corporate income tax but does impose a financia institutions franchise tax. The state
conforms to the IRC as of adate prior to PL. 107-147 but allows an additional depreciation subtraction for the excess of the
state undepreciated tax basis over the federal depreciable basis.

Texas generally does not allow bonus depreciation because it adopts the IRC in effect for the federal tax year begin-
ning on or after January 1, 1996, and before January 1, 1997. However, for corporations that qualify and elect to use the
FIT (federal income tax) method of reporting taxable capital (including S corporations, close corporations with not more
than 35 shareholders, and corporations with taxabl e capital of lessthan $1 million), the bonus depreciation will be allowed
as long as the same method was used in the corporation’s most recent federal income tax return.

CCH TAX BRIEFING ©2002, CCH INCORPORATED
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FEDERAL EXTENDED NOL CARRYBACK CONFORMITY

The federal Job Creation and Worker Assistance Act of 2002 (PL. 107-147) extends the net operating loss (NOL ) carryback
from two years to five years for NOLs arising in 2001 and 2002. The full amount of NOLs arising in or carried forward to
2001 and 2002 can be used to reduce the alternative minimum tax. The state response has varied. (Listings of 7/08/02)

Conforming States

The following states incorporate the extended carryback period for state corporate income tax purposes either because they
automatically conform to the current federal NOL provisions or they have enacted legislation conforming as of a date subse-
quent to enactment of PL. 107-147.

Alaska Oklahoma
Delaware* Vermont
New York* West Virginia*

North Dakota
* Although Delaware, New York, and West Virginia incorporate the extended NOL carrybacks, they limit the amount that may be
carried back. Delaware limits NOL carrybacks to $30,000 and New York limits NOL carrybacks to $10,000 per year. West Virginia
limits NOL carrybacks to $300,000.

Nonconforming States

Thefollowing statesdo not allow the extended NOL carryback for state corporateincome tax purposes, either becausethey do
not conform to federal NOL carryback provisions or they conform as of adate prior to enactment of PL. 107-147.

Alabama Kansas New Mexico
Arizona Kentucky North Carolina
Arkansas Louisiana Ohio
California Maine Oregon
Colorado Maryland Pennsylvania
Connecticut Massachusetts Rhode I sland
District of Columbia Michigan South Carolina
Florida Minnesota South Dakota
Georgia Mississippi Tennessee
Hawalii Missouri Texas

Idaho Montana Utah

Illinois Nebraska Virginia
Indiana New Hampshire Wisconsin
lowa New Jersey

Sates with Special Situations
Nevada, Washington, and Wyoming do not impose a corporate income tax.

STATE LAW REFERENCES CONTINUED

tion deducted for federa purposes and

mittee, May 22, 2002; Agenda, Utah Revenue and Taxation I nterim Commit- may then subtract the depreciation they
tee, June 19, 2002 would have been entitled to deduct un-
Vermont der IRC Sec. 168 as it existed prior to
Ch. 140 (H.B. 753), Laws 2002; News Release, Vermont Department of Taxes, amendment by the federal Act.

Jgng 2902 Texas: Because Texas adopted the
Virginia IRC in effect for the federal tax year
Tax Bulletin, No. 02-3, Virginia Department of Taxation, April 8, 2002 beginning on or after January 1, 1996,
West Virginia and before January 1, 1997, it does not
S.B. 1008 and 1009, Laws 2002 conform to the provisions of JCWA.
Wisconsin

Act 109 (A.B. 1), Laws 2002; Tax Bulletin No. 131, Wisconsin Department @ Corporations that
of Revenue, August 2002 qualify and elect to use the FIT

CCH TAX BRIEFING
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(federal income tax) method of re-
porting taxable capital (including
S corporations, close corporations
with not more than 35 sharehold-
ers, and corporations with taxable
capital of lessthan $1 million), the
“bonus” depreciation will be al-
lowed as long as the same method
was used in the corporation’s most
recent federal income tax return.
Utah: A Utah legidlative interim
committee has tabled proposed tax revi-
sonlegidationthat would have decoupled
Utah tax laws from the 30% “bonus’ de-
preciation provision of JCWA. Thetabled
legidation did not appear on the agenda
for the June 19, 2002, committee meeting
and thecommitteeisnot scheduled to meet
again until September 18, 2002.
Vermont: Vermont does not allow
JCWA's 30% depreciation “bonus’ for
C corporations.

Virginia: In Tax Bulletin 02-2, the
Department of Taxation advised Virginia
taxpayers that taxable income should be
computed in accordance with federal tax
laws as they existed on December 31,
2001. Since the issuance of the bulletin,
the Internal Revenue Service updated
2001 Form 4562, “ Depreciationand Am-
ortization,” and Form 2106, “Employee
Business Expenses,” to reflect changes
made by JCWA The Department has cre-
ated Virginia Form 4562 and Virginia
Form 2106 to help taxpayers determine
thetotal amount of depreciation that they
would have deducted under the IRC asit
existed on December 31, 2001.

Taxpayers who previoudly filed a
2001 Virginiaincometax return that (1)
was computed under the IRC as it ex-
isted on December 31, 2001, or (2)
made a special addition equal to the dif-
ference in the amount of depreciation

allowable, do not need to file additional
returns. Taxpayers who have either not
filed a2001 original return or who filed
a return under the current IRC should
file the appropriate return with adjust-
ments as explained in the bulletin.

Washington: Washington does not
impose a corporate income tax.

West Virginia: Changesto federal
law made after 2001 but before March
15, 2002, that affect the determination
of federal corporateincometax and per-
sonal income tax, are adopted for West
Virginia corporate income tax and per-
sonal income tax purposes. As JCWA
was signed on March 9, 2002, its provi-
sions are adopted for West Virginia.

Wisconsin: Wisconsin taxpayers
may not claim the 30% “bonus’ depre-
ciation allowed under the JCWA.

Wyoming: Wyoming does hot im-
pose a corporate income tax.

Turn to the industry leader for complete state tax coverage.
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19 States Available! B

CCH’s 19 authoritative State Tax
Guidebooks offer timely and
practical information on state and
local taxes in a convenient
handbook format. Published
annually at the end of the year,
each Guidebook is updated to
reflect the latest legidative changes
and what they mean to you.

2003

STATE TAX
Handbook

®

The 2003 State Tax Handbook
isavaluable resource for tax

and business professionals who
work with multiple state tax
jurisdictions. The Handbook
outlines the major features of each
state’s revenue system in uniform
arrangement — facilitating easy
state-to-state, or tax-to-tax
reference.

To order, seethe back cover

CCH’s2002 U.S. Master™
Multistate Corporate Tax Guide
provides a summary of key
legislative and regulatory changes
affecting corporate taxation during
the past year, aswell as helpful
charts and comparisons of federal
and state laws for each state to give
you quick answersto frequently
asked questions.
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In-Depth Coverage — Without the Wait!

No one matches CCH'’s speed at updating you with the latest state tax news, explanations and analysis.
Our expert team of legal editors ties together superior explanations, comprehensive source materials and
practical guidance to produce the best state coverage in the industry.

Choose from the most comprehensive line of single-state and multistate tax subscription products available:

[] State Tax Reporters
[] Multistate Tax Guides
[ Information-Packed Newsletters
[] Customized Daily News
L] NEW! CCH® ClientRelate™ State coverage

Contact your CCH Account Representative today
to determine which subscription products areright for you!
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Stay up-to-date with state reaction to the economic stimulus legislation.

You can always count on CCH to provide you with practical and timely resources to help youv understand and work with
the latest tax changes. Order today and put these references to work for you!

2003 STATE TAX GUIDEBOOKS
Published annually, each Guidebook is updated to
reflect the latest legislative changes and what they
mean to you (All Guidebooks are Est. pub.: Dec.
2002, unless otherwise noted).

CALIFORNIA
About 740 pages. Book #: 05893201 $55.00 C

CONNECTICUT
About 324 pages. Est. pub.: Ja62003
Book #: 05350201  $57.00

FLORIDA
About 281 pages. Est. pub.: Nov, 2002
Book # 05340201  $55.00 C

GEORGIA
About 335 pages. Est. pub.: Noy, 2002
Book #: 05345201  $55.00

ILLINOIS
About 362 pages. Book #: 05339201 $55.00 C

INDIANA
About 300 pages. Est. pub.: NobZOOZ
Book #: 05344201  $55.00

KENTUCKY
About 300 pages. Est. pub.: Jan, 2003
Book # 05231201  $55.00 C
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CCH INCORPORATED
Federal and State Tax Group

— 4025 West Peterson Ave.
Chicago, IL 60646-6085
tax.cchgroup.com

YES! Please place my order today and ship my books hot off the press!
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Order G

Gdbk to CA Taxes (05893201)
Gdbk to CT Taxes (05350201)
Gdbk to FL Taxes (05340201)
Gdbk to GA Taxes (05345201)
Gdbk to IL Taxes (05339201)
Gdbk to IN Taxes (05344201)
Gdbk to KY Taxes (05231201)
Gdbk to MD Taxes (05285201)
Gdbk to MA Taxes (05284201)
Gdbk to M1 Taxes (05283201)
Gdbk to NJ Taxes (05343201)
Gdbk to NY Taxes (05383201)

MARYLAND
About 295 pages. Book #: 05285201 $55.00 C

MASSACHUSETTS
About 289 pages. Est. pub.: Jan. 2003
Book # 05284201  $55.00 C

MICHIGAN
About 309 pages. Est. pub.: Jan. 2003.
Book #: 05283201  $57.00 C

NEW JERSEY
About 293 pages. Book #: 05343201 $57.00 C

NEW YORK
About 609 pages. Book #: 05383201 $57.00 C

NORTH CAROLINA
About 600 pages. Est. pub.: Feb. 2003
Book # 05382201 $57.00 C

OHIO
About 365 pages. Est. pub.: Jan. 2003
Book #: 05253201  $55.00

PENNSYLVANIA
About 788 pages. Est. pub.: Jan. 2003
Book #: 05336201 $57.00 C

TENNESSEE

About 295 pages. Book # 05372201 $55.00 C

PRSRT STD
Also available...federal coverage of the Job Creation and U.S. POSTAGE
Worker Assistance Act of 2002. For complete product information PAID
visit tax.cchgroup.com/specialreport. CCH

TEXAS
About 333 pages. Book #: 05314201 $55.00 C

VIRGINIA
About 300 pages. Est. pub.: Nov. 2002
Book # 05305201  $55.00 C

WASHINGTON
About 258 pages. Book #: 05303201 $55.00 C

2003 STATE TAX HANDBOOK —

Reflects complete coverage of the states' reactions
to the Job Creation and Worker Assistance Act of
2002.

Price: $52.00 per copy. Est. pub.: Dec. 2002, about
410 pages. Book #: 05278201 C

2002 U.S. MASTER™ MULTISTATE
CORPORATE TAX GUIDE —

Reflects key legidative and regulatory changes
affecting state corporate taxation.
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