Arizona Form 140
You must complete Part A, lines A4 and A5, on page 2 of
your return before you can total your exemptions for
qualifying parents and grandparents.
NOTE: If a person who is a qualifying parent or
grandparent also qualifies as your dependent, you may
claim that person as a dependent on line A2, or you may
claim that person as a qualifying parent or grandparent on
line A5. You may not claim that same person on both line A2
and line A5. Do not list the same person on line A4 that you
listed on line A1.

Completing Line(s) A1
NOTE: If a person who qualifies as your dependent is also a
qualifying parent or grandparent, you may claim that person
as a dependent on line A2, or you may claim that person as a
qualifying parent or grandparent on line A5. You may not
claim that same person on both line A2 and line A5. Do not
list the same person on line A1 that you listed on line A4.
Enter the following on line(s) A1.
1. The dependent's name. If you are claiming an
exemption for a stillborn child and the child was not
named, enter “stillborn child” in place of a name.
2. The dependent's SSN. If you are claiming an exemption
for a stillborn child enter the certificate number from the
certificate of birth resulting in stillbirth.
3. The dependent's relationship to you.
4. The number of months the dependent lived in your home
during 2012. If you are claiming an exemption for a stillborn
child, enter the date of birth resulting in the stillbirth.
You may lose the exemption if you do not furnish this
information.

Completing Line(s) A4
Enter the following on line(s) A4.
1. The name of the qualifying parent or grandparent.
2. The SSN of the qualifying parent or grandparent.
3. The qualifying parent’s or grandparent’s relationship to
you, or your spouse if filing a joint return.
4. The number of months the qualifying parent or
grandparent lived in your home during 2012.
You may lose the exemption if you do not furnish this
information.

Line A2 - Total Dependents

Line A5 - Total
Grandparents

Qualifying

Parents

or

Enter the total number of persons listed on line(s) A1. Enter
the same number on the front of the return in box 10.

Enter the total number of persons listed on line(s) A4. Enter
the same number on the front of the return in box 11.

Lines A3a and A3b - Persons You Did Not Take
as Dependents on Your Federal Return

Additions to Income

On line A3a, enter the following.
1. The names of any dependents age 65 or over listed on
line(s) A1 that you cannot take as a dependent on your
federal return.
2. The name of any stillborn child listed on line(s) A1, if
the stillborn child was named. If the stillborn child was
not named, enter “stillborn child” on line A3a. Also
enter the date of birth resulting in the stillbirth.
On line A3b, enter the name of any student listed on line(s) A1
that you did not claim as an exemption on your federal return
in order to allow that student to claim a federal education
credit on the student’s federal return.

Line B6 - Non-Arizona Municipal Interest
Enter the amount of interest income from non-Arizona
municipal bonds that you did not include as income on your
federal return.
You may exclude any expenses incurred to purchase or carry the
obligation. Reduce the interest income by the amount of those
expenses that you could not deduct on your federal return.
If you received tax exempt interest from municipal bonds,
attach a schedule listing the payors and the amount received
from each payor. You may also want to attach supporting
documents for amounts received from Arizona municipal
bonds that are exempt from Arizona income tax. These may
be items such as bank statements, brokerage statements, etc.

Line 11 Box - Qualifying Parents and Grandparents

Line B7 - Ordinary Income Portion of LumpSum Distributions Excluded on Your Federal
Return

A qualifying parent or grandparent may be any one of the
following.
 Your parent or your grandparent. This can be your
grandparent, great grandparent, great great grandparent, etc.
 If married filing a joint return, your spouse’s parent or
your spouse’s grandparent.
You may claim this exemption if all of the following apply.
1. The parent or grandparent lived in your principal
residence for the entire taxable year.
2. You paid more than one-half of the support and
maintenance costs of the parent or grandparent during
the taxable year.
3. The parent or grandparent was 65 years old or older
during 2012.
4. The parent or grandparent required assistance with
activities of daily living, like getting in and out of bed or
chairs, walking around, going outdoors, using the toilet,
bathing, shaving, brushing teeth, combing hair,
dressing, medicating or feeding.

Use line B7 if you use federal averaging for lump-sum
distributions from your pension or profit-sharing plan.
Arizona law does not provide for averaging. Enter the
amount of the distribution that you treated as ordinary
income on your federal return. If you choose to treat the
capital gain portion of the distribution as ordinary income,
you must also include that amount.
For details, see the department’s Income Tax Ruling ITR 935 at www.azdor.gov and click on Legal Research and then
click on Rulings.

Line B8 - Total Federal Depreciation
Enter the total amount of depreciation deducted on the
federal return. If you make an entry here, you should also take
a subtraction on line C22. To figure how much you should
subtract, see the instructions for line C22.
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Line B9 - Medical Savings Account (MSA)
Distributions

Line B10 - IRC § 179 Expense in Excess of
Allowable Amount

For information on Arizona's MSA provisions, see the
department's brochure, Pub 542, Medical Savings Accounts,
at www.azdor.gov and click on Publications.
You must add amounts received from an MSA here if any of
the following apply.
1 - You Withdrew Funds From Your MSA for Other
Than Qualified Expenses
You must make an entry here if all of the following apply.
1. You withdrew money from your MSA during 2012.
2. You did not use the amount withdrawn to pay qualified
medical expenses.
3. You did not have to include the withdrawal as income on
your federal income tax return.
Enter the amount withdrawn.
2 - Deceased Account Holder Where the Named
Beneficiary is Not the Decedent's Surviving Spouse
You must make an entry here if all of the following apply.
1. The account holder died during the year.
2. You are the named beneficiary of the decedent's MSA.
3. You are not the decedent's surviving spouse.
4. You did not have to include the value of the MSA as
income on your federal income tax return.
In this case, the MSA ceased to be an MSA. Enter the fair
market value of the MSA as of the date of death, less the
amount of MSA funds used within one year of the date of
death, to pay the decedent's qualified medical expenses. You
can reduce the fair market value by only those expenses paid
from the MSA. If you pay additional medical expenses for
the decedent from the MSA after you file, you may file an
amended return to further reduce the fair market value of the
MSA.
3 - Decedent's Final Return and No Named MSA
Beneficiary
You must make an entry here if all of the following apply.
1. The account holder died during the year.
2. There is no named MSA beneficiary.
3. This is the decedent's final return.
4. The value of the MSA did not have to be included on the
decedent's final federal income tax return.
In this case, the MSA ceased to be an MSA. Enter the fair
market value of the MSA as of the date of death. This rule
applies in all cases in which there is no named beneficiary,
even if the surviving spouse ultimately obtains the right to
the MSA assets.
The following are not withdrawals. Do not enter any of the
following:
 Amounts from the MSA used to pay qualified
medical expenses.
 A qualified return of excess contributions.
 A qualified rollover.
 The fair market value of an MSA received by a surviving
spouse who was the deceased account holder's named
beneficiary.
For more information about the above items, see the
department's brochure, Pub 542, Medical Savings Accounts,
at www.azdor.gov and click on Publications.

Enter the amount of Internal Revenue Code (IRC) § 179
expense deducted on the federal return that exceeds $25,000.
If you make an entry here, you should also take a subtraction
on line C26 for a portion of the amount entered here. To
figure how much you should subtract, see the instructions for
line C26.

Line B11 - Other Additions to Income
Use line B11 if any of the special circumstances below apply.
Attach your own schedule to the back of your return
explaining any amounts entered here.
You may either add or subtract items A through D below on
line B11 or C29, respectively, depending on your situation.
A. Pension Adjustments
Use this adjustment if both of the following apply.
1. Arizona taxed your pension for years before 1979.
2. You reported that pension on your federal return using
the percentage exclusion method.
Do not use this adjustment if either of the following applies.
1. You reported your pension income as fully taxable on
your federal return.
2. You reported your pension income on your federal
return under the "three-year-rule".
Pension Adjustment Worksheet - Line B11
Follow these steps to figure the adjustment.
(Keep this worksheet for your records).
1. Your contribution to annuity.
1.
2. Pension amount received in prior
years.
2.
3. Remainder of cost (line 1 minus
line 2 but not less than zero).
3.
4. Pension amount received this year. 4.
5. Subtract line 3 from line 4 (but not
less than zero).
5.
6. Enter the pension amount taxable
on your federal return.
6.
7. Subtract line 6 from line 5.
7.
If line 7 is more than zero, enter the amount on line 7 as an
addition to income. Enter the addition on line B11.
If line 6 is more than line 5, enter the difference as a
subtraction from income. Enter the subtraction on line C29.
B. Married Persons Filing Separate Returns
If you file a separate Arizona return, you must report the
following income on that return.
 One-half of the community income from all sources.
 All of your separate income.
If you and your spouse file a joint federal return but separate
Arizona returns, you must make sure that each separate return
reflects the correct income. If you begin your Arizona return
with only the income that you earned during the year, you
will have to adjust this income.
If you file separate federal returns, each of your federal returns
should already reflect the correct income. Since your separate
Arizona returns will begin with the federal adjusted gross
income, you will not have to adjust your income.
If you have to adjust your income, attach a schedule showing
how you figured your adjustment.
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C. Partnership Income
Use this adjustment if your Arizona Form 165, Schedule K1, shows a difference between federal and state distributable
income.
If the difference reported on your Arizona Form 165,
Schedule K-1, is a positive number, enter that difference as
an addition. Enter the addition on line B11.
If the difference reported on your Arizona Form 165,
Schedule K-1, is a negative number, enter that difference as
a subtraction. Enter the subtraction on line C29.

the deduction for these items was limited, with the unused
portions being carried forward and deducted in future years.
Your Arizona return may include these previously deducted
items because of the difference between the federal and
former Arizona treatment. If your Arizona taxable income
includes items previously deducted for Arizona purposes,
you must add such amounts to your Arizona gross income.
G. Claim of Right Adjustment for Amounts Repaid
in 2012
You must make an entry here if all of the following apply.
1. During 2012, you were required to repay amounts held
under a claim of right.
2. The amount required to be repaid during 2012 was more
than $3,000.
3. You took a deduction for the amount repaid on your 2012
federal income tax return.
If the above apply, enter the amount deducted on your federal
income tax return here.
For more information on the Arizona claim of right provisions,
see the department’s Individual Income Tax Procedure ITP
95-1 at www.azdor.gov and click on Legal Research and
then click on Procedures.
H. Claim of Right Adjustment for Amounts Repaid
in Prior Taxable Years
You must make an entry here if all of the following apply.
1. During a year prior to 2012 you were required to repay
amounts held under a claim of right.
2. You computed your tax for that prior year under
Arizona's claim of right provisions.
3. A net operating loss or capital loss was established due
to the repayment made in the prior year.
4. You are entitled to take that net operating loss or capital
loss carryover into account when computing your 2012
Arizona taxable income.
5. The amount of the loss carryover included in your
federal income is more than the amount allowed to be
taken into account for Arizona purposes.
Enter the amount by which the loss carryover included in
your federal adjusted gross income is more than the amount
allowed for the taxable year under Arizona law.

D. Fiduciary Adjustment
A fiduciary uses Form 141AZ, Schedule K-1, to report to you
your share of the fiduciary adjustment from the trust or estate.
Line 3 of Form 141AZ, Schedule K-1, shows your share of
the fiduciary adjustment from the estate or trust. If the
amount reported on line 3 of your Arizona Form 141AZ,
Schedule K-1, is a positive number, enter that amount as an
addition. Enter the addition on line B11.
If the amount reported on line 3 of your Arizona Form 141AZ,
Schedule K-1, is a negative number, enter that amount as a
subtraction. Enter the subtraction on line C29.
E. Net Operating Losses
Arizona does not have specific provisions for calculating the
net operating loss of an individual. Generally, the amount of
net operating loss deduction included in your federal
adjusted gross income is the amount allowable for Arizona
purposes. However, there are instances when the amount
allowable for Arizona purposes may be different.
You must adjust the amount of net operating loss deduction
included in your federal adjusted gross income if you have
already deducted any amount of the net operating loss
included in your federal adjusted gross income for Arizona
purposes. In this case, enter on line B11, the amount of net
operating loss included in your federal adjusted gross income
which you previously deducted for Arizona purposes.
Usually, Arizona conforms to the federal net operating loss
provisions, including the carryback provisions. However,
Arizona did not conform to the special federal net operating
loss rules for 2008 and 2009. Under the special rules for
2008 and 2009, you could have elected to carry the net
operating loss back for 3, 4 or 5 years, instead of the normal
2 years. This election would have been allowed under IRC §
172(b)(1)(H) as amended by the American Recovery and
Reinvestment Act of 2009 or the Worker, Homeownership,
and Business Assistance Act of 2009. If you deducted a
federal net operating loss carryback under the federal
American Recovery and Reinvestment Act of 2009 or the
federal Worker, Homeownership, and Business Assistance
Act of 2009, see the instructions for line C28.
For information on deducting a net operating loss carryback in
cases where you did not make an election under IRC §
172(b)(1)(H), see the department’s Income Tax Procedure ITP
99-1 at www.azdor.gov and click on Legal Research and
then click on Tax Procedures.
F. Items Previously Deducted for Arizona Purposes
Arizona statutes prohibit a taxpayer from deducting items more
than once. However, under the operation of former Arizona law
(1989 and prior), you could deduct certain items in greater
amounts for Arizona purposes than for federal purposes.
Investment interest and passive activity losses were such
items. In some cases, you could have deducted such amounts
in their entirety on the Arizona return. For federal purposes,

I. Addition to S Corporation Income Due to Credits
Claimed
Shareholders of an S corporation who claim a credit passed
through from an S corporation must make an addition to
income for the amount of expenses disallowed by reason of
claiming the credit.
An S corporation that passes the following credits through to
its shareholders must notify each shareholder of his or her
pro rata share of the adjustment. You must enter an amount
on this line when claiming any of the following credits.
 Agricultural water conservation system credit (Form 312)
 Environmental technology facility credit (Form 305)
 Pollution control credit (Form 315)
 Credit for solar hot water heater plumbing stub outs and
electric vehicle recharge outlets (Form 319)
 Credit for employment of TANF recipients (Form 320)
 Agricultural pollution control equipment credit (Form 325)
 Motion picture credits (Form 334)
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J. Solar Hot Water Heater Plumbing Stub Outs and
Electric Vehicle Recharge Outlet Expenses
If you claim a credit for installing solar hot water heater
plumbing stub outs or electric vehicle recharge outlets in a
dwelling you constructed on AZ Form 319, you cannot
deduct any expenses for which you claim the credit. If you
take this credit, enter the amount of such expenses that you
deducted on your federal return.
K. Wage Expense for Employers of TANF Recipients
If you claim a credit for employing TANF recipients on AZ
Form 320, you cannot deduct any wage expense for which
you claim the credit. If you take this credit, enter the amount
of such expenses that you deducted on your federal return.

1.

2.
3.

4.

A qualified withdrawal. A qualified withdrawal is a
withdrawal from an account to pay the qualified higher
education expenses of the designated beneficiary of the
account.
A withdrawal made as the result of the death or
disability of the designated beneficiary of an account.
A withdrawal that is made on the account of a
scholarship, or the allowance or payment described in
IRC § 135(d)(1)(B) or (C) , and that is received by the
designated beneficiary, but only to the extent of the
amount of this scholarship, allowance or payment.
A rollover or change of designated beneficiary.

Q. Original Issue Discount (OID) on Reacquisition
of Debt Instrument
For federal purposes, when a taxpayer made the special election
to defer discharge of indebtedness (DOI) income under IRC §
108(i) (for 2009 or 2010), the taxpayer was not allowed to take
a deduction with respect to the portion of any OID that accrued
with respect to that DOI income, during the income deferral
period. In this case, the taxpayer had to deduct the aggregate
amount of the OID deductions disallowed ratably over a 5 year
period, beginning with the period in which the income was
includible in federal adjusted gross income.
Arizona did not adopt the federal provisions requiring a
taxpayer to defer the OID deduction in cases where the
taxpayer federally deferred the DOI income. For Arizona
purposes, you had to report the DOI income from a debt
reacquisition in the year in which you reacquired the debt, and
you were allowed to subtract any OID related to that DOI
income in the year the OID accrued. If your federal adjusted
gross income includes a deduction for any accrued OID that
you have already subtracted for Arizona purposes, you must
make an addition to Arizona income for the amount of
deferred OID deducted on your federal return. Generally, this
addition will not apply until taxable year 2014 through 2018.
However, if you were required to accelerate reporting of the
DOI income for federal purposes and were allowed to deduct
accrued OID attributable to that income on a return filed for a
year prior to 2014; this addition may apply to an earlier year.
On line B11, enter the amount of any previously deferred OID
that you deducted in computing your 2012 federal adjusted
gross income, to the extent that the amount was previously
subtracted from Arizona gross income.

L. Motion Picture Expenses
If you claim a motion picture credit on AZ Form 334, you
cannot deduct any expenses deducted on your federal return
related to the production or related to a transferred credit.
Enter the amount of any such expenses that were deducted in
computing federal adjusted gross income for which you
claimed a credit.
M. Agricultural Water Conservation System Credit
If you claim an agricultural water conservation system credit on
AZ Form 312, you cannot deduct any expenses for which you
claim the credit. If you take this credit, enter the amount of such
expenses that you deducted on your federal return.
N. Adjusted Basis in Property for Which You Have
Claimed a Credit for Investment in Qualified Small
Businesses
If you claim a credit for an investment in a qualified small
business on AZ Form 338, you must adjust your basis in the
investment by the amount of the credit claimed. You must
report this difference in basis on the Arizona return that you
file for the taxable year in which you sell or otherwise
dispose of the investment. If you sold or otherwise disposed
of the investment during the 2012 taxable year, on line B11,
enter the amount by which the adjusted basis computed under
the IRC with respect to that property exceeds the adjusted
basis of the property computed under A.R.S. § 43-1074.02.
O. Depreciation or Amortization for a Water
Conservation System
If you claimed a water conservation system credit on AZ
Form 339, you may not deduct any depreciation or
amortization for that system on your Arizona return. Enter
the amount of depreciation or amortization claimed on your
federal return for the water conservation system for which
you have claimed a credit.

R. Early Withdrawal of Arizona, County, City, or
School Retirement System Contributions
If you meet all of the following, you must enter an amount
here.
1. You left your job with the State of Arizona or an
Arizona county, city, or school district for reasons other
than retirement.
2. When you left, you took out the contributions you had
made to the retirement system while employed.
3. You deducted these contributions on your Arizona
income tax returns that you filed for prior years.
4. You did not include these contributions in your federal
adjusted gross income this year.
If you meet all these tests, you must report as income those
contributions previously deducted on your prior years'
Arizona tax returns.
For details, see the Income Tax Ruling ITR 93-7 at
www.azdor.gov and click on Legal Research and then click
on Rulings.

P. Nonqualified Withdrawals From 529 College
Savings Plans
You must make an addition to income if both of the
following apply to you.
1. You received a nonqualified withdrawal from a 529
college savings plan.
2. You did not include the amount of the withdrawal in
your federal adjusted gross income.
The amount that you must add is the amount withdrawn, but
no more than the difference between the amount of
contributions subtracted in prior years and the amount added
in any prior years.
A nonqualified withdrawal is a withdrawal other than any of
the following:
9
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Line C16 - Exemption: Qualifying Parents and
Grandparents

S. Qualified Health Insurance Plans
If you claimed a credit on AZ Form 347, you may not deduct
any expenses for which you claim the credit. If you take this
credit, enter the amount of such expenses that you deducted
on your federal return.
T. Sole Proprietorship Loss of an Arizona
Nonprofit Medical Marijuana Dispensary included
in Federal Adjusted Gross Income
If you are registered as an Arizona sole proprietorship with
the Arizona Department of Health Services to operate in this
state as a nonprofit medical marijuana dispensary, you are
required to add the amount of the loss from the dispensary
that is included in the computation of your federal adjusted
gross income. Include the amount of the loss on line B11.

Multiply the number in box 11 on the front of your return by
$10,000 and enter the result.

Line C17 - Total Exemptions
Add lines C13 through C16 and enter the total. If you have
no other subtractions from income, skip lines C18 through
C30 and enter this total on Form 140, page 1, line 14.

Line C18 - Interest on U.S. Obligations
Enter the amount of interest income from U.S. Government
obligations included as income on your federal return. U.S.
Government obligations include obligations such as savings
bonds and treasury bills. You cannot deduct any interest or
other related expenses incurred to purchase or carry the
obligations. If such expenses are included in your Arizona
gross income, you must reduce the subtraction by such
expenses. If you are itemizing deductions on your Arizona
return, you must exclude such expenses from the amount
deducted.
NOTE: Do not subtract interest earned on FNMA or GNMA
bonds since this interest is taxable by Arizona. For details, see
the department's Income Tax Ruling, ITR 06-1, at
www.azdor.gov and click on Legal Research and then click on
Rulings.
Do not subtract any amount received from a qualified pension
plan that invests in U.S. Government obligations. Do not
subtract any amount received from an IRA that invests in
U.S. Government obligations. These amounts are not interest
income. For details, see the department’s Income Tax
Rulings ITR 96-2 and ITR 96-3 at www.azdor.gov and click
on Legal Research and then click on Rulings.

NOTE:
If the Arizona nonprofit medical marijuana
dispensary is registered with the Arizona Department of
Health Services as anything other than a sole
proprietorship, this addition does not apply.
U. Other Adjustments
Other special adjustments may be necessary. You may need
to make an addition for depreciation or amortization. You
may also need to make an addition if you claimed certain tax
credits. Call one of the numbers listed on the back cover if
any of the following apply.
 You are a qualified defense contractor that elected to
amortize under A.R.S. section 43-1024.
 You sold or disposed of property that was held for the
production of income and your basis was computed
under the Arizona Income Tax Act of 1954.
 You claimed the environmental technology facility credit.
 You claimed the pollution control credit.
 You claimed the recycling equipment credit.
 You claimed the agricultural pollution control equipment
credit.
 You elected to amortize the basis of a pollution control
device or the cost of a child care facility under Arizona
law in effect before 1990. You are still deducting
amortization or depreciation for that device or facility
on your federal income tax return.

Line C19 - Exclusion for U.S. Government,
Arizona State or Local Government Pensions
If you receive pension income from any of the sources listed
below, subtract the amount you received or $2,500, whichever
is less. Include only the amount you reported as income on
your federal return. If both you and your spouse receive such
pension income, each spouse may subtract the amount
received or $2,500, whichever is less.

Line B12 - Total Additions

Public pensions from the following sources
qualify for this subtraction.

Add lines B6 through B11. Enter the total on line B12 and
on the front of your return on line 13.



Subtractions From Income



You may only subtract those items for which statutory authority
exists. You cannot take a subtraction without such authority.
If you have any questions concerning subtractions from
income, call one of the numbers listed on the back cover.
NOTE: You may not subtract any amount that is allocable
to income excluded from your Arizona taxable income.




The United States Government Service Retirement and
Disability Fund
The United States Foreign Service Retirement and
Disability System
Retired or retainer pay of the uniformed services of the
United States
Any other retirement system or plan established by
federal law

NOTE: This applies only to those retirement plans
authorized and enacted into the U.S. Code. This does not
apply to a retirement plan that is only regulated by federal
law (i.e., plans which must meet certain federal criteria to be
qualified plans).
 The Arizona State Retirement System
 The Arizona State Retirement Plan
 The Corrections Officer Retirement Plan
 The Public Safety Personnel Retirement System
 The Elected Officials' Retirement Plan

Line C13 - Exemption: Age 65 or Over
Multiply the number in box 8 on the front of your return by
$2,100 and enter the result.

Line C14 - Exemption: Blind
Multiply the number in box 9 on the front of your return by
$1,500 and enter the result.

Line C15 - Exemption: Dependents
Multiply the number in box 10 on the front of your return by
$2,300 and enter the result.
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