Arizona Form 140

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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A retirement plan established for employees of a
county, city, or town in Arizona
 An optional retirement program established by the Arizona
Board of Regents under Arizona Revised Statutes
 An optional retirement program established by an
Arizona community college district
NOTE: Public retirement pensions from states other than
Arizona do not qualify for this subtraction.

1.

You have an MSA that qualifies as an MSA under
Arizona law, but not federal law.
2. Either you or your employer made deposits into that
MSA during the tax year.
3. You had to include the deposits in income on your
federal income tax return.
Enter the amount of the MSA deposits that you had to
include in your federal adjusted gross income.
Employer Contributions Made to Employee MSAs
If you are an employer, you may subtract the amount
contributed to your employees' MSAs that are established
under Arizona law. You can subtract these contributions
only to the extent not deductible for federal income tax
purposes. Enter these contributions here.

Line C20 - Arizona Lottery Winnings
You may subtract up to $5,000 of winnings received in 2012
for Arizona lottery prizes.
If you subtract Arizona lottery winnings here, you may have
to adjust the amount of gambling losses claimed as an
itemized deduction. See instructions for Form 140; Schedule
A, Itemized Deduction Adjustments.

Line C26 - Adjustment for IRC § 179 Expense
not Allowed

Line C21 - U.S. Social Security Benefits or
Railroad Retirement Benefits

Enter 20% of the amount entered on line B10. This same amount
can also be subtracted in each of the following four taxable
years, effectively amortizing the difference in treatment over
five years. If you made an addition for IRC § 179 expense
on your 2008, 2009, 2010, and/or 2011 return, also enter
20% of the amount added for 2008, 2009, 2010 and/or 2011.

Arizona does not tax social security benefits received under
Title II of the Social Security Act. Arizona does not tax
railroad retirement benefits received from the Railroad
Retirement Board under the Railroad Retirement Act. If you
included such social security or railroad retirement benefits
as income on your federal return, use line C21 to subtract
this income.
NOTE: Enter only the taxable amount (the amount that was
subject to federal income tax). Do not include any amount
that was not subject to federal income tax.
See the department’s Income Tax Ruling, ITR 96-1, for
more information about railroad retirement benefits at
www.azdor.gov and click on Legal Research and then click
on Rulings.

Line C27 - Pay Received for Active Service as a
Member of the Reserves, National Guard or the
U.S. Armed Forces
Members of the U.S. armed forces may subtract pay received
for active duty military service. On line C27, enter the amount
of that income included in your federal adjusted gross income.
Members of the reserves or the National Guard may subtract
pay received for active service as a reservist or as a National
Guard member. This includes pay received for weekend or
two-week training periods. On line C27, enter the amount of
that income included in your federal adjusted gross income.

Line C22 - Recalculated Arizona Depreciation

NOTE: You may not subtract pay received for active duty
service as a member of the U.S. Public Health Service or
NOAA. The department has issued a ruling on this issue.
This ruling is ITR 10-1. To see this ruling, visit our web site
at www.azdor.gov and click on Legal Research and then
click on Rulings.

Enter the total amount of depreciation allowable pursuant to
IRC § 167(a) for the taxable year calculated as if you had
elected not to claim bonus depreciation for eligible
properties for federal purposes.

Line C23 - Certain Wages of American Indians
Enrolled members of American Indian tribes may subtract wages
earned while living and working on their tribe's reservation.
The federal government must recognize these tribes.
For more information, see the department’s Income Tax
Ruling, ITR 96-4, at www.azdor.gov and click on Legal
Research and then click on Rulings.

Line C28 - Net Operating Loss Adjustment
NOTE: This subtraction applies to only those individuals
who made an election under 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.
Arizona did not adopt the special federal net operating loss
rules for losses incurred during 2008 or 2009. For Arizona
purposes, you must deduct a net operating loss as if the loss
was computed under IRC § 172 in effect prior to the
enactment of those special rules. If you made an election to
deduct your 2008 or 2009 federal net operating loss under
IRC § 172(b)(1)(H), you may have to enter an amount here.
Figure how much of the net operating loss carry forward
would have been allowed as a deduction on your 2012
federal income tax return, if the election described in IRC §
172(b)(1)(H) had not been made in the year of the loss. On
line C28, enter the amount that exceeds the actual net

Line C24 - Income Tax Refund From Other
States
You may subtract income tax refunds received from other
states if both of the following apply.
1. You reported the refund as income on your federal return.
2. You did not deduct the taxes paid to the other state as an
itemized deduction on a prior year Arizona return.

Line C25 - Deposits and Employer Contributions
into MSAs
Deposits Made Into Your MSA
If you have an MSA, you may be able to subtract deposits
made into that MSA. Make an entry here if all of the
following apply.
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F. Qualified Wood Stove, Wood Fireplace, or Gas
Fired Fireplace
Arizona law provides a subtraction for converting an existing
fireplace to one of the following.
 a qualified wood stove
 a qualified wood fireplace
 a gas fired fireplace and non-optional equipment
directly related to its operation.
You may subtract up to $500 of the costs incurred for
converting an existing fireplace on your property located in
Arizona. When you figure your subtraction, do not include
taxes, interest, or other finance charges.
A qualified wood stove or a qualified wood fireplace is a
residential wood heater that was manufactured on or after
July 1, 1990, or sold at retail on or after July 1, 1992. The
residential wood heater must also meet the U.S. Environmental
Protection Agency's July 1990 particulate emissions
standards.
A qualified gas fired fireplace is any device that burns
natural or liquefied petroleum gas as its fuel through a
burner system that is permanently installed in the fireplace.
The conversion of an existing wood burning fireplace to
noncombustible gas logs that are permanently installed in
the fireplace also qualifies as a gas fired fireplace.
G. 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 allowed to be taken
into account for Arizona purposes is more than the
amount included in your federal income.
Enter the amount by which the loss carryover allowed for
the taxable year under Arizona law is more than the amount
included in your federal adjusted gross income.
H. Certain Expenses Not Allowed for Federal Purposes
You may subtract some expenses that you cannot deduct on
your federal return when you claim certain federal tax credits.
These federal tax credits include the following.
 The federal work opportunity credit
 The empowerment zone employment credit
 The credit for employer-paid social security taxes on
employee cash tips
 The Indian employment credit
If you received any of the above federal tax credits for 2012,
enter the portion of wages or salaries you paid or incurred
during the taxable year equal to the amount of those federal
tax credits you received.
I. Qualified State Tuition Program Distributions
If you are a beneficiary of a qualified state tuition program,
you may subtract some of the amount distributed from the
program for qualified education expenses. Enter the amount
of the distribution that you had to include in your federal
adjusted gross income. A qualified state tuition program is a
program that meets the requirements of IRC § 529.

operating loss carry forward that was deducted in arriving at
federal adjusted gross income.

Line C29 - Other Subtractions From Income
Use line C29 if any of the following special circumstances
apply. Attach your own schedule to the back of your return
explaining any amounts entered here.
A. Previously Reported Gain on Decedent's
Installment Sale
Prior Arizona law required acceleration of any unrecognized
installment sale gain upon the death of a taxpayer. However,
this acceleration could have been avoided by the posting of a
bond. If acceleration was required, your federal adjusted
gross income may include installment sale amounts already
recognized on a decedent's final Arizona return. If your
federal adjusted gross income includes such amounts, you
may subtract that portion of the gain included on your
federal return.
B. 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 negative number, enter that amount as a
subtraction. Enter the subtraction on line C29.
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.
C. Partnership Income
Use this adjustment if your Arizona Form 165, Schedule K-1,
shows a difference between federal and state distributable income.
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.
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.
D. Federally Taxable Arizona Municipal Interest
Enter the amount of any interest income received on
obligations of the State of Arizona, or any political
subdivisions of Arizona, that is included in your Arizona
gross income. Do not enter any Arizona municipal interest
that is exempt from federal taxation and not included in your
federal adjusted gross income.
E. Adoption Expenses
You may take this subtraction only in the year the final
adoption order is granted. Enter the lesser of the total of the
following adoption expenses or $3,000. When figuring your
subtraction, you may include expenses incurred in prior
years.
The following expenses are qualified adoption expenses.
1. Nonreimbursed medical and hospital costs
2. Adoption counseling
3. Legal and agency fees
4. Other nonrecurring costs of adoption
If filing separately, you may take the entire subtraction, or
you may divide the subtraction with your spouse. However,
the total subtraction taken by both you and your spouse
cannot exceed $3,000.
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a married couple filing a joint return). If you are married
filing separate returns, either you or your spouse may take the
subtraction, or you may divide it between you, but the total
subtraction taken by both of you cannot be more than $1,500.
If you contribute more than $750 ($1,500 if married) during
the year, your total subtraction is still limited to $750
($1,500 if married). For example, Jorge and Kate are
married and have two children. During 2012, Jorge and Kate
contributed $1,500 to a 529 plan for Child 1 and $1,500 to a
529 plan for Child 2. Even though Jorge and Kate
contributed a total of $3,000 during 2012, they may subtract
only $1,500 on their 2012 return.
You may take a subtraction for a contribution that you made
during 2012, to a plan that existed before 2012. You may
take a subtraction for a contribution that you made during
2012, to a plan established in another state. You may take a
subtraction for a contribution that you made in 2012, to any
529 college savings plan. This could be a plan established
for a child, grandchild, niece, nephew, or any other person
for whom a plan has been established.
You cannot take a subtraction for an amount transferred
from one college savings plan to a different college savings
plan (a rollover).
O. Previously Deferred Discharge of Indebtedness
(DOI) Income Adjustment
Generally, when a loan is settled for less than the amount
owed, DOI income is realized by the debtor and usually
must be included in the debtor’s gross income. The amount
of DOI income is generally equal to the amount of loan
forgiveness. DOI income also occurs when a debtor
repurchases his or her own debt at a discount (a price lower
than the adjusted basis issue price of the debt instrument).
In debt repurchase transactions, the amount of DOI income
is generally equal to the difference between the adjusted
issue price and the price paid for the debt instrument.
For federal purposes, a taxpayer may have made a special
election for taxable years 2009 or 2010 to include DOI
income in connection with the reacquisition of a business
debt instrument, ratably over a 5 year period. A taxpayer
that made this election will generally include this income in
federal adjusted gross income beginning with the 2014
taxable year. A taxpayer would have made the federal
election under IRC § 108(i) as added by the American
Recovery and Reinvestment Act of 2009.
Arizona did not adopt the special federal DOI income
deferral provisions for the 2009 or 2010 taxable year. For
Arizona purposes, if you made the federal election to defer
the inclusion of DOI income under IRC § 108(i), you were
required to add the amount of deferred DOI income to
Arizona income for the year for which you made the
election. If you made the required addition to Arizona
income on the Arizona return filed for the year in which you
reacquired the debt instrument (2009 or 2010), Arizona will
not tax that DOI income twice. In the year in which you
include that deferred DOI income in your federal adjusted
gross income, you may take a subtraction for the amount
included for that year. Usually this subtraction will apply to
taxable years 2014 through 2018. However, if you had to
accelerate the deferral for federal purposes, this subtraction
may apply to a taxable year prior to 2014. On line C29,
enter the amount of previously deferred DOI income that
you included in your federal adjusted gross income for the
current taxable year to the extent that the amount was
previously added to your Arizona income.

J. Subtraction for World War II Victims
You may subtract distributions made to you for your
persecution or the persecution of your ancestors by Nazi
Germany or any other Axis regime for racial, religious or
political reasons. If you are the first recipient of such
distributions, enter the amount of the distributions that you
had to include in your federal adjusted gross income.
You may also subtract items of income that are attributable to,
derived from or related to assets that were stolen or hidden from
or lost to you if you were persecuted by Nazi Germany or any
other Axis regime for racial, religious or political reasons
before, during or immediately after World War II. If you are the
first recipient of such income, enter the amount of income that
you had to include in your federal adjusted gross income.
K. Installment Sale Income From Another State
Taxed by the Other State in a Prior Taxable Year
You may subtract income from an installment sale if both of
the following apply:
1. The income from the sale is subject to Arizona income tax
in 2012; and
2. You paid income tax to another state on that income in a
prior tax year.
Enter the amount of such income that you included in your
Arizona gross income for 2012.
Do not enter any amount that is subject to tax by both Arizona
and another state in 2012. In this case, you may be eligible for a
tax credit. See AZ Form 309 for details.
L. Agricultural Crops Given to Arizona Charities
Arizona law allows a subtraction for qualified crop gifts made
during 2012 to one or more charitable organizations. To take
this subtraction, all of the following must apply.
1. You must be engaged in the business of farming or
processing agricultural crops.
2. The crop must be grown in Arizona.
3. You made your gift to a charitable organization located
in Arizona that is exempt from Arizona income tax.
Beginning with 2012, the subtraction is the larger of the
wholesale market price or the most recent sale price for the
contributed crop. The amount of the subtraction cannot
include any amount deducted pursuant to IRC § 170 with
respect to crop contribution that exceeds the cost of
producing the contributed crop. To determine if your crop
gift qualifies for this subtraction, see the department’s
Income Tax Procedure ITP 12-1 at www.azdor.gov and click
on Legal Research and then click on Rulings.
M. Basis Adjustment for Property Sold or
Otherwise Disposed of During the Taxable Year
With respect to property that is sold or otherwise disposed of
during the taxable year by a taxpayer who has complied with
the requirement to add back all depreciation with respect to
that property on tax returns for all taxable years beginning
from and after December 31, 1999, enter the amount of
depreciation that has been allowed pursuant to IRC § 167(a)
to the extent that the amount has not already reduced
Arizona taxable income in the current or prior years. (Note:
The practical effect of this is to allow a subtraction for the
difference in basis for any asset for which bonus
depreciation has been claimed on the federal return.)
N. Contributions to 529 College Savings Plans
You may subtract amounts you contribute to 529 college savings
plans during the taxable year. You may subtract the amount you
contributed during the year up to a total of $750 ($1,500 for
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P. Original Issue Discount (OID) on Reacquisition
of Business Debt Instrument
For federal purposes, when a taxpayer made the special election
to defer DOI income under IRC § 108(i), 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 must deduct
the aggregate amount of the OID deductions disallowed ratably
over a 5 year period, beginning with the period in which the
income is 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 under IRC §
108(i). For Arizona purposes, you were required to add the
amount of deferred DOI income to Arizona income on the
return filed for the year in which you reacquired the debt
instrument. Since Arizona taxed the federally deferred DOI
income for 2009 or 2010 on your 2009 or 2010 Arizona
return, you may subtract the amount of OID that accrued
during the taxable year with respect to that DOI income. On
line C29, enter the amount of any OID that was deferred and
not allowed to be deducted in computing your federal adjusted
gross income for 2012 under IRC § 108(i).

Line D31 - Last Name(s) Used in Prior Years
Use line D31 if the last name that you are using on this return is
not the same as the last name you used on returns filed for the
last 4 years. On line D31, enter any other last name(s) that you
used when filing your return during the last 4 years.

Totaling Your Income
Line 12 - Federal Adjusted Gross Income
You must complete your federal return before you enter an
amount on line 12. You must complete a 2012 federal return
to determine your federal adjusted gross income even if you
are not filing a federal return.
Arizona uses federal adjusted gross income as a starting
point to determine Arizona taxable income. Your federal
adjusted gross income is your Arizona gross income.
NOTE: Be sure to use your federal adjusted gross income
and not your federal taxable income.
If the amount on line 12 is more than $75,000 ($150,000 if
filing a joint return), you may need to make estimated
payments. See "Do You Need to Make Estimated Payments
in 2013?" instructions on page 3.

Q. Sole Proprietorship Income 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 may
subtract the amount of the income from the dispensary that
is included in the computation of your federal adjusted gross
income. Include the amount of the income on line C29.

Line 13 - Additions to Income
Enter the amount from page 2, line B12.

Line 14 - Subtractions From Income
Enter the amount from page 2, line C17 or line C30.

Line 15 - Arizona Adjusted Gross Income
Add lines 12 and 13, then subtract line 14 from the sum.
You may also complete the following worksheet to figure
your Arizona adjusted gross income.

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 subtraction does not apply.

Arizona Adjusted Gross Income Worksheet
1. Enter amount from Form 140, page 1, line 12.
00
2. Enter amount from Form 140, page 1, line 13.
00
00
3. Add line 1 to line 2. Enter the total.
4. Enter amount from Form 140, page 1, line 14.
00
5. Subtract the amount on line 4 from the amount
on line 3. Enter the total here and also on
Form 140, page 1, line 15.
00

R. Other Adjustments
Other special adjustments may be necessary. 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. § 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 were an Arizona resident before December 31, 1975,
and you are receiving IRA distributions from your IRA
account to which you made contributions before
December 31, 1975.
 You were an Arizona resident before December 31, 1975,
and you are receiving distributions from your qualified
self-employment retirement plan to which you made
contributions before December 31, 1975.
 You deferred exploration expenses determined under
IRC § 617 in a taxable year ending before January 1,
1990, and you have not previously taken a subtraction
for those expenses.

Figuring Your Tax
Line 16 - Itemized or Standard Deductions
You must decide whether to take the standard deduction or
to itemize your deductions. Your Arizona income tax will be
less if you take the larger of your standard deduction or your
itemized deductions.
When you e-file, the software completes
the math for you.

Your Standard Deduction
If you take the standard deduction, check box 16S.
Your standard deduction is:
If your filing status is:
 Single
$4833
 Married filing separately
$4833
 Married filing jointly
$9665
 Head of household
$9665

Line C30 - Total Subtractions
Add lines C17 through C29. Enter the total here and on the
front of your return on line 14.
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