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LONGTITLE
General Description:
This bill modifies the Fiduciaries and Truststitle, the Medical Care Savings Account
Act, the Higher Education Savings Incentive Program chapter, the Individual Income
Tax Act, and the Travel Reduction chapter relating to the calculation of state individual
income taxes.
Highlighted Provisions:
Thisbill:
» addresses the calculation of individual income taxes on:
e aresident or nonresident individual; and
e aresident or nonresident estate or trust;
» repeals definitions and provides definitions;
» repeastheindividual income tax brackets and provides a single individual income
tax rate;
» providesthat state individual income taxes on aresident and nonresident individual
are calculated on the basis of the resident or nonresident individual's federal
adjusted gross income rather than federal taxable income;
» modifies the additions to and subtractions from income for:
e aresident or nonresident individual; and
e aresident or nonresident estate or trust; and
» makestechnical changes.
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Monies Appropriated in thisBill:
None
Other Special Clauses:
This bill takes effect for taxable years beginning on or after January 1, 2006.
Utah Code Sections Affected:
AMENDS:
22-3-505, as enacted by Chapter 285, Laws of Utah 2004
53B-8a-106, as last amended by Chapter 144, Laws of Utah 2000
53B-8a-112, as enacted by Chapter 4, Laws of Utah 1996, Second Special Session
59-10-103, as last amended by Chapter 2, Laws of Utah 2004, Fourth Special Session
59-10-104, as last amended by Chapters 323 and 324, Laws of Utah 2001
59-10-105, as last amended by Chapter 323, Laws of Utah 2001
59-10-114, aslast amended by Chapter 2, Laws of Utah 2004, Fourth Special Session
59-10-115, as renumbered and amended by Chapter 2, Laws of Utah 1987
59-10-116, as last amended by Chapter 79, Laws of Utah 2004
59-10-120, as renumbered and amended by Chapter 2, Laws of Utah 1987
59-10-201, aslast amended by Chapter 3, Laws of Utah 2003, Second Special Session
59-10-202, as last amended by Chapter 3, Laws of Utah 2003, Second Special Session
59-10-205, as last amended by Chapter 345, Laws of Utah 1995
59-10-210, as last amended by Chapter 345, Laws of Utah 1995
72-12-107, as renumbered and amended by Chapter 270, Laws of Utah 1998
REPEALS:
31A-32a-101, as enacted by Chapter 131, Laws of Utah 1999
31A-32a-102, as last amended by Chapter 116, Laws of Utah 2001
31A-32a-103, as enacted by Chapter 131, Laws of Utah 1999
31A-32a-104, as enacted by Chapter 131, Laws of Utah 1999
31A-32a-105, as enacted by Chapter 131, Laws of Utah 1999
31A-32a-106, as last amended by Chapter 53, Laws of Utah 2001
31A-32a-107, as enacted by Chapter 131, Laws of Utah 1999
59-10-111, as last amended by Chapter 96, Laws of Utah 1987
59-10-112, as last amended by Chapter 345, Laws of Utah 1995
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59-10-201.1, as enacted by Chapter 345, Laws of Utah 1995
59-10-204, as last amended by Chapter 345, Laws of Utah 1995

Be it enacted by the Legidlature of the state of Utah:

Section 1. Section 22-3-505 is amended to read:

22-3-505. Income taxes.

(1) A tax required to be paid by atrustee based on receipts allocated to income must be
paid from income.

(2) A tax required to be paid by atrustee based on receipts allocated to principa must
be paid from principal, even if the tax is called an income tax by the taxing authority.

(3) A tax required to be paid by atrustee on the trust's share of an entity's taxable
income must be paid proportionately:

(a) from income to the extent that receipts from the entity are allocated to income; and

(b) from principal to the extent that:

(i) receiptsfrom the entity are allocated to principal; and

(ii) thetrust's share of the entity's state taxable income exceeds the total receipts
described in Subsections (3)(a) and (3)(b)(i).

(4) For purposes of this section, receipts allocated to principal or income must be
reduced by the amount distributed to a beneficiary from principal or income for which the trust
receives a deduction in calculating the tax.

Section 2. Section 53B-8a-106 is amended to read:

53B-8a-106. Participation agreementsfor trust.

The trust may enter into participation agreements with participants on behalf of
beneficiaries under the following terms and agreements:

(1) (@) Each participation agreement shall require a participant to agree to invest a
specific amount of money in the trust for a specific period of time for the benefit of a specific
beneficiary, not to exceed an amount determined by the board.

(b) Participation agreements may be amended to provide for adjusted levels of
payments based upon changed circumstances or changes in educational plans.

(c) A participant may make additional optional payments as long as the total payments
for a specific beneficiary do not exceed the total estimated higher education costs as
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90  determined by the board.

91 [{eh)—The-maximurm-a

9 i :

93

94

95 (2) The participation agreement may include a minimum rate of return for the

96 investment made by the participant.
97 [(3){e)Beneficiaries des
98 '
99
100
101 .
102 [(4] (3) Payment of benefits provided under participation agreements must begin not

103 later than the first full fall academic quarter or semester at an institution of higher education
104  following the 22nd birthday or high school graduation of the beneficiary, whichever islater,
105 unlessthe participant notifies the program administrator to the contrary.

106 [€5)] (4) The execution of a participation agreement by the trust may not guarantee in
107  any way that higher education costs will be equal to projections and estimates provided by the
108 trust or that the beneficiary named in any participation agreement will:

109 () be admitted to an institution of higher education;

110 (b) if admitted, be determined aresident for tuition purposes by the institution of

111  higher education, unless the participation agreement is vested;

112 (c) beallowed to continue attendance at the institution of higher education following
113  admission; or

114 (d) graduate from the institution of higher education.

115 [€6}] (5) Beneficiaries may be changed as permitted by the rules and regulations of the

116  board upon written request of the participant prior to the date of admission of any beneficiary
117  under aparticipation agreement by an institution of higher education so long as the substitute
118 beneficiary iseligible for participation.

119 [€A] (6) Participation agreements may be freely amended throughout their termsin
120 order to enable participants to increase or decrease the level of participation, change the
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designation of beneficiaries, and carry out similar matters as authorized by rule.

[€8}] (7) Each participation agreement shall provide that the participation agreement
may be canceled upon the terms and conditions, and upon payment of the fees and costs set
forth and contained in the board's rules and regulations.

Section 3. Section 53B-8a-112 is amended to read:

53B-8a-112. Tax considerations.

(1) For tax purposes the property of the trust and itsincome are governed by Sections
59-7-105, 59-7-106, [59-16-114;] and 59-10-201.

(2) Thetax commission, in consultation with the board, may adopt rules necessary to
monitor and implement the tax provisions referred to in Subsection (1) asrelated to the

property of the trust and itsincome.
Section 4. Section 59-10-103 is amended to read:
59-10-103. Definitions.
(1) Asusedinthischapter:




[te)] (@) "Corporation" includes:

(i) associations;
(i) joint stock companies; and
(iii) insurance companies.
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[tey] (b) "Employee" isas defined in Section 59-10-401.
[€R}] (c) "Employer" is as defined in Section 59-10-401.
(d) "Federal adjusted gross income" means "adjusted gross income" as defined in

Section 62, Internal Revenue Code.
(e) "Federal taxable income' means "taxable income" as defined in Section 63, Internal

Revenue Code.
[6] (f) "Fiduciary" means:
(i) aguardian;

(i) atrustee,

(i) an executor,

(iv) an administrator;

(v) arecelver;

(vi) aconservator; or

(vii) any person acting in any fiduciary capacity for any individual.

[{)] (@) "Homesteaded land diminished from the Uintah and Ouray Reservation"
means the homesteaded |and that was held to have been diminished from the Uintah and Ouray
Reservation in Hagen v. Utah, 510 U.S. 399 (1994).

[€k)] (h) "Individua" means a natural person and includes aliens and minors.

[{D] (i) "lrrevocable trust” means atrust in which the settlor may not revoke or

terminate all or part of the trust without the consent of a person who has a substantial beneficial
interest in the trust and the interest would be adversely affected by the exercise of the settlor's
power to revoke or terminate all or part of the trust.
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214 [€/)] (1) "Nonresident individual" means an individual who is not aresident of this
215 date.

216 [fe3] (k) "Nonresident trust" or "nonresident estate" means a trust or estate which is not
217  aresident estate or trust.

218 [p] (D (i) "Partnership” includes a syndicate, group, pool, joint venture, or other
219  unincorporated organization:

220 (A) through or by means of which any business, financial operation, or ventureis
221  carried on; and

222 (B) which is not, within the meaning of this chapter:

223 () atrust;

224 (1) an estate; or

225 (1) acorporation.

226 (if) "Partnership" does not include any organization not included under the definition of
227  "partnership” in Section 761, Internal Revenue Code.

228 (iii) "Partner" includes a member in a syndicate, group, pool, joint venture, or
229  organization described in Subsection (1)[tp)] (N(i).

230 [{e)—Quetifying-mititary service™means:]

231 H— i jicii iy
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245 [(B)—service-tnderacat-to-active-serviee:]

246 [(H—euthorized-by-the:]

247 [(Aa)y—Presidentof-the United-States;-of]

248 [(Bb)—Secretary-of Befense-of- the- United-States;]
249 i i
250
251
252
253
254
255
256
257
258
259
260
261
262
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264
265
266
267
268 [(E)yfor:]

269 [{h—meney;-of]

270 [(H—other-property,execeptfor-stock-or-sectrities:

271 [£s)] (m) (i) "Resident individua" means:

272 (A) anindividual who isdomiciled in this state for any period of time during the

273  taxableyear, but only for the duration of the period during which the individual is domiciled in
274  thisstate; or
275 (B) anindividua who is not domiciled in this state but:
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276 (I) maintains a permanent place of abode in this state; and

277 (I spendsin the aggregate 183 or more days of the taxable year in this state.

278 (if) For purposes of Subsection (1)[€s)] (m)(i)(B), afraction of acalendar day shall be
279  counted as awhole day.

280 [€5] (n) "Resident estate" or "resident trust” is as defined in Section 75-7-103.

281 . . _

282

283 (0) "State taxable income" means:

284 (i) for aresident individual, the difference between:

285 (A) the resident individual's federal adjusted gross income for ataxable year; and
286 (B) the subtractions required by Section 59-10-114;

287 (ii) for aresident estate or resident trust, the difference between:

288 (A) the sum of:

289 (1) theresident estate's or resident trust's taxable income as determined under Section

290 641, Internal Revenue Code, for ataxable year; and

291 (11) the additions required by:

292 (Aa) Section 59-10-202; and

293 (Bb) Section 59-10-209; and

294 (B) the subtractions required by:

295 (1) Section 59-10-202; and

296 (1) Section 59-10-209; or

297 (iii) for anonresident estate or nonresident trust, the portion of taxable income as
298  determined under Section 641, Internal Revenue Code:

299 (A) for ataxable year;

300 (B) that the nonresident estate or nonresident trust would have had if the nonresident

301 estate or nonresident trust were aresident estate or resident trust;

302 (C) that is derived from Utah sources determined in accordance with the principles
303 established in Section 59-10-117; and

304

305

306

-10-
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307 [€#)] (p) "Taxpayer" means any individual, estate, or trust or beneficiary of an estate or
308 trust, whose income is subject in whole or part to the tax imposed by this chapter.

309 [©9] (@) "Uintah and Ouray Reservation™ means the lands recognized as being included
310  within the Uintah and Ouray Reservation in:

311 (i) Hagen v. Utah, 510 U.S. 399 (1994); and

312 (if) UtelIndian Tribev. Utah, 114 F.3d 1513 (10th Cir. 1997).

313 Ay 5 . —— .

314 i

315

316

317

318

319

320

321

322

323

324 [€)] () "Utetribal member" means a person who is enrolled as a member of the Ute
325 Indian Tribe of the Uintah and Ouray Reservation.

326 [Ceay] (s) "Utetribe" meansthe Ute Indian Tribe of the Uintah and Ouray Reservation.
327 [tbb}] (1) "Wages' isas defined in Section 59-10-401.

328 (2) (&) Any term used in this chapter has the same meaning as when used in

329 comparable context in the laws of the United States relating to federal income taxes unless a
330 different meaning is clearly required.

331 (b) Any reference to the Internal Revenue Code or to the laws of the United States shall
332 mean the Internal Revenue Code or other provisions of the laws of the United States relating to
333 federal income taxes that arein effect for the taxable year.

334 (c) Any reference to a specific section of the Internal Revenue Code or other provision
335 of thelaws of the United States relating to federal income taxes shall include any

336  corresponding or comparable provisions of the Internal Revenue Code as hereafter amended,
337 redesignated, or reenacted.

-11-
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Section 5. Section 59-10-104 is amended to read:

59-10-104. Tax basis-- Rate -- Exemption.

(1) Except as provided in Subsection [(4)] (2), for taxable years beginning on or after
January 1, [2661] 2006, a tax isimposed on the state taxable income|-astefthedt-Seetion
59-16-112;] of every resident individual as provided in this section at arate of 5.74% of state
taxable income.

-12 -
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[(4)] (2) This section does not apply to aresident individual exempt from taxation
under Section 59-10-104.1.

Section 6. Section 59-10-105 is amended to read:

59-10-105. Optional tax -- Calculation -- Commission authority to prescribe tax
tables -- Exemption.

(1) (@) Except as provided in Subsection (4), for taxable years beginning on or after
January 1, 2002, if the commission prescribes state individual income tax tables in accordance
with Subsection (2), atax isimposed as provided in this section on the state taxable income of
an individual who elects to compute the individual's income tax in accordance with the state
individual income tax tables prescribed by the commission.

(b) Anindividual who pays atax imposed by this section is not subject to the tax
imposed by Section 59-10-104.

(2) The commission may prescribe state individual income tax tables:

(a) for ataxable year;

(b) for purposes of computing the tax authorized by this section; and

(c) if the state individual income tax tables are substantially in accordance with Section
3, Internal Revenue Code, except that the commission shall use:

(i) thetax [ratesand-taxbrackets| rate provided for in Section 59-10-104;

(i) state taxable income [as-tefthedr-Seettor-59-16-112]; and

(iii) any other provision of this chapter necessary to prescribe state individual income
tax tables under this section.

(3) Anindividua electing to compute the individual's income tax in accordance with
this section shall use the:

(a) standard deduction as provided in Section 63(c), Internal Revenue Code; and

(b) number and amount of exemptions allowed by Section 151, Internal Revenue Code.

(4) Thissection does not apply to an individual exempt from taxation under Section

-13-
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400 59-10-104.1.

401 Section 7. Section 59-10-114 is amended to read:

402 59-10-114. Subtractionsfrom federal adjusted grossincome of an individual.
403 [ here-shal-be-addedtofederalta-abletneomeof-atrestdent-ernonresiden
404
405
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412
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416
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421
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424
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429
430
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[€2)] (1) There shall be subtracted from federal [taxabte] adjusted grossincome of a
resident or nonresident individual:

(a) theinterest or dividends on obligations or securities of the United States and its
possessions or of any authority, commission, or instrumentality of the United States, to the
extent includable in gross income for federal income tax purposes but exempt from state
income taxes under the laws of the United States, but the amount subtracted under this
Subsection [{2)] (1)(a) shall be reduced by any interest on indebtedness incurred or continued
to purchase or carry the obligations or securities described in this Subsection [(2}] (1)(a), and
by any expenses incurred in the production of interest or dividend income described in this
Subsection [{2}] (1)(a) to the extent that such expenses, including amortizable bond premiums,
are deductible in determining federal taxable income;

(b) () except as provided in Subsection [} (L) (b)(ii), [H#2of] the net amount of any
income tax paid or payable to the United States after all allowable credits, as reported on the
United States individual income tax return of the taxpayer for the same taxable year; and

(if) notwithstanding Subsection [(2)] (1)(b)(i), for taxable years beginning on or after
January 1, 2001, the amount of a credit or an advance refund amount reported on aresident or
nonresident individual's United States individual income tax return allowed as aresult of the
acceleration of the income tax rate bracket benefit for 2001 in accordance with Section 101,
Economic Growth and Tax Relief Reconciliation Act of 2001, Pub. L. No. 107-16, may not be
used in calculating the amount described in Subsection [(2}] (L)(b)(i);

-15-
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[{D] (c) for taxable years beginning on or after January 1, 2000, if the conditions of

Subsection [(4}] (2)(a) are met, the amount of income derived by a Ute tribal member:

-17 -
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(i) during atime period that the Ute tribal member resides on homesteaded land
diminished from the Uintah and Ouray Reservation; and

(if) from asource within the Uintah and Ouray Reservation;

(d) the amount aresident or nonresident individual subtracts for a taxable year under

Section 170, Internal Revenue Code, on the resident or nonresident individual's federal

individual income tax return for that taxable year;

(e) the amount a resident or nonresident individual subtracts for ataxable year under

Section 163(h)(3), Internal Revenue Code, as qualified residence interest, on the resident or

nonresident individual's federal individual income tax return for that taxable year; and

(f) 50% of the total amount of personal exemptions aresident or nonresident individual

subtracts for the taxable year under Section 151, Internal Revenue Code.

-18-
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608 [%] (2) (&) A subtraction for an amount described in Subsection [{2{H] (1)(c) is
609 alowed only if:

610 (i) thetaxpayer isaUtetriba member; and

611 (ii) the governor and the Ute tribe execute and maintain an agreement meeting the
612  requirements of this Subsection [(4)] (2).

613 (b) The agreement described in Subsection [(4)] (2)(a):

614 (i) may not:

615 (A) authorize the state to impose atax in addition to atax imposed under this chapter;
616 (B) provide a subtraction under this section greater than or different from the

-20-
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subtraction described in Subsection [2xH] (1)(c); or

(C) affect the power of the state to establish rates of taxation; and

(i) shal:

(A) provide for the implementation of the subtraction described in Subsection [(2}{H]
(1)(c);

(B) beinwriting;

(C) besigned by:

(1) thegovernor; and

(I1) the chair of the Business Committee of the Ute tribe;

(D) be conditioned on obtaining any approval required by federal law; and

(E) statethe effective date of the agreement.

(c) (i) The governor shall report to the commission by no later than February 1 of each
year regarding whether or not an agreement meeting the requirements of this Subsection [{4)]
(2) isin effect.

(i) If an agreement meeting the requirements of this Subsection [{4}] (2) is terminated,
the subtraction permitted under Subsection [{2)H] (1)(c) is not allowed for taxable years
beginning on or after the January 1 following the termination of the agreement.

(d) For purposes of Subsection [{2xH] (1)(c) and in accordance with Title 63, Chapter
463, Utah Administrative Rulemaking Act, the commission may make rules:

(i) for determining whether income is derived from a source within the Uintah and
Ouray Reservation; and

(i) that are substantially similar to how federal adjusted gross income derived from
Utah sources is determined under Section 59-10-117.

-21-
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Section 8. Section 59-10-115 is amended to read:
59-10-115. Equitable adjustments.
(1) If any provision of the Internal Revenue Code requires the inclusion of an item of

gross income or the allowance of an item of deduction from gross income in the computation
of federal [taxabte] adjusted grossincome of the taxpayer for any taxable year beginning on or

-22 -
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after the effective date of this chapter, and if such item has been taken into account in
computing the state taxable income of the taxpayer for state income tax purposes for any prior
taxable year, the commission shall make or allow such adjustments to the taxpayer's state
taxable income as are necessary to prevent the inclusion for a second time or the deduction for
a second time of such item for state income tax purposes.

(2) If inareturn filed for any taxable year beginning on or after the effective date of
this chapter, the taxpayer reports gain or loss from the disposition of property or claims a
deduction for depreciation of property, and if his basis for gain or loss on the disposition of
such property or for allowance of the depreciation deduction for the exhaustion, wear, and tear
[thereofA{] of the property, including a reasonable allowance for obsolescencel}], is different for

federal income tax purposes than it would be for state income tax purposes if the provisions of
former Title 59, Chapter 14, were applicable to such taxable year, the commission shall

[tanything-this-chapter-to-the-eontrary], notwithstanding[}] any other provision of this
chapter, allow or make such adjustment to state taxable income of the taxpayer for such taxable

year as will result in the use by the taxpayer of the same basis, for such purpose, that [ke] the
taxpayer would be allowed or required to usein reporting such gain or loss or claiming such
depreciation deduction if the provisions of former Title 59, Chapter 14, were applicable to the
taxable year.

(3) If the taxpayer receives, in any taxable year beginning on or after the effective date
of this chapter, a distribution from an electing small business corporation, as defined by
Section 1371(b) [ef-the], Internal Revenue Code, of a net share of the corporation's
undistributed taxable income for ataxable year or years prior to the taxable year in which such
distribution is made, the commission shall make such adjustment to state taxable income as
will prevent escape from taxation by this state of such undistributed taxable income previously
taxed to the taxpayer for federal income tax purposes but not for state income tax purposes.

(4) The commission shall by rule prescribe for adjustments to state taxable income of
the taxpayer in circumstances other than those specified by Subsections (1), (2), and (3) of this
section where, solely by reason of the enactment of this chapter, the taxpayer would otherwise
receive or have received a double tax benefit or suffer or have suffered a double tax detriment.
Anything in this section or this chapter to the contrary notwithstanding, the commission may
not make any adjustment pursuant to this section which will result in an increase or decrease of

-23-
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tax liability the amount of which islessthan $25.
Section 9. Section 59-10-116 is amended to read:
59-10-116. Definitions-- Tax on nonresident individual -- Calculation --
Exemption.
(1) For purposes of this section:
(@ "military service" isasdefined in Pub. L. No. 108-189, Sec. 101,
(b) "servicemember" isas defined in Pub. L. No. 108-189, Sec. 101;
(c) "state income tax percentage" means a percentage equal to a nonresident
individual's federal adjusted grossincome for the taxable year received from Utah sources, as
determined under Section 59-10-117, divided by the difference between:
(i) the nonresident individual's total federal adjusted grossincome for that taxable year;
and
(i) if the nonresident individual described in Subsection (1)(c)(i) is a servicemember,
the compensation the servicemember receives for military serviceif the servicemember is
serving in compliance with military orders; and
(d) "unapportioned state tax" means the product of the:
(i) difference between:
(A) anonresident individual's [federa-taxabtethcomeastefthedti-Seetion

59-16-114| date taxable income; and
(B) if the nonresident individual described in Subsection (1)(d)(i)(A) isa
servicemember, compensation the servicemember receives for military serviceif the

servicemember is serving in compliance with military orders; and

(if) tax rate imposed under Section 59-10-104.

(2) Except as provided in Subsection (3), atax isimposed on a nonresident individual
in an amount equal to the product of the nonresident individual's:

(a) unapportioned state tax; and

(b) state income tax percentage.

(3) Thissection does not apply to a nonresident individual exempt from taxation under
Section 59-10-104.1.

(4) In accordance with Title 63, Chapter 46a, Utah Administrative Rulemaking Act, for
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purposes of Subsection (1), the commission may by rule define what constitutes compensation.
Section 10. Section 59-10-120 is amended to read:
59-10-120. Change of statusasresident or nonresident.
(1) If anindividual changes [hts] the individua's status during [his] a taxable year from
resident to nonresident or from nonresident to resident, the commission may by rule require

[wim] the individual to file one return for the portion of the year during which [ke] the
individual isaresident and another return for the portion of the year during which [ke] the
individual is anonresident.

(2) Except as provided in Subsection (3), the state taxable income of the individual
described in Subsection (1) shall be determined as provided in this chapter for residents and for
nonresidents as if the individual's taxable year for federal income tax purposes were limited to
the period of [kts] the individual's resident and nonresident status respectively.

(3) There shall beincluded in determining state taxable income from sources within or
without this state, as the case may be, income, gain, loss, or deduction accrued prior to the
change of status, even though not otherwise includable or allowable in respect of the period
prior to such change, but the taxation or deduction of items received or accrued prior to the
change of status shall not be affected by the change.

Section 11. Section 59-10-201 is amended to read:

59-10-201. Taxation of resident trustsand estates.

(1) A tax determined in accordance with the [rates] rate prescribed by Section
59-10-104 [ferthdividuatsfHing-separatety] isimposed for each taxable year on the state
taxable income of each resident estate or trust, except for trusts taxed as corporations.

(2) A resident estate or trust shall be allowed the credit provided in Section 59-10-106,
relating to an income tax imposed by another state, except that the limitation shall be computed
by reference to the taxable income of the estate or trust.

(3) The property of the trusts established in Title 53B, Chapter 8a, Higher Education
Savings Incentive Program, and Chapter 8b, Higher Education Supplemental Savings Incentive
Program, and their income from operations and investments are exempt from all taxation by
the state under this chapter.

Section 12. Section 59-10-202 is amended to read:

59-10-202. Additionsto and subtractions from state taxable income of resident or
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nonresident estate or trust.
(1) Thereshall be added to federal taxable income of aresident or nonresident estate or
trust[:] 50% of the total amount of a personal exemption that the resident or nonresident estate

or trust subtracts in accordance with Section 642(b), Internal Revenue Code.

(2) There shall be subtracted from federal taxable income of aresident or nonresident
estate or trust:
(a) theinterest or dividends on obligations or securities of the United States and its

possessions or of any authority, commission, or instrumentality of the United States, to the
extent includable in gross income for federal income tax purposes but exempt from state
income taxes under the laws of the United States, but the amount subtracted under this
Subsection (2)(a) shall be reduced by any interest on indebtedness incurred or continued to
purchase or carry the obligations or securities described in this Subsection (2)(a), and by any
expenses incurred in the production of interest or dividend income described in this Subsection
(2)(a) to the extent that such expenses, including amortizable bond premiums, are deductiblein
determining federal taxable income;

(b) [#2-6f] the net amount of any income tax paid or payable to the United States after
all alowable credits, as per the United States fiduciary income tax return of the taxpayer for the
same taxable year; and

(c) income of an irrevocable resident trust if:

(i) theincome would not be treated as state taxable income [dertved-from-tah-sodrees
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tnder-Secttor-59-16-204] if recelved by a nonresident trust;

(i) thetrust first became aresident trust on or after January 1, 2004,

(iif) no assets of the trust were held, at any time after January 1, 2003, in another
resident irrevocable trust created by the same settlor or the spouse of the same settlor;

(iv) thetrustee of thetrust isatrust company as defined in Subsection 7-5-1(1)(d);

(v) the amount subtracted under this Subsection (2)(c) is reduced to the extent the
settlor or any other person istreated as an owner of any portion of the trust under Subtitle A,
Subchapter J, Subpart E of the Internal Revenue Code; and

(vi) the amount subtracted under this Subsection (2)(c) is reduced by any interest on
indebtedness incurred or continued to purchase or carry the assets generating the income
described in this Subsection (2)(c), and by any expenses incurred in the production of income
described in this Subsection (2)(c), to the extent that those expenses, including amortizable
bond premiums, are deductible in determining federal taxable income.

Section 13. Section 59-10-205 is amended to read:

59-10-205. Tax on income derived from Utah sour ces.

(1) A tax isimposed on the state taxabl e income[;-asdefined+-Section-59-10-264;] of
every nonresident estate or nonresident trust in accordance with the [rates] rate prescribed in
Section 59-10-104 [fertndividuatsfHing-separately].

(2) The tax imposed by Subsection (1) shall only be applied to income derived from
Utah sources as adjusted by Section 59-10-207, including such items from another estate or
trust of which the first estate or trust is a beneficiary.

Section 14. Section 59-10-210 is amended to read:

59-10-210. Fiduciary adjustments-- Allocation -- Rulemaking authority.

(1) Thefiduciary [adiustmentsare] adjustment is the [ametnts] amount of the
[edifieations] subtraction described in [Subseetions] Subsection 59-10-202[(Htajand] (2)(a),
including such items from another estate or trust of which the first estate or trust isa

beneficiary.

(2) Therespective shares of an estate or trust and its beneficiaries, [f]including solely
for the purpose of this allocation, nonresident beneficiaries[}], in the state fiduciary adjustments
shall be in proportion to their respective shares of federal distributable net income of the estate
or trust. If the estate or trust has no federal distributable net income for the taxable year, the
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share of each beneficiary in the fiduciary adjustments shall be in proportion to [his] the
beneficiary's share of the estate or trust income for such year, which is, under state law or the
governing instrument, required to be distributed currently plus any other amounts of such
income distributed in such year. Any balance of the fiduciary adjustments shall be allocated to
the estate or trust.

(3) The commission may by rule and upon such terms and conditions as it may
prescribe, authorize the use of such other appropriate and equitable method or methods for
determining attribution and allocation of the fiduciary adjustments. The fiduciary may elect to
use any other methods prescribed in this subsection only when the allocation of such respective
fiduciary adjustments under this section would result in an inequity in the allocation which is
substantial both in amount and in relation to the total amount of the modifications referred to in
Subsection (1).

(4) The state taxable income of an estate or trust shall be adjusted by the deduction of
the income of that estate or trust to the extent of and for so long as such incomeis distributed
or isdistributable to or otherwise accrues to the benefit of a person who has been declared by a
court of competent jurisdiction to be mentally incompetent. The commission may promulgate
rules necessary to provide for this adjustment.

Section 15. Section 72-12-107 is amended to read:

72-12-107. Benefitsof ride-sharing driver not taxable income.

Money and other benefits, other than salary, received by adriver in aride-sharing
arrangement does not constitute income for the purpose of computing [gress| state taxable
income under Title 59, Chapter 10, Individual Income Tax Act.

Section 16. Repealer.

Thisbill repeals:

Section 31A-32a-101, Title and scope.

Section 31A-32a-102, Definitions.

Section 31A-32a-103, Establishing medical care savings accounts.

Section 31A-32a-104, Administration of medical care savings account.

Section 31A-32a-105, Withdrawals -- Termination -- Transfers.

Section 31A-32a-106, Regulation of account administrators-- Administration of
tax deductions.
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Section 31A-32a-107, Penalties for noncompliance with tax requirements.
Section 59-10-111, Federal taxable income defined.

Section 59-10-112, State taxable income of resident individual.

Section 59-10-201.1, State taxableincome of resident estate or trust defined.
Section 59-10-204, State taxable income of nonresident estate or trust defined.
Section 17. Effective date.

This bill takes effect for taxable years beginning on or after January 1, 2006.

L egislative Review Note
asof 1-26-05 4:44PM

Based on alimited legal review, thislegisation has not been determined to have a high
probability of being held unconstitutional.

Office of L egidative Research and General Counsel
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State Impact

Passage of this bill would be approximately revenue neutral for the State.

Individual and Business Impact

There is a potential shift is tax burden among taxpayers.
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