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Rule 39-22-104(3)(d).  State Income Tax Addback.

Basis and Purpose. The statutory bases for this rule are sections 39-21-112(1), 39-22-104(3)(d), 39-22-202, 39-22-203, 39-22-304(2)(d), 39-22-321, 39-22-322, and 39-22-323, C.R.S. The purpose of this rule is to explain the addition to federal taxable income required for individuals, estates, and trusts for state income taxes deducted, including the taxpayer’s share of any state income taxes deducted by a partnership or S corporation in which the taxpayer is a partner or shareholder.

(1)
General Rule. For Colorado income tax purposes, any individual, estate, or trust that deducts state income taxes pursuant to section 164(a)(3) of the Internal Revenue Code must add to their federal taxable income an amount equal to the deduction claimed, along with any amount required by section 39-22-202, -203, -322, or -323, C.R.S., and this rule for the individual’s, estate’s, or trust’s share of the deduction claimed by a partnership or S corporation pursuant to section 164(a)(3) of the Internal Revenue Code for state income taxes.

(2)
Limitation. The amount an individual, estate, or trust must add to their federal taxable income for state income taxes the individual, estate, or trust deducted in determining their federal taxable income shall be limited to the amount required to reduce the federal itemized amount computed under section 161 of the Internal Revenue Code to the amount of the standard deduction allowable under section 63(c) of the Internal Revenue Code. The limitation described in this paragraph (2) does not apply to any addition required by section 39-22-202, -203, -322, or -323, C.R.S., and paragraphs (3) and (4) of this rule for an individual’s, estate’s, or trust’s share of a deduction claimed by a partnership or S corporation pursuant to section 164(a)(3) of the Internal Revenue Code for state income taxes.

(3)
Partnerships and Partners. Pursuant to sections 39-22-104(3)(d), -202(1), and -203(5)(a), C.R.S., each partner must add to their federal taxable income their share of any state income tax deducted by the partnership for the tax year pursuant to sections 164(a)(3) and 703(a) of the Internal Revenue Code, regardless of the state to which the income tax was paid or accrued. The amount the partner must add pursuant to this rule shall be the partner’s distributive share of the deduction claimed by the partnership, determined in accordance with the partner's distributive share, for federal income tax purposes, of partnership taxable income or loss generally. 

(4)
S Corporations and Shareholders. 

(a)
Nonresident Shareholders. Pursuant to sections 39-22-304(2)(d), -321(4), -322(2), and -323(1), C.R.S., each nonresident shareholder of an S corporation must add to their federal taxable income their pro rata share of any Colorado income tax deducted by the S corporation for the tax year pursuant to sections 164(a)(3) and 1366 of the Internal Revenue Code.

(b)
Resident Shareholder. Pursuant to sections 39-22-104(3)(d), -304(2)(d), -321(4), -322(2), -323(1), and -323(2), C.R.S., each resident shareholder of an S corporation must add to their federal taxable income their pro rata share of any state income tax deducted by the S corporation for the tax year pursuant to sections 164(a)(3) and 1366 of the Internal Revenue Code, regardless of the state to which the income tax was paid or accrued.
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