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Pursuant to 45 U.S.C. § 231m, Arizona is prohibited from taxing annuities paid under the 
Railroad Retirement Act.  Pursuant to 45 U.S.C. § 352, Arizona is prohibited from taxing 
railroad unemployment benefits and railroad sickness benefits.  Therefore, to the extent 
that such payments are included in an individual's Arizona gross income (federal adjusted 
gross income), those amounts are subtracted in computing Arizona adjusted gross income. 
 
The subtraction applies to both tier 1 and tier 2 benefits paid by the Railroad Retirement 
Board.  Tier 1 railroad retirement benefits which are equivalent to social security benefits 
are reported on federal Form RRB-1099.  Tier 1 benefits which are not equivalent to social 
security benefits and tier 2 benefits are reported on federal Form RRB-1099-R.  These 
forms are furnished by the United States Railroad Retirement Board. 
 
Unlike benefits paid under the Railroad Retirement Act which are exempted from Arizona 
income tax by both federal and Arizona law, there are no specific Arizona provisions 
exempting annuity payments derived from other deferred compensation arrangements or 
retirement plans established by a particular railroad company.  These amounts are 
reported on federal Form 1099-R.  Therefore, to the extent such income is included in 
federal adjusted gross income, it will likewise be included in Arizona gross income and be 
subject to Arizona income tax. 
 
 
APPLICABLE LAW: 
 
Arizona Revised Statutes (A.R.S.) § 43-1001(2) provides that the Arizona gross income of 
a resident individual is his or her federal adjusted gross income for the taxable year, 
computed pursuant to the Internal Revenue Code. 
 
A.R.S. § 43-1022(12) provides a subtraction from Arizona gross income for the amount of 
railroad retirement benefits included in federal adjusted gross income pursuant to § 86 of 
the Internal Revenue Code. 
 
Internal Revenue Code § 86 provides the calculation for tier 1 railroad retirement benefits 
to be included in federal adjusted gross income. 
 
45 U.S.C. § 231m, provides that no annuity or supplemental annuity paid under the 
Railroad Retirement Act shall be subject to any tax except as provided under the Internal 
Revenue Code. 
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45 U.S.C. § 352(e) provides that railroad unemployment benefits and railroad sickness 
payments paid under the Railroad Retirement Act shall not be subject to any tax imposed 
by states, except as provided under the Internal Revenue Code. 
 
 
 
Grant Nülle, Deputy Director 
 
 
Signed:  May 31, 2016 
 
 
Explanatory Notice 
 
The purpose of a tax ruling is to provide interpretive guidance to the general public and to 
department personnel.  A tax ruling is intended to encompass issues of law that are not 
adequately covered in statute, case law or administrative rules.  A tax ruling is a position 
statement that provides interpretation, detail, or supplementary information concerning 
application of the law.  Relevant statute, case law, or administrative rules, as well as a 
subsequent ruling, may modify or negate any or all of the provisions of any tax ruling.  See 
GTP 96-1 for more detailed information regarding documents issued by the Department of 
Revenue. 
 
 


