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(3) By adding an amount equal to the 
amount of the taxpayer’s net tax-ex-
empt income, as defined in paragraph 
(b) of § 301.6362–4, for the taxable year; 
and 

(4) If a credit is allowed against the 
tax in accordance with paragraph (b)(3) 
of this section for sales tax imposed by 
the State or a political subdivision 
thereof, by adding an amount equal to 
the amount of the taxpayer’s deduction 
under section 164(a)(4) for such sales 
tax. 
The tax may provide for either a single 
rate or multiple rates which vary with 
the amount of taxable income, as ad-
justed. 

(b) Permitted adjustments. A tax which 
otherwise meets the requirements of 
paragraph (a) of this section shall not 
be deemed to fail to meet such require-
ments solely because it provides for 
one or more of the following adjust-
ments: 

(1) A credit meeting the requirements 
of paragraph (c) of § 301.6362–4 is al-
lowed against the tax for the tax-
payer’s income tax liability to another 
State or a political subdivision thereof. 

(2) A tax is imposed on the amount 
taxed under section 56 (relating to the 
minimum tax for tax preferences). 

(3) A credit is allowed against the tax 
for all or a portion of any general sales 
tax imposed by the State or a political 
subdivision thereof with respect to 
sales either to the taxpayer or to one 
or more of his dependents. 

(c) Method of making mandatory ad-
justments. The mandatory adjustments 
provided in paragraph (a) of this sec-
tion shall be made directly to taxable 
income. Except as provided in para-
graph (c)(2) of § 301.6362–4, no account 
shall be taken of any reduction or in-
crease in the Federal adjusted gross in-
come which would result from the ex-
clusion from, or inclusion in, gross in-
come of the items which are the sub-
ject of the adjustments. Thus, for ex-
ample, when for purposes of the cal-
culation the taxpayer’s Federal taxable 
income is adjusted to reflect the exclu-
sion from gross income of interest on 
obligations of the United States, no 
change shall be made in the amount of 
the taxpayer’s deduction for medical 
expenses, or in the amount of his chari-
table contribution base, even though 

such amounts would ordinarily depend 
upon the amount of adjusted gross in-
come. 

[T.D. 7577, 43 FR 59366, Dec. 20, 1978] 

§ 301.6362–3 Qualified resident tax 
which is a percentage of Federal 
tax. 

(a) In general. A tax meets the re-
quirements of section 6362(c) and this 
section only if: 

(1) The tax is imposed as a single 
specified percentage of the excess of 
the taxes imposed by chapter 1 over the 
sum of the credits allowable under part 
IV of subchapter A of chapter 1 (other 
than the credits allowable under sec-
tions 31 and 39), and 

(2) The amount of the tax is de-
creased by the amount of the decrease 
in such liability which would result 
from excluding from the taxpayer’s 
gross income an amount equal to the 
amount of interest on obligations of 
the United States which was included 
in his gross income for the taxable 
year. 

(b) Permitted adjustments. A tax which 
otherwise meets the requirements of 
paragraph (a) of this section shall not 
be deemed to fail to meet such require-
ments solely because it provides for 
one or more of the following three ad-
justments: 

(1) The amount of a taxpayer’s liabil-
ity for tax is increased by the amount 
of the increase in such liability which 
would result from including in such 
taxpayer’s gross income all of the fol-
lowing: 

(i) An amount equal to the amount of 
his net State income tax deduction, as 
defined in paragraph (a) of § 301.6362–4, 
for the taxable year, 

(ii) An amount equal to the amount 
of his net tax-exempt income, as de-
fined in paragraph (b) of § 301.6362–4, for 
the taxable year, and 

(iii) If a credit is allowed against the 
tax under paragraph (b)(3) of this sec-
tion for sales tax imposed by the State 
or a political subdivision thereof, an 
amount equal to the amount of his de-
duction under section 164(a)(4) for such 
sales tax. 

(2) A credit meeting the requirements 
of paragraph (c) of § 301.6362–4 is al-
lowed against the tax for the income 
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tax of another State or a political sub-
division thereof. 

(3) A credit is allowed against the tax 
for all or a portion of any general sales 
tax imposed by the State or a political 
subdivision thereof with respect to 
sales either to the taxpayer or to one 
or more of his dependents. 

(c) Method of making adjustments. Ex-
cept as specifically provided in para-
graphs (a)(2) and (b)(1) of this section 
and in paragraph (c)(2) of § 301.6362–4, 
no account shall be taken of any reduc-
tion or increase in the Federal adjusted 
gross income which would result from 
the exclusion from, or inclusion in, 
gross income of the items which are 
the subject of the adjustments provided 
in those paragraphs. Thus, for example, 
when for purposes of the calculation 
the taxpayer’s Federal income tax li-
ability is adjusted to reflect the exclu-
sion from gross income of interest on 
obligations of the United States, no 
change shall be made in the amount of 
the taxpayer’s deduction for medical 
expenses, or in the amount of his chari-
table contribution base, even though 
such amounts would ordinarily depend 
upon the amount of adjusted gross in-
come. Also, when calculating the ad-
justed Federal tax liability to which 
the rate of the State tax is to be ap-
plied, no adjustment shall be made in 
the amount of any credit against Fed-
eral tax to which a taxpayer is enti-
tled. 

[T.D. 7577, 43 FR 59366, Dec. 20, 1978] 

§ 301.6362–4 Rules for adjustments re-
lating to qualified resident taxes. 

(a) Net State income tax deduction. For 
purposes of section 6362 (b)(1)(B) and 
(c)(3)(B), and §§ 301.6362–2 and 301.6362–3, 
the ‘‘net State income tax deduction’’ 
shall be the excess (if any) of (1) the 
amount deducted from income under 
section 164(a)(3) as taxes paid to a 
State or to a political subdivision 
thereof, over (2) the amounts included 
in income as recoveries of prior income 
taxes which were paid to a State or to 
a political subdivision thereof and 
which had been deducted under section 
164(a)(3). 

(b) Net tax-exempt income. For pur-
poses of section 6362 (b)(1)(C) and 
(c)(3)(A) and §§ 301.6362–2 and 301.6362–3, 

the ‘‘net tax-exempt income’’ shall be 
the excess (if any) of: 

(1) The sum of (i) the interest on obli-
gations described in section 103 (a)(1) 
other than obligations of the State im-
posing the tax and the political sub-
divisions thereof, and (ii) the interest 
on obligations described in such sec-
tion of such State and the political 
subdivisions thereof which under the 
law of the State is subject to the tax; 
over 

(2) The sum of (i) the amount of de-
ductions allocable to the interest de-
scribed in subparagraph (1) (i) or (ii) of 
this paragraph (b), which is disallowed 
pursuant to section 265 and the regula-
tions thereunder, and (ii) the amount 
of the adjustment to basis allocable to 
such obligations which is required to 
be made for the taxable year under sec-
tion 1016(a) (5) or (6). 

For purposes of subparagraph (1)(ii) of 
this paragraph (b), a State may, at its 
option, subject to the tax the interest 
from all, none, or some of its section 
103(a)(1) obligations and those of its po-
litical subdivisions. For example, a 
State may subject to tax all of such ob-
ligations other than those which it or 
its political subdivisions issued prior to 
a specified date, which may be the date 
that subchapter E became applicable to 
the State. 

(c) Credits for taxes of other jurisdic-
tions—(1) In general. A State tax law 
that provides for a credit, pursuant to 
section 6362(b)(2) (B) or (C) or section 
6362(c)(4), and paragraph (b)(1) of 
§ 301.6362–2 or paragraph (b)(2) of 
§ 301.6362–3, for income tax of another 
State or a political subdivision thereof 
shall provide that, in the case of each 
taxpayer, the amount of the credit 
shall equal the amount of his liability 
with respect to such other jurisdic-
tion’s tax for the taxable year which 
runs concurrently with, or which ends 
in, the taxable year used by the tax-
payer for purposes of the State tax 
which provides for the credit. Such a 
credit may be allowed with respect to 
every income tax (whether or not 
qualified) imposed on the taxpayer by 
another State or a political subdivision 
thereof, or only with respect to certain 
of such taxes. However, for purposes of 
this paragraph, the amount which is 
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