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Theodaore R. Kulomgoski, Governor

August 24, 2004

Portland QR

Tax Year 2002-03 D

This letter contains my decision concerning your appeal to the Notice of Deficiency dated
October 24, 2003. A telephone conference was held August 17, 2004 with Oscar Croslin, At
issue was the department’s determination that wages constitute income.

While it is technically true that the Internal Revenue Service Revenue Code does not define
taxable income, gross income, from which taxable income is derived, is defined in IRC § 61
Judge Byers in Clark v. Department of Revenue (15 OTR 209, 2000) explains why wages are
taxable: -

ORS 316.037(1)(a) [FN1] provides In part that:

"A tax is imposed for each taxable year on the entjre taxable income of every resident of this
state." (Taxpayer is a resident.)

ORS 316.022(6) defines taxable income as:

" Taxable income' means the taxable income as defined in subsection (a) or (b), section 63
of the Intemal Revenue Code, with such additions, subtractions and adjustments as are
prescribed by this chapter.”

Internal Revenue Code (IRC) § 63(&) (1996) states in part that:

" '[Tlaxable income' means gross income minus the deductions allowed by this chapter * * *,
IRC § 61(a) states In part:

"Except as otherwise provided in this subtitle; gross income means all income from whatever
source derived, including (but not limited to) * * *

"(1) Compensation for services, including fees, commissions, fringe benefits, and similar
items."

The above are the statutory provisions that subject taxpayer's earnings, which are
"compensation for services” rendered to his employer, to income tax by the state of Cregon,
ORS 316.167(1) provides in part:

"Every employer at the time of the payment of wages to any employee shall deduct and
retain from such wages an amount determined, at the emplayer's election, either (a) by a
‘percentage method’ withhalding table or (b) by wage withholding tables, prepared and
furnished under the rules and regulations of the department. * * * "

ORS 316.162(2) states:

" 'Wages' means remuneration for services performed by an employee for an employer,
including the cash value of all remuneration paid in any medium other than cash * * *¥." (With
some exceptions not applicable here.)
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It is my decislon that wages are taxable income and that the adjustment is correct. T am
assessing your account and issuing a Notice of Assessment, mailed under separate cover,
The Notice explains how to continue your appeal to the Magistrate Division of the Oregon
‘Tax Court within 90 days from the date of the notice.

)

Barbara Y Stoenner, Conference Officer
Personal Tax and Compliance Division
Phone 503-945-8481
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