




















Unclaimed Property Collections

Any person who claims property that was paid or delivered to DOR may file a claim to recover the property or its
monetary value at the time the property was sold. Within 90 days after aclaim is filed the department is required to
allow or deny the claim. If the claim is denied, the department informs the claimant of the reasons for the denial and
specifies what additional evidence is required before the claim will be allowed. Within 30 days after a claim is
allowed the department must deliver the property or pay the net proceeds of a sale of the property to the claimant
[A.R.S. §44-317]. Table 2 displays refunds of unclaimed properties to its owners.

Table2
Unclaimed Property Refunds

Fiscal Year Refund Fiscal Year Refund
2008 $27,859,500 1999 $8,135,400
2007 $22,541,000 1998 $6,609,800
2006 $17,693,700 1997 $9,103,400
2005 $16,241,200 1996 $7,507,900
2004 $10,093,800 1995 $3,529,100
2003 $10,333,100 1994 $3,818,500
2002 $11,903,200 1993 $2,859,900
2001 $15,764,200 1992 $2,421,500
2000 $9,881,800

SOURCE: Department of Revenue, Annual Reports.

IMPACT OF STATUTORY AND REVENUE CHANGES

The following section is a summary by year of statutory and other revenue changes that have been enacted by the
Legidature since 2002. The estimated dollar impact of these changes is summarized by fiscal year in Table 3 below:

Table3
ESTIMATED DOLLAR VALUE OF TAX LAW AND REVENUE CHANGES
Session/Chapter Description Revenue Impact
FY 2008
L 2007, 1 RS, Ch. 260 Transfers Securities Sales to the General Fund $ 45,000,000
FY 2007
L 2006, 2" RS, Ch. 347 Transfers Kerr and Ladewig unclaimed monies to $ 15,000,000
General Fund in FY 2007
L 2005, 1* RS, Ch. 333 Transfers Ladewig unclaimed moniesto General $33,000,000
Fund in FY 2005 and FY 2006
2008 LAWS

Laws 2008, Chapter 264 establishes that any monies left in a retirement account or benefit plan are presumed
abandoned 3 years after the statutorily prescribed date of distribution. As holder of the property, ASRS is required
to report and pay the property to the Department of Revenue. The impact to the Genera Fund has not been
determined. (Effective July 1, 2009)

2007 LAWS

Laws 2007, Chapter 260 makes changes to abandonment periods for certain classifications of property and the
timeframe that securities can be sold. The abandonment periods for corporate bonds and dividends on securities is
reduced from 5to 3 years. Thelaw allows DOR to sell unclaimed securities upon their receipt, with the requirement
that all proceeds from the sales of securities in FY 2008 be deposited into the state General Fund. The sale of all
securities held by DOR was estimated to generate a one-time gain of $45 million to the General Fund and reduce
DOR'’s $160,000 annual portfolio management costs by $60,000. Actual collections of $47.2 million from the sale
of securities exceeded the original estimate by $2.2 million.
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Unclaimed Property Collections

2006 LAWS

L aws 2006, Chapter 33 increases the abandonment period for tangible property that is held in a safe deposit box
from 1 to 3 years after the expiration of the box’slease or rental period.

L aws 2006, Chapter 243 eliminates the statutory requirement that monies held for payment of void warrants by the
State Treasurer of up to $1 million be transferred to the Homeless Trust Fund. A.R.S. § 44-302 stipulates that
monies held by the State Treasurer for the payment of warrants by a state agency that remain unclaimed by the
owner at the time of the void date printed on the warrant are presumed abandoned.

L aws 2006, Chapter 316 appropriates $135,000 from the Estate and Unclaimed Property Fund in FY 2006 to DOR
for supplemental funding for unclaimed property printing and advertising costs.

Laws 2006, Chapter 347 requires DOR to deposit in FY 2007 any unclaimed property that is associated with the
case of Ladewig v. State of Arizona and the case of Kerr v. State of Arizonain the General Fund.

2005 LAWS

Laws 2005, Chapter 333 requires DOR to deposit in FY 2005 and FY 2006 any unclaimed property that is
associated with the case of Ladewiqg v. State of Arizonain the General Fund.

2004 TAX LAWS

Laws 2004, Chapter 135 establishes unclaimed property provisions related to deposits of trustees’ sales with the
county treasurer in the county in which the sale took place. The law stipulates that excess proceeds from the sale
deposited with the country treasurer are presumed abandoned 3 years after deposit with the treasurer and no pending
application for distribution has been made. The treasurer is required to report unclaimed monies to DOR for the
prior fiscal year on or before November 1.

2003 1ST SPECIAL SESSION LAWS

Laws 2003, Chapter 2 requires the first $5,000,000 in unclaimed property revenues received in FY 2003 be
deposited in the General Fund.

2002 LAWS

Laws 2002, Chapter 241 makes technical corrections to the provisions contained in Laws 2001, Chapter 22 to
clarify that the statutory distribution of unclaimed property revenues reflects the shift of administration of the
Housing Trust Fund and Housing Development Fund from the Department of Commerce under A.R.S. § 41-1512
and A.R.S. § 41-1518 to the Department of Housing under A.R.S. § 41-3955 and 41-3956, respectively.

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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AIRCRAFT LICENSE TAX

DESCRIPTION
Aircraft license tax is atax imposed on aircraft based and registered in the state [A.R.S. § 28-8335].
DISTRIBUTION

Monies received from the aircraft license tax are deposited in the State Aviation Fund [A.R.S. § 28-8345].

Tablel
AIRCRAFT LICENSE TAX COLLECTIONS
Fiscal Year Aviation Fund Fiscal Year Aviation Fund
FY 2008 $7,413,608 FY 1998 $2,043,058
FY 2007 $7,748,524 FY 1997 $1,825,858
FY 2006 $5,980,022 FY 1996 $1,800,630
FY 2005 $5,577,258 FY 1995 $1,507,555
FY 2004 $5,748,210 FY 1994 $1,461,259
FY 2003 $4,360,187 FY 1993 $1,429,867
FY 2002 $3,543,819 FY 1992 $1,404,933
FY 2001 $3,176,180 FY 1991 $1,361,153
FY 2000 $3,004,727 FY 1990 $1,288,750
FY 1999 $2,365,498 FY 1989 $1,121,900
SOURCE: Department of Transportation, Office of Financial Planning.

WHO PAYSTHE TAX
The tax is paid by owners of aircraft registered in the state unless an exemption is provided [A.R.S. § 28-8324].
TAX BASE AND RATE

The tax base is aircraft based in the state and registered with the Arizona Department of Transportation (ADOT).
ADOT is responsible for determining the fair market value of such aircraft each year as established by the dealer
price guides or other recognized reliable source of information [A.R.S. § 28-8342].

The following are exempt from the aircraft license tax:

(1) Regularly scheduled aircraft operated by an airline company for hire[A.R.S. § 28-8322].

(2) Nonresident owned aircraft not used for intrastate commercial activities and not based in Arizona for more than
90 days per year [A.R.S. § 28-8322].

(3) Aircraft operated exclusively in the public service by the United States Government, the state, a political
subdivision, or the Civil Air Patrol [A.R.S. § 28-8323].

The tax rate is 0.5% of the average fair market value of the aircraft, except that in no case shall the tax be less than
$20 per year unless an exemption has been established [A.R.S. § 28-8335]. A nonresident who bases an aircraft in
Arizona for more than 90 days but less than 210 days in any calendar year and is not engaged in intrastate
commercial activity is subject to atax rate equal to 0.1% of the average fair market value [A.R.S. § 28-8336].

The license tax for aircraft in storage or under repair is $20 per aircraft [A.R.S. § 28-8337]. The license tax for
salvaged aircraft that is in storage or being restored is $5 per aircraft [A.R.S. § 28-8338]. The license tax for
antique, classic, warbird, glider, experimental, homebuilt, or balloon aircraft is $20 per aircraft [A.R.S. § 28-8339].
The license tax for manufacturer’s aircraft is $20 per aircraft [A.R.S. § 28-8340]. The license tax for maintenance
aircraft owned by anonresident is $20 per aircraft [A.R.S. § 28-8341].
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Aircraft License Tax

The license tax for aircraft that was registered for the first time after the beginning of a calendar year is prorated
[A.R.S. §28-8324].

PAYMENT SCHEDULE

All aircraft based in the state, except those for which exemptions were provided, must be registered with ADOT
within 60 days after the aircraft was brought into the state. The aircraft registration must be renewed each year on or
before the last day of February [A.R.S. § 28-8322].

The registration fee is $5 per year [A.R.S. § 28-8325]. If the registration requirement is not met, then a penalty of
$25 for the first month and $5 for each succeeding month of delinquency will be assessed [A.R.S. § 28-8329].

The aircraft license tax is payable to ADOT upon initial registration and annually by the last day of February
[A.R.S. §28-8335].

Owners of aircraft in storage or salvaged aircraft must notify ADOT within 10 days of the date the aircraft is
returned to use and then pay the appropriate license tax, if any, on a pro rata basis [A.R.S. § 28-8337 and § 28-
8338].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 to 2003, and 2005 to 2008.

2004 TAX LAWS

Laws 2004, Chapter 302 changed the statutory definitions of “antique” and “classic” aircraft for purposes of
qualifying for the special annual license tax of $20. Under the revised definition, an antique aircraft is one that is at
least 50 years old, and aclassic aircraft isone that is at least 40 years old but not more than 49 years old. (Effective
August 25, 2004)

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azleg.gov/jl bc/08taxbook/08taxbk.pdf.
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FLIGHT PROPERTY TAX

DESCRIPTION

The flight property tax is assessed on the value of airline company aircraft operating in Arizona. Thetax isin lieu of
ad valorem property taxes on this type of property [A.R.S. § 42-14255].

DISTRIBUTION

Laws 2003, Chapter 263 provided that, beginning in FY 2005, 100% of flight property tax revenues are deposited in
the Aviation Fund [A.R.S. § 42-14255].

Laws 1986, Chapter 369 shifted flight property tax revenues from the General Fund to the Aviation Fund over a
phase-in period of 3 years. Beginning on January 1, 1987, 33% of total tax receipts were deposited in the Aviation
Fund. On the same date the following 2 years, the distribution level to the Aviation Fund increased to 66% and
100%, respectively.

Laws 1997, 1% Special Session, Chapter 3 changed the distribution of flight property tax revenues so that, starting in
FY 1998, 50% of total proceeds were deposited in the General Fund and the other 50% in the Aviation Fund.

Tablel
FLIGHT PROPERTY TAX COLLECTIONSAND DISTRIBUTION
Fiscal Year General Fund Aviation Fund Tota
FY 2008 $0 $13,821,790 $13,821,790
FY 2007 $0 $15,300,127 $15,300,127
FY 2006 $0 $13,685,936 $13,685,936
FY 2005 $0 $13,180,039 $13,180,039
FY 2004 $6,320,722 $6,320,722 $12,641,444
FY 2003 $6,026,213 $6,026,213 $12,741,749
FY 2002 $6,528,347 $6,528,347 $13,056,694
FY 2001 $6,693,590 $6,693,589 $13,387,179
FY 2000 $6,709,385 $6,709,386 $13,418,771
FY 1999 $7,367,078 $7,489,832 $14,856,910
FY 1998 $7,582,939 $7,582,939 $15,165,878
FY 1997 $0 $17,679,764 $17,679,764
FY 1996 $0 $18,564,298 $18,564,298
FY 1995 $0 $13,803,042 $13,803,042
FY 1994 $0 $12,278,607 $12,278,607
FY 1993 $0 $11,329,977 $11,329,977
FY 1992 $0 $6,934,381 $6,934,381
FYy 1991 $0 $10,619,885 $10,619,885
FY 1990 $0 $8,626,536 $8,626,536
FY 1989 $1,067,926 $7,313,156 $8,381,082
SOURCE: Department of Transportation, Office of Financial Planning.

WHO PAYSTHE TAX

Thetax is paid by airline companies operating within the state [A.R.S. § 42-14255].
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Flight Property Tax

TAX BASE AND RATE

The Department of Revenue (DOR) determines the full cash value of flight property by August 31 each year. The
full cash valueis the value determined as of the prior January 1 of the valuation year [A.R.S. § 42-14254(A)]. DOR
establishes the full cash value as follows [A.R.S. § 42-14254(B)]:

(1) determinesthe valuation of flight property by fleet type,

(2) determines the valuation of each fleet type by the original cost less depreciation,

(3) computes depreciation using 15-year straight-line depreciation to salvage value, and
(4) allows additional obsolescence if supported by market evidence.

Small flight property that is operated in the state in air commerce is valued at 30% of its origina cost less
depreciation [A.R.S. § 42-14254(C)]. (Small flight property is airline company aircraft with a maximum passenger
capacity of less than 56 seats and a maximum payload capacity of less than 18,000 pounds [A.R.S. § 42-14251].)

Arizona's share of the total full cash value of flight property is determined by an apportionment formula, which
depends on the number of minutes that flight property is on the ground and on the flight mileage scheduled within
and outside Arizona[A.R.S. § 42-14254(D)].

Flight property is assessed as Class 5 property [A.R.S. § 42-12005]. The assessment ratio for Class 5 property is
computed asfollows [A.R.S. § 42-15005]:

e For secondary property taxes: The ratio that total net assessed valuation for secondary tax purposes of all
taxable property in Class 1 and Class 6, paragraph 3, and personal property in Class 2 bears to the total full cash
value of such property.

e For primary property taxes: The ratio that total net assessed valuation for primary tax purposes of all taxable
property in Class 1 and Class 6, paragraph 3, and personal property in Class 2 bears to the total limited
valuation of such property.

As the formulas above suggest, the assessment ratio for Class 5 property may change from one year to the next. In
the period from 1991 to 2008, the assessment ratio has varied from 21% to 26%. The 2008 assessment ratio for
Class 5 property is 20%.

The tax rate equals the sum of the average rates for primary and secondary property taxes in all taxing jurisdictions
of the state in the current year [A.R.S. § 42-14255]. The historical flight property tax rates are shown in Table 2 on
the following page.

The property tax liability is calculated in the same manner as other property (see Property Tax section), i.e., by
multiplying the tax rate by the assessed valuation of the flight property and then divide the product by 100.

PAYMENT SCHEDULE

The flight property tax is due and payable at the same time as real and personal property [A.R.S. § 42-14255]. This
means that one-half of the tax is due and payable on October 1 of the tax year, unless the total amount of the tax due
is$100 or less, in which case the full amount of the tax is due and delinquent after November 1. The remaining one-
half of the tax is due on March 1 of the year following the tax year and becomes delinquent after May 1 [A.R.S. §
42-18052]. Both of these paymentsfall in the same fiscal year.
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Flight Property Tax

Table2
HISTORICAL AVERAGE PROPERTY TAX RATES PER $100 OF ASSESSED VALUATION
Fiscal Year = Sum of Average State Tax Rates Primary Tax Rate ¥ Secondary Tax Rate
FY 2008 $10.04 $6.75 $3.29
FY 2007 $10.99 $7.24 $3.75
FY 2006 $11.56 $7.81 $3.75
FY 2005 $11.81 $8.09 $3.72
FY 2004 $12.18 $8.36 $3.82
FY 2003 $12.49 $8.56 $3.93
FY 2002 $12.55 $8.54 $4.01
FY 2001 $12.68 $8.56 $4.12
FY 2000 $12.80 $8.67 $4.13
FY 1999 $12.79 $8.58 $4.21
FY 1998 $12.70 $8.57 $4.13
FY 1997 $12.52 $8.54 $3.98
FY 1996 $13.27 $9.45 $3.82
FY 1995 $12.78 $9.35 $3.43
FY 1994 $12.51 $9.00 $3.51
FY 1993 $12.19 $8.82 $3.37
FY 1992 $11.95 $8.53 $3.42
FY 1991 $11.44 $8.33 $3.11
FY 1990 $10.88 $7.96 $2.92
FY 1989 $10.76 $7.84 $2.92
1/ State tax rate for 1990 to 1995 includes the minimum qualifying school tax rate.
SOURCE: Arizona Property Tax Rates and Assessed Vauations published by Arizona Tax Research
Association (ATRA).

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002. There were no changes enacted to this tax in 2002, and between 2005 and 2008.

2004 TAX LAWS

Laws 2004, Chapter 61 provided that the full cash valuesfor airline company aircraft that are used for tax purposes
are amatter of public record. (Effective August 25, 2004)

2003 TAX LAWS

Laws 2003, Chapter 263 deferred the deposit of 100% of revenue from flight property tax from FY 2004 to FY 2005.
This means that beginning in FY 2005, al revenues from the flight property tax will be deposited in the state Aviation
Fund. Asaresult, the General Fund is estimated to lose $(7,000,000) in FY 2005. (Effective September 18, 2003)

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azleg.gov/jl bc/O8taxbook/08taxbk.pdf.
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VOLUNTARY CONTRIBUTIONSBY DISTRICTS

DESCRIPTION

Certain districts in Arizona are authorized to make voluntary contributions to the state, county, city, town, school
district, or other political subdivision instead of paying property taxes. The Legislature provided this incentive to
encourage such districts to operate as multi-purpose reclamation projects to provide funds for water conservation
and maintenance and development of their water distribution systems.

DISTRIBUTION

The County Treasurer is required to remit to the county, school districts, cities, towns, or other political
subdivisions, and the state of Arizona, all monies received as net voluntary contributions (see definition under Tax
Base and Rate below) from districts in the same manner as property taxes are distributed.

The monies deposited in the state General Fund are from voluntary contributions for properties not located within
any school district, so-called unorganized districts [A.R.S. § 15-991.01], and for propertiesin certain school districts
ingligible for state aid, sometimes referred to as minimum qualifying tax rate (MQTR) districts [A.R.S. § 15-992].

The amount of voluntary contributions by districts deposited in the General Fund is shown in Table 1 below.

Tablel
TAX COLLECTIONS
Fiscal Year General Fund Fiscal Year General Fund
FY 2008 $1,053,210 FY 1998 $5,983,913
FY 2007 $2,037,640 FY 1997 $6,086,339
FY 2006 $2,490,685 FY 1996 $16,953,919
FY 2005 $2,653,117 FY 1995 $4,220,053
FY 2004 $1,769,124 FY 1994 $4,155,690
FY 2003 $2,030,685 FY 1993 $4,091,560
FY 2002 $3,431,652 FY 1992 $3,969,664
FY 2001 $4,606,361 FY 1991 $3,929,471
FY 2000 $5,315,929 FY 1990 $3,813,672
FY 1999 $5,919,047 FY 1989 $3,447,428
SOURCE: Arizona Department of Administration’s Finance Division, Revenue Codes, the
State Treasurer’s Office, and the Salt River Project.

WHO PAYSTHE TAX

Any irrigation district, power district, electrical district, or agricultural improvement district organized under
Arizona Law that is directly engaged in the sale of electrical power or energy other than for irrigation purposes
[A.R.S. §48-241]. Effectively, thislaw applies mainly to properties included within the Salt River Project.

TAX BASE AND RATE

The tax base is the statewide total gross voluntary contribution. This is the base from which to determine the
statewide net voluntary contribution, which is the total amount of voluntary contributions paid to al taxing
jurisdictions by the Salt River Project.

In determining the net voluntary contributions paid by the Salt River Project in lieu of property taxes, the following
calculations are made [A.R.S. § 48-241 and § 48-242]:
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(1) Cdculate for al taxing districts combined, the total property tax for which the Salt River Project would be
liable if assessed by the same property tax procedures as other similar properties for the current tax year.
(8 The method used would be the full cash value as determined by the Department of Revenue multiplied by
the assessment ratio for Class 1 property.
(b) The primary and secondary property tax rates for each taxing jurisdiction are then applied against the
product calculated in (a) above to obtain the statewide total gross voluntary contribution.

(2) To obtain the statewide net voluntary contribution, subtract the following deductions from the total gross
voluntary contribution determined above:

(8 The tax on properties devoted to production of electricity for pumping groundwater. This amount is
estimated by multiplying the total net property tax liability to which Salt River Project is subject by the
percent that represents the portion of electricity produced by Salt River Project during the preceding 5-year
period used specifically for pumping groundwater. (The maximum percent of electricity that may be
claimed for pumping groundwater is 10%, unless the percent of kilowatt hours devoted to pumping
groundwater exceeds 70% within a district.)

(b) The annual average of total water costs incurred by Salt River Project in producing and distributing water
for municipal use, as estimated by:

() Summing for the previous 3-year period, the operating expenses (less depreciation) attributable to (1)
protection of watersheds, water production, development, storage, distribution and conservation, and
(2) any repayment of U.S. government debt obligations incurred by Salt River Project for water
department construction and expenses related to the development of future water projects.

(i) Dividing this sum by 3 to arrive at the annual average of total water costs.

(iii) Multiplying thistotal by the percent of total water produced by Salt River Project devoted to municipal
use during the latest 3 calendar years. (The percentage of water devoted to municipa useistheratio of
total water for municipal uses for the past 3 calendar years to total water delivered for al uses during
the same time period.)

(c) Any taxes or assessments paid to the State of Arizona or its political subdivisions during the preceding
calendar year other than transaction privilege taxes, highway taxes, unemployment taxes, equipment weight
fees, improvement district assessments and any other taxes paid by the district prior to effective date of this
law.

The district is reguired to report to the county assessors and the Department of Revenue by May 1 of each year the
factor used to compute each county’s proportion of the total deductions taken by the district. The district is also
required to submit to the Board of Supervisors at the same time as the submission of the assessment roll, an estimate
for the net contributionsin the following fiscal year.

PAYMENT SCHEDULE

One-half of the voluntary contribution is paid to the County Treasurer of the county in which the property is located
on the first Monday in November of each year. The other half is due on the first Monday in May of the succeeding
calendar year [A.R.S. § 48-242(E)]. Each County Treasurer is required to remit to the State Treasurer the state’s
portion of the net voluntary contribution.

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 to 2007.
2008 TAX LAWS

Laws 2008, Chapter 60 specifies that the values used to determine the net voluntary contributions shall not be
included in the publication of net assessed values. (Effective September 26, 2008)

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azleg.gov/jl bc/08taxbook/08taxbk. pdf.
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VOLUNTARY CONTRIBUTIONSBY THE
GAME AND FISH COMMISSION

DESCRIPTION

The Game and Fish Commission may elect to make voluntary contributions to the state, county, municipality, school
district, community college district, or other special taxing district in lieu of property taxes when purchasing real
property within the district [A.R.S. § 17-272(A)].

DISTRIBUTION
The County Treasurer distributes the monies received to the various taxing jurisdictions in which the property is

located in the same manner as property taxes are distributed (see Distribution under General Property Tax) [A.R.S. 8§
17-272(E)].

Tablel
TAX COLLECTIONS
Fiscal Year Net Collections ¥
FY 2008 $10,369
FY 2007 $12,630
FY 2006 $12,382
FY 2005 $12,009
FY 2004 $12,229
FY 2003 $12,485
FY 2002 $12,485
FY 2001 $12,363
FY 2000 $11,910
FY 1999 $11,438
FY 1998 $12,000
FY 1997 $165,500
FY 1996 $183,500
FY 1995 $3,302
FY 19942 $0

1/ Laws 1996, 7" Special Session, Chapter 2 repedled the state
property tax. Beginning in FY 1998, amounts represent
contributions which were collected for local jurisdictions.
Amounts were distributed back to local jurisdictions, and not
retained by the state.

2/ The Act became effective July 17, 1993.

SOURCE: Arizona Game and Fish Department, Habitat Branch.

WHO PAYSTHE TAX

The Game and Fish Commission may make voluntary contributions instead of paying property taxes if the
Commission purchases the following types of real property [A.R.S. § 17-272(A)]:

(1) The property was subject to taxation, or
(2) The property was exempt from taxation at the time of purchase due to one of the following reasons:
e Held by a charitable organization as parkland and no rent or value was received by the charitable
organization, or
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Voluntary Contributions by the Game and Fish Commission

e Held by a charitable organization to preserve and protect scientific, biological, geological,
paleontological, natural, or archaeological resources.

The Game and Fish Commission is not required to make contributions with respect to lands acquired for fish
hatcheries, game farms, firing ranges, reservoir sites, administrative sites, or rights-of-way to fishing waters [A.R.S.
8§ 17-272(F)].

TAX BASE AND RATE

The Game and Fish Commission is required to consult with the assessor of the county in which the property is
located and determine the assessed valuation as Class 2 agricultural property. The assessed valuation of the property
cannot be increased from one year to the next by more than 2% [A.R.S. § 17-272(B)].

The tax rates are the same as those set for real and personal property for agricultural purposes or Class 2 property.
The amount of the contribution is determined by applying the current aggregate property tax rate to the determined
valuation [A.R.S. § 17-272(C)].

PAYMENT SCHEDULE

The County Treasurer collects the voluntary contributions from the Game and Fish Commission at the same time
and in the same manner as ad valorem property taxes (see Payment Schedule under General Property Tax) [A.R.S. 8§
17-272(D)].

The voluntary contributions may be made by the Game and Fish Commission from the Game, Nongame, Fish and
Endangered Species Fund, the Conservation Development Fund, the Waterfowl Conservation Fund, the Arizona
Game and Fish Commission Heritage Fund, or any other source of monies available to and budgeted by the
Commission [A.R.S. 8 17-272(A)].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 to 2008.

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.

-153-


http://www.azleg.gov/jlbc/08taxbook/volgamefish.pdf

WATERCRAFT LICENSE FEE

DESCRIPTION

The Arizona Constitution, Article 9, Section 15 exempts all watercraft registered for operation in the state, except
those owned and operated for commercia purposes, from property taxes. Instead, watercraft is subject to the
watercraft registration fee, which is afee levied based on the length of a watercraft [A.R.S. § 5-321]. The watercraft
registration fee replaced the former watercraft license tax in FY 2006 (Laws 2005, Chapter 318).

(Statute defines "watercraft" as any boat designed to be propelled by machinery, oars, paddles or wind for
navigation on the water [A.R.S. § 5-301].)

DISTRIBUTION
Each month, watercraft license fee revenues are deposited as follows:

e  65% of revenues are transferred to the Watercraft Licensing Fund. (Prior to Laws 2005, Chapter 318, 45% of
revenues were transferred to the Watercraft Licensing Fund). Such monies are subject to legidative
appropriation. Monies deposited in this fund are used for administration and enforcement of watercraft laws
[A.R.S. § 5-323(B)]. (Prior to Laws 2004, Chapter 254, fund balances in excess of $290,000 in a fiscal year
were used for an education program related to boating and boating safety.)

e Theremaining 35% of revenues are deposited by Arizona Game and Fish Department as follows: (1) 15% to the
State Lake Improvement Fund and (2) 85% to the Law Enforcement and Boating Safety Fund [A.R.S. § 5-
323(C)]. (Prior to Laws 2005, Chapter 318, 55% of revenues were deposited by Arizona Game and Fish
Department as follows: (1) 15% to the State Lake Improvement Fund and (2) 85% to the Law Enforcement and
Boating Safety Fund).

Total net collections from the watercraft license fee are shown in the table bel ow.

Tablel
WATERCRAFT LICENSE FEE COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $4,955,124 FY 1998 $1,683,698
FY 2007 $5,398,134 FY 1997 $1,634,369
FY 2006 $4,338,741 FY 1996 $1,596,016
FY 2005 $2,317,368 FY 1995 $1,543,993
FY 2004 $1,061,931 FY 1994 $1,316,700
FY 2003 $2,327,090 FY 1993 $1,618,546
FY 2002 $2,259,952 FY 1992 $1,141,849
FY 2001 $2,074,784 FY 1991 $1,139,446
FY 2000 $2,028,111 FY 1990 $1,079,180
FY 1999 $1,735,862 FY 1989 $1,119,496
SOURCE: Game and Fish Department.

WHO PAYSTHE TAX

Thefeeis paid by the owner of each watercraft that requires numbering by the state [A.R.S. § 5-321]. Numbering is
required for al undocumented watercraft underway, moored, or anchored on the waters of this state [A.R.S. § 5-
322].

TAX BASE AND RATE

The watercraft registration fee is levied on watercraft based on 7 different watercraft length ranges[A.R.S. § 5-321].
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The fees for watercraft are asfollows: Resident Non-residents
Twelve feet and less $20.00 $100.00
Twelve feet one inch through sixteen feet $22.00 $110.00
Sixteen feet one inch through twenty feet $30.00 $222.00
Twenty feet one inch through twenty-six feet $35.00 $259.00
Twenty-six feet one inch through thirty-nine feet $39.00 $292.00
Thirty-nine feet one inch through sixty-four feet $44.00 $330.00
Sixty-four feet oneinch and over $66.00 $495.00

In addition, owners of motorized watercraft may be charged a fee for the Lower Colorado River Multispecies
Conservation Program.

The main exemptions from the watercraft registration fee are [A.R.S. § 5-322(A)]:

(1) Foreign water watercraft temporarily using the waters of the state.

(2) Military or public vessels of the United States, except recreational type of public vessels.
(3) Watercraft used solely aslifeboats.

(4) Undocumented watercraft operating under avalid temporary certificate.

PAYMENT SCHEDULE

Watercraft registration fees are due at the time of application for watercraft registration with the Arizona Game and
Fish Department [A.R.S. § 5-321(A)].

Laws 1982, Chapter 255 authorized the Arizona Game and Fish Commission to establish rules for registering
watercraft on a staggered monthly basis. All registrations expire according to schedules established by the
Commission [A.R.S. §5-321.01].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this fee in 2002, 2003, 2006, and 2007.
2008 TAX LAWS

Laws 2008, Chapter 256 provides that the Arizona Game and Fish Commission is allowed to register a watercraft
for up to a period of 36 months, instead of 18. (Effective January 1, 2009)

2005 TAX LAWS

Laws 2005, Chapter 78 alows the Arizona Game and Fish Commission to assess additional motorized watercraft
registration fees that are collected solely for the purpose of funding the Lower Colorado River Multispecies
Conservation Program (MSCP). Requires the revenues from the registration of motorized watercraft to be deposited
in a Watercraft Registration Fee Clearing Account. The State Treasurer distributes all monies collected from
motorized watercraft registration (except those collected specificaly for the MSCP) into the Watercraft Licensing
Fund. Those monies collected specifically for the MSCP are deposited by the State Treasurer into an account that is
used solely for the MSCP. (Effective August 12, 2005)

Laws 2005, Chapter 318 retracted the license tax levied on watercraft. Replaced the registration fee formula based

on watercraft length with aflat fee for 7 watercraft length ranges, with different fee schedules for Arizona residents
and nonresidents.
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The fees for watercraft are asfollows: Resident Non-residents
Twelve feet and less $20.00 $100.00
Twelve feet one inch through sixteen feet $22.00 $110.00
Sixteen feet one inch through twenty feet $30.00 $222.00
Twenty feet one inch through twenty-six feet $35.00 $259.00
Twenty-six feet one inch through thirty-nine feet $39.00 $292.00
Thirty-nine feet one inch through sixty-four feet $44.00 $330.00
Sixty-four feet oneinch and over $66.00 $495.00

o Specified that watercraft are exempt from ad valorem property tax and from license taxesin lieu of property tax.
¢ Retracted exemption of commercial motorized watercraft from in lieu tax requirements when the commercia

motorized watercraft is not exempted from the ad valorem property tax.

e Required registration fees received to be deposited each month in an account designated as the Watercraft

Registration Fee Clearing Account.

o Required 65% of all watercraft registration fee revenues to be deposited in the Watercraft Licensing Fund.
e Required 35% of all watercraft registration fee revenues to be alocated as follows: 15% to the State Lake

Improvement Fund and 85% to the Law Enforcement and Boating Safety Fund.

e Required al revenues collected from watercraft registration transfer fees to be deposited in an account
designated by a multicounty water conservation district established solely for the Lower Colorado River

M ultispecies Conservation Program. (Effective August 12, 2005)

2004 TAX LAWS

Laws 2004, Chapter 254 eliminated the requirement that monies in the Watercraft Licensing Fund that exceed
$290,000 in afiscal year are used for an education program related to boating and boating safety. (Effective August

25, 2004)

A listing of tax law changes prior to the 2002 legidlative session is available on the JLBC Web site located at

www.azleg.gov/jl bc/08taxbook/08taxbk.pdf .
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GOVERNMENT PROPERTY LEASE EXCISE TAX

DESCRIPTION

The Government Property Lease Excise Tax (GPLET) was enacted in 1996 (Laws 1996, Chapter 349) to replace the
tax on possessory interests that was repealed in 1995 (for a more detailed discussion, see below). GPLET isalocal
excise tax that is based on the square footage of a building rather than on its value. GPLET islevied on entities that
lease the property of a city, town, county, or county stadium district for commercia or industrial purposes for at
least 30 days[A.R.S. § 42-6201].

In 1985, the Arizona Legislature enacted legidation that provided a method for the taxation of possessory interests.
A possessory interest is created when a private party is granted the exclusive use of real property owned by a non-
taxable entity. Typicaly, possessory interests are created when private individuals, companies, or corporations
lease, rent, or use federal, state, county, or municipal government owned facilities and land for their own benefit.

The tax on possessory interest was enacted in response to the extensive use of the property tax exemption for
government owned property as an economic development tool. (Article 9 of the Arizona Constitution provides that
all federal, state, county and municipal government property is exempt from taxation.) The new law specifically
provided that possessory interests in federal, state, county and municipal government property would become
subject to taxation. Additionally, the law established possessory interest tax exemptions and provided special
valuation rules for possessory interests that were created prior to April 1, 1985.

Over time, the possessory interest tax was challenged in court in a number of cases. As aresult, the court held that
limiting the specia valuation to possessory interests created before April 1, 1985 was in violation of the uniformity
clause under the Arizona Constitution. The court also held that the possessory interest exemptions went beyond the
constitutional tax exemptions and were therefore ruled invalid. The effect of these court rulings was that all
possessory interests became taxed in the same manner as other properties.

In 1995, the Legislature repealed the possessory interest tax (effective retroactively from January 1, 1995). The
intent statement expressed the Legidature's desire that possessory interests not be subject to ad valorem taxation
until a new taxing mechanism was enacted. Laws 1996, Chapter 349 created such a taxing mechanism in the form
of the Government Property Lease Excise Tax (GPLET), which was to serve as the successor to the possessory
interest tax.

DISTRIBUTION

The distribution of the tax is asfollows[A.R.S. § 42-6205]:

e 13% to the county genera fund

e  7%tothecity, if applicable

e 7% to the community college district, if applicable

e 73% to the school district not within a high school district (or 36.5% each to the high school and elementary
district), if applicable.

If inapplicable, proceeds are split proportionally among the other entities.
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Tablel
TAX COLLECTIONS
Fiscal Year Net Collections ¥

FY 2008 $3,000,000 (est.)
FY 2007 $3,108,195
FY 2006 $2,921,164
FY 2005 $2,696,092
FY 2004 $2,898,944
FY 2003 $3,013,352
FY 2002 $2,721,824
FY 2001 $2,230,063
FY 2000 $2,379,198
FY 1999 $1,935,671
FY 1998 $988,269
FY 1997 $977,226
FY 1996 ? $0

1/ The state does not collect any monies from GPLET.

2/ The Act became effective December 1, 1996.

SOURCE: League of Arizona Cities and Towns.

WHO PAYSTHE TAX

Government lessors collect the tax annually on prime lessees who use or occupy the government property [A.R.S. §
42-6202].

The following are exempt from the GPLET [A.R.S. § 42-6208]:

Property used for government purposes or public housing.

Easements and rights-of-way for railroads and utilities.

Public athletic and recreationa facilities.

Aviation-related interests at public airports, airlines’ use of runways and terminals at public airports, and toll
roads.

Indian trust lands.

Government contractor property.

Interest in property used by a chamber of commerce.

Property used by tax-exempt organizations under 501(c)(3) of the Internal Revenue Code.

Parking garages owned and operated by the government lessor, or operated on behalf of the government lessor
by an entity other than the prime lessee.

10. Residential rentals occupied by the prime lessee.

11. Municipal property corporations.

PoODNPE

© NG

Furthermore, cities are required to abate the tax for 8 years for property located in a “slum and blight area,” if the
property’s lease development agreement was entered on or after April 1, 1985 and if it resulted or will result in an
increase in property value of at least 100%. These abatements are restricted to projects within a single central
business district within the “slum and blight area.” Other projects outside the single business district but still within
the “slum and blight area” will pay 80% of the tax. The 8-year abatement includes periods of abatement under prior
law. In addition, the law repealed the 1995 prohibition on political subdivisions from converting taxable property to
nontaxable status for redevel opment purposes.

TAX BASE AND RATE
The tax rates are as follows[A.R.S. § 42-6203]:
$1.00 per square foot for one-story office buildings.

$1.25 per square foot for office buildings with 2 to 7 stories.
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$1.75 per square foot for office buildings with 8 or more stories.
$1.50 per square foot for retail or hotel/motel buildings.

$0.75 per square foot for warehouse or industrial buildings.
$0.50 per square foot for residential rental buildings.

$100 per parking space for parking garages.

$1.00 per sgquare foot for any other building.

Lessees pay a percentage of the above rates dependent on when the original certificate of occupancy was issued,
according to the following schedule:

10- to 20-year-old leases: 80% of the rate.
20- to 30-year-old leases: 60% of the rate.
30- to 40-year-old leases: 40% of the rate.
40- to 50-year-old leases: 20% of the rate.
50- or more year-old leases: no tax.

L eases entered into after June 30, 1996 |ocated outside a designated redevel opment area: 150% of the rate.
Government property improvements subject to pre-April 1, 1985 |leases or agreements, or government improvements
at rural (county population under 400,000 prior to 1988) county or city airports. 20% of the rate.

PAYMENT SCHEDULE

The tax is due and payable annually on or before December 1 [A.R.S. § 42-6204].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to thistax in the period in 2002, 2005, 2006, 2007, and 2008.
2004 TAX LAWS

Laws 2004, Chapter 341 established a new Park Property Lease Excise Tax, which a county will levy and collect
on each prime lessee of a lease with the National Park Service of a property improvement in the county. The tax
will be assessed, collected, and distributed in the same manner as the Government Property Lease Excise Tax with 2
exceptions. First, each lease or development agreement is neither required to include a notice of tax liability nor a
provision that failure to pay could result in divesting the prime lessee of any interest in or right of occupancy of the
government property improvement. Second, the tax rate cannot be less than 20% of the Government Property Lease
Excise Tax (see Tax Base and Rate section above).

The act also provided that the property tax levies used in budget overrides do not include levies of the Government
Property Lease Excise Tax or the Park Property Lease Excise Tax. (Effective August 25, 2004)

2003 TAX LAWS

Laws 2003, Chapter 246 replaced al references in statute to “redevelopment area’ with “slum and blight areas.”
(Effective September 18, 2003.)

A listing of tax law changes prior to the 2002 legidlative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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HIGHWAY USER REVENUE FUND OVERVIEW

DESCRIPTION

The State of Arizona taxes motor fuels and imposes various other fees related to the registration and operation of
motor vehicles. Included are motor vehicle fuel taxes, use fuel taxes, vehicle license taxes, motor carrier fees,
vehicle registration fees, and various other miscellaneous fees. Depending on the category, al, or a portion of these
taxes and fees are used to fund the Arizona Highway User Revenue Fund (HURF). This 2008 Tax Handbook
contains individual sections on the major tax components of HURF, including Motor Vehicle Fuel Tax, Use Fuel
Tax, Vehicle License Tax, and the Motor Carrier Fee (which replaced the Motor Carrier Tax in FY 1998). Vehicle
registration fees and various other fees which are part of HURF are not included in the handbook.

HURF revenues are a major source of funding to the state for highway construction, highway maintenance and
improvements, and other highway-related expenditures. A portion of HURF revenue is also distributed to Arizona
cities, towns, and counties for highway-related purposes.

DISTRIBUTION

Highway User Revenue Fund collections totaled approximately $1.34 billion in FY 2008. This was a decrease of
(2.7)% from FY 2007 collections. The bulk of HURF revenue comes from motor fuel, or gas taxes. The next
biggest category is the vehicle license tax, followed by use fuel tax, then the registration and other fees. As noted
above, more detailed discussion of the tax categoriesis provided in subsequent sections of the handbook.

The following chart provides a graphic representation of the relative importance of each of the HURF revenue
categoriesfor FY 2008:

Highway User Revenue Fund
FY 2008 Collections by Major Category

Motor Fuel
36.6%

Use Fuel
15.5%

Motor Carrier
3.0%

Other
4.2%

VLT

Regigtration 28.6%

12.1%

Table 1 below summarizes Highway User Revenue Fund collections by major category over the last 10 years.
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Tablel
HURF COLLECTIONS
($in Thousands)
Motor Vehicle
Fiscal Vehicle Use Fuel License Motor Registration
Year Fuel Tax Tax Tax Y Carrier Fee Fees Other Fees Total

FY 2008 $492,536 $207,859 $385,186 $40,177 $162,765 $55,953  $1,344,477
FY 2007  $497,702 $210,282 $393,497 $45,226 $177,788 $57,979  $1,382,474
FY 2006  $489,081 $213,460 $373,864 $40,504 $158,805 $55,911  $1,331,625
FY 2005  $481,284 $194,368 $328,232 $37,980 $154,122 $49,567  $1,245,553
FY 2004  $463,531 $179,002 $312,262 $34,617 $146,638 $43,511  $1,179,561
FY 2003  $446,891 $166,744 $281,947 $32,856 $141,328 $41,490  $1,111,256
FY 2002  $434,818 $161,507 $270,641 $29,347 $138,210 $41,873  $1,076,395
FY 2001  $418,400 $155,859 $251,613 $32,678 $132,269 $40,147  $1,030,965
FY 2000  $409,137 $156,599 $236,547 $36,563 $140,345 $40,409  $1,019,599
FY 1999  $397,463 $160,312 $220,126 $34,150 $131,952 $38,775  $ 982,779

1/ The amounts indicated reflect only the portion of VLT that is distributed to HURF.

SOURCE: Arizona Department of Transportation, Office of Financia Planning.

The Highway User Revenue Fund may be expended for the following purposes (see Arizona Constitution, Article 9,
Section 14):

(1)
(2)
(3)
(4)

(5)
(6)
()

The cost of administering taxes that are deposited in the fund.

Refunds and adjustments provided for by law.

Payment of highway obligations.

The cost of construction, reconstruction, maintenance and repair of public highways and bridges and county,
city and town roads and streets.

The cost of state enforcement of traffic laws.

The cost of publication and distribution of Arizona Highways Magazine.

Distribution to counties, incorporated cities and towns according to law.

The Highway User Revenue Fund is distributed each fiscal year in the following manner [A.R.S. § 28-6533]:

(1)
(2

3)

$1 million is allocated to the Economic Strength Project Fund [A.R.S. § 28-6534]

Each fiscal year a portion of the monies in the Highway User Revenue Fund is distributed to the Department of
Public Safety for funding a portion of highway patrol costs. The distribution is to be made in 8 installments in
each of the first 8 months of the fiscal year, and is not to exceed $10,000,000 [A.R.S. § 28-6537] beginning in
FY 2000. However, beginning in FY 2000, the Legislature has “notwithstood” the provisions of this statute,
and has provided for the transfer of HURF monies to the Department of Public Safety as noted in Table 2
below.

As noted in Table 3 below, the balance of collections after making the above distributions are allocated as
follows[A.R.S. § 28-6538]:

o 50.5% State Highway Fund

At least 12.6% of the monies distributed to the State Highway Fund shall be distributed as follows [A.R.S.

§28-6538 (B)]:

— 75% to counties with a population of 1,200,000 or more for design, right-of-way purchase, or
construction of controlled access highways to be included as state routes or state highways in regional
transportation plans and the state highway system.

—  25% to counties with a population of more than 400,000 but less than 1,200,000 for design, right-of-
way purchase, or construction of controlled access highways to be included as state routes or state
highways in regional transportation plans and the state highway system.

o 19% Counties
o 27.5% Incorporated cities and towns
e 3% Incorporated cities with population greater than 300,000
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Table 2 below summarizes Highway User Revenue Fund distributions by major category over the last 10 years.
Please refer to the table on page 464 of the FY 2009 Appropriations Report for a more detailed explanation of the
distribution of HURF revenues. It should be noted that the FY 2008 amounts in the table below vary dlightly from
those presented in the Appropriations Report. The numbers in Table 2 below reflect actual collections, while the
numbers in the FY 2009 Appropriations Report were based on estimated collections.

Table2
HURF DISTRIBUTION
($in Thousands)
State County Economic
Fiscal Highway Controlled Citiesand Strength
Year Fund Access Towns Counties DPS Project Other Total
FY 2008  $565,381  $101,341  $404,434 $251,942  $12,913 $1,000 $7,465  $1,344,477
FY 2007  $584,531  $104,775  $418,114 $260,465  $12,983 $1,000 $607  $1,382,474
FY 2006  $539,865 $96,768  $386,128 $240,538  $66,693 $1,000 $633  $1,331,625
FY 2005  $410,362 $73556  $363,535 $226,464  $52,216 $1,000 $118,420%Y $1,245,553
FY 2004  $483,688 $86,699  $344,491 $214,601  $48,698 $1,000 $384  $1,179,561
FY 2003  $451,827 $80,988  $321,799 $200,465  $54,528 $1,000 $648  $1,111,256

FY 2002  $438,230 $78,551  $312,115 $194,433  $52,066 $1,000 - $1,076,395
FY 2001  $433,248 $77,658  $308,567 $192,222  $12,500 $1,000 $5,770  $1,030,965
FY 2000  $430,668 $77,195  $306,729 $191,077  $12,500 $1,000 $430  $1,019,599
FY 1999  $413,371 $74,095  $294,410 $183,403  $12,500 $1,000 $4,000 $982,779

1/ Laws 2004, Ch. 282 provided for aone-time transfer of $118 million of the state highway fund share of HURF VLT
to the General Fund in FY 2005.

SOURCE: Arizona Department of Transportation, Office of Financia Planning.

Table 3 below summarizes Highway User Revenue Fund actual distribution percentages for FY 2008 after the DPS,
Economic Strength Project, and other distributions noted above.

Table3
PERCENTAGE DISTRIBUTION
OF HURF MONIES

Cities 30.6%
Counties 19.0%
Controlled Access 7.7%
State Highway Fund 42.7%

Total 100.0%

The tax base and tax rates, payment schedules, and the impact of tax law changes for the motor vehicle fuel tax, use
fuel tax, vehicle license tax, and motor carrier fee are provided in the individual write-ups for each of the HURF
revenue categories in the following section of the handbook.
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DESCRIPTION

The motor vehicle fuel tax islevied on each gallon of motor vehicle fuel, commonly known as gasoline, produced or
imported into the state by a distributor. The tax rate is 18¢ per galon, and the large majority of revenues are
deposited in the Highway User Revenue Fund to pay for highway construction and maintenance.

DISTRIBUTION

The tax on motor vehicle fuel consumed in vehicles operated on Arizona roads and highways is deposited in the
Highway User Revenue Fund [A.R.S. § 28-6533].

Tax collections are distributed on the following basis (see Table 2 on following page):

o Watercraft. Tax collections on fuel for watercrafts pay for the cost of conducting a survey to determine the
percent of fuel taxes collected from watercraft. One percent of such collections are retained by the State
Highway Department to defray administrative expenses. The remaining collections are deposited in the State
Lake Improvement Fund [A.R.S. § 28-5926].

e Off-Highway Vehicles. Fifty-five one hundredths of 1% of the tax collections on motor vehicle fuel is
transferred to the Off-Highway V ehicle Recreation Fund on a monthly basis[A.R.S. § 28-5927].

e Aircraft. Taxes collected from sales of motor vehicle fuel consumed in aircraft are deposited in the State
Aviation Fund. However, if a refund is claimed, 5¢ on each gallon of tax collected remains in the State
Aviation Fund and the balance is refunded to the taxpayer [A.R.S. § 28-5611].

e Remainder. The net collections remaining after refunds and the above distributions are deposited in the
Highway User Revenue Fund [A.R.S. § 28-5925]. (See Highway User Revenue Fund Overview at the
beginning of this section for distribution of the Highway User Revenue Fund.)

Tablel
MOTOR VEHICLE FUEL TAX COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $511,673,485 FY 1998 $376,348,116
FY 2007 $516,208,893 FY 1997 $373,986,908
FY 2006 $503,210,580 FY 1996 $369,058,121
FY 2005 $496,340,649 FY 1995 $351,038,867
FY 2004 $478,829,323 FY 1994 $341,252,229
FY 2003 $463,864,197 FY 1993 $322,572,576
FY 2002 $452,550,965 FY 1992 $317,996,785
FY 2001 $436,073,531 FY 1991 $305,756,113
FY 2000 $424,486,824 FY 1990 $294,050,829
FY 1999 $410,037,087 FY 1989 $292,334,836
SOURCE: Department of Transportation, Office of Financial Planning.

WHO PAYSTHE TAX

The motor vehicle fuel tax is presumed to be a direct tax on the consumer but is still collected and remitted to the
Department of Transportation by suppliers for the purpose of convenience. In other words, the tax is collected and
paid to the Department by a supplier, who then adds the tax to the price of motor vehicle fuel in order to recover it
from the consumer [A.R.S. § 28-5606].
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Table?2

Fiscal Year
FY 2008
FY 2007
FY 2006
FY 2005
FY 2004
FY 2003
FY 2002
FY 2001
FY 2000
FY 1999
FY 1998
FY 1997
FY 1996
FY 1995
FY 1994
FY 1993
FY 1992
FY 1991
FY 1990
FY 1989

Highway User

Revenue Fund ¥

$492,536,307
$497,702,087
$489,080,644
$481,284,019
$463,530,904
$446,890,929
$434,817,721
$418,399,657
$409,137,312
$397,463,146
$366,376,609
$363,953,161
$358,961,177
$342,229,293
$334,643,264
$315,227,469
$307,879,175
$296,316,495
$286,237,290
$286,101,273

1/ UseFuel Tax collections excluded.

DISTRIBUTION OF MOTOR VEHICLE FUEL TAX COLLECTIONS

Special Fundsand
Refunds
$19,137,179
$18,506,806
$14,129,936
$15,056,630
$15,298,419
$16,973,268
$17,733,244
$17,673,874
$15,349,512
$12,573,941
$9,971,507
$11,183,328
$11,119,079
$8,739,574
$6,608,965
$7,345,107
$10,117,610
$8,939,628
$7,813,539
$6,233,563

SOURCE: Department of Transportation, Office of Financial Planning.

TAX BASE AND RATE

The tax base is motor vehicle fuel, which includes all products that are commonly or commercially known or sold as
gasoline. This definition includes casinghead gasoline (unprocessed natural gas containing natural gasoline and
other liquid hydrocarbon vapors produced from an oil well), natural gasoline and all flammable liquids composed of
amixture of selected hydrocarbons manufactured or blended for use in internal combustion engines. Motor vehicle
fuel does not include transmix, jet or aviation fuel, or any fuels covered under the use fuel tax [A.R.S. § 28-101].

The following are exempted from the motor vehicle fuel tax [A.R.S. § 28-5610]:

e Motor vehicle fud for which proof of export is available in the form of a termina issued destination state
shipping paper, and is either exported by a supplier that is licensed in the destination state, or sold by a supplier
to adistributor for immediate export.

e Motor vehicle fuel that was acquired by a distributor on which the tax has previously been paid and was

subsequently exported across the state border.

e Motor vehiclefuel sold on an Indian reservation to atribal member.
e Motor vehicle fuel sold off an Indian reservation for purposes of operating a motor vehicle for the benefit of an

Indian tribe.

e Motor vehicle fud that is moving in interstate or foreign commerce and that is not destined or diverted to a

point in this state.

e Motor vehicle fuel that is sold to the United States or its agencies or instrumentalities.

Thetax rateis 18¢ per gallon [A.R.S. § 28-5606].
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TAX REFUNDS AND/OR TAX CREDITS

A person who buys and uses motor vehicle fuel is entitled to arefund if he or she pays the tax on the fuel and either
[A.R.S. § 28-5611]:

e usesthefuel for purposes other than for operating a motor vehicle or awatercraft in Arizona,
e hbuysaviation fuel for use in aircraft applying seeds, fertilizer, or pesticides, or

o losesthefue by fire, theft or other accident.

PAYMENT SCHEDULE

The motor fuel tax that is accrued in any calendar month shall be paid on or before the 27th day of the succeeding
calendar month to the Department of Transportation [A.R.S. § 28-5925].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 through 2008.

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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USE FUEL TAX

DESCRIPTION

The use fuel tax applies to diesel and other fuels, but not to gasoline and aternative fuels. For vehicles weighing
less than 26,000 pounds, the tax rate is 18¢ per gallon. For vehicles weighing more than 26,000 pounds, the tax rate
is 26¢ per gallon. Revenuesfrom the tax are deposited in the Highway User Revenue Fund.

DISTRIBUTION

The use fuel tax is deposited in the Highway User Revenue Fund [A.R.S. § 28-5730]. (See Highway User Revenue
Fund Overview at the beginning of this section for distribution of the Highway User Revenue Fund.)

Tablel
USE FUEL TAX COLLECTIONS

Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $207,859,050 FY 1998 $142,166,607
FY 2007 $210,281,755 FY 1997 $124,748,225
FY 2006 $213,460,036 FY 1996 $114,779,960
FY 2005 $194,368,181 FY 1995 $108,789,949
FY 2004 $179,002,025 FY 1994 $87,912,597
FY 2003 $166,744,147 FY 1993 $72,008,139
FY 2002 $161,507,309 FY 1992 $61,909,894
FY 2001 $155,859,243 FY 1991 $65,201,576
FY 2000 $156,598,568 FY 1990 $52,876,043
FY 1999 $160,311,953 FY 1989 $50,796,681

SOURCE: Department of Transportation, Office of Financial Planning.

WHO PAYSTHE TAX

The use fuel tax is presumed to be a direct tax on the consumer but is till collected and remitted to the Department
of Transportation by suppliers for the purpose of convenience. In other words, the tax is collected and paid to the
Department by a supplier, who then adds the tax to the price of use fuel in order to recover it from the consumer
[A.R.S. § 28-5606].

TAX BASE AND RATE

The tax base is use fuel, which includes al gases and liquids used to propel motor vehicles that are not subject to the
motor vehicle fuel tax [A.R.S. § 28-5601].

An interstate user of use fuel on which the use fuel tax has not been paid is required to remit an amount that is
computed by multiplying the number of gallons of use fuel used by the tax rate per gallon. The taxable gallonage is
computed on the basis of miles traveled in Arizona as compared to total milestraveled in and outside the state. The
actual method of computation is decided by the Department of Transportation [A.R.S. § 28-5720].

The following are exempted from the use fuel tax [A.R.S. § 28-5610]:

e Usefuel for which proof of export is available in the form of a terminal-issued destination state shipping paper,
and is either exported by a supplier that is licensed in the destination state, or sold by a supplier to a distributor
for immediate export.

o Use fuel that was acquired by a distributor on which the tax has previously been paid and was subsequently
exported across the state border.

o Usefud sold on an Indian reservation to atribal member.
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o Use fuel sold off an Indian reservation for purposes of operating a motor vehicle for the benefit of an Indian
tribe.

o Use fuel that is moving in interstate or foreign commerce and that is not destined or diverted to a point in this
State.

o Usefue that has been accidentally contaminated by dye and hence rendered unsalable as highway fuel.

e Dyeddiesd fuel.

NOTE: Thereis no use fuel tax on aternative fuels[A.R.S. § 28-5606].

The tax rate is 18¢ per gallon for vehicles weighing less than 26,000 pounds. The tax rate is 26¢ per gallon for
vehicles weighing more than 26,000 pounds [A.R.S. § 28-5606], except as noted below in Laws 2005, Chapter 278.

PAYMENT SCHEDULE

Tax that is accrued in any calendar month shall be paid on or before the 27th day of the succeeding calendar month
to the Department of Transportation [A.R.S. § 28-5925].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in 2002, 2003, 2006 and 2007.
2008 TAX LAWS

Laws 2008, Chapter 51 clarifies that trucks that are at least 25 years old, are not used commercially, and have been
issued a Historic Vehicle license plate are subject to the “light class’ (less than 26,000 pounds) use fuel rate of 18¢
per galon. The provisions of this bill are anticipated to result in an annual reduction of use fuel tax revenues of
$(400,000) to $(800,000). (Effective September 26, 2008)

2005 TAX LAWS

Laws 2005, Chapter 278 decreases the use fuel tax from 26¢ to 13¢ per gallon for vehicles transporting forest
products. Thetax decreaseisin effect from September 1, 2005 through December 31, 2010. It also alows a person
to apply to the Arizona Department of Transportation for a refund of the difference between the use fuel tax paid
and the use fuel tax rate prescribed for a motor vehicle transporting forest products. Thiswould apply to any person
who pays the use fuel tax rate for a use fuel class vehicle but who actually uses the fuel for transporting forest
products. (Effective August 12, 2005)

2004 TAX LAWS

L aws 2004, Chapter 249 required the Department of Transportation (ADOT) to deduct a taxpayer’s use tax liability
from any use fuel tax refund. A use fuel tax of 26¢ per gallon isimposed on diesel fuel used in the state. Currently,
if diesel fuel is consumed for a non-highway purpose, it is exempt from the use fuel tax and ADOT refunds the taxes
paid. However, diesel fuel that is consumed for a non-highway purpose is subject to the state’ s use tax (as opposed
to the use fuel tax) at arate of 5.6% (see Use Tax section on page 23). Under this legislation, ADOT is prohibited
from issuing use fuel tax refunds until the amount of use tax owed on the fuel is determined. ADOT isthen required
to issue arefund of the use fuel tax net of any use tax owed. (Effective January 1, 2005)

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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VEHICLE LICENSE TAX

DESCRIPTION

The Vehicle License Tax (VLT) is an ad valorem tax levied on registered vehicles in the state. The tax islevied per
$100 of a vehicle's assessed value. For the first 12 months of the vehicle's life, the assessed value is 60% of the
manufacturer’ s base retail price. For each subsequent year, the assessed value is 16.25% less than the previous year.
The rate per $100 of assessed value is $2.80 for new vehicles and $2.89 for renewals.

DISTRIBUTION

Monies received by the Director of the Department of Transportation from this tax are distributed as follows[A.R.S.
§ 28-5808]:

For monies collected from aternative fuel vehicles, car rental surcharges, and private ambulances, fire fighting
vehicles, and school buses:

37.61% to the Highway User Revenue Fund (HURF)

20.45% to county general funds

4.919% to counties for transportation related purposes

20.45% to incorporated cities and towns

1.64% to the State Highway Fund, except if the department’s share of Federal Surface Transportation Programs
monies is greater than $42 million, the difference shall be deposited in the Loca Transportation Assistance
Fund for cities and towns

4.09% to the State Highway Fund

e 10.85% to the Genera Fund for school financial assistance

For monies collected from all other eligible vehicles:

e 45%tothe HURF

e  24.6% to county general funds

e 5.7% to counties for transportation related purposes

e 24.6% toincorporated cities and towns

(See Highway User Revenue Fund Overview at the beginning of this section for distribution of the Highway User
Revenue Fund.)

Tablel
VEHICLE LICENSE TAX COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $858,975,998 FY 1998 $586,835,092
FY 2007 $875,746,210 FY 1997 $552,348,715
FY 2006 $831,950,743 FY 1996 $480,300,608
FY 2005 $747,013,406 FY 1995 $426,019,239
FY 2004 $695,325,929 FY 1994 $377,593,859
FY 2003 $628,207,211 FY 1993 $333,479,528
FY 2002 $601,666,653 FY 1992 $314,914,865
FY 2001 $570,769,364 FY 1991 $311,789,377
FY 2000 $583,199,118 FY 1990 $297,267,498
FY 1999 $594,224,410 FY 1989 $267,293,501
SOURCE: Department of Transportation, Office of Financial Planning.
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Table2
Distribution

State General State Highway MVD Local DPS Parity
Fiscal Year Fund Fund 3 pParties ¥ Governments Comp Fund
FY 2008Y $2,269,219 $175,782,821 $16,304,558 $661,705,985 $2,913,415
FY 2007 $684,102 $180,569,892 $15,524,579 $675,984,843 $2,982,792
FY 2006 $585,136 $172,515,319 $13,901,699 $642,162,540 $2,693,307
FY 20052 $135,073,829 $36,758,445 $11,329,742 $563,851,390
FY 2004 $800,278 $148,436,587 $9,667,114 $536,421,948
FY 2003 $975,947 $134,596,889 $8,154,054 $484,480,321
FY 2002 $70,213 $130,128,937 $6,571,119 $464,896,384
FY 2001 $475,007 $130,047,925 $4,389,182 $435,857,252
FY 2000 $24,265,823 $140,307,371 $3,899,329 $414,726,595
FY 1999 $90,592,289 $132,866,068 $2,378,247 $368,387,805
FY 1998 $168,833,230 $121,324,834 $296,677,028

1/ Includes an alocation of $1,357,182 from the MV D registration compliance program to the General Fund
per Laws 2002, Chapter 328 (See Tax Law Changes section).

2/ In FY 2005, there was a one-time distribution in the amount of $118 million of the State Highway Fund
share of the HURF portion of the VLT monies to the General Fund. Additionally, there was an allocation
of $16.4 million from the MV D registration compliance program to the General Fund.

3/ Laws 1998, Chapter 200 and Laws 2001, Chapter 326 provide for the reimbursement of authorized MV D
3 parties for their services performed. The majority of reimbursement monies come from the State
Highway Fund.

SOURCE: Department of Transportation, Office of Financial Planning.

The enacted FY 2006 budget included a provision that transfers 1.51% of vehicle license tax received for
distribution to the State Highway Fund to the Parity Compensation Fund beginning in FY 2006.

WHO PAYSTHE TAX

Owners of vehicles that are registered for operation on the highways of Arizona [Arizona Constitution, Article 9,
Section 11].

TAX BASE AND RATE
Base

The VLT is levied on the assessed value of each vehicle. Effectively, the tax is levied on 10 classes of vehicles
[A.R.S. § 28-5801]:

(0] Passenger vehicles.
2 Commercial vehicles.

3 Non-commercial one-half ton pick-ups and similar vehicles.

4 Buses.

5) Taxis.

(6) Travel trailers.

@) Trailers.

(8 Motorcycles and scooters.

9 Privately owned motor vehicles used exclusively as a school bus.

(20 Motor vehicles powered by alternative fuels.
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The taxable value of vehiclesin these classes is determined as follows:

Classes 1 through 8

During the first 12 months of the life of the vehicle (as determined by its initial registration) the assessed value of
the vehicle is 60% of the manufacturer's base retail price. During each succeeding 12-month period, the assessed
value of the vehicle is 16.25% less than the assessed value for the preceding 12-month period.

Class 9 and Class 10

During the first 12 months of the life of the vehicle (as determined by its initial registration) the assessed value of
the vehicle is 1% of the manufacturer's base retail price. During each succeeding 12-month period, the assessed
value of the vehicle is 15% less than the assessed value for the preceding period [A.R.S. § 28-5804, 28-5805].

If aClass 9 vehicleistemporarily used for purposes other than as a school bus, the taxable value is determined in the
same manner as Class 1-8 vehicles. Thetax is then assessed and collected monthly in an amount equal to one-tenth
of the calculated annual VLT for each full month the vehicle is operated for other purposes [A.R.S. § 28-5804].

EXEMPTIONS

A veteran who is aresident of Arizona and whose vehicle or replacement of such vehicle is acquired by financia aid
from the Veteran's Administration is exempt from this license tax [A.R.S. § 28-5802].

No license tax or registration fee shall be collected for a vehicle that is personally owned by a veteran, a veteran and
another party, or the surviving spouse of a veteran, if such veteran is certified by the Veteran's Administration as
100% disabled and drawing compensation. Only one vehicle or its replacement may claim this exemption during
each 12-month period.

A vehicle owned by aresident who receives disability payments under Title 16 of the Social Security Act is exempt
fromthe VLT. Such resident must show satisfactory proof of such assistance [A.R.S. § 28-5803]. Only one vehicle
may be claimed by a disabled resident.

Rate

For Classes 1 through 8, the VLT rate is $2.80 per $100 of assessed value for the first 12 months of the vehicle's
life, and $2.89 per $100 of value thereafter. Exception: for noncommercia trailers that are not travel trailers and
have a gross vehicle weight of less than 6,000 pounds, the VLT is a one-time tax of $105 on initial registration and
is aone-time tax of $70 on renewal of registration [A.R.S. § 28-5801].

For Classes 9 and 10, the VLT rate is $4 per $100 of assessed value [A.R.S. § 28-5804, 28-5805].

For trailers and semitrailers over 10,000 pounds gross vehicle weight, the VLT is a one-time fee of $555 for trailers
which have not previously been registered, $355 for trailers less than six years old which have been previously
registered in another state, and $100 for trailers six or more years old which have been previously registered in
another state.

Minimum Tax. For Classes 1 through 8, the minimum amount of the VLT is $10 per year for each vehicle subject to
thetax [A.R.S. § 28-5801]. For Class 9 and Class 10 vehicles, the minimum VLT is $5 per year [A.R.S. § 28-5804,
28-5805].

PAYMENT SCHEDULE

The VLT is due and collected annually at the time of vehicle registration. Exception: depending on digibility,
owners of vehicles may participate in atwo-year vehicle registration program and prepay the VLT for the following
year [A.R.S. §28-5801].

The Arizona Department of Transportation collects tax payments and fees.
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IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law and other revenue changes that have been enacted by the
Legidature since 2002

There were no changes enacted to this tax in 2003 and 2006.
2008 TAX LAWS

Laws 2008, Chapter 291 Allows county VLT monies to be used for any purpose related to transportation as
determined by the Board of Supervisorsinstead of limiting the use of VLT monies to the same use as Highway User
Revenue Fund monies. (Effective September 26, 2008)

Laws 2008, Chapter 294 reduces the VLT on dl-terrain or off-highway vehicles to a flat rate of $3 per year.
Chapter 294 further provides that these vehicles will be subject to an off-highway user fee, which is to be
determined by the Department of Transportation in cooperation with the Game and Fish Department and the Parks
Board by January 1, 2009. This legidlation is anticipated to result in a $(2.7) million reduction in VLT revenuesin
FY 2010, the first full year of implementation. Overall, the legidlation is expected to result in net new revenues of
$5.4 million, with the $(2.7) million loss in VLT revenues offset by $7.2 million in new user fee collections, and
$1.4 million in new title and license plate fees. The majority of the new user fee revenues will be deposited into the
Off Highway Vehicle Recreation Fund, with smaller portions allocated to the State Highway Fund and local
governments for transportation funding.. (Effective December 31, 2008)

2007 TAX LAWS

Laws 2007, Chapter 239 makes numerous changes to the existing VLT and vehicle registration fee exemption for
members of the military who are deployed in support of a worldwide contingency operation of the United States
armed forces. Changes include expanding the exemption to include newly acquired vehicles; limiting the exemption
to military members who are residents of Arizona; providing that the exemption may only be taken one time; and
limiting the exemption to no more than two vehicles. This hill is estimated to reduce VLT collections by
approximately $(360,000) in FY 2008. This reduction will have no impact on the state’s General Fund, but will
impact the amount of VLT deposited into the State Highway Fund and distributed to local governments. (Effective
September 19, 2007)

2005 TAX LAWS

Laws 2005, Chapter 306 establishes the Parity Compensation Fund consisting of VLT distributions and legislative
appropriations to fund salaries and benefits for Department of Public Safety law enforcement personnel. This
legidlation redirects 1.51% of the portion of the VLT revenues for the entire month that would otherwise be
deposited in the State Highway Fund to the Parity Compensation Fund. It also directs that the appropriation to the
Parity Compensation Fund from the VLT revenues will not impact the distribution of those revenues to the state
General Fund and to the counties, cities, and towns. The bill specifies that the Parity Compensation Fund monies do
not revert to the state General Fund, are exempt from lapsing, and are subject to legislative appropriation. The bill
becomes effective on the general effective date, retroactive to July 1, 2005.

2004 TAX LAWS

L aws 2004, Chapter 282 provided that the first $118,000,000 of VLT received in FY 2005, that would normally
been deposited into the State Highway fund pursuant to A.R.S. § 28-6538, be instead deposited into the state
General Fund.

L aws 2004, Chapter 306 provided that the surviving spouse of a 100% disabled veteran may continue to receive the
exemption from this tax until remarriage or death. The fiscal impact of this change is unknown.
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2002 TAX LAWS

Laws 2002, Chapter 328 provided that 50% of any increase in vehicle license tax collections due to vehicle
registration enforcement in the motor vehicle division of the department of transportation shall be deposited in the
state General Fund, and the remaining 50% shall be distributed pursuant to A.R.S. § 28-5808.

Laws 2002, Chapter 221 changed the VLT and registration fees for trailers over 10,000 pounds gross vehicle
weight based on the model year of the trailer and previous registration in this or any other state. It provided that
previously registered trailers over six years old pay a reduced registration fee and previously registered trailers of
any age pay reduced VLTs. Registration and VLT ratesfor the initial registration of these types of trailers remained
unchanged.

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.

-175-


http://www.azleg.gov/jlbc/08taxbook/vlt.pdf

MOTOR CARRIER FEE

DESCRIPTION

The motor carrier fee replaced the motor carrier tax with the enactment of Laws 1997, Chapter 8. The fee is
annually imposed on vehicles with aweight in excess of 12,000 pounds for the use of public highways. The amount
of the fee varies according to vehicle weight, with a maximum fee of $800 for vehicles that weigh up to 80,000
pounds. Collections from the motor carrier fee are dedicated to the Highway User Revenue Fund.

DISTRIBUTION

Table 1 shows a 20-year revenue history for this fee.

Tablel
MOTOR CARRIER FEE COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $40,177,453 FY 1998 $63,845,891
FY 2007 $45,226,185 FY 1997 $90,186,000
FY 2006 $40,504,406 FY 1996 $85,433,269
FY 2005 $37,980,023 FY 1995 $92,103,162
FY 2004 $34,617,452 FY 1994 $118,530,292
FY 2003 $32,856,325 FY 1993 $120,303,202
FY 2002 $29,346,709 FY 1992 $109,573,046
FY 2001 $32,677,923 FY 1991 $109,573,046
FY 2000 $36,562,768 FY 1990 $108,655,299
FY 1999 $34,139,960 FY 1989 $104,339,191
SOURCE: Department of Transportation, Office of Financial Planning.

Collections from the Motor Carrier Fee are deposited in the Arizona Highway User Revenue Fund. (See Highway
User Revenue Fund Overview at the beginning of this section for distribution of the Highway User Revenue Fund.)

WHO PAYSTHE FEE

A person who operates or causes to be operated a motor vehicle on a public highway [A.R.S. § 28-5851].

FEE BASE AND RATE

BASE

Motor vehicle means a motor driven vehicle that has a declared gross vehicle weight of more than 12,000 pounds
(typicaly, a delivery type van, a large 1-ton pickup truck, or some recreationa vehicles), and is subject to vehicle
registration, excluding a vehicle that is exempt from gross weight fees[A.R.S. § 28-5851].

RATE

Motor carriers pay aflat fee that varies with the weight class of the motor vehicle, as shownin Table 2 [A.R.S. § 28-
5854].
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Table2
FEE SCHEDULE
Vehicle Weight Fee Vehicle Weight Fee

12,001 - 14,000 Ibs. $64.00 32,001 - 36,000 Ibs. $155.00
14,001 - 16,000 Ibs. $73.00 36,001 - 40,000 Ibs. $173.00
16,001 - 18,000 Ibs. $82.00 40,001 - 45,000 Ibs. $336.00
18,001 - 20,000 Ibs. $91.00 45,001 - 50,000 Ibs. $374.00
20,001 - 22,000 Ibs. $101.00 50,001 - 55,000 Ibs. $412.00
22,001 - 24,000 Ibs. $110.00 55,001 - 60,000 Ibs. $450.00
24,001 - 26,000 Ibs. $119.00 60,001 - 65,000 Ibs. $627.00
26,001 - 28,000 Ibs. $128.00 65,001 - 70,000 Ibs. $693.00
28,001 - 30,000 Ibs. $137.00 70,001 - 75,000 Ibs. $750.00
30,001 - 32,000 Ibs. $146.00 75,001 - 80,000 Ibs. $800.00

The following vehicles are exempt from thisfee [A.R.S. § 28-5853]:

e School buses
e Motor vehicles used in the production of
- motion pictures
- industrial, training, and educational films
- television commercials
- video discs and video tapes

The director shall compute a reduced fee that is seven-tenths of the original fee if motor carrier pre-qualifies for a
reduced fee prior to registration and if other specific circumstances regarding vehicle load status are met [A.R.S. 8§
28-5855; A.R.S. § 28-5856; A.R.S. § 28-5857].

The fee for a vehicle that weighs more than 26,000 pounds and is driven less than 2,000 miles each year is $80. The
fee for a vehicle that weighs more than 26,000 pounds and is driven between 2,000 and 4,000 miles a year is $160
[A.R.S. §28-5867].

Non-resident motor carriers or non-resident persons who operate a motor vehicle in this state may purchase a Single-
Trip Motor Carrier Fee Permit instead of paying the regular Motor Carrier Fee. A Single-Trip Permit is only
effective during the specific trip for which it isissued. The Motor Carrier Fee on a Single-Trip Permit is $12 for 50
miles or less or $48 for more than 50 miles traveled on the highways of this state [A.R.S. § 28-5863].

The Department of Transportation may also issue a Special 30-Day Motor Carrier Fee Permit for vehicles not in the
commercia transportation business, only in the state for a limited period of time and will make limited use of
Arizonas highways. The Motor Carrier Fee for a Special 30-Day Permit is $96 [A.R.S. § 28-5864].

TAX REFUNDS AND/OR TAX CREDITS

In the event the director determines that a motor carrier overpaid the fee, penalty, or interest, the director shall credit
that amount on any current amount due or refund the excess amount [A.R.S. § 28-5859].

PAYMENT SCHEDULE
Feeis payable at the time the motor vehicle is registered with the state [A.R.S. § 28-5854(B)].

The collecting agency is the Arizona Department of Transportation [A.R.S. § 28-5854(B)].
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IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 through 2008.

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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AVIATION FUEL TAX

DESCRIPTION

The aviation fuel tax is levied on each gallon of aviation fuel produced or imported into Arizona. Aviation fuel is
defined as fuel that is expressly manufactured for use in an internal combustion engine of an aircraft. Thetax rateis
5¢ per gallon, and revenues are deposited in the State Aviation Fund.

DISTRIBUTION

The tax on aviation fuel is deposited in the State Aviation Fund [A.R.S. § 28-8345]. The monies in the fund are
dedicated to the construction, development, and improvement of airportsin the state.

Tablel
AVIATION FUEL TAX COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections

FY 2008 $420,915 FY 1998 $485,333

FY 2007 $460,470 FY 1997 $514,687

FY 2006 $462,598 FY 1996 $512,328

FY 2005 $499,136 FY 1995 $442,980

FY 2004 $572,686 FY 1994 $690,752

FY 2003 $646,314 FY 1993 $396,733

FY 2002 $510,378 FY 1992 $497,186

FY 2001 $456,476 FY 1991 $582,110

FY 2000 $481,594 FY 1990 $526,739

FY 1999 $671,799 FY 1989 $512,297
NOTE: Prior to FY 1989, the Motor Vehicle Division did not monitor aviation fuel as a
revenue source. Though legislation was enacted in FY 1987, the division continued to
receive refund requests that covered the 12 months preceding the legidation; thus it was
unable to separately identify Motor Vehicle Fuel and Aviation Fuel Tax collections.
SOURCE: Department of Transportation, Office of Financial Planning.

WHO PAYSTHE TAX

The aviation fuel tax is presumed to be a direct tax on the consumer but is still collected and remitted to the
Department of Transportation by suppliers for the purpose of convenience. In other words, the tax is collected and
paid to the Department by a supplier, who then adds the tax to the price of aviation fuel in order to recover it from
the consumer [A.R.S. § 28-5606].

TAX BASE AND RATE

The tax base is aviation fuel, which means all flammable liquids composed of a mixture of selected hydrocarbons
manufactured and blended for the purpose operating an internal combustion enginein an aircraft. Aviation fuel does
not include fuel used in jet or turbine powered aircraft [A.R.S. § 28-101].

The following are exempted from the aviation fuel tax [A.R.S. § 28-5610]:

e Auviation fuel for which proof of export is available in the form of a terminal issued destination state shipping
paper, and is either exported by a supplier that is licensed in the destination state, or sold by a supplier to a
distributor for immediate export.

e Aviation fud that was acquired by a distributor on which the tax has previously been paid and that was
subsequently exported across the state border.
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e Aviation fuel that is moving in interstate or foreign commerce and that is not destined or diverted to a point in
this state.

e Aviation fuel that is sold to the United States or its agencies or instrumentalities.

The tax rateis 5¢ per gallon [A.R.S. § 28-8344].

PAYMENT SCHEDULE

Thetax that is accrued in any calendar month is to be paid on or before the 27th day of the next succeeding calendar
month to the Department of Transportation [A.R.S. § 28-5925].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 through 2008.

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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INTRASTATE UTILITY CORPORATION ASSESSMENTS

DESCRIPTION

Two separate assessments are imposed on public service corporations to support the statutory duties of the
Corporation Commission's Utilities Division and the Residential Utility Consumer Office.

DISTRIBUTION

Utilities Division. Proceeds from the Utilities Division assessment are dedicated to the Utility Regulation Revolving
Fund to pay representing attorneys and the expenses of the Utilities Division of the Corporation Commission,
including related expenses of the Corporation Commission’s Legal, Administration, and Hearing Divisions [A.R.S.
§ 40-408(B-C)].

Residential Utility Consumer Office. Proceeds from the Residential Utility Consumer Office assessment are
dedicated to the Residential Utility Consumer Office Revolving Fund for the operation of the Residential Utility
Consumer Office [A.R.S. § 40-409(B-C)].

Disposition. Both funds are subject to legislative appropriation. Monies remaining in the funds at the end of the
fiscal year do not revert to the state General Fund, but are used to calculate the annual assessments [A.R.S. § 40-
408(D-F) and § 40-409(D-F)].

Table 1 below provides tax collections for the past 20 years. As noted above, the Utilities Division assessment is
distributed to the Utility Regulation Revolving Fund, and the Residential Utility Consumer Office assessment is
distributed to the Residential Utility Consumer Office Revolving Fund.

Tablel
TAX COLLECTIONSAND DISTRIBUTION
Utilities Division RUCO Net Total
Fiscal Year Net Collections Collections Collections
FY 2008 $14,702,300 $1,313,100 $16,015,400
FY 2007 $13,787,200 $1,313,300 $15,100,500
FY 2006 $12,225,000 $1,184,000 $13,409,000
FY 2005 $11,100,900 $1,110,200 $12,211,100
FY 2004 $11,158,000 $1,131,700 $12,289,700
FY 2003 $8,418,500 $1,095,200 $ 9,513,700
FY 2002 $10,622,575 $1,045,200 $11,667,775
FY 2001 $8,882,000 $1,017,000 $9,899,000
FY 2000 $7,511,900 $1,068,700 $8,580,600
FY 1999 $7,237,090 $573,784 $7,810,874
FY 1998 $6,649,080 $938,274 $7,587,354
FY 1997 $6,021,300 $1,021,500 $7,042,800
FY 1996 $5,603,000 $933,600 $6,536,600
FY 1995 $5,439,400 $1,009,000 $6,448,400
FY 1994 $5,491,000 $925,300 $6,416,300
FY 1993 $5,688,327 $814,946 $6,502,273
FY 1992 $5,529,776 $880,198 $6,409,974
FY 1991 $6,405,140 $1,044,569 $7,449,709
FY 1990 $4,925,721 $932,737 $5,858,458
FY 1989 $5,045,999 $900,308 $5,946,307
SOURCE: Corporation Commission, Annual Reports.
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WHO PAYSTHE TAX

Public service corporations with gross operating revenues exceeding $500,000 from intrastate operations during the
preceding calendar year must pay the tax [A.R.S. § 40-401 and § 40-401.01]. (Prior to Laws 2005, Chapter 79, the
qualifying level of revenues was $250,000.)

Exceptions. Corporations that are not required to hold certificates of convenience and necessity are exempted from
this assessment [A.R.S. 8 40-401(A) and § 40-401.01(A)]. In effect, this exception applies mainly to railroads
[A.RS. § 40-281(A)]. The Residential Utility Consumer Assessment also does not apply to member-owned
nonprofit cooperative corporations. [A.R.S. § 40-461].

TAX BASE

Utilities Division. The assessment for the Corporation Commission's Utilities Division is levied on the gross
operating revenue from each corporation’s intrastate operations during the preceding calendar year [A.R.S. 8§ 40-
401(B)].

Residential Utility Consumer Office. The assessment for the Residential Utility Consumer Office is levied on the
gross operating revenue during the preceding calendar year from each corporation's intrastate operations that served
residential consumers[A.R.S. § 40-401.01(B)].

TAX RATE

Utilities Division. The assessment for the Utilities Division is set at a rate determined by the Corporation
Commission that will raise monies equal to the amount determined as follows[A.R.S. § 40-401(B)]:

(1) Determine the amount appropriated by the Legislature to operate the Utilities Division, including related
appropriations for the Corporation Commission’s Legal, Administration, and Hearing Divisions, for the
following fiscal year.

(2) Multiply the amount determined in (1) by 1.2.

(3) Subtract the monies estimated to remain unexpended in the Utility Regulation Revolving Fund at the end of the
current fiscal year. The difference computed is the amount to be raised by the assessment.

The assessment is allocated to each public service corporation with gross operating revenues exceeding $500,000
from intrastate operations during the preceding calendar year proportionate to each public service corporation’s
share of the total amount of gross operating revenues earned by all such public service corporations.

Residential Utility Consumer Office. The assessment for the Residential Utility Consumer Office is set at arate that
will raise monies equal to the amount determined as follows[A.R.S. § 40-401.01(B)]:

(1) Determine the amount appropriated by the Legislature for operating the Residential Utility Consumer Office for
the following fiscal year.

(2) Subtract the monies estimated to remain in the Residential Utility Consumer Office Revolving Fund at the end
of the current fiscal year. The difference computed is the amount to be raised by the assessment.

The assessment is allocated to each public service corporation with gross operating revenues exceeding $500,000
from intrastate operations during the preceding calendar year proportionate to each public service corporation’s
share of the total amount of gross operating revenues derived from serving residential consumers earned by all such
public service corporations.

Maximum Combined Rate. Notwithstanding the assessment formulas, the combined assessment rates may not
exceed 0.25% of any corporation's gross operating revenues from intrastate operations during the preceding calendar
year [A.R.S. § 40-401(C) and § 40-401.01(C)]. (Prior to Laws 2005, Chapter 79, the combined assessment rates
could not exceed 0.20%).
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PAYMENT SCHEDULE

Due Date. The Corporation Commission must levy both assessments no later than June 15 of each year. Notice is
then sent to each corporation by certified mail. The assessments are due within 15 days after such mailing [A.R.S. §
40-401(D) and § 40-401.01(D)].

Collecting Agencies. The Corporation Commission [A.R.S. § 40-408(B) and § 40-409(B)]. In the event a
corporation fails or refuses to pay the amount assessed within 15 days without filing objections to the assessment
statement with the Corporation Commission, the Corporation Commission shall transmit a certified copy of the
statement of the assessment to the Department of Public Safety. Within 10 days after receipt of the copy of the
statement, the Department of Public Safety shall proceed to collect the amount stated due, with lega interest, by
seizure and sale of any goods or property in the state belonging to the public service corporation [A.R.S. § 40-407].

Filing Dates. Public service corporations with gross operating revenues exceeding $500,000 must file an estimate
of their gross operating revenues from intrastate operations during the previous calendar year on or before January
10. All public service corporations must file a statement showing the amount of such revenues received during the
prior calendar year by May 1, as well as a statement showing the gross operating revenues derived from intrastate
operations during the preceding calendar year that were received from residential consumers. [A.R.S. § 40-401(E-F),
and § 40-401.01(E)]. (Prior to Laws 2005, Chapter 79, the threshold for the January 10 filing was $250,000).

IMPACT OF TAX LAW AND REVENUE CHANGES
The following section is a summary by year of tax law and other revenue changes that have been enacted by the

Legidature since 2002. The estimated dollar impact of these changes is summarized by fiscal year in the following
table:

Table2

ANNUAL INCREMENTAL DOLLAR VALUE OF TAX LAW AND REVENUE CHANGES

Session/Chapter Description Revenue | mpact
FY 2004

L 2003, Ch. 263 Expand Use of Utility Regulation Revolving Fund $240,000
FY 2002

L 2001, Ch. 238, 300 Expand Use of Utility Regulation Revolving Fund $692,200

There were no changes enacted to thistax in 2002, 2004, 2006, 2007, and 2008.
2005 TAX LAWS

Laws 2005, Chapter 79 raises the minimum gross operating revenue threshold that must be met by a company
regulated by the Arizona Corporation Commission (ACC) to be subject to the assessment from $250,000 to
$500,000. It aso increases the statutorily established amount that the ACC may assess regulated companies from
two-tenths of a percent (.002) to one quarter of one percent (.0025) of gross annual operating revenues for deposit
into the Utility Regulation Revolving Fund and the Residential Utility Consumer Office Revolving Fund. (Effective
August 12, 2005)

2003 TAX LAWS

Laws 2003, Chapter 263 further expands the use of the Utility Regulation Revolving Fund to include Corporation
Commissioners expenses, which alowed an additional estimated $240,000 of expenses to be shifted from the
General Fund beginning in FY 2004. Thisalso has the result of increasing the base used in determining the Utilities
Division assessment for these years.

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azleg.gov/jl bc/08taxbook/08taxbk.pdf.
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TAX ON WORKERS COMPENSATION INSURANCE PREMIUMS

DESCRIPTION

The tax on workers' compensation insurance premiums is a tax on the premiums paid by employers to insurance
carriers for workers' compensation insurance. This tax is in lieu of all other taxes on workers compensation
insurance[A.R.S. § 23-961].

The state requires most employers to obtain such insurance so that employees and their families are provided
financial protection from industrial injuries or death. The tax rate may be a maximum of 3% of net premiums, and
revenues are used for the administrative expenses of the Industrial Commission [A.R.S. § 23-961].

DISTRIBUTION

Administrative Fund. Tax collections for the Administrative Fund are used for al administrative expenses of the
Industrial Commission. Expenditures from the Administrative Fund are subject to budgetary review and legidative
appropriation. Tax collectionsto this fund are to be no more than necessary to cover actual expenses, and unless the
Specia Fund (see description below) is not on an actuarially sound basis, any surplus or deficit in revenue above or
below the expenses shall be included in the calculation of the rate to be fixed the following year [A.R.S. § 23-1081].

Soecial Fund. Tax collections for the Special Fund provide additional compensation payments or awards to promote
the rehabilitation of disabled workers. Since July 25, 1981, monies in the Special Fund may be allocated to acquire
real property or construct and furnish or procure a new office building for the Industrial Commission. Since April
19, 1983, the Special Fund may also provide loans to the Administrative Fund [A.R.S. § 23-1065].

Net collections by fund are provided in Table 1 on the following page.
WHO PAYSTHE TAX

The tax on workers compensation insurance premiums is paid by insurance carriers issuing workers compensation
insurance, employers providing workers' compensation insurance through the self-insurance method, and the State
Compensation Fund [A.R.S. § 23-961].

TAX BASE

The tax on workers compensation insurance premiums is levied on total direct premiums paid or contracted for
during the preceding calendar year minus deductions for cancellations, returned premiums, policy dividends, refunds
and similar amounts paid or credited to policyholders within this state and not respplied as premiums for new,
additional or extended insurance [A.R.S. 8§ 23-961]. The above applies to premiums paid to insurers or the State
Compensation Fund. For self-insured employers, the tax is based on the premiums that would have been paid by the
employer if fully insured under a plan available from the State Compensation Fund during the preceding calendar
year. Employers of domestic servants are not subject to the "workmen's compensation” statutes [A.R.S. § 23-902].

TAX RATE
Thetotal tax rate is composed of 2 separate rates:

(1) Tax Rate for Administrative Fund. 3% of net premiums, but for self-insured employers, not less than $250
annualy [A.R.S. § 23-961].

(2) Tax Rate for Special Fund. 1.5% of net premiums is the maximum rate alowed but, for self-insured
employers, the minimum annual payment is $250. The tax rate for the Specia Fund may be adjusted
downward by the Industrial Commission so that revenues received are no more than necessary to keep the
Special Fund actuarialy sound [A.R.S. § 23-1065]. According to the Industrial Commission, the base tax rate
was set at 1.5% of net premiums in FY 2007, with an additional assessment of 0.5% to cover Special Fund
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liabilities in excess of $6,000,000, and a further 0.5% to reimburse the State Compensation Fund. The total
effective Specia Fund assessment was 2.5%.

Tablel
TAX COLLECTIONS
Calendar Net Collections Net Collections
Year Administrative Fund ¥ Special Fund ? Total Net Collections
2007 $31,786,900 $26,490,900 $58,277,800
2006 $28,382,700 $23,653,400 $52,036,100
2005 $24,647,200 $20,540,600 $45,187,800
2004 $21,758,100 $10,888,700 $32,646,800
2003 $20,117,300 $0 $20,117,300
2002 $15,716,000 $0 $15,716,000
2001 $16,257,700 $0 $16,257,700
2000 $13,894,800 $0 $13,894,800
1999 $14,792,900 $0 $14,792,900
1998 $15,600,000 $0 $15,600,000
1997 $ 9,600,000 $0 $ 9,600,000
1996 $12,300,000 $0 $12,300,000
1995 $10,513,000 $0 $10,513,000
1994 $11,653,700 $1,600 $11,655,300
1993 $20,728,400 $2,400 $20,730,800
1992 $19,384,800 $3,432,900 $22,817,700
1991 $16,244,400 $5,153,000 $21,397,400
1990 $15,657,900 $6,059,000 $21,716,900
1989 $12,840,500 $7,788,200 $20,628,700
1988 $13,117,000 $6,625,300 $19,742,300

1/ Laws 1993, 2nd Special Session, Chapter 9, provides that tax collections for the
Administrative Fund will be no more than necessary to cover actual expenses.

2/ The base tax rate to the Special Fund is not to exceed 1.5% and is set at a rate no more
than necessary to keep it actuarially sound. An additional 0.5% tax may be levied to
cover Special Fund Liabilities in excess of $6 million, and a further 0.5% may be
authorized to reimburse the State Compensation Fund.

SOURCE: Industriadl Commission.

The Industriadl Commission may, after notice and a hearing, levy an additional 0.5% of net premiums to meet
liabilities of the Special Fund in excess of $6 million [A.R.S. § 23-1065(F)].

The Industrial Commission has the authority to increase the Special Fund tax assessment by up to 0.5% of that
assessment in any one year. This additional assessment is to reimburse the State Compensation Fund for payments
made to individuals whose self-insured employer or insurance carrier fails to pay a clam or comply with a
commission order [A.R.S. § 23-966].

PAYMENT SCHEDULE

The tax is due annually, on or before March 31 for self-insured employers, and on or before March 1 for all other
covered insurance carriers and the State Compensation Fund [A.R.S. § 23-961].

Since the 1983 tax year, insurance carriers and the State Compensation Fund are required to make quarterly
payments on the tax for the Administrative Fund if their tax liability for the preceding calendar year was $2,000 or
more. Quarterly payments are submitted to the state on or before the last day of the month following the close of
each quarter. All quarterly payments are deducted from the tax that is payable on the regular March due date
[A.R.S. §23-961]. The quarterly payments are to equal one of the following:
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(1) Thetax dueon net premiums collected or contracted for during the preceding calendar quarter, or
(2) 25% of thetax paid or required to be paid for the preceding calendar year.

Any overpayment of taxes resulting from the quarterly payments may be refunded by the Industrial Commission
without interest [A.R.S. § 23-961].

The tax for the Administrative and Special Fund is paid to the State Treasurer through the Industrial Commission
[A.R.S. § 23-961].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in 2002, 2003, 2006, 2007, or 2008.
2005 TAX LAWS

Laws 2005, Chapter 213 authorizes the Industrial Commission to transfer a surplus of the Administrative Fund to
the Special Fund if the Special Fund is not found to be actuarially sound. The bill stipulates that if the Special Fund
isnot actuarially sound, the tax rate for the Administrative Fund cannot be changed. (Effective August 12, 2005)

2004 TAX LAWS

Laws 2004, Chapter 307 requires the State Compensation Fund to meet the same requirements as other workers
compensation insurance providers with respect to the deposit of cash or securities with the State Treasurer. It
expands the allowable use of the Special Fund to pay expenses related to determining liability, and alows the
Specia Fund to make claims against insurance carriers and employers for investigative costs. (Effective August 25,
2004)

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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TELECOMMUNICATIONS SERVICES EXCISE TAX

DESCRIPTION

The Telecommunications Services Excise Tax is composed of 2 separate taxes. The Emergency Telecommunication
Services tax finances 911 emergency telecommunication services. Beginning in FY 2007, the Telecommunications
Provider Proceeds tax solely provides funding for the Commission for the Deaf and the Hard of Hearing. The
Poison Control System within the Department of Health Services (DHS), the Arizona State Schools for the Deaf and
the Blind (ASDB), and the Teratogen Information Program administered by the University of Arizona Health
Sciences Center previously received revenues from the Telecommunications Provider Proceeds Tax.

DISTRIBUTION

Table 1 below provides a history of the distribution of the Telecommunications Services Excise Tax.

Tablel
DISTRIBUTION OF TELECOMMUNICATIONSSERVICESEXCISE TAX COLLECTIONS
Emergency AZ State Teratogen
Telecomm. Svcs. Telecomm. Fund Poison Schoolsfor the Information

Fiscal Year Revolving Fund for the Deaf Control Fund Deaf & the Blind Program
FY 2008 $17,332,349 $6,581,940 - - -
FY 2007 $23,074,167 $6,744,231 - - -
FY 2006 $28,736,951 $3,860,508 $1,128,621 867,140 $48,678
FY 2005 $27,245,559 $4,035,765 $1,066,833 $1,363,179 $53,771
FY 2004 $25,691,865 $5,091,661 $1,437,566 $1,362,312 -
FY 2003 $23,510,706 $6,338,095 $2,340,528 - -
FY 2002 $21,927,338 $6,395,057 $2,365,295 - -
FY 2001 $11,337,064 $5,514,542 $2,039,625 - -
FY 2000 $9,353,630 $4,960,224 $1,834,603 - -
FY 1999 $9,266,210 $5,158,289 $1,907,860 - -
FY 1998 $8,375,062 $4,908,914 $1,815,626 - -
FY 1997 $6,668,099 $4,284,353 $1,584,624 - -
FY 1996 $6,068,018 $5,355,897 - - -
FY 1995 $5,743,686 $4,943,715 - - -
FY 1994 $5,320,210 $3,395,370 - - -
FY 1993 $4,986,710 $3,091,965 - - -
FY 1992 $4,582,888 $2,234,417 - - -
FY 1991 $3,809,222 $1,797,501 - - -
FY 1990 $3,619,425 $1,654,601 - - -
FY 1989 $3,677,444 $1,161,617 - - -

SOURCE: Department of Revenue, Annual Reports (FY 2008 amounts are preliminary).

Emergency Telecommunication Services Revolving Fund. For fiscal years 2001 through 2006, each month a
telecommunications provider shall pay 37¢ for each activated wire, Voice Over Internet Protocol (VolP), and
wireless service account into this fund. For FY 2007, this amount is reduced to 28¢. From and after FY 2007, the
amount deposited in the fund shall be 20¢ per activated wire, VolP and wireless service account [A.R.S. § 42-
5252(A-1 through A-3)].

Telecommunication Fund for the Deaf. An amount equal to 1.1% of the provider’s gross proceeds of sales or gross
income from wired telephonelines. [A.R.S. § 42-5252(B)].
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WHO PAYSTHE TAX

Public service corporations offering telephone or telecommunications services which provide local exchange access
services or two-way voice commercial mobile radio services, commonly called a "provider" or “wireless provider”
[A.R.S. §42-5251].

TAX BASE AND RATE
TAX BASE

The Emergency Telecommunication Services tax rate isimposed on each wire account, Voice over Internet Protocol
(VolP) account and wireless accounts [A.R.S. § 42-5252(A-1 through A-3)].

The Telecommunications Provider Proceeds tax rate is imposed on the provider's gross proceeds of sales or gross
income from the business of providing exchange access services [A.R.S. § 42-5252(B)]. Exchange services are
essentially wired telephone or telecommunication exchange lines that provide access from the customer to the local
telecommunication network. Thistax does not apply to wirelessand VolP.

TAX RATE

Emergency Telecommunication Services. For FY 2001-FY 2006, an amount equal to 37¢ for each activated wire
and wireless service account. For FY 2007, the rate is 28¢ per activated service. Beginning from and after
FY 2008, the rate is 20¢ per activated service [A.R.S. § 42-5252(A-1 through A-3)].

Telecommunications Provider Proceeds. An amount equal to 1.1% of the provider's gross proceeds of sales or
gross income from wired telephone lines[A.R.S. § 42-5252(B)].

PAYMENT SCHEDULE

Each provider remits the tax monthly, in the same manner and time as the Transaction Privilege Tax, to the
Department of Revenue the amount due, accompanied by an information return.

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in 2002 and 2007.

2006 TAX LAWS

Laws 2006, Chapter 351 amended A.R.S. § 42-5252 to redistributed telecommunications services excise tax
revenues from the ASDB, the Poison Control System, and the Teratogen Information Program to the Commission
for the Deaf and the Hard of Hearing, leaving the commission with 100% of collections from the tax, or 1.1%
provider’'s gross proceeds of sales or gross income from wired telephone lines. (Effective July 1, 2006)

2005 TAX LAWS

Laws 2005, Chapter 328 amended A.R.S. § 42-5252 to redllocate a portion of the Telecommunications Provider
Proceeds Tax from ASDB, which will now receive 0.16% of providers gross proceeds, to the Poison Control
System within the DHS, which will now receive 0.25%, of providers gross proceeds. Thiswill result in a shift of
$400,000 from ASDB’s share of the tax revenues in FY 2006 to Poison Control. ASDB'’s budget was backfilled
with $400,000 from the Genera Fund in FY 2006 to replace the $(400,000) decrease in funding from the
Telecommunications Services Excise Tax. The change in allocations addresses an estimated (10)% decline in
revenue from the tax in FY 2006 primarily due to an increase in the amount of wireless telephone and Voice over
Internet Protocol users. The decline in revenue would have caused a reduction in Poison Control activities.
(Effective August 12, 2005)
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2004 TAX LAWS

Laws 2004, Chapter 305 amended A.R.S. § 42-5252 to redllocate a portion of the Telecommunications Provider
Proceeds Tax from the Telecommunication Fund for the Deaf, which now will receive 0.68% of providers gross
proceeds, to the Teratogen Information Program Fund, which will receive 0.01% of providers gross proceeds. The
Teratogen Information Program will include information on possible teratogen exposure, educational programs and
materials, and atoll-free telephone number to provide information. (Effective June 30, 2004)

2003 TAX LAWS

Laws 2003, Chapter 263 amended A.R.S. § 42-5252 to expand the purposes for which this excise tax may be used
to also include the Poison Control System and the operating costs of the ASDB. Of the 1.1% total surcharge on
local phone hills, the act permanently allocated 0.69% to the Commission for the Deaf and the Hard of Hearing
(Commission), 0.18% to DHS, and 0.23% to ASDB. In prior years 0.8% of the 1.1% tax was alocated to the
Commission and the remaining 0.3% was alocated to DHS. The FY 2004 appropriations from the tax to the
Commission and DHS were not reduced as a result of the statutory changes since the new alocations provided
adequate funding for Commission and DHS operations. The act also established an ASDB Telecommunications
Tax Fund consisting of monies received from the telecommunications tax.

A listing of tax law changes prior to the 2002 legidlative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.
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UNDERGROUND STORAGE TANK TAX

DESCRIPTION

The tax applies to certain petroleum products and hazardous substances regulated under the Federal Comprehensive
Environmental Response, Compensation and Liability Act of 1980. The tax finances the Assurance Account of the
Underground Storage Tank Revolving Fund to provide partial coverage for corrective action costs incurred by the
Department of Environmental Quality (DEQ) and owners, operators, or political subdivisions. This tax became
effective from and after July 1, 1990.

Laws 2004, Chapter 273 repeals the Underground Storage Tank (UST) Program and the associated 1¢ excise tax on
or after July 1, 2011. The program will be replaced by the Regulated Substance Fund.

DISTRIBUTION

The Director of the Arizona Department of Transportation (ADOT) acts as the collecting agent for the Director of
DEQ and is required by the 20th day of each month to distribute the Underground Storage Tank (UST) Tax monies,
net of administrative costs, received during the preceding calendar month to the Director of DEQ [A.R.S. § 28-
6001]. The tax monies are then credited into the Underground Storage Tank Revolving Fund as follows [A.R.S. §
49-1036]:

¢ Nine-tenthsto the Assurance Account.

e One-tenth to the Grant Account. When the balance exceeds $5,600,000, the excess amount is credited to the
Assurance Account. The cap was reached in August 1994 and deposits are now credited to the Assurance
Account.

No funding is currently credited to the Regulatory Account, which will consist of monies appropriated by the
L egislature, expenses, costs and judgements recovered, fees, and gifts.

Monies generated and collected from Maricopa County are segregated from the monies collected and generated in
other counties and are deposited in an Area A Account. [A.R.S. § 49-541]

Assurance Account. Tax moniesin this account can be used in the following manner [A.R.S. § 49-1051]:

e Partial coverage for corrective action costs incurred by a political subdivision or an owner or an operator of an
underground storage tank which is subject to the tax.

¢ Reimburse DEQ for costsin taking corrective actions [A.R.S. § 49-1017].

e Reimburse DEQ for "reasonable” administration costs.

Legidative Report. The Director of DEQ by December 1 each year shall report to the Legisature the Assurance
Account activities and make recommendations for any revisions to the tax rate in order to maintain an average
Assurance Account balance of $36,000,000 [A.R.S. § 49-1051 (D)].

Reimbursable Costs. The Assurance Account may be used to reimburse costs of corrective actions incurred in soil
and groundwater remediation. Effective July 1, 1996, groundwater and soil remediation coverage ceilings were
raised to $1,000,000 from $225,000 for those persons with a $25,000 deductible policy [A.R.S. § 49-1054].

Grant Account Termination. The Grant Account and the DEQ'’ s authority to issue grants terminated on December
22, 2002.

Grant Account Transfer. All unobligated monies remaining in the Grant Account on December 31, 2002 are
transferred to the Municipal Tank Closure and Corrective Action Program Account [A.R.S. § 49-1073].
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Tablel
UNDERGROUND STORAGE TANK TAX COLLECTIONS

Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 $31,581,687 FY 1998 $26,829,641
FY 2007 $32,091,982 FY 1997 $23,056,300
FY 2006 $36,174,109 FY 1996 $24,624,400
FY 2005 $30,759,200 FY 1996 $24,624,400
FY 2004 $28,090,000 FY 1995 $23,125,400
FY 2003 $27,769,100 FY 1994 $24,785,500
FY 2002 $27,819,100 FY 1993 $18,572,600
FY 2001 $30,025,484 FY 1992 $18,405,130
FY 2000 $28,963,803 FY 1991 $17,284,600
FY 1999 $27,761,117

SOURCE: Department of Environmental Quality.

WHO PAYSTHE TAX

The operator and owner of an underground storage tank which serves as the final dispenser of motor vehicle fuel,
aviation fuel, diesal and other regulated substances is responsible for payment of thistax. Underground storage tank
means tank(s) used to contain regulated substances with at least 10% of its volume underground [A.R.S. § 49-1001
and 49-1031(B)].

Excluded are:

1) non-commercial types of tanks

2) certain regulated pipeline facilities

3) tanksowned and operated by Indian tribes

4) septic tanks or wastewater collection systems

5) surface water impoundment pit

6) tanks situated on the floor of an underground area such as a basement.

A separate license is not required for payment of thistax [A.R.S. § 28-6003(B)].

TAX BASE AND RATE

Thetax rateis 1¢ per gallon of regulated substance placed in atank in any calendar year [A.R.S. § 49-1031].
"Regulated substance” means petroleum or a substance defined in the Comprehensive Environmental Response,
Compensation and Liability Act of 1980, not including a substance regulated as hazardous waste under the Solid
Woaste Disposal Act of 1984 [A.R.S. § 49-1001].

The tax does not apply to (1) underground storage tanks operated by the Federal or State Government or (2) USTs
used for jet fuel [A.R.S. § 49-1031(C)]. Indian tribes are aso exempt but through an intergovernmental agreement
may participate in the partial coverage by paying the UST Tax [A.R.S. § 49-1055].

Additional fees

Owners and operators subject to the UST Tax shall pay an annual registration fee of $100 for each tank [A.R.S. §
49-1020].

PAYMENT SCHEDULE
The tax is due and payable annually by March 31 for the proceeding calendar year and is delinquent if not
postmarked or delivered in person by that same date. A returnisrequired to be filed at thistime [A.R.S. § 49-1032].

But most taxpayers make periodic payments to ADOT at the same time and manner as the Motor Vehicle Fuel Tax.
This refers to those distributions of products that ADOT normally collects for, such as gasoline, aviation fuel, and
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diesel oxygenated fuel. Other regulated substances such as kerosene, new and used oil, and CERCLA hazardous
substances shall be collected by DEQ at the annual March 31 date mentioned above [A.R.S. § 28-1599.45(D)].

The Director of DEQ may extend the filing time for "good cause" provided at least 90% of the tax liability is paid
upon the extension request [A.R.S. § 49-1033].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in 2002, 2003, 2006, 2007 and 2008.
2005 TAX LAWS

L aws 2005, Chapter 332 suspends the administrative cap established in A.R.S. § 49-1051B2 and B3, for FY 2006
and the Department of Environmental Quality may transfer $6,031,000 from the Assurance Account of the
Underground Storage Tank Revolving Fund for administrative costs of the Underground Storage Tank Leak
Prevention Program and funding for the Used Oil Program.

2004 TAX LAWS

L aws 2004, Chapter 280 suspends the administrative cap established in A.R.S. § 49-1051B2 and B3, for FY 2005
and the Department of Environmental Quality may transfer $6,930,900 from the Assurance Account of the
Underground Storage Tank Revolving Fund for administrative costs of the Underground Storage Tank Leak
Prevention Program, funding for the Used Oil Program and integrating the Assurance Account and UST databases
into a single database.

Laws 2004, Chapter 273 repeals the Underground Storage Tank (UST) Program and the associated 1¢ excise tax
on or after July 1, 2011. The program will be replaced by the Regulated Substance Fund (RSF). The legislation sets
June 30, 2010 as the last date to make a claim against the SAF. RSF is to receive $60,000,000 from the Assurance
Account. Any amount in excess of $60,000,000 goes to the General Fund. If the Assurance Account total is less
than $60,000,000, the 1¢ tax will continue to be imposed until a balance of $60,000,000 is accumulated in the RSF,
or until December 31, 2013, whichever comes first. At that point, the UST Program and the tax will be repealed.
The RSF will then be the funding source for underground storage tanks where the owner cannot be located.

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.
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UNEMPLOYMENT INSURANCE TAX

DESCRIPTION

To reduce the economic insecurity due to unemployment, the Legislature enacted laws for the compulsory setting
aside of unemployment reserves for the benefit of persons unemployed through no fault of their own. Thus, each
employer is required to make contributions to the state based on wages paid for employment. These contributions
are deposited in the Unemployment Compensation Fund and used to pay benefits to such unemployed persons.

Pursuant to Laws 2000, Chapter 383, the state began levying anew tax referred to as the Job Training Employer Tax
as of January 1, 2001. This tax is imposed on each employer in the state at 0.1% of taxable wages. To hold
employers harmless, the state also reduced the unemployment tax rate by the same percentage. The new tax is
collected by the Department of Economic Security, and deposited in the Arizona Job Training Fund (for more
information, see separate description under the Job Training Employer Tax section).

DISTRIBUTION

Contributions are deposited in the Unemployment Compensation Fund and are used for the benefit of persons
unemployed through no fault of their own [A.R.S. § 23-701].

Tablel
UNEMPLOYMENT INSURANCE TAX COLLECTIONS
Unemployment Reimbursement Federal
Fisca Year Total Collections Tax Contributions Paymentsin Lieu of Tax Rei mbursements
FY 2008 $301,561,384 $282,038,804 $14,111,465 $5,411,115
FY 2007 $324,836,608 $304,835,124 $13,736,790 $6,264,694
FY 2006 $311,615,055 $288,389,906 $16,099,858 $7,125,290
FY 2005 $254,702,773 $228,222,848 $18,269,674 $8,210,251
FY 2004 $239,618,898 $162,309,395 $20,411,672 $56,897,831
FY 2003 $228,540,796 $135,055,266 $16,718,797 $76,766,733
FY 2002 $185,776,445 $137,021,529 $11,142,567 $37,612,349
FY 2001 $173,555,672 $161,067,162 $6,967,171 $5,521,339
FY 2000 $164,634,552 $153,057,470 $6,880,773 $4,696,309
FY 1999 $187,458,343 $175,626,310 $7,138,106 $4,693,927
FY 1998 $212,383,380 $199,086,932 $8,009,523 $5,286,925
FY 1997 $221,693,418 $206,596,749 $8,137,939 $6,958,730
FY 1996 $234,080,469 $216,800,153 $9,393,816 $7,886,500
FY 1995 $219,218,067 $200,018,374 $10,731,555 $8,468,138
FY 1994 $250,185,770 $177,017,525 $11,103,155 $62,065,090
FY 1993 $241,049,444 $124,839,134 $10,575,310 $105,635,000
FY 1992 $172,742,164 $ 99,307,405 $10,032,259 $63,402,500
FY 1991 $113,606,086 $ 99,799,840 $7,491,246 $6,315,000
FY 1990 $121,038,767 $105,222,899 $9,870,868 $5,945,000
FY 1989 $124,207,365 $112,569,050 $6,393,315 $5,245,000

SOURCE: Department of Economic Security, Research Administration, Economic Analysis.

WHO PAYSTHE TAX

The unemployment insurance tax is paid by Arizona employers or employing units [A.R.S. § 23-726].

definition of employer and employing unit see A.R.S. 8 23-613.)
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The following employers are excluded from the definition of employer and are therefore not subject to the
unemployment insurance tax:

(1) Any employer who has not employed at least one individual for some portion of a day in each of 20 different
calendar weeks during the current or preceding calendar year and has not paid $1,500 or more in wages in any
calendar quarter of the current or preceding calendar year. This exclusion does not apply to an employer of the
following services:

() Services performed in the employ of this state or any of its instrumentalities, any political subdivisions of
this state and their instrumentalities or any combination of these employing units with each other or with
similar employing unitsin other states.

(b) Services performed for an employing unit that volunteer for coverage.

(c) Services that are subject to the Federal Unemployment Tax, when a credit may be taken against the
federal tax for amounts paid into the State Unemployment Compensation Fund.

(d) Services performed for an employing unit that acquires the business of a covered employer.

(2) Any employing unit that has not employed at least 10 individuals in each of 20 calendar weeks during the
current or preceding calendar year and has not paid $20,000 or more in wages in any calendar quarter of the
current or preceding calendar year for agriculture employment.

(3) An employing unit that has not paid $1,000 or more in wages in any caendar quarter of the current or
preceding calendar year for domestic service in a private home, local college club, or local chapter of a college
fraternity or sorority.

(4) Anemployer that has a quarterly Unemployment Insurance Trust Fund contribution amount of less than $10.

NOTE: Employers, once covered by unemployment insurance, are not permitted to terminate coverage simply by
virtue of thisexemption [A.R.S. § 23-725].

TAX BASE

The tax base is the wages from employment. The unemployment insurance tax is levied on the first $7,000 of wages
paid by an employer to each employee during a calendar year. Wages means remunerations for services from
whatever source including commissions, bonuses, fringe benefits and the cash value of remuneration in any medium
other than cash [A.R.S. § 23-622]. (Exclusions from the statutory definition of wages are provided in A.R.S. § 23-
622(B).)

The following services are not included in definition of employment [A.R.S. § 23-615 and § 23-617]:

(1) Service performed outside of the United States or in connection with aforeign vessel or aircraft.

(2) Service performed in the employ of a son, daughter or spouse.

(3) Service performed by an individual under the age of 21 in the employ of his father or mother.

(4) Service performed whilein the employ of the United States Government.

(5) Service performed while in the employ of an instrumentality of the United States Government that is wholly or
partially owned by the United States or is exempt from the tax imposed by Section 3301 of the Federa Internal
Revenue Code, unless unemployment taxation by the states is permitted by federal law.

(6) Service performed entirely in the employ of another state or its political subdivisions or in the employ of an
instrumentality that is wholly owned by one or more states or political subdivisions and which exercises only
governmental as distinguished from proprietary functions.

(7) Services performed in the employ of political subdivisions or other states if exempt under the United States
Constitution from the tax imposed by Section 3301 of the Federal Internal Revenue Code, unless performed in
the employ of this state and one or more other states or their instrumentalities.

(8) Services performed in the employ of this state, its political subdivisions or any instrumentalities of this state
and its subdivision in any of the following capacities:

(8) Asan elected official or member of alegislative body or the judiciary.

(b) In a major non-tenure policy-making or advisory position or a policy-making or advisory position that
does not require more than 8 hours per week to perform.

(c) Asamember of the State National Guard or Air National Guard.

(d) Onatemporary basis when an emergency has been declared.

(9) Services performed in the employ of this state or any of its instrumentalities, for a hospital or institution of
higher education located in this state, or services performed for a religious, charitable, educational, or other
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organization exempt from the Federal Unemployment Tax Act under Section 3306(C) in any of the following

capacities:

(@) As part of an unemployment work-relief or work-training program financed in whole or in part by a
government entity.

(b) In connection with arehabilitation program for individuals whose earnings capacity is impaired by age or
physical or mental deficiency or injury.

(c) Services performed by inmates of custodial and penal ingtitutions.

(d) Services performed in the employ of a church, convention or association of churches or an organization
operated primarily for religious purposes under the direction of a church or convention or association or
churches.

(e) Services performed by an ordained or licensed minister or by a member of a religious order in
performance of duties required by the order.

(10) Service for which unemployment compensation is payable under a system established by an act of Congress
unless a credit is offered against such payments for contributions to a State Unemployment Fund.

(11) Services performed in any calendar quarter in the employ of an organization exempt from income tax under
Sections 501(a) or 521 of the Federal Internal Revenue Code, if remuneration for such service is less than $50.
This exemption does not apply to organizations described in Section 401(a) of the Internal Revenue Code.

(12) Service performed in the employ of a school, college or university by @) a student regularly attending classes,
or b) the spouse of a student, if the spouse is advised that the employment is provided under a program of
financial assistance to the student and that the employment will not be covered by any program of
unemployment compensation.

(13) Services performed in the employ of a non-profit religious, charitable, scientific, educationa or literary
organization or in the employ of societies for the prevention of cruelty to children or animals or organizations
performing testing for public safety. This exemption does not apply to the following services:

(a) Services performed in the employ of an organization that had in its employ 4 or more individuals for some
portion of a day in each of 20 weeks during the current or preceding calendar year, if these organizations
are exempt from Section 3306(C) of the Federal Unemployment Tax Act.

(b) Services performed in the employ of an organization liable for any federal tax against which credit may be
taken for contributions paid into the State Unemployment I nsurance Fund.

NOTE: According to the Unemployment Insurance Administration within the Department of Economic Security,
none of the organizations listed is exempt under this provision because of the effects of (a) and (b).

(14) Services performed by student nurses and interns while in the employ of ahospital or nurses training school.

(15) Service performed by an individual under the age of 18 in the distribution or delivery of newspapers to the
ultimate consumer.

(16) Service performed by an individua in the sale of newspapers or magazines to the ultimate consumer, when the
sales are made under an arrangement by which the employee's compensation is based on the retention of the
amount he receives in excess of what was charged for the newspapers or magazines.

(17) Service performed in the employ of aforeign government.

(18) Service performed in the employ of an instrumentality wholly owned by a foreign government, if the foreign
government grants an equivalent exemption to employees of the United States government for service of a
similar nature.

(19) Service covered by an arrangement between the Department of Economic Security and agencies charged with
the administration of any other state or Federal Unemployment Compensation Law when services performed
for the agency are deemed to be performed within that agency's state.

(20) Casual labor not in the course of the employer's trade or business.

(21) Services performed by an individual for an employing unit as an insurance agent, insurance solicitor, licensed
real estate salesman or broker, licensed cemetery salesman or broker or a securities salesman, if such serviceis
performed for remuneration solely by way of commission.

(22) Services performed by an individual enrolled as a full-time student at a nonprofit or public educational
institution in a program that combines academic instruction with work experience. This exemption does not
apply to services subject to the Federal Unemployment Tax, when a credit may be taken against the federal tax
for amounts paid into the State Unemployment Compensation Fund.

(23) Service performed by a patient in the employ of a hospital.

(24) Services performed by individuals engaged in door-to-door sales of consumer goods who receive commissions,
overrides or profits based on such sales. This exemption does not apply to employees of nonprofit
organizations or employees of this state or its political subdivisions or instrumentalities.
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(25) Services performed by individuals in the preparation of tax returns, if the only remuneration received for such
serviceisin the form of acommission. This exemption does not apply to employees of nonprofit organizations
or employees of this state or its political subdivisions or instrumentalities.

TAX RATE

The standard rate of contribution is 5.40% of the wages paid by the employer during each calendar year [A.R.S. §
23-728].

An employer, whose account has not been chargeable with benefits during the 12 consecutive calendar month period
ending June 30 of the preceding calendar year, pays a contribution rate of 2.70% [A.R.S. § 23-729].

A revised contribution rate is computed if the employer's account has been subject to charges for benefits for the
above period. The revised rate will depend on the employer's reserve, which is the contributions received from the
employer versus benefits charged [A.R.S. § 23-730]:

(1) If the employer'stotal contributions, paid on or before July 31 of the preceding calendar year from wages paid
prior to July 1 of the preceding calendar year, equals or exceeds the total benefits chargeable to the employer's
account prior to July 1 of the preceding calendar year with respect to weeks of unemployment beginning prior
to July 1; the contribution rate for the ensuing calendar year is determined by the employer's Positive Reserve
Ratio. An employer's reserve ratio is the percentage that results from dividing the reserve surplus (the excess
of contributions paid to the Unemployment Fund over benefits charged to the employer's account) by the
employer's average annual payroll. The new contribution rate is determined from the Positive Reserve Ratio as

shown below:
Table2
Positive Reserve Ratio Contribution Rate
less than 3% 2.60%
3% to 4% 2.40%
4% to 5% 2.15%
5% to 6% 1.90%
6% to 7% 1.65%
7% to 8% 1.40%
8% to 9% 1.15%
9% to 10% 0.90%
10%to 11% 0.65%
11% to 12% 0.40%
12% to 13% 0.15%
13% or more 0.02%

(2) If an employer's reserve egquals zero, the contribution rate for the ensuing calendar year shall be 2.70%.

(3) If thetotal of al employer's contributions, paid on or before July 31 of the preceding calendar year from wages
paid by an employer prior to July 1 of such year, is less than the total benefits chargeable to the employer's
account prior to July 1 of such year, with respect to the weeks of unemployment beginning prior to July 1, the
employer's contribution rate for the ensuing calendar year shall be determined from the employer's Negative
Reserve Ratio in accordance with the table provided below. An employer's Negative Reserve Ratio is the
percentage resulting from dividing the employer's reserve deficit (the excess of benefits charged over
contributions paid) by the employer's average annual taxable payroll.

NOTE: Benefits paid as a result of unemployment due to a labor dispute, strike or lockout is not used as a factor in
determining the contribution rate of affected employers[A.R.S. § 23-777(C)].

The table applicable to rate computation for calendar year 2001 and thereafter is:
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Table3
Negative Reserve Ratio Contribution Rate
less than 3% 2.85%
3% to 4% 3.05%
4% to 5% 3.35%
5% to 6% 3.55%
6% to 7% 3.80%
7% to 8% 4.05%
8% to 9% 4.30%
9% to 10% 4.55%
10% to 11% 4.80%
11% to 12% 5.05%
12% to 13% 5.30%
13% or more 5.40%

Employer contribution rates may be further adjusted depending on the level of assets in the Unemployment
Compensation Fund [A.R.S. § 23-730]. Theratio of total assets of such fund on July 31 to the total taxable payrolls
for the preceding year is designated as the Fund Ratio, and is used to determine the Required Income Rate in
accordance with the following schedule:

Table4
Fund Ratio Required Income Rate
12.0% or more 0.40%
10.0% to 12.0% 0.50%
9.5% to 10.0% 0.60%
9.0% to 9.5% 0.70%
8.5% t0 9.0% 0.80%
8.0% to 8.5% 0.90%
7.5% to 8.0% 1.00%
7.0% to 7.5% 1.10%
6.5% to 7.0% 1.20%
6.0% to 6.5% 1.30%
5.5% to 6.0% 1.40%
5.0% to 5.5% 1.50%
4.5% to 5.0% 1.70%
4.0% to 4.5% 1.80%
3.5% to 4.0% 2.00%
3.0% to 3.5% 2.20%
less than 3.0% 2.40%

Each year the department computes the Estimated Required Tax Yield from employers. This is the product of the
total taxable payrolls for the preceding year multiplied by the Required Income Rate as determined from the Fund
Ratio. The contribution rates are adjusted proportionately if the Estimated Required Tax Yield differs from the
amount that would be collected using the contribution rates determined from the employer's Reserve Ratio. An
employer's final rate of contribution is never lessthan 0.10% [A.R.S. § 23-730].

Certain non-profit organizations, this state or other states and their political subdivisions may elect to make
payments in lieu of contributions equal to the regular benefits and one-half of the extended benefits paid
[A.R.S. §23-750].

Since 1982, certain employers who implement a Shared Work Plan have been assigned an extra contribution rate in
addition to the regular unemployment contribution rate [A.R.S. 8 23-765]. A Shared Work Plan is a written plan
under which an employer arranges to secure unemployment benefits for a group of his employees working a reduced
work week, as an aternative to a complete lay off of some or al these employees. The law provides that the
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additional rate is paid by employers with Shared Work Plans only when they have a Negative Reserve Ratio as
follows:

Table5
Percentage Added
to Regular Contribution Rate for the
Reserve Ratio Next Calendar Y ear
-.05 or less and greater than -.15 1%
-15o0r less 2%

The additional rate does not apply if any of the following conditions apply:

(1) Theemployer has a positive reserve ratio or areserve ratio equal to zero.

(2) The employer's account has not been charged with shared work benefits during the prior 12-month period, if
the employer's reserve ratio is more favorable than it was as of the least computation date.

(3) Theemployer's account has not been charged with shared work benefits during the prior 24-month period.

PAYMENT SCHEDULE

Contributions are paid by employers on a quarterly basis with due dates determined by the Department of Economic
Security [A.R.S. § 23-723]. The Department serves as the collecting agency [A.R.S. § 23-726(A)].

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in 2002, 2003, 2006 and 2007.
2008 TAX LAWS

Laws 2008, Chapter 36 established a statutory time limit of 6 years for the Department of Economic Security to
collect delinquent Unemployment Insurance contributions, payments in lieu of contributions, interest or penalties.
The law suspends the 6-year time limit if the Department of Economic Security has initiated civil action to collect
the debt. Laws 2008, Chapter 36 also repealed and rewrote statute relating to the authority of the Department of
Economic Security to release, subordinate and withdraw liens.

2005 TAX LAWS

L aws 2005, Chapter 178 provided language for the state to comply with the federal State Unemployment Tax Act
(SUTA) Dumping Prevention Act of 2004. SUTA dumping refers to a tax evasion scheme where shell companies
are formed and creatively manipulated to obtain low unemployment insurance tax rates. Laws 2005, Chapter 178
established rules and defined penalties intended to prevent SUTA dumping. (Effective August 12, 2005)

2004 TAX LAWS

Laws 2004, Chapter 251 made miscellaneous changes in beneficiary eligibility requirements and increased the
maximum weekly benefit from $205 to $240 per week beginning July 1, 2004. Beginning January 1, 2005, an
employer is not required to contribute to the Ul Trust Fund or to pay the job training employer tax if its quarterly
contribution amount is less than $10.

A listing of tax law changes prior to the 2002 legislative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.
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JOB TRAINING EMPLOYER TAX

DESCRIPTION

The state established a job training program administered by the Department of Commerce in 1993. In order to
receive state funding, employers had to provide at least 25% of the total program training costs.

As of January 1, 2001, the state began levying a new job training employer tax to provide job training for both new
and existing employees. The tax is imposed on each employer in the state at 0.1% of taxable wages. The tax is
collected by the Department of Economic Security and deposited in the Arizona Job Training Fund. To receive
monies from the fund, employers are required to contribute a portion of the training costs, up to 50% of the total,
depending on the type of worker receiving the training. The 0.1% job training tax was accompanied by a
corresponding decrease in the unemployment tax rate in order to hold employers harmless to the new tax.

DISTRIBUTION

Thejob training employer tax is deposited in the Arizona Job Training Fund [A.R.S. § 23-769].

Tablel
JOB TRAINING EMPLOYER TAX COLLECTIONS
Fiscal Year Net Collections Fiscal Year Net Collections
FY 2008 NA FY 2004 $12,350,720
FY 2007 $15,973,538 FY 2003 $12,549,532
FY 2006 $14,653,279 FY 2002 $13,371,382
FY 2005 $13,317,153 FY 2001 $6,478,539
SOURCE: Department of Commerce.

The fund provides grants to train new and existing employees for new and expanding companies and companies
undergoing economic conversion with the following conditions [A.R.S. § 41-1541 and A.R.S. § 41-1544]:

o Employers pay 50% of the costs associated with training existing workers and 25% of the cost to train new
employees

e A minimum of 25% of the moniesin the fund must be used to provide training to businesses employing less than
100 people

e A minimum of 25% must be used to train workersin rura areas of the state

e No more than 50% of the monies in the fund can be used for incumbent worker training

e Single grants do not make up more than 10% of the fund total

Training is provided by state community colleges, private post-secondary educationa institutions, community
colleges operated by atribal government or another qualified training provider.

Laws 2003, Chapter 263 allowed the L egislature to appropriate monies from the Job Training Fund to help fund the
Department of Economic Security’s Job Opportunity and Basic Skills (JOBS) Program, which provides job training
to welfare clients. Monies have been appropriated to the JOBS program twice, with $3,829,400 and $3,914,400
being appropriated in FY 2004 and FY 2005, respectively.

WHO PAYSTHE TAX

The job training employer tax is levied on one-tenth of 1% of taxable wages paid to an employee each year [A.R.S.
§ 23-769].

The following employers are not subject to the job training employer tax pursuant to A.R.S. § 23-769:
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(1) Employers who have elected to become liable for payment in lieu of contributions pursuant to A.R.S. § 23-750.

These are generally non-profit agencies or governmental entities.

(2) Until the excise tax imposed pursuant to 26 United States Code section 3301 is reduced to 6% or less,
companies:

(8) With apositive reserve ratio of at least 13% pursuant to A.R.S. § 23-730

(b) With apositive reserve ratio of at least 12% but less than 13%

() That are assigned the contribution rate of 2% pursuant to A.R.S. § 23-729 or 2.7% pursuant to A.R.S. § 23-
730. Contribution rates determined each year. Companies that paid 2.7% or above of an employee's sdary
towards Unemployment Insurance are exempt from contributing towards the job training tax.

(d) With anegative reserveratio pursuant to A.R.S. § 23-730

TAX BASE

The tax base is the wages from employment.

TAX RATE

0.1% of taxable wages paid to an employee each year.
PAYMENT SCHEDULE

The tax is collected quarterly by the Department of Economic Security with monies deposited to the Department of
Commerce’ s Arizona Job Training Fund [A.R.S. § 23-769]. All monies deposited in the fund are to be expended for
costs related to training, except for the Department of Commerce reimbursing the Department of Economic Security
for the development costs of establishing the system to collect the job training employer tax and ongoing collection
costs[A.R.S. § 41-1544]. Ongoing tax collection costs average $775,000 per year.

IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

This tax was established in 2000 (effective January 1, 2001). There were no changes enacted to this tax in 2002,
2005, 2006, and 2008.

2007 TAX LAWS

Laws 2007, Chapter 293 delays the date of repeal of the Job Training Tax and Job Training Fund from December
31, 2007 to December 31, 2011. The law also eliminates the provisions that allowed unawarded monies from the
minimum percentages set aside for rural and small business job training grants to be awarded to any qualified
applicant after June 15 of each fiscal year. Furthermore, the law enumerates employer costs that are ineligible for
reimbursement from the Job Training Fund, increases business representation on the Governor’s Council on
Workforce Policy from 51% to 55% of the membership, and requires the Department of Commerce to create an
online application system for the Job Training Fund.

2004 TAX LAWS

Laws 2004, Chapter 251 exempts an employer from paying the job training employer tax if its quarterly
Unemployment Insurance Trust Fund contribution amount is less than $10. (Effective January 1, 2005)

2003 TAX LAWS

Laws 2003, Chapter 263 permits the use of monies from the Job Training Fund to be used for Department of
Economic Security’s JOBS Program, which provides job training for welfare clients.

A listing of tax law changes prior to the 2002 legidlative session is available on the JLBC Web site located at
www.azl eg.gov/jlbc/08taxbook/08taxbk.pdf.
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WATER USE TAX

DESCRIPTION

The tax is applied on water use by a municipal water delivery system. The tax, together with various registration or
license fees, provides a dedicated funding source for the Water Quality Assurance Revolving Fund (WQARF).

DISTRIBUTION
Table 1 below provides historical water use tax collections since FY 1991. Net tax collections (gross collections

less collection fees) are deposited in WQARF by the State Treasurer. [A.R.S. § 42-5304]. Allowable uses of
WQARF-monies are detailed in A.R.S. § 49-282(E).

Tablel
WATER USE TAX COLLECTIONS
Fiscal Year WQARF Fiscal Year WQARF
FY 2008 $2,920,293 FY 1999 $1,957,725
FY 2007 $2,449,270 FY 1998 $1,842,707
FY 2006 $2,403,644 FY 1997 $1,909,981
FY 2005 $2,156,683 FY 1996 $1,842,707
FY 2004 $2,195,590 FY 1995 $1,653,929
FY 2003 $2,150,995 FY 1994 $1,637,633
FY 2002 $2,214,093 FY 1993 $1,469,845
FY 2001 $2,120,483 FY 1992 $1,490,480
FY 2000 $2,081,879 FY 1991 $829,722
SOURCE: Department of Revenue, Annual Reports.

WHO PAYSTHE TAX
The tax is paid by the owners or operators of municipal water delivery systems[A.R.S. § 42-5302(B)].

A "municipal water delivery system” is an entity that distributes or sells potable water mainly through a pipeline
system owned by either: [A.R.S. § 42-5301]

e Anincorporated city or town.

o A private entity regulated as a public service corporation by the Arizona Corporation Commission.
o A special taxing district under Title 48, Chapter 6 of the Arizona Revised Statutes.

o An entity regulated as awater supply system by the Department of Environmental Quality.

TAX BASE AND RATE

The tax base is gallons of water delivered to customers of a municipal water delivery system. Water delivered to a
customer for resale is exempt from thistax. The tax rate is 0.65 of one cent per 1,000 gallons of water delivered to
customers [A.R.S. § 42-5302(A)].

PAYMENT SCHEDULE

Payment of the Water Use Tax, if the municipal water delivery system is also subject to the Transaction Privilege

Tax, is reported and paid monthly to the Department of Revenue with the Transaction Privilege Tax. Otherwise, the
due and delinquent date is the same as the Transaction Privilege Tax [A.R.S. § 42-5302(B) and A.R.S. § 42-5014].
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IMPACT OF TAX LAW AND REVENUE CHANGES

The following section is a summary by year of tax law changes that have been enacted by the Legislature since
2002.

There were no changes enacted to this tax in the period from 2002 to 2008.

A listing of tax law changes prior to the 2002 legidative session is available on the JLBC Web site located at
www.azleg.gov/jlbc/08taxbook/08taxbk.pdf.
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APPENDIX

FIsCAL IMPACT OF STATUTORY TAX CHANGES

This report details the estimated dollar value of individual historical tax law changes enacted by the Legisature
since FY 1989. Thereport islimited to tax law changes with a General Fund revenue impact.

The report includes individual tables for calendar years 1988 through 2008. The tables provide a listing of tax law
changes for each calendar year, and the estimated dollar revenue impact of these changes for ensuing fiscal years.
Also included is a one-page summary of the estimated impact of tax law changes for each fiscal year, which
provides the estimated marginal dollar value of tax law changes relative to the prior year.

Since the repeal of the state property tax in 1996, the General Fund revenue impact of property tax legidation is
often negligible. Instead, property tax law changes typically affect the General Fund by increasing Arizona
Department of Education (ADE) expenditures. Generally, any legislation that reduces the local property tax base
resultsin higher General Fund expenditures. Under the statutory K-12 funding formula, the state share of education
funding increases whenever local property values decrease. This higher level of K-12 spending is not reflected in
the following tables.

There are severa caveats related to the estimated dollar impact of tax law changes included in this report. The
impact of the 0.6% sales tax authorized by Proposition 301 in 2000 has not been included in the following tables.
Also, the tobacco tax increases authorized by Proposition 303 in 2002 and Propositions 201 and 203 in 2006 have
not been included. The revenues generated by these tax law changes were deposited into dedicated funds; therefore
they did not have a General Fund impact.

Additionally, no inflation factors have been applied to the “out year” estimates, which may understate their impact.
Also, the estimates do not include a“dynamic” component. The potential behavioral impact on taxpayers of tax cuts
or tax increases has not been incorporated in the numbers. It is very difficult to estimate how inflationary changes,
aswell as changes in taxpayer behavior over a period of time, would have impacted the estimated dollar value of tax
law changes enacted in prior years. As a result, cumulative totals for the margina annua values of the tax law
changes are not provided.

The estimated incremental value of tax law changes for FY 2009 is a $(34.5) million decrease. This amount
includes a $(33.5) million incremental impact for tax law changes enacted in prior years, primarily the second year
of the implementation of the use of an optional enhanced sales factor in computing corporate income tax. In
addition, it includes the $(1.0) million impact of 2008 legislation conforming to new Internal Revenue Service
changes. Details of the tax law changes may be found in the Economic and Revenue Forecast section of the FY
2009 Appropriations Report.

JLBC Staff
September 2008
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Estimated Incremental Dollar Value of General Fund Tax Changes v
($in Thousands)

Total ?

Fiscal Sales Individual Corporate Property Other Annual
Year Tax Income Tax Income Tax Tax Taxes Changes
1989 23,100.0 35,400.0 29,000.0 28,200.0 6,000.0 121,700.0
1990 7,000.0 63,900.0 - 22,600.0 15,800.0 109,300.0
1991 (4,404.0) 118,680.0 30,900.0 49,640.0 13,560.0 208,376.0
1992 (377.5) 9,200.0 400.0 - 485.0 9,707.5
1993 (7,972.1) (13,500.0) - (1,343.0) 3,472.0 (19,343.1)
1994 (12,243.5) (10,776.0) - (1,200.0) (1,233.0) (25,452.5)
1995 (21,217.0) (102,826.0) 4,200.0 (850.0) - (120,693.0)
1996 (46,151.9) (202,260.5) (18,000.0) (18,256.0) - (284,668.4)
1997 (23,449.3) (950.0) (60.0) (150,078.0) - (174,537.3)
1998 (59,907.9) (114,969.0) 2,601.9 - (105.0) (172,380.0)
1999 (3,684.2) (51,091.5) (7,015.2) - (80,000.0) (141,790.9)
2000 (8,402.3) (27,177.9) (13,982.3) (51.6) (55,000.0) (104,614.1)
2001 (3,392.0) (82,895.0) (46,486.1) (30.0) (25,000.0) (157,803.1)
2002 (2.1) 9,825.3 (40,759.6) (2,234.9) - (33,171.3)
2003 (2.2) 11,384.5 21,567.0 (1,738.3) (18,830.0) 12,381.0
2004 - - - 7,000.0 50,418.1 57,418.1
2005 - (1,834.0) - (7,000.0) 3,892.0 (4,942.0)
2006 (600.0) (14,200.0) (3,250.0) - - (18,050.0)
2007 (1,678.6) (176,090.0) (10,990.0) - (5,000.0) (193,758.6)
2008 (100.0) (185,510.0) (31,900.0) - - (217,510.0)
2009 - (4,470.0) (30,080.0) - - (34,550.0)

1/ The estimates exclude one-time increases or decreases in revenue collections. The tax changes also exclude
General Fund distribution formula changes and additional K-12 expenditures that were the direct result of

property tax legislation.
2/ Each yearly amount represents the incremental dollar value of tax law changes relative to the prior year. For
example, the total net tax reduction in FY 2001 relative to FY 2000 was $(157.8) million.




TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1988
($in Thousands)

FY 1988 FY 1989

INDIVIDUAL INCOME
Elimination of Gasoline Deduction 10,000.0
Ch. 271
Federal Income Tax Windfall Cap 25,400.0
Ch. 271
TOTAL INDIVIDUAL INCOME 35,400.0
CORPORATE INCOME
Elimin. of Lower Cap. Gains Rate 14,000.0
Ch. 271
Controlled Corp. Dividends Conformed 13,000.0
Ch. 271
Depletion Deduction Conformed 1,000.0
Ch. 271
Elimination of Gasoline Deduction 1,000.0
Ch. 271
TOTAL CORPORATE INCOME 29,000.0
SALESAND USE
Accounting Allowance Cap. - $500 3,000.0
Ch. 271
No Exemption for Semi-conductors 1,700.0
Ch. 271
Taxation of Casual Commercia Rents 3,300.0
Ch. 271
Hotel/Motel Tax Increase to 5.5% 4,200.0
Ch. 271
Rental Real Property Increase to 5% 10,900.0
Ch. 271
TOTAL SALESAND USE 23,100.0
PROPERTY
Assessment Ratio Freeze to 1987 1,600.0
Ch. 271
QTR for Homeowners Capped 9,300.0
Ch. 271
State Education Rate Set at $0.09 17,300.0
Ch. 271
TOTAL PROPERTY 28,200.0
OTHER
Increase Ins. Prem. Tax to 2.0% 6,000.0
Ch.4
TOTAL OTHER 6,000.0

TOTAL 121,700.0
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After thefirst year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1989
($ in Thousands)

INDIVIDUAL INCOME
Federal Conformity
Ch. 211

Eliminate Deduction of Fed. Excise Tax
Ch. 211

Federal Windfall Retention
Ch. 312

Reduce Consumer Interest Deduction to 50%
Ch. 312

Taxation of Previous Exempt Pensions
TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
None

TOTAL CORPORATE INCOME

SALESAND USE
Taxation of Catalog Sales
Ch. 312

TOTAL SALESAND USE

PROPERTY
Minimum QTR School District Tax
Ch. 312

Tax Reduction for Unorg. Districts
Ch. 312

TOTAL PROPERTY

OTHER
Minimum VLT to $30
Ch. 4

TOTAL OTHER
TOTAL

Notes:

FY 1989

FY 1990

1,900.0

4,000.0

16,800.0

39,000.0

2,200.0

63,900.0

7,000.0

7,000.0

26,000.0

(3,400.0)

22,600.0

15,800.0

15,800.0

109,300.0

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.

- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1990

($in Thousands)

INDIVIDUAL INCOME
Federal Conformity
Ch. 63

Tax Simplification - Widened Tax Base, Increased

Tax Rates
Ch.3

Limitation of Renters Credit
Ch.3

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
Federal Conformity
Ch. 63

Tax Simplification - Widened Tax Base
Ch.3

TOTAL CORPORATE INCOME

SALESAND USE
Elimination of Account Allowance
Ch.3

Tax Reduction - Rental Real Property
Ch.3

County Property Tax Relief
Ch.3

Rodeo Sales Exemption
Ch. 239

Tax Suspension - Federal Bldgs.
Ch. 251

Bed Tax to Tourism
Ch. 391

TOTAL SALESAND USE

PROPERTY
Minimum QTR School Dist. Tax
Ch.3

Assessment Ratio Changes
Ch.3

TOTAL PROPERTY

OTHER
Minimum QTR School Dist. Tax = Salt River
Ch.3

Assessment Ratio Changes = Salt River
Ch.3

Minimum VLT Reduction
Ch.3

Cigarette Tax Increase
Ch.3

TOTAL OTHER

TOTAL
Notes:

FY 1991

4,880.0

110,000.0

3,800.0

118,680.0

5,300.0

25,600.0

30,900.0

8,000.0

(1,800.0)

(10,000.0)

(47.0)

(94.0)

(463.0)

4,404.0

40,700.0

8,940.0

49,640.0

7,000.0

660.0

(3,600.0)

9,500.0

13,560.0
208,376.0

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.

- After thefirst year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1991
($ in Thousands)

FY 1991 FY 1992 FY 1993 FY 1994

INDIVIDUAL INCOME
Federal Conformity 7,600.0 7,600.0 7,600.0
Ch. 146
Eliminate Ret. Contrib. Subtraction 1,600.0 1,600.0 1,600.0
Ch. 155
TOTAL INDIVIDUAL INCOME 9,200.0 9,200.0 9,200.0
CORPORATE INCOME
Federal Conformity 400.0 400.0 400.0
Ch. 146
TOTAL CORPORATE INCOME 400.0 400.0 400.0
SALES AND USE
Membership Camping Tax 122.5 122.5 1225
Ch. 31
Medical Equipment Exemption (500.0) (500.0) (500.0)
Ch. 200
TOTAL SALESAND USE (377.5) (377.5) (377.5)
PROPERTY
Rental property; Assess. Reduction (1,200.0) (2,400.0)
Ch. 134
TOTAL PROPERTY (1,200.0) (2,400.0)
OTHER
Drano Tax Repea 320.0 320.0 320.0
Ch. 184
Groundwater Fees 165.0 165.0 165.0
Ch. 211
TOTAL OTHER 485.0 485.0 485.0

TOTAL 9,707.5 8,507.5 7,307.5
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1992
($in Thousands)

INDIVIDUAL INCOME
Increased Exemptions Phase-in
Ch. 290

Withhold Penalty Forgiveness
Ch. 220

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
None

TOTAL CORPORATE INCOME

SALESAND USE
Church Leases Exemption
Ch. 29

Restaurant Food: Use Tax Exemp.
Ch. 32

Motion Picture Sales Tax Refund
Ch. 96

Semi-Trailers, Bowl Games Exemption
Ch. 135

Feed and Seed Exemption
Ch. 162

Lessor Utility Exemptions
Ch. 215

Manufactured Bldgs. Exemptions
Ch. 217

Aircraft Sales Tax Exemptions
Ch. 222

Microwave Systems Exemptions
Ch. 237

R & D Equipment Exemptions
Ch. 238

Repeal Aircraft Exemptions
Ch. 290

TOTAL SALESAND USE

PROPERTY
Widow/Widower Exemption
Ch.5

Local Telecom. Property
Ch. 41

Pipeline Valuations
Ch.51

Sewer/Wastewater Prop. Cent. Valued
Ch. 347

TOTAL PROPERTY
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FY 1992

FY 1993

(12,000.0)

(1,500.0)

(13,500.0)

(50.0)

(100.0)

(67.1)

(600.0)

(1,600.0)

(1,921.0)

(100.0)

(300.0)

(84.0)

(250.0)

(2,900.0)

(7.972.1)

(50.0)

(70.0)

(50.0)

27.0

(143.0)



TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1992
($in Thousands)

FY 1992 FY 1993

OTHER
VLT: Rental Car Surcharge 600.0
Ch. 219
Cigarette Luxury Stamps (100.0)
Ch. 55
Jet Fuel Reduction (1,028.0)
Ch. 221
Insurance Premium Tax Offset 4,000.0
Ch. 290
TOTAL OTHER 3,472.0

TOTAL (18,243.1)
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 1993
($in Thousands)

FY 1993 FY 1994 FY 1995 FY 1996 FY 1997 FY 1998

INDIVIDUAL INCOME

Increased Dependent Exemption (5,600.0) (5,600.0) (5,600.0) (5,600.0) (5,600.0)
Ch.9

Increased Exemption - Elderly (2,700.0) (2,700.0) (2,700.0) (2,700.0) (2,700.0)
Ch.9

Accelerate Medical Deductions (2,300.0) (2,300.0) (2,300.0) (2,300.0) (2,300.0)
Ch.9

Alternative Fuel Vehicles Credit (176.0) (176.0) (176.0) (176.0) (176.0)
Ch. 160

TOTAL INDIVIDUAL INCOME (10,776.0) (10,776.0) (10,776.0) (10,776.0) (10,776.0)
CORPORATE INCOME

None

TOTAL CORPORATE INCOME
SALESAND USE

Phase-out of Commercial Lease Tax (8,100.0) (26,300.0) (47,300.0) (70,600.0) (96,300.0)

Ch.9

Feed Lots Exemption (331.8) (331.8) (331.8) (331.8) (331.8)

Ch. 64

Residential Care Homes - Use Exemp. (1,300.0) (1,300.0) (1,300.0) (1,300.0) (1,300.0)

Ch. 103

Motion Picture Tax Refund (20.4) (20.4) (20.4) (20.4) (20.4)

Ch. 104

Retail Classifications Changes (138.3) (138.3) (138.3) (138.3) (138.3)

Ch. 132

Health Care Centers - Exemptions (227.0) (227.0) (227.0) (227.0) (227.0)

Ch. 199

Alternative Use Fuel - Exemption (50.0) (50.0) (50.0) (50.0) (50.0)

Ch. 206

Nursing Care Leases (976.0) (976.0) (976.0) (976.0) (976.0)

Ch. 212

Sales Deductions - Telecomm. Charges (1,100.0) (1,100.0) (1,100.0) (1,100.0) (1,100.0)

Ch. 240

TOTAL SALESAND USE (12,243.5) (30,443.5) (51,443.5) (74,7435)  (100,443.5)

PROPERTY

None

TOTAL PROPERTY

OTHER

Wine Commission Fees (33.0) (33.0) (33.0) (33.0) (33.0)

Ch. 40

Liquor License Fees (1,200.0) (1,200.0) (1,200.0) (1,200.0) (1,200.0)

Ch. 133

TOTAL OTHER (1,233.0) (1,233.0) (1,233.0) (1,233.0) (1,233.0)
TOTAL (24,2525)  (424525) (634525) (86,752.5) (112,452.5)

Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1994
($in Thousands)

INDIVIDUAL INCOME
IRS Conformity
Ch. 41

Personal Income Tax Cut
Ch. 41

Medical Savings Account
Ch. 45

Water Conservation Inc. Tax Credit
Ch. 90

Income Tax Benefit Rule
Ch. 354

Pollution Control Credits
Ch. 117

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
IRS Conformity
Ch. 41

Lower Corporate Rate
Ch. 41

Consolidated Returns ¥
Ch. 41

Pollution Control Credits
Ch. 117

TOTAL CORPORATE INCOME

SALESAND USE
MITRA; Chemicals
Ch. 41

Super Bowl Exemption
Ch. 145

Personal Property Liquidators
Ch. 174

Prison Food TPT Exemption
Ch. 240

University Cars Exemption
Ch. 305

Feed Exemption
Ch. 307

Amusement/Instruc. Exemption
Ch. 312

Tax Accounting
Ch. 346

Omnibus Alternative Fuels
Ch. 353

Government Contract Overhead
Ch. 377

TOTAL SALESAND USE
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FY 1994 FY 1995 FY 1996
6,200.0 6,200.0
(106,900.0) (106,900.0)
(175.0)

(1,626.0) (1,874.0)
(500.0) (500.0)
(1,500.0)

(102,826.0) (104,749.0)
10,000.0 10,000.0
(5,800.0) (5,800.0)
(13,400.0)

(1,000.0)

4,200.0 (10,200.0)
(4,000.0)

(481.9)

(1,000.0) (1,000.0)
(80.0) (80.0)
(57.0) (57.0)
(655.0) (655.0)
(825.0) (825.0)
(11,870.0)

(400.0) (400.0)
(8,000.0)

(3,017.0) (27,368.9)



TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 1994

($in Thousands)

FY 1994 FY 1995 FY 1996

PROPERTY
MITRA; 1% Personal Prop./Phasedown (16,496.0)
Ch. 41
Livestock (660.0)
Ch. 102
Homeowners' Rebate Freeze 0.0 0.0
Ch. 41 Not Included-Tax Cut as Spending Increase
Telecommunications Cos. Vauations (850.0) (850.0)
Ch. 271
TOTAL PROPERTY (850.0) (18,006.0)
OTHER
None
TOTAL OTHER

TOTAL (102,493.0) (160,323.9)

Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.

- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.

1/ Chapter 41 provided atax credit totalling $115 million for certain consolidated returns, which was
to be spread over 10 years. In the 11th year, DOR isrequired to refund any unused credit (refer

to Calendar Y ear 2006 tax law changes page at the end of this section).
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1995
($ in Thousands)

FY 1995 FY 1996 FY 1997

INDIVIDUAL INCOME
Income Tax Reduction (200,000.0) (200,000.0)
Ch.9
Summer Schools and Jobs (337.5) (337.5)
Ch. 236
TOTAL INDIVIDUAL INCOME (200,337.5) (200,337.5)
CORPORATE INCOME
Consolidated Tax Returns (400.0) (400.0)
Ch.31
Lower Corporate Rate (2,200.0) (2,200.0)
Ch. 41
Pollution Control Credits (1,000.0) (1,000.0)
Ch. 117
TOTAL CORPORATE INCOME (3,600.0) (3,600.0)
SALESAND USE
Motion Picture Tax Refund (100.0) (100.0)
Ch. 98
Sales Tax Amenities (700.0) (700.0)
Ch. 267
TOTAL SALESAND USE (800.0) (800.0)
PROPERTY
Personal Property Tax Reductions (17.3)
Ch.9
Property Tax Reduc. Min. Value (78.0)
Ch. 137
Possessory Interest; Repeal (1,200.0) (1,200.0)
Ch. 294
TOTAL PROPERTY (1,100.0) (1,178.0)
OTHER
None
TOTAL OTHER

TOTAL (205,837.5) (205,915.5)

Notes:
- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1996
($ in Thousands)

FY 1996 FY 1997 FY 1998

INDIVIDUAL INCOME
Income Tax Definitions (860.0) (860.0)
Ch. 49
Neighborhood Protection Deductions (90.0) (90.0)
Ch. 309
TOTAL INDIVIDUAL INCOME (950.0) (950.0)
CORPORATE INCOME
Neighborhood Protection Act (60.0) (60.0)
Ch. 309
Enterprise Zones: Tax Credits (1,575.1)
Ch. 344
TOTAL CORPORATE INCOME (60.0) (1,635.1)
SALESAND USE
Arts Fund; Partnership (1,475.9)
Ch. 186
Prime Contracting Sales Tax (30,000.0)
Ch. 319
Movie Studios Incentives (49.3) (49.3)
Ch. 322
Homeowners Organi zations (100.0) (100.0)
Ch. 326
TOTAL SALESAND USE (194.3) (31,625.2)
PROPERTY
Property Tax Reductions (150,000.0) (150,000.0)
Ch. 2 - Does not include $50M in spending
TOTAL PROPERTY (150,000.0) (150,000.0)
OTHER
TOTAL OTHER

TOTAL (151,159.3) (184,210.3)

Notes:
- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1997

INDIVIDUAL INCOME

Tax Credit; School Tuition Organizations

Ch. 48

Welfare Reform; Arizona Works
Ch. 300

IRS Conformity
Ch. 63

Energy Conservation Incentives
Ch. 137

Income Adjustments
Ch. 238
Air Quality Omnibus
Ch. 274

Savings Account; Postsecondary Ed.
Ch. 171

Tax Relief Act of 1997 - Rates Reductions

Ch.8
TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
IRS Conformity
Ch. 62

Welfare Reform; Arizona Works
Ch. 300

TOTAL CORPORATE INCOME

SALESAND USE
Light Vehicle Fees
Ch. 110

Used Oil Amendments
Ch. 178

Use Tax Exemptions - Libraries
Ch. 227

Sales Tax; Nursing Homes
Ch. 245

Omnibus Tax Changes
Ch. 274

TOTAL SALESAND USE

PROPERTY
None

TOTAL PROPERTY

OTHER
Agriculture Omnibus
Ch. 228

Health Care Omnibus
Ch. 268

TOTAL OTHER

TOTAL
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.

($in Thousands)

FY 1997

FY 1998

(3,330.0)

(749.0)

(250.0)

(110,800.0)

(115,129.0)

4,177.0

4,177.0

(2,000.0)

(92.2)

(36.9)

(542.9)

(2,672.0)

(90.0)

(15.0)

(105.0)
(113,729.0)

- After thefirst year, amounts represent the total dollar impact for the year,

not the incremental amount.
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FY 1999

(8,443.2)

(8,030.8)

(3,330.0)

(34.1)

(749.0)

(250.0)

(20.4)

(110,800.0)

(131,657.5)

4,177.0

(585.2)

3,591.8

(2,000.0)

(92.2)

(36.9)

(2,000.0)

(542.9)

(4,672.0)

(90.0)

(15.0)

(105.0)
(132,842.7)



TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 1998
($in Thousands)

FY 1998 FY 1999 FY 2000 FY 2001

INDIVIDUAL INCOME
Prop. 200 - Campaign Finance (1,279.1) (1,279.1)
Alternative Fuels (923.0) (2,854.8) 0.0
Ch. 221
Omnibus Taxation of 1998 160.0 (3,240.0) (6,410.0) (6,410.0)
Ch. 283
Tax Relief Act of 1998 - Rates Reductions (30,000.0) (50,000.0) (50,000.0)
Ch.3
Wheels to Work (1,140.0) (1,140.0)
Ch. 208
Tax Exemptions; Exempts; Credits (1,347.0) (1,347.0)
Ch. 286
TOTAL INDIVIDUAL INCOME 160.0 (34,163.0) (63,030.9) (60,176.1)
CORPORATE INCOME
Income Tax Credits; Coal Taxes (1,600.0) (1,600.0) (1,600.0)
Ch. 137
Tax Relief Act of 1998 - Rates Reductions and
Deduction Elimination (10,000.0) (20,000.0) (20,000.0)
Ch.3
Wheels to Work (1,140.0) (1,140.0)
Ch. 208
Tax Exemptions, Deductions (577.3) (577.3)
Ch. 286
TOTAL CORPORATE INCOME (11,600.0) (23,317.3) (23,317.3)
SALESAND USE
Sales and Use; Printing (100.0) (200.0) (200.0)
Ch. 132
Flight Property Exemptions (110.0) (30.0) (30.0)
Ch. 177
Alternative Fuels (577.0) (1,434.6) (1,434.6)
Ch. 221
Tax Exemptions, Deductions (60.0) (857.2) (296.5) (296.5)
Ch. 286
TOTAL SALESAND USE (60.0) (1,644.2) (1,961.1) (1,961.1)
PROPERTY
Telecommunications (19.3) (19.3)
Ch. 220
Widow, Widowers Exemption (32.3) (32.3)
Ch. 261
TOTAL PROPERTY (51.6) (51.6)
OTHER
Tax Relief Act of 1998 - VLT Rate Reduction (80,000.0) (100,000.0) (100,000.0)
Ch.3
TOTAL OTHER (80,000.0) (100,000.0) (100,000.0)

TOTAL 100.0 (127,407.2) (188,360.9) (185,506.1)
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 1999
($in Thousands)

FY 1999 FY 2000 FY 2001 FY 2002

INDIVIDUAL INCOME
Public Retirement Benefits (1,766.7) (1,766.7)
Ch. 50
Alternative Fuel Vehicles (427.1)
Ch. 168
Taxpayer Bill of Rights (200.0) (600.0) (400.0)
Ch. 250
IRS Conformity (240.0) 2,330.0 690.0 (3,190.0)
Ch. 317
TOTAL INDIVIDUAL INCOME (240.0) 2,130.0 (2,103.8) (5,356.7)
CORPORATE INCOME
Tax Relief and Fiscal Control (Trigger) Rate
Reduced from 8.0% to 7.0%; R&D Cap.
Removed (37,000.0) (74,000.0)
Ch.5
Income Allocation (Airline Bill) (700.0) (1,400.0)
Ch. 190
Alternative Fuel Vehicles (1,052.1)
Ch. 168
IRS Conformity 5,170.0 2,920.0 2,920.0 890.0
Ch. 317
TOTAL CORPORATE INCOME 5,170.0 2,920.0 (35,832.1) (74,510.0)
SALESAND USE
Sales Tax Exemption; Expendables (100.0) (3,500.0) (3,500.0) (3,500.0)
Ch. 153
Tax Relief and Fiscal Control (Trigger) Mining
Severance Tax Reduction (4,667.0) (8,000.0) (8,000.0)
Ch.5
TOTAL SALESAND USE (100.0) (8,167.0) (11,500.0) (11,500.0)
PROPERTY
Omni. Reconciliation - Personal Property
(Expend.) (30.0) (30.0)
Ch. 5 Does not include $21.4M spending
TOTAL PROPERTY (30.0) (30.0)
OTHER
Omni. Reconciliation - VLT Cut (35,000.0) (60,000.0) (60,000.0)
Ch.5
TOTAL OTHER (35,000.0) (60,000.0) (60,000.0)

TOTAL 4,830.0 (38,117.0) (109,465.9) (151,396.7)
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After thefirst year, amounts represent the total dollar impact for the year,
not the incremental amount.
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TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 2000

INDIVIDUAL INCOME
Renewable Energy Incentives
Ch.214

Technology Training Credit
Ch. 239

IRS Conformity
Ch. 252

Agricultural Preservation District
Ch. 267

Character Instruction Tax Credit
Ch. 313

Handicapped Preschoolers Tax Credit
Ch. 394

Clean Air Act

Ch. 405 (neighborhood electric vehicle credit)

Clean Air Act”
Ch. 405 (alt fuel vehicle credit)

Alternative Fuels Program Changes
Ch. 1 (7th Special Session)

L ow-income Tax Credit”

Ch. 1 (5th Special Session)

Tuition Tax Credit
Ch. 1 (5th Specia Session)

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
Technology Training Credit
Ch. 239

IRS Conformity
Ch. 252

Clean Air Act

Ch. 405

Clean Air Act”

Ch. 405 (alt fuel vehicle credit)
TOTAL CORPORATE INCOME

SALESAND USE
Renewable Energy Incentives
Ch.214

Spaceport Launch Site Exemption
Ch. 359

TOTAL SALESAND USE

PROPERTY
Renewable Energy Incentives
Ch. 214

Cemeteries, Property Tax Exemption
Ch. 258

Electrical Generation Facilities
Ch. 384

TOTAL PROPERTY

OTHER
None

TOTAL OTHER
TOTAL

Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.

($ in Thousands)

- After thefirst year, amounts represent the total dollar impact for the year,

not the incremental amount.

1/ Amountsfor FY 2001, FY 2002, and FY 2003 represent actual impact rather than initial estimated impact.
Totals do not include approximately $(12.7) million paid out for consumer loss recovery, for atotal alternative
fuel impact of approximately $(117) million.
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FY 2000 FY 2001 FY 2002 FY 2003
(57.0)
(300.0) (300.0)
(680.0) (2,796.0) (3,260.0) (636.0)
(100.0) (100.0)
(75.0) (75.0)
(100.0) (100.0)
(15,750.0)
(59,100.0) (26,700.0) (3,100.0)
(4,427.0)
(20,100.0) (20,100.0)
(3,750.0) (3847.5)
(680.0) (82,073.0) (54,385.0) (283155)
(2,500.0) (2,500.0)
(15.0) 210 175.0 149.0
192.3 192.3
(7,300.0) (6,600.0) (1,600.0)
(15.0) (7,279.0) (87327) (37587)
(40.7) (42.8) (45.0)
(18.4) (36.7) (36.7) (36.7)
(18.4) (77.4) (79.5) (8L7)
(898
(7.3
(2,234.9) (3957.1)
(2,234.9) (39732
(713.4) (89,429.4) (65432.1) (36,129.1)



TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 2001
($ in Thousands)

FY 2001 FY 2002 FY 2003

INDIVIDUAL INCOME

Conditional Appropriations;, Taxation

(reduce standard deduction) (15,000.0) (15,000.0)
Ch. 235

Department of Revenue; Confidentiality 1,400.0 1,300.0
Ch. 261

IRS Conformity (123.0) (280.0) (385.0)
Ch. 296

Retirement Benefits, Defined Contribution (300.0) (300.0)
Ch. 380

Equity Tax Act; Archaic Laws (552.8) (552.8)
Ch. 382

TOTAL INDIVIDUAL INCOME (123.0) (14,732.8) (14,937.9)

CORPORATE INCOME
IRS Conformity (470.0) (1,098.0) (1,315.0)
Ch. 296

Enterprise Zone Program; Extension
Ch. 370 (impact can not be determined)

TOTAL CORPORATE INCOME (470.0) (1,098.0) (1,315.0)

SALESAND USE
None

TOTAL SALESAND USE

PROPERTY
None

TOTAL PROPERTY

OTHER
None

TOTAL OTHER

TOTAL (593.0) (15,830.9) (16,252.9)

Notes:
- Unless atherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 2002 *

INDIVIDUAL INCOME
IRS Conformity
Ch. 344

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
Repeal Dividends Income Tax Subtraction
Ch. 50

IRS Conformity
Ch. 344

TOTAL CORPORATE INCOME

SALESAND USE
None

TOTAL SALESAND USE

PROPERTY
None

TOTAL PROPERTY

OTHER
IRS Conformity - Estate Tax
Ch. 344

TOTAL OTHER
TOTAL

Notes:

- Unless atherwise noted, dollar amounts are estimates of impact at time of enactment.

($ in Thousands)

FY 2002

FY 2003

(14,480.0)

(14,480.0)

11,200.0

5,610.0

16,810.0

(18,830.0)

(18,830.0)
(16,500.0)

- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.

* Includes 45th Legislature, 2nd Special Session (December 2001), 3rd Specia Session (March 2002),

and 2nd Regular Session.
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FY 2004 FY 2005
(14,480.0) (14,480.0)
(14,480.0) (14,480.0)
11,200.0 11,200.0
5,610.0 5,610.0
16,810.0 16,810.0
(38,140.0) (57,740.0)
(38,140.0) (57,740.0)
(35,810.0) (55,410.0)



TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 2003 *
($ in Thousands)

FY 2003 FY 2004
INDIVIDUAL INCOME
None
TOTAL INDIVIDUAL INCOME
CORPORATE INCOME
None
TOTAL CORPORATE INCOME
SALES AND USE
None
TOTAL SALESAND USE
PROPERTY
Flight Property Tax 7,000.0
Ch. 263
TOTAL PROPERTY 7,000.0
OTHER
Remove Medicaid Exemption/Ins. Premium Tax 69,728.1
Ch. 136
TOTAL OTHER 69,728.1
TOTAL 76,728.1
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.

FY 2005

0.0

0.0

92,970.1

92,970.1
92,970.1

* Includes 45th Legislature, 6th Special Session (November 2002), and 46th L egislature, 1st Special Session

(March 2003), and 1st Regular Session.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 2004

INDIVIDUAL INCOME
IRS Conformity
Ch. 196

Stillborn Children Exemption
Ch. 214

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
None

TOTAL CORPORATE INCOME

SALESAND USE
None

TOTAL SALESAND USE

PROPERTY
None

TOTAL PROPERTY

OTHER
Liquor Fees
Ch. 275

TOTAL OTHER

TOTAL
Notes.

($ in Thousands)

FY 2004 FY 2005

(1,800.0)
(34.0)

(1,834.0)

250.0

250.0
(1,584.0)

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 2005
($in Thousands)

FY 2005 FY 2006 FY 2007 FY 2008
INDIVIDUAL INCOME
IRS Conformity (5,400.0) (5,090.0) (7,950.0)
Ch.334

Elimination of "Marriage Penalty" (6,400.0) (12,800.0) (12,800.0)
Ch. 334

Index Standard Deduction to CPI (2,400.0) (4,800.0) (7,200.0)
Ch.334

Active Duty Military Pay Exemption (10,300.0)
Ch. 303

Graywater Tax Credit? (250.0)
Ch. 292

Small Business Investment Credit
Ch. 316

TOTAL INDIVIDUAL INCOME (14,200.0) (32,990.0) (28,200.0)

CORPORATE INCOME
IRS Conformity (3,000.0) 5.210.0 9,410.0
Ch. 196

AZ National Guard Employment Credit (250.0) (250.0) (250.0)
Ch. 264

Motion Picture Tax Incentives (8,000.0) (9,200.0)
Ch. 317

Graywater Tax Credit? (500.0)
Ch. 292

Corporate Sales Factor (32,000.0)
Ch. 289

Corporate Consolidated Credit ¥
Laws 1994 Ch. 41

TOTAL CORPORATE INCOME (3,250.0) (3,040.0) (32,540.0)

SALESAND USE
Motion Picture Tax Incentives (600.0) (1,200.0) (1,300.0)
Ch. 317

TOTAL SALESAND USE (600.0) (1,200.0) (1,300.0)
PROPERTY

Business Property Tax Reduction ¢
Ch. 302

Increased Widows Property Tax Exemption”
Ch. 309

TOTAL PROPERTY

OTHER
None

TOTAL OTHER

TOTAL (18,050.0) (37,230.0) (62,040.0)

Notes:
- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After thefirst year, amounts represent the total dollar impact for the year,

not the incremental amount.

1/ Chapter 303 established a one-time active duty pay exemption. Laws 2006, Chapter 342 (see following page) made the
exemption permanent, as well as expanding the exemption to National Guard or Reserves..

2/ Individual and corporate credit combined capped at $750,000 per year for 5 years beginning in FY 2008.

3/ Credit capped at $20 million for tax years 2007 through 2014. No estimates of impact by year.

4/ Estimated impact of $(32) million in FY 2008, $(62) million in FY 2009, $(91) millionin FY 2010, and $(120) million when
fully implemented in FY 2011.

5/ Legidlation enacted in 1994 provided atax credit totalling $115 million for certain consolidated returns which was to be spread
over 10 years. Inthe 11th year, DOR is required to refund any unused credit. Thislegislation is estimated to have a one-time
impact of $(4) millionin FY 2007, and $(55.5) million in FY 2008.

6/ Impact will occur asincreased Arizona Department of Education expenditures. The cost is expected to be $12.3 million in FY 2007,
$26.6 million in FY 2008, $42.8 million in FY 2009, $61.5 million in FY 2010, $82.7 million in FY 2011, $102.8 millionin FY 2012,
$114.2 million in FY 2013, and $126.5 million in FY 2015. Full implementation in FY 2016 is expected to cost $140 million.

7/ Impact will occur asincreased Arizona Department of Education expenditures. The cost is expected to be $500,000 in FY 2007
and $512,000 in FY 2008.
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TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 2006
($in Thousands)

FY 2006 FY 2007 FY 2008

INDIVIDUAL INCOME
IRS Conformity (700.0) 400.0
Ch. 357
Individual Inccome Tax Rate Reduction (156,100.0) (334,000.0)
Ch. 354
Solar Energy Device Credit (500.0) (500.0)
Ch. 333
Active Duty Military Pay Exemption” (12,200.0)
Ch. 342
TOTAL INDIVIDUAL INCOME (157,300.0) (346,300.0)
CORPORATE INCOME
IRS Conformity (700.0) (800.0)
Ch. 357
Solar Energy Device Credit (500.0) (500.0)
Ch. 333
School Tuition Tax Credit ? (10,000.0) (12,000.0)
Chs. 14 & 325
TOTAL CORPORATE INCOME (11,200.0) (13,300.0)
SALESAND USE
Solar Energy Device Credit (500.0) (500.0)
Ch. 333
Exemption for Purchase of Liquid Natural Gas (378.6) (378.6)
Ch. 371
Tax Simplification-Eliminate 3 Categories (200.0) (200.0)
Ch. 354
TOTAL SALESAND USE (1,078.6) (1,078.6)
PROPERTY
State Equalization Rate Suspension ¥
Ch. 354
Nonprofit Hospital Property Tax Exempti on?
Ch. 327
TOTAL PROPERTY
OTHER
Health Insurance Premium Tax Credit (5,000.0) (5,000.0)
Ch. 378
TOTAL OTHER (5,000.0) (5,000.0)

TOTAL (174,578.6) (365,678.6)
Notes:

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,
not the incremental amount.

1/ Chapter 342 made the one-time active duty pay exemption enacted by Laws 2005, Chapter 303 permanent.
In addition, the act expands the exemption to include active National Guard or Reserves.

2/ Credit capped at $10 million for FY 2007. The cap will increase 20% annually beginning in FY 2008.

3/ Impact will occur as increased Arizona Department of Education expenditures. The cost is expected to be
$215.2 million in FY 2007, $226.0 million in FY 2008, and $239.6 million in FY 2009

4/ Impact will occur as increased Arizona Department of Education expenditures. The cost is expected
to be $60,000 per year beginning in FY 2007.
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TAX LAW CHANGESTHAT OCCURRED IN CALENDAR YEAR 2007
($ in Thousands)

FY 2007 FY 2008
INDIVIDUAL INCOME
IRS Conformity
Ch.1 (1,300.0)

College Savings Plan
Ch. 258

Military Relief Fund
Ch. 258

TOTAL INDIVIDUAL INCOME (1,300.0)

CORPORATE INCOME
IRS Conformity
Ch.1 (300.0)

TOTAL CORPORATE INCOME (300.0)

SALESAND USE
None

TOTAL SALESAND USE

PROPERTY

Business Property Tax Reduction ¥

Ch. 258

Business Personal Property Accelerated Depreciation 2z
Ch. 258

TOTAL PROPERTY

OTHER
None

TOTAL OTHER
TOTAL (1,600.0)

Notes:
- Unless atherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.

FY 2009

(980.0)

(2,500.0)

(1,000.0)

(4,480.0)

60.0
60.0

(4,420.0)

1/ Laws 2005, Chapter 302 phased down the assessment ratio for business personal property over 10 years.

Chapter 258 accelerates the phase down from the remaining 8 yearsto 4 years. Impact will occur as
increased Arizona Department of Education expenditures. The incremental cost of the accelerated

phase down is expected to be an additional $3.1 millionin FY 2009.

2/ Impact will occur as increased Arizona Department of Education expenditures. The cost is expected

to be $4.0 million per year beginning in FY 2009.
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TAX LAW CHANGES THAT OCCURRED IN CALENDAR YEAR 2008

INDIVIDUAL INCOME
IRS Conformity
Ch. 94

College Savings Plan
Ch. 258

Military Relief Fund
Ch. 258

TOTAL INDIVIDUAL INCOME

CORPORATE INCOME
IRS Conformity
Ch. 94

Research and Development Credit
Ch. 290

TOTAL CORPORATE INCOME

SALESAND USE
None

TOTAL SALESAND USE

PROPERTY
None

TOTAL PROPERTY

OTHER
None

TOTAL OTHER

TOTAL
Notes:

($in Thousands)

FY 2008

- Unless otherwise noted, dollar amounts are estimates of impact at time of enactment.
- After the first year, amounts represent the total dollar impact for the year,

not the incremental amount.
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FY 2009 FY 2010 FY 2011
(970.0)
(970.0)
(80.0)

(5,700.0)

(80.0) (5,700.0)

(1,050.0) (5,700.0)





