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FOREWORD

The 2011 Tax Handbook provides Legislators and the interested public with collection and distribution numbers for
the taxes levied by the state, as well as summaries of all tax law revisions enacted in the 2005 through 2011
legidlative sessions. A listing of tax law changes prior to the 2005 legidlative session is available on the Joint
Legidative Budget Committee (JLBC) website located at www.azleg.gov/jlbc/11taxbook/11taxbk.pdf. Appendix B
provides the estimated dollar value of individual historical tax law changes enacted by the Legislature since FY
1989.

The Tax Handbook includes tables that provide the estimated impact of tax credits and exemptions to the Sales Tax,
Individual Income Tax, and Corporate Income Tax sections. These tables were prepared by the Office of Economic
Research and Analysis section of the Arizona Department of Revenue.

The chapters of the 2011 Tax Handbook are organized by revenue category under General Funds and Other Funds.
The sections within each chapter are generally organized from the largest revenue category to the smallest.

Each entry in the handbook includes the following sections (where applicable):

e  Description —a comprehensive narrative description of the tax or revenue source.

e Distribution — a 20-year history of collections and a description of how the tax is distributed by fund, or shared
with other jurisdictions such as cities and towns.

e Who Paysthe Tax — adescription of who islegally responsible for the payment of the tax or fee.

e Tax Base and Rate — a definition of the tax base, a discussion of exemptions if any, and a description of the tax
rate(s).

o Tax Refunds and/or Credits — a description of circumstances under which tax refunds are made, and/or credits
are alowed.

e Payment Schedule — due dates, delinquency dates, and payment schedules, as well as an explanation of how the
tax or feeisremitted to the state.

e |mpact of Tax Law and Revenue Changes — includes tax law and other revenue changes from 2005 through
2011. Asnoted above, tax law changes prior to 2005 are available on the JLBC website.




OVERVIEW OF ARIZONA TAXES

The revenues from Arizona's different taxes are deposited in a number of funds. The largest fund is the General Fund. In
FY 2011, tota General Fund revenue was $8.15 billion, which combined with one-time financing sources of $0.25 billion
and a negative beginning balance of $(6) million, resulted in atotal revenue amount of $8.39 billion.

While revenues from numerous taxes are deposited in the General Fund, 3 taxes constitute the bulk of General Fund
collections: the sales tax, the individual income tax, and the corporate income tax. In FY 2011, these 3 taxes represented
approximately 90% of General Fund on-going revenues (excluding Urban Revenue Sharing, and one-time budget
solutions). As noted in the following chart, the largest category is the state sales tax, which represented almost 44% of
General Fund revenue collectionsin FY 2011. Individual and corporate income tax represented 37% and 7%, respectively,
of General Fund revenue.

Sourcesof FY 2011 General Fund Revenue

Individual Income
Tax
36.9%

Corporate Income

Other
11.5%

Sales Tax
44.3%

The state levies many other taxes. Some of the other taxes generate sizable amounts of revenue, but their collections are
not deposited in the General Fund. For example, the motor vehicle fuel tax generated over $470 million in FY 2011 and the
unemployment insurance tax (including federal reimbursements) almost $2.3 billion. However, these collections were
deposited in the Highway User Revenue Fund and the Unemployment Compensation Fund, respectively.

This handbook provides a listing and description of the taxes levied by the State of Arizona. It shows revenue collection

amounts and tax distributions by fund. In addition, the handbook provides the estimated incremental dollar impact of tax
law changes.
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TRANSACTION PRIVILEGE TAX

DESCRIPTION

The transaction privilege tax (TPT) is Arizond s version of a salestax. Across the United States, there are 13 states
that levy atransaction privilege tax, 17 states that employ a sales tax, and another 15 states that impose a hybrid tax.
All 3 types of taxes are levied upon consumer spending, but they differ with regard to the legal burden of the tax.
Under Arizona s transaction privilege tax, the seller is responsible for remitting to the state the entire amount of tax
due based on the gross proceeds or gross income of the business. The seller may include the tax in the purchase
price or absorb the tax. Because of its similarity to the salestax, the transaction privilege tax is often referred to as a
sales tax.

The sales tax consists of many different tax categories. The largest of these, the retail sales tax, comprises
approximately 52% of total sales tax revenues. Other large sales tax categories include contracting, utilities, and
restaurants and bars. Chart 1 illustrates the relative importance of the major categories. A full listing of all salestax
classificationsis provided in Table 4.

Components of SalesT ax Revenues

Cortracting
10%

Retail
52%

Utilities
11%

Chart1

The sales tax isthe state’' s single largest revenue source, representing 44% of General Fund revenuesin FY 2011. A
significant portion of state sales tax revenues is shared with the counties and cities. This revenue sharing occurs
through the distribution base, described in further detail in the Distribution Section below.

Beginning in June 2010, the TPT rate rose from 5.6% to 6.6%, with the extra 1.0% being dedicated exclusively to
public primary and secondary education, health and human services, and public safety. This tax increase will last
for 36 consecutive months and is not subject to the regular TPT distribution. This tax increase was approved by
voters on May 18, 2010 and is commonly known as Proposition 100. It is estimated that the extra 1.0% will
increase TPT and use tax revenues by $825 million in FY 2011, $901 million in FY 2012, and $951 million in
FY 2013.

In June 2001, the TPT rate had previoudly risen from 5.0% to 5.6%, with the extra 0.6% being dedicated to
education. Thistax increase was also approved by voters and is commonly known as Proposition 301.

DISTRIBUTION

TPT revenues are shared with Arizona s counties and cities through a complex system of formulas established in
statute. See Table 1 for amounts distributed. Legislative changes to the state sales tax usually have local
government impacts, unless otherwise specified through hold harmless provisions (provisions designed not to harm
local governments).

-1-



Transaction Privilege Tax

Distribution. The Department of Revenue (DOR) transmits all sales tax revenues to the State Treasurer, separately
accounting for payments of estimated taxes, the transient lodging tax, transaction privilege and severance taxes on
mining and timber collected from businesses located on Indian reservations, and education sales taxes. The
aforementioned tax collections have dedicated uses. All other TPT revenues are credited to a clearing account.
Revenues designated by statute for the distribution base (see Table 1 and Table 4) are divided among the state, the
counties and the cities. The remaining monies (non-shared) are directly credited to the General Fund, except as
needed for school capital finance pursuant to A.R.S. § 42-5030.01, part of the Students FIRST legidation [A.R.S. §

42-5029].

Tablel
TAX COLLECTIONSAND DISTRIBUTION (20-year history)*
Proposition Proposition
Fiscal Year General Fund Citi Counties 301 100 Total
FY 2011 $3,438,016,988 $373,259,250 $604,829,288 $514,345,951 $864,501,708 $5,794,953,185
FY 2010 $3,422,528,509 $356,997,763 $578,479,176 $513,589,704 $4,871,595,152
FY 2009 $3,756,407,238 $387,050,618 $627,176,822 $558,899,709 $5,329,534,387
FY 2008 $4,353,564,848 $447,060,657 $724,417,089 $645,827,821 $6,170,870,415
FY 2007 $4,457,494,716 $462,037,141 $748,684,984 $666,184,022 $6,334,800,863
FY 2006 $4,273,358,451 $439,120,139 $711,550,274 $628,471,192 $6,052,500,056
FY 2005 $3,661,168,623 $376,212,970 $609,615,497 $538,346,435 $5,185,343,525
FY 2004 $3,294,788,319 $340,535,844 $551,804,282 $487,214,807 $4,674,343,252
FY 2003 $3,033,877,715 $316,406,294 $512,704,759 $447,841,034 $4,310,829,802
FY 2002 $3,000,431,898 $311,693,101 $505,067,501 $439,004,543 $4,256,197,043
FY 2001 $2,983,552,245 $312,676,402 $506,661,075 $3,802,889,722
FY 2000 $2,829,307,415 $299,386,513 $485,126,158 $3,613,820,086
FY 1999 $2,577,768,324 $272,402,244 $441,400,596 $3,291,571,164
FY 1998 $2,367,883,017 $253,826,710 $411,300,801 $3,033,010,528
FY 1997 $2,211,158,987 $240,264,373 $389,324,389 $2,840,747,749
FY 1996 $2,103,275,229 $233,196,324 $377,871,323 $2,714,342,876
FY 1995 $1,968,613,472 $219,908,226 $356,339,289 $2,544,860,987
FY 1994 $1,787,609,451 $200,069,251 $304,745,483 $2,292,424,185
FY 1993 $1,626,535,290 $184,318,955 $280,754,631 $2,091,608,876
FY 1992 $1,503,124,515 $170,654,277 $259,940,595 $1,933,719,387

*  Thefigures displayed in this table include revenues collected from the salestax and its affiliated taxes — the use tax, mining and

timber severance taxes, jet fuel taxes, and the rental occupancy tax. The table excludes funds distributed to multipurpose facility
districts and other special distributions.

As previously mentioned, revenues collected from the Proposition 100 1.0% tax will not be distributed to counties
and municipalities, nor other government entities. Two-thirds of the additional revenue is appropriated to public
primary and secondary education and the remaining one-third is appropriated to both health and human services and
public safety.

Revenues collected from the 0.6% Proposition 301 tax go directly toward education programs. For a more extensive
discussion of the specific uses of education tax revenues, please refer to the Department of Education - Summary
section of the FY 2012 Appropriations Report.

Moniesin the distribution base are allocated on a monthly basis in the following way:

— 25% is paid to the cities in proportion to their population based on the last U.S. decennial census or special
census.

— 40.51% is paid to the counties according to the formula described below.

— Theremaining 34.49% is retained by the state and used to make various allocations and appropriations specified
by statute.

In total, the counties receive 40.51% of distribution base revenues. The amount that each county receives is
determined by the following calculations:
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1. 38.08% of thetotal TPT distribution baseis calculated.
2. 2.43% of thetotal TPT distribution base is calcul ated.

3. Each county's share of the 38.08% portion of the TPT distribution base is calculated using an average of percent
of total point-of-sale and percent of total secondary net assessed valuation.

4. Each county's share of the 38.08% portion of the TPT distribution base is calculated using an average of percent
of total point-of-sale and percent of total census population.

5. The shares that each county would receive under the two previous steps are compared, with the larger of the two
amounts selected for each county. The "new" amounts are added for all 15 counties to determine the difference
between this total and the sum of the 38.08% proportions. This difference is subtracted from the sum of the
2.43% proportions calculated in Step 2.

6. Any money remaining from the 2.43% portion is distributed among all 15 counties based on Step 4's combined
percentage. Add the amount for each county from this step to the total for each county from Step 5 to get the
total amount to be distributed to each county for the month.

The remaining 34.49% of distribution base revenues is alocated for various purposes, including expansion of the
Phoenix convention center, school capital finance, multipurpose facilities, construction of a bridge and improvement
of a highway at Phoenix International Raceway, and the Tourism and Sports Authority (TSA). The TSA’s share of
distribution base monies is equal to the amount of sales taxes collected at the University of Phoenix Stadium. In
addition, some monies are transferred to the Water Quality Assurance Revolving Fund, as required by A.R.S. § 49-
282. After these distributions have been made, the remainder is credited to the General Fund. From this amount,
the following distributions are subject to appropriation:

1) DOR receives monies sufficient to cover administrative expenses.

2) Department of Economic Security (DES) receives monies for the purposes stated in Title 46, Chapter 1 (public
welfare, out-of-wedlock pregnancy prevention, and aging).

3) The Firearm Safety and Ranges Fund recelves $50,000 derived from retail sales taxes collected during the
current fiscal year.

Multipurpose Facility Districts

Laws 1997, Chapter 297 expanded existing legislation that authorized county stadium districts to include
multipurpose facilities, defined as facilities located in the district to accommodate sporting, entertainment, cultural,
civic, and convention events and meetings. The legislation also expanded the ability to form a district to two or
more municipalities located within a county and authorized these districts to generate TPT revenue. If a district
were to construct a facility, the state would divert one-half the state TPT revenues generated at the facility from the
General Fund to the district.

Laws 1999, Chapter 162 required the state to pay a county multipurpose facility district one-half of all the TPT
revenue received each month from all persons doing business at a multipurpose facility or generated from the
construction of a multipurpose facility. In no case are the monthly payments to exceed the net new revenues
generated in a given month compared to the TPT revenues generated in the same month during the year prior to the
vote authorizing the creation of the district. Payments were to begin when the district board of directors delivered to
the State Treasurer a resolution requesting payment and would continue for 10 years after either the commencement
or completion of the primary component of the facility, at the option of the district. Chapter 162 required that the
publicly owned components of the district must cost at least $200 million to construct. The definition of a
multipurpose facility was broadened to include secondary components such as parking lots and garages, on-site
infrastructure, artistic components, public parks, plazas, and some commercial facilities. Chapter 162 was effective
and retroactive to July 1, 1998.

Rio Nuevo

In November 1999, Tucson voters approved Proposition 400, which authorized creation of the Rio Nuevo Project.
With 1999 established as the base year, DOR began tracking the TPT revenue collected within the Rio Nuevo
District, compared it to base year collections, and refunded the difference as provided by Laws 1999, Chapter 162.
State TPT payments to the Rio Nuevo District are provided in the table below:

-3-
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Table?2
Fiscal Year Distributions

FY 2011 $13,515,906
FY 2010 $8,727,318
FY 2009 $10,399,300
FY 2008 $15,456,200
FY 2007 $14,974,900
FY 2006 $10,968,200
FY 2005 $7,469,600
FY 2004 $5,081,200

Source: DOR, Annual Reports

Phoenix Convention Center Expansion

In November 2001, Phoenix voters approved a ballot measure that would provide $300 million to expand the
Phoenix Convention Center from the city fund that was established to pay for construction and expansion of the
Civic Plaza s first phase in the 1960s. Laws 2003, Chapter 266 authorized the expansion of eligible convention
centers with matching state funds.

Chapter 266 established the Arizona Convention Center Development Fund (ACCDF) for the purpose of enabling
qualifying cities to develop and expand major convention facilities. The Phoenix Convention Center expansion
project isthe only project qualified under Chapter 266.

The state’ s obligation for the Phoenix Convention Center project is to pay the debt service and related costs on $300
million of construction bonds. Pursuant to Laws 2003, Chapter 266, the state’ s obligation was to begin in the first
fiscal year after the Certificate of Completion for the project was filed with the State Treasurer, which occurred on
March 25, 2009. The statutory schedule was for $5 million in debt payments in the first year (FY 2010), $10 million
in the second year, $15 million in the third year, $20 million in the fourth year, and then followed by $500,000
annua increases up to a maximum of $30 million per year until debt service and related costs are retired.

Laws 2011, Chapter 28 suspends the debt payment in FY 2012 to conform the total state contribution to date with
the actual payment schedule. Chapter 28 provides other changes to the payment schedule in subsequent years as
well.

WHO PAYSTHE TAX
Individuals and Businesses

Persons or companies engaging in business in the state are legally responsible for payment of the tax. However, in
practice TPT is passed on to consumers [A.R.S. § 42-5001].

Internet Taxation. A current topic in tax policy discussions is the extent to which transactions conducted on the
Internet are subject to the sales tax. While the legal landscape is still evolving, we attempt to describe current
Arizona policy with respect to 3 different Internet sales scenarios.

1. A consumer purchases an item on the Internet from a company headquartered out of state that also has a store in
Arizona. This can be either a sales tax or a use tax situation, depending on whether the retailer has created a
semi-separate Internet version of itself. If the product is shipped from the retailer’s “Internet company” located
in another state, it is a use tax situation. If the product is shipped from the local retail branch, it is a sales tax
situation. Regardless, the vendor is required to collect the tax because it has a physical presence (nexus) in this
state.

2. A consumer makes an Internet purchase from an out of state company that has no physical presence in Arizona
but whose products are sold in Arizona retail stores. For example, consider a situation in which vitamins are
bought on the Internet from an out-state company; this company’s vitamins are aso sold in Arizona grocery
stores. In this case, the vendor is not responsible for collecting a tax for the state because it has no nexus in
Arizona. The purchaser islegally responsible for paying the use tax.
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3. A consumer buys something on the Internet from an out of state company that has no presence whatsoever in
Arizona. Since the vendor has no nexusin Arizona, the purchaser is required to pay the use tax.

Tribal Members and Businesses

Indian tribal members or companies engaged in business activities on the reservation are not subject to the sales tax.
This exclusion applies to affiliated Indian members who have been adopted into the tribe and who have attained full
and unrestricted membership privilegesin that tribe.

Non-Indian or non-affiliated Indian retailers engaged in business activities located on the reservation are not subject
to the sales tax if the activity is performed for an Indian tribal member of the reservation. The activity is subject to
the sales tax, however, if it is performed for a non-Indian or non-affiliated Indian.

For business activities performed for Indian tribal members by retailers located off the reservation, those activities
are subject to the salestax. Sales of tangible personal property to an Indian tribal member, however, are not subject
to the sales tax if the solicitation, delivery and payment of the goods take place on the reservation. In addition, the
sale of a motor vehicle to an Indian tribal member who resides on the reservation is exempt from the sales tax
[A.R.S. § 42-5061].

Other than motor vehicles sales, there are no specific statutory references related to the imposition of Arizona state
sales tax on tribal members. Thus, to facilitate the administration of state salestax on Indian reservations, DOR has
adopted sales tax rulings based on the decisions in several court cases. The most recent ruling, which is reflected in
the description above, was issued in April 1995 and isreferred to as TPR 95-11.

TAX BASE AND RATE

In general, the tax base is the gross proceeds of sales or gross income derived by a person from a taxable business.
However, there are variations between the tax bases of the different classifications of the TPT, as specified in A.R.S.
§ 42-5061 - A.R.S. § 42-5077. Notably, the contracting tax has a unique tax base. The tax base for contractors is
65% of the value of a contract, based on the assumption that labor costs represent 35% of the value of a contract
[A.R.S. §42-5023].

Exemptions. There are numerous (over 100) sales tax exemptions provided in statute, such as exemptions for food
and medicine. The effect of these exemptions is to reduce the size of the tax base. See Table 4 for specific tax
exemption statutes for each sales tax classification. Attached at the end of this section is the Transaction Privilege
and Use Tax Expenditures section of DOR'’s publication, The Revenue Impact of Arizona’'s Tax Expenditures,
FY 2009/10 (Preliminary). This document provides a complete listing of the sales tax exemptions, and includes the
estimated FY 2010 dollar impact of each exemption (where available). Table 3 below lists exemptions with an
estimated revenue impact of at least $400 million in FY 2010. The complete list of tax expenditures is shown on
pages 13 through 18.

Table3
THE FY 2010 DOLLAR VALUE OF MAJOR SALESTAX EXEMPTIONS
Additional
Collectionsat a
Exemptions 5% Rate
Wholesale Trade $3,543,110,000
Sale of Articlesto be Incorporated into a Manufactured Product 1,366,270,000
Professional, Scientific, and Technical Services 933,100,000
Health Care and Social Assistance Services 875,610,000
Administrative and Business Support Services 861,330,000
Sale of Articlesto a Contractor for Incorporation under a Contract 854,950,000
Food for Home Consumption 614,630,000
Commercial Lease 411,610,000
Source: DOR, The Revenue Impact of Arizona's Tax Expenditures Fiscal Y ear 2009/2010

Tax Rates. Once the net tax base is computed, it is multiplied by the applicable tax rate to derive the total tax due.

The tax rates vary according to the business classification of the taxable activity. Most categories, however, are

taxed at the rate of 6.6%. Table 4 lists the tax rates for each classification. In addition, a complete list of sales tax
-5-
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rates by all Arizona cities, including the tax rates levied by state, county, and city governments, is provided in
Attachment A at the end of this section [A.R.S. § 42-5010].

TAX REFUNDS AND/OR TAX CREDITS

Telecommunications Service Assistance Program. Local exchange telephone companies may claim a tax credit for
rate reductions given to elderly low-income persons[A.R.S. § 42-5016].

Accounting Allowance. A taxpayer may claim atax credit of 1% of the amount of tax due, not to exceed $10,000 in
any calendar year. This credit is designed to reimburse taxpayers for expenses incurred in accounting for and
reporting sales tax payments [A.R.S. § 42-5017].

PAYMENT SCHEDULE

Due Dates. TPT is due to DOR every month on or before the 20th day of the month after the month in which the tax
accrues. For example, for taxable sales made in January, atax payment is due to DOR by February 20 [A.R.S. § 42-

5014].
Table4
TRANSACTION PRIVILEGE TAX CLASSIFICATIONS
A.R.S.
Exemption
Classification Statute Tax Rate Digtribution Base¥ Non-Shared Base?  Education?  Proposition 100¥
Retail 42-5061 6.6% 40% of first 5.0% 60% of first 5.0% 0.6% Increment 1.0% Increment
Transporting 42-5062 6.6% 20% of first 5.0% 80% of first 5.0%  0.6% Increment 1.0% Increment
Utilities 42-5063 6.6% 20% of first 5.0% 80% of first 5.0% 0.6% Increment 1.0% Increment
Telecommunications 42-5064 6.6% 20% of first 5.0% 80% of first 5.0% 0.6% Increment 1.0% Increment
Publication 42-5065 6.6% 20% of first 5.0% 80% of first 5.0% 0.6% Increment 1.0% Increment
Job Printing 42-5066 6.6% 20% of first 5.0% 80% of first 5.0%  0.6% Increment 1.0% Increment
Pipeline 42-5067 6.6% 20% of first 5.0% 80% of first 5.0%  0.6% Increment 1.0% Increment
Private Car Line 42-5068 6.6% 20% of first 5.0% 80% of first 5.0% 0.6% Increment 1.0% Increment
Transient Lodging 42-5070 6.6% 50% 50% None 1.0% Increment
Personal Property Rental 42-5071 6.6% 40% of first 5.0% 60% of first 5.0%  0.6% Increment 1.0% Increment
Mining 42-5072 3.125% 32% 68% None None
Amusement 42-5073 6.6% 40% of first 5.0% 60% of first 5.0% 0.6% Increment 1.0% Increment
Restaurant and Bar 42-5074 6.6% 40% of first 5.0% 60% of first 5.0% 0.6% Increment 1.0% Increment
Prime Contracting 42-5075 6.6% 20% of first 5.0% 80% of first 5.0%  0.6% Increment 1.0% Increment
Owner Builder 42-5076 6.6% 20% of first 5.0% 80% of first 5.0% 0.6% Increment 1.0% Increment
Membership Camping 42-5077 6.6% 40% of first 5.0% 60% of first 5.0%  0.6% Increment 1.0% Increment

1/ Represents the portion of revenues that is designated for the distribution base.
2/ Represents the portion of revenues that is designated for the non-shared base.

3/ Represents the portion of revenues that is designated for education.
4/ Represents the portion of revenues that is designated for public primary and secondary education, health and human services, and public
safety. Thisincrement is not subject to the regular TPT distribution.

Delinquency Dates. Tax payments are delinquent if not postmarked on or before the 25th day of the month or
received by DOR on or before the next-to-last business day of the month.

Alternative Payment Schedules. DOR may authorize different payment schedules depending on the taxpayer’s
estimated tax liability or transient nature of the business.

e Taxpayerswith an estimated annual tax liability of $500 or less may pay on an annua basis.

e Taxpayerswith an estimated annual tax liability of between $500 and $1,250 may pay on aquarterly basis.

e Taxpayers whose business is of a “transient character” may be required to pay on a daily, weekly, or
transaction-by-transaction basis.

Estimated Tax Payments. Taxpayers who pay income taxes and whose business had an annual sales tax liability in
the preceding calendar year of $1,000,000 or more must make a single estimated advance payment in June of each
year. Normally, the full June tax bill would be due on July 20. This estimated payment is in addition to the regular
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June sales tax liability (which represents May sales). Laws 2010, 7" Special Session, Chapter 12 lowered the
threshold for estimated TPT payments from $1,000,000 in TPT tax liability to $100,000 for FY 2010 through
FY 2012. Prior to FY 2007, the threshold for estimated payments was $100,000. Laws 2006, Chapter 351 increased
the threshold to $1,000,000.

Pursuant to A.R.S. § 42-5014, the estimated tax payment should equal either 1) one-half of the actual tax liability for
May of the current calendar year, or 2) the actual tax liability for the first 15 days of June of the current calendar
year. Estimated payments are due by June 20. In July of each year, those taxpayers who made estimated payments
in the preceding month may subtract the amount of June's estimated payment from their July tax bill.

When the estimated payments program was first enacted in 1989, the estimated payments provided a one-time boost
to state revenues by advancing a portion of the next fiscal year's revenues into the current fiscal year. If the
program is ever eliminated (as is periodically proposed), it would entail a one-time cost to state revenues. Thisis
because every July taxpayers make a “clam” for the preceding month’'s estimated payment, and every June
taxpayers make a counterbalancing estimated payment. Eliminating the June payment leaves the July claim without
a counterbalance — and the state with a one-time cost.

Collection. DOR may enter into agreements with cities and towns that levy TPT to provide a uniform method of
administration, collection, and auditing of sales taxes. In FY 2010, DOR collected transaction privilege and use
taxes for some 76 Arizona cities and towns (see the DOR's 2010 Annual Report) [A.R.S. § 42-6001]. Laws 2010,
2nd Regular Session, Chapter 154 requires cities or towns that do not enter into an agreement with DOR for the
collection of municipal TPT to report to DOR by September 1 of each year the total amount of these taxes collected
in the preceding fiscal 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
2005. The estimated initial dollar impact of these changes is summarized by fiscal year in Table 5 below.

Table5
ANNUAL INCREMENTAL DOLLAR IMPACT OF TAX LAW AND REVENUE CHANGESY
Session/Chapter Description Revenue Impact
FY 2011
L 10, 6" SS, SCR 1001 -
Increase TPT and use tax rate from 5.6% to 6.6% (Proposition 100) $ 824,756,300
FY 2010
L 10, 7SS, Ch 12 Decrease Estimated Payment Threshold to $100,000 for FY 2010 $ 48000000
through FY 2012 (one-time FY 2010 impact) e
FY 2008
L 05, Ch 317 Moation Picture Production Exemptions (100,000)
FY 2007
L 06, Ch 333 Solar Energy Devices— Commercial Applications (500,000)
L 06, Ch 351 Increase Estimated Payment Threshold to $1.0 M
(one-time FY 2007 impact) (55,200,000)
L 06, Ch 354 Eliminate Sales Tax Categories (200,000)
L 06, Ch 371 Liquid Natural Gas Exemption (378,600)
L 05, Ch 317 Moation Picture Production Exemptions (600,000)
Subtotal FY 2007 $ (56,578,600)
FY 2006
L 05, Ch 317 Motion Picture Production Exemptions $  (600,000)
1/ Excluding Proposition 301 revenue.
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2011 TAX LAWS

Laws 2011, Chapter 40 prevents a city or town from imposing or increasing sales tax on residential renters unless
approved by municipal voters. (Effective retroactively from January 1, 2011).

Laws 2011, Chapter 66 prohibits a city or town from contracting with or employing auditors on a contingent fee
basis for the purpose of auditing any TPT or affiliated taxes levied by the city or town. (Effective retroactively from
January 1, 2011).

Laws 2011, Chapter 129 requires the Department of Revenue to maintain an official and up-to-date copy of the
Model City Tax Code (MCTC), which isto be posted on its website, beginning July 1, 2012.

Laws 2011, Chapter 144 prevents cities or towns from levying TPT, use tax, or any similar tax, on the gross
proceeds of sales or gross income derived from a commercia lease, if at least 80% of the voting shares of each
corporation are owned by the same shareholders. (Effective July 20, 2011).

Laws 2011, Chapter 249 provides that provisional community college districts are included in the distribution of
Proposition 301 Workforce Development monies. (Effective October 1, 2011).

2010 TAX LAWS

Laws 2010, 6™ Special Session, SCR 1001 referred to the votersin a May 2010 Special Election a 3-year increase
in the TPT, including the use tax from 5.6% to 6.6%. The extra 1.0% would be dedicated exclusively to public
primary and secondary education, health and human services, and public safety. Proposition 100 was approved by
the voters and the new rate began on June 1, 2010. The 1% is not subject to the regular TPT/use tax distribution,
and is estimated to generate TPT and use tax revenues of $825 million in FY 2011, $901 million in FY 2012, and
$951 millionin FY 2013. (Effective June 1, 2010)

Laws 2010, 7" Special Session, Chapter 12 lowered the threshold for estimated TPT payments from $1,000,000 in
TPT tax liability to $100,000 for FY 2010 through FY 2012. It is estimated that this would generate one-time
revenues of $48,000,000 in FY 2010. Beginning in FY 2013, the threshold reverts back to $1,000,000.

Laws 2010, 7" Special Session, Chapter 12 eliminated the Tourism funding formula, which had previously
allowed the Tourism Fund to collect 3.5% of last year's gross transient lodging tax revenues, 3.0% of last year's
gross amusement tax revenues, and 2.0% of last year's gross restaurant and bar tax revenues. This legislation was
estimated to increase ongoing General Fund revenues by $10,655,200. Laws 2010, Chapter 128 reinserted the
Tourism funding formulain statute but left the formulainactive pending future legislative authorization.

Laws 2010, Chapter 225 extended the TPT and use tax exemptions for the Environmental Technology Assistance
Program for 5 additional taxable years.

Laws 2010, Chapter 294 delayed the termination of the prime contracting TPT exemption for the installation of
solar energy devices for commercial or industrial use by 6 taxable years.

2009 TAX LAWS

Laws 2009, 1% Special Session, Chapter 3 established a state and county tax amnesty program, which ran from May 1,
2009 through June 1, 2009. The program alowed DOR to abate or waive al or part of penaties and to impose
reduced interest payments for tax liabilities for all qualifying taxpayers. To qualify for the program, a taxpayer must
have filed areturn, and paid any balance due by June 1, 2009. The one-month amnesty program generated a total of
$31.8 million, including $16.7 million in corporate income taxes, $2.1 million in individual income taxes, and $13.0
million in sales tax revenue. After accounting for sales taxes collected on the behalf of counties, and revenue
sharing to cities and counties, a total of $27.3 million was deposited into the state’'s General Fund. The one-time
revenue impact of the tax amnesty program has not been included in the tax law changes table at the beginning of
this section.

Laws 2009, 4™ Special Session, Chapter 3 changed the end of the state’'s General Fund contribution to the Rio
Nuevo multipurpose facility district from 2025 to the earlier of that date or the completion of the currently scheduled
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debt service payments. Chapter 3 also stated that no state funds may be used for operating expenses of the facility,
or for any costs that qualify for funding from the Arizona Convention Center Devel opment Fund.

2008 TAX LAWS

Laws 2008, Chapter 194 provided that internet application for services designed to assess student learning, or to
promote curriculum design are exempt from the TPT, the telecommunications classification, and the rental property
classification. The impact to the General Fund has not been determined. (Effective retroactively to January 1, 2000)

Laws 2008, Chapter 255 provided that preconstruction services related to prime constructing to be exempt from
TPT. Theimpact to the General Fund has not been determined. (Effective retroactively to January 1, 2001)

Laws 2008, Chapter 303 modified the deduction for development fees from TPT for prime contactors or
subcontractors. Chapter 303 intends to clarify, and not to expand, the provisions of Laws 2006, Chapter 386,
relating to deduction of development fees. The impact to the General Fund has not been determined. (Effective
retroactively to September 1, 2006)

2007 TAX LAWS

Laws 2007, Chapter 169 provided that medallions and coins that are authorized by the Arizona Historical Advisory
Commission to commemorate Arizona's 2012 statehood centennia to be exempt from state and local TPT.
(Effective September 19, 2007)

Laws 2007, Chapter 188 established a mechanism to determine TPT liability under the prime contracting
classification for former property owners who make improvements that are not included in the original sales contract
after title to the property has been transferred to a new owner. It excludes property owners who hire contractors to
make improvements from being defined as prime contractors, regardless of the existence of a sales contract,
retroactive to January 8, 1991. Chapter 188 allows the former property owner to be liable for TPT under the prime
contracting classification only on improvements not included in the sales contract made by the former owner after
the title to the property has been transferred to a new owner. A refund mechanism is established by which refunds
for taxable periods after January 8, 1991 may be claimed if they are filed before January 1, 2008. The maximum
cumulative amount of refunds is limited to $10,000. Valid aggregate claims in excess of $10,000 will result in the
proportional reduction of all refunds. (Effective September 19, 2007)

Laws 2007, Chapter 265 repealed Laws 2002, Chapter 330, which limited the tribal community colleges transfer of
TPT revenues to Diné College. It increased the recipients of the TPT distributions to include qualifying Indian
tribes, with the funds to be used for maintenance, renewal and capital expenses of community colleges owned,
operated and chartered by the tribes. Chapter 265 allowed for existing compacts between qualifying Indian tribes
and the state to be renewed for 10 years after a hearing and review of the compact during the last year of the
compact’s first 10-year term. This legidation was estimated to increase Arizona Community Colleges General Fund
expenditures by $194,000 in FY 2008. (Effective September 19, 2007)

Laws 2007, Chapter 276 penalized municipalities located entirely within metropolitan areas with populations
exceeding 2 million people that provide retail tax incentives to induce businesses to locate within their borders. This
penalty does not apply to cities or towns that adopted retail tax incentives prior to July 1, 2007, and several other
exceptions are provided. Municipalities are required to report to DOR the value of any actual or contingent tax
incentives offered to retail businesses as an inducement or in exchange for locating within their borders.
Municipalities that do offer these incentives shall be penalized by a commensurate reduction in state shared revenue.
(Effective September 19, 2007)

2006 TAX LAWS

Laws 2006, Chapter 105 clarified that the sales tax does not apply to postage in printing jobs. Under the job
printing classification, printing jobs may include pre-printed postage. This chapter clarified that the amount
collected by the business for the postage is exempt from the sales tax. This legislation has no fiscal impact.
(Effective September 21, 2006)
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L aws 2006, Chapter 123 modified the due dates for sales tax payments by standardizing the delinquent date for all
payments, regardiess of how the payments are made. The chapter clarified that payments, including electronic
payments, are delinquent if they are not received by DOR by the second to the last day of the month, and that
payments received by mail must be postmarked before the 25" day of the month. This legislation has no fiscal
impact. (Effective September 21, 2006)

Laws 2006, Chapter 171 provided a municipal sales tax exemption for the state fair. Current statute exempts
income received from state and county fairs from the state sales tax. This chapter expanded that exemption to
municipal salestaxes. Thislegidation has no state fiscal impact. (Effective retroactively from June 30, 1999)

Laws 2006, Chapter 222 expanded the sales tax exemption made available to motion picture producers by Laws
2005, Chapter 317 to include printing activity related to motion picture production. The printing exemption was
estimated to have anegligible fiscal impact. (Effective retroactively from January 1, 2006)

L aws 2006, Chapter 225 exempted food donated by a restaurant to a qualified nonprofit organization that regularly
serves free meals to the needy from the sales and use tax. The donated food exemption was estimated to have a
negligible fiscal impact. (Effective September 21, 2006)

L aws 2006, Chapter 321 exempted the sale of food prepared off campus that is provided to school districts, charter
and private schools for consumption during school hours from TPT and use tax. (Effective September 21, 2006)

Laws 2006, Chapter 333 eliminated the $5,000 cap on the existing sales tax exemption for the purchase of solar
energy devices. The removal of the cap is expected to reduce sales tax revenue by approximately $(500,000) per
fiscal year. (Effective retroactively from January 1, 2006)

L aws 2006, Chapter 351 increased the threshold beyond which a June estimated sales tax payment is required from
the current $100,000 to $1.0 million. (Effective September 21, 2006)

Laws 2006, Chapter 354 eiminated the sales tax on membership camping fees. The state revenue impact was
estimated to be $(100,000) in FY 2007 and $(120,000) per year in subsequent fiscal years. (Effective November 1,
2006)

L aws 2006, Chapter 371 provided an exemption from sales and use tax for natural gas purchased to fuel equipment
used to convert natural gas into liquefied natural gas. This exemption is expected to result in a decrease of
$(379,000) per fiscal year in sales and use tax collections.

2005 TAX LAWS

L aws 2005, Chapter 11 made technical, conforming, and clarifying corrections to the tax statutes. The act repealed
a section of statue exempting intrastate railroad fertilizer transportation from the sales tax, but added the exemption
to the transportation classification. It also clarified that purchasers of goods subject to the use tax have the option of
paying the tax directly to DOR. Thislegislation has no fiscal impact. (Effective August 12, 2005)

Laws 2005, Chapter 39 increased the maximum hotel tax rate in Pima County from 2% to 6% and struck an
existing provision that would have adjusted the maximum rate to 1% after December 31, 2012. The legidation also
decreased, from 50% to 34%, the amount of revenues generated from the tax that may be dedicated toward the
construction and operation of a Major League Baseball spring training stadium or facility, and instead authorized the
county to use up to 16% of its revenues for economic development activities. (Effective August 12, 2005)

Laws 2005, Chapter 62 made clarifications to the transportation, telecommunications, transient lodging, and
amusement classifications. The act specified that, retroactive to June 30, 1993, arranging for transportation or
amusement activities as a service to a person’s customers is exempt from the sales tax if the person is not otherwise
engaged in that type of business. The legislation also specified that telephone, fax, or internet services provided at
an additional charge by a transient lodging business are subject to the sales tax. This legisation has no fiscal
impact. (Effective August 12, 2005)

Laws 2005, Chapter 317 granted qualifying motion picture companies sales and use tax exemptions for certain
expenses, including machinery and equipment, lodging space leases or rentals, catered food and drink, and building
(or other structure) construction. To qualify, a motion picture company must incur production costs of at least
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$250,000 in one year and must employ a certain percentage of Arizona residents in the production. The act also
repealed the existing 50% motion picture sales tax refund. This legislation was estimated to have a General Fund
cost of $(600,000) in FY 2006. (Effective August 12, 2005)

A listing of tax law changes prior to the 2005 legisative session is available on the JLBC website located at
www.azleg.gov/jlbc/11taxbook/11taxbook.pdf.
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Attachment A
State and Local Retail Sales Tax Rates by City
June 2011
County County
o [:4
il=-12|% A
Cities by County state] 5 | ] =] & | 2 | city | Total Rate |Cities by County state] 5| & | E | S| £ | city |Total Rate
Apache County rMarimpa County
Eagar 680 | 0.50) - - - - 3.00 10.10 Scottsdale 6.60 - 0.50 (o020 - - 1.85 895
St Johns 6.60 | 0.50) - - = = 2.00 2.10 Surprise 8.60 = 050 foz20f) - = 2.20 9.50
Springerville 680 J 0.50) - = - - 3.00 10.10 Tempe 6.60 = 050 (oz0) - - 2.00 9.30
|Cochise County Tolleson 8.80 - 050 (oz20) - - 250 9.80
Benson 860 | 0.50] - - - - 2.50 9.60 Wickenburg 6601 - 050 jo.20] - - 2.20 9.50
Bisbee 860 |o50] - - - - 2,50 9.60 Youngtown 860 - 050 jo.20] - - 3.00 10.30
Douglas 680 |os0) - - - - 2,80 990 |Mohave County
Huachuca City 660 | 050) - - - - 1.50 8.60 Bullhead City B.80 | 0.25 - - - - 2.00 8.85
Sierra Vista 660 | 050 - - - - 1.75 8.85 Colorado City 860 | 0.25 - - - - 2.00 8.85
Tombstone 6.60 J0.50) - - - - 2.50 9.60 Kingman 6.60 | 0.25 - = - - 2.00 8.85
Willcax 6.60 | 0.50) - - - - 3.00 10.10 Lake Havasu City 6.60 | 0.25 - - - - 2.00 8.85
Coconino County Navajo County
Flagstaff 660 | 050) - JO50)0.125 - 1.721 9.446 Halbrook 8.60 | 0.50 - - - - 3.00 10.10
Fredonia 660 | 050) - 1050)0.125 - 4.00 11.725 Pinetop-Lakeside 6.60 | 0.50 = - = - 2,50 9.60
Page 660 | 050) - J050)0125 - 3.00 10.725 Show Low 6.60 | 0.50 - - - - 2.00 9.10
Sedona 660 ]050) - J0O50)0125 - 3.00 10.725 Snowflake 6.60 | 0.50 - - - - 2.00 9.10
Tusayan &80 | 050) - J050)0.125 = 2.00 9725 Taylor 6.80 | 0.50 = = = = 2.00 9.10
Williams 660 | 050 - JO50)0.125 - 3.00 10.725 Winslow 6.60 | 0.50 - ] - - 3.00 10.10
Gila County Pima County
Globe 8.80 | 050)050) - - - 2.00 9.60 Marana 8.60 - 0.50 - - - 2.00 9.10
Hayden 6.80 | 050)050) - = = 3.00 10.60 Oro Valley 6.80 - 0.50 = = = 2.00 910
Miami 880 | 050)050) - - - 250 10.10 Sahuarita 8.80 - 0.50 - - - 2.00 9.10
Payson &80 |os0jo50] - - - 212 9.72 South Tuceen 660 - 0.50 - - - 2.50 9.60
Star Valley 6.80 | 0.50)050) - = o 2.00 9.60 Tucson 8.60 o 0.50 > = o 2.00 2.10
Winkelman 8.80 | 050)050) - = - 3.50 11.10 Pinal County
Graham County Apache Junction 860 | 0.50] 0.50 - - Joi0] 220 9.90
Pima 660 Joso) - - - - 2.00 9.10 Casa Grande 6.60 | 0.50] 0.50 - - |0.10] 2.00 9.70
Safford 660 | 050] - - - - 250 9.60 Codlidge 6.60 | 0.50] 0.50 - - jo.10] 3.00 10.70
Thatcher® 860 | 0.50) - - - - 2.00 9.10 Eloy 860 | 050) 050 - - J010) 3.00 10.70
Greenlee County Florence 860 | 050} 050 - - jJoa0) 200 9.70
Clifton 660 | 050) - - - - 3.00 10.10 Kearny 660 | 050) 0.50 - - J0.10] 3.00 10.70
Duncan 660 | 0.50) - - - - 2.00 9.10 Mammoth 660 | 050 050 - - J0a0) 200 9.70
La Paz County Marana 6.60 | 0.50] 050 - - Joa0] 200 9.70
Parker 660 | 050 - 050 - - 2.00 9.60 Maricopa 860 | 0.50] 050 - - Joa0) 200 9.70
Quartzsite 660 | 050) - J0O50 - - 250 10.10 Queen Creek 660 | 0.50) 050 - - J010] 225 9.95
|Maricopa County Superior 6.60 | 0.50] 050 - - jo10] 200 9.70
Apache Junction 8.60 - J0.50)0.20 - - 220 9.50 Winkelman 660 | 0.50) 050 - - J010] 350 11.20
Avondale B6.80 - josojo20 - - 250 980 |Santa Cruz County
Buckeye 8.80 - J050)0.20 - . 3.00 10.30 MNogales 6.80 | 0.50 - 0s50) - - 2.00 9.60
Carefree 8.60 - 050020 - - 3.00 10.30 Patagonia 6.60 | 0.50 - 050} - - 3.00 10.60
Cave Creek B6.60 - j050)0.20 = = 3.00 10.30 Yavapai County
Chandler B.80 - jo50)0.20 = = 1.50 8.80 Camp Verde 880 | 0.50 = 025 - = 2.00 9.35
El Mirage 8.80 - jo50)0.20 = = 3.00 10.30 Chino Valley 6.80 | 0.50 i 025 - = 3.00 10.35
Fountain Hills 6.60 - |0.50}0.20 - - 260 9.90 Clarkdale 6.60 | 0.50 - 025) - - 3.00 10.35
Gila Bend 6.60 - jo.s0)0.20 = = 3.00 10.30 Cottonwood G.60 | 0.50 = 0251 - = 3.00 10.35
Gilbert 6.60 - |0.50)0.20 ¥ = 1.50 8.80 Dewey-Humboldt 6.60 | 0.50 = 0251 - = 2.00 9.35
Glendale B.60 - jo.50)0.20 - - 220 9.50 Jerome 6.60 | 0.50 - 025) - - 350 10.85
Goodyear 660 - Jos0jo.20)] - - 250 9.80 Prescott 6.60 | 0.50 - 0.25] - - 2.00 9.35
Guadalupe®™* 5.60 - J0.50)0.20 - - 3.00 10.30 Prescott Valley 6.60 | 0.50 - 0.25) - - 233 9.68
Litchfield Park 6.60 - Jo50)0.20 - - 280 10.10 Bedona .60 | 0.50 - 0.25) - - 3.00 10.35
Mesa B.60 - J0.50)0.20 - - 1.756 9.05 Yuma County
Paradise Valley .60 - jo0.50)0.20 = - 1.65 845 San Luis 6.60 | 0.50 - 080) - |010] 4.00 11.70
Pecria 6.60 - J0.50)0.20 - - 1.80 9.10 Somerton 6.60 | 0.50 - 050y - |0a0] 330 11.00
Phoenix .60 - J050)0.20 - - 2,00 9.30 Wellton 6.60 | 0.50 - 050y - |010] 250 10.20
Queen Creek 8.60 - J0.50)0.20 = - 225 9.55 Yuma 6.60 | 0.50 - 050) - J010] 1.70 9.40

Sources: League of Arizona Cities & Towns; Arizona Department of Revenue

* Eftective July 1, 2011, the TPT rate for Thatchar increases from 2% 1o 2 5%

" Eftectiva July 1, 2011, tha TPT raté for Guadalipe increases Irom 3% 1o 4%

Arizona Tax Research Association
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The following preliminary information on sales tax exemptions and credits for FY 2010 is provided courtesy of DOR.

TRANSACTION PRIVILEGE AND USE TAX EXPENDITURES

Additional
Collections
PREFERENTIAL TAX RATE CATEGORIES at a 5% Rate
Nonmetalliferous Mining; Oil and Gas ProdUCLION............ccoieieieiieiese e seeeeeese e e e see e e sre e $1,930,000
COMIMENCIAl LBBSE ....veueeteiieieeteiteiete ettt sttt sttt st st s s et s e e st s bese bt sbese e bt sbeseebesbe e ebesaeneebesbeneebeseenenbenennens 411,610,000
RENEAI OCCUPBNCY TaX..veueeueeueeieitestestesiesresseeseessessestestessessesseessessessessessessesseasssssensessessessesssasenssensessessessessesseensensenes NIA*
Total Preferential TaX RALES........cccviiveiiirieise et ste et ste st stesaesesbesae e steseesesbeseesestesaesesseseesessesens $413,540,000
CREDITS
ACCOUNTING CFEAIT.......eivieeiiitirieieste ettt b et b et b et s bbb bt b e s st b et b bt e $15,710,000
QL0 =1 O = o 1 =TT $15,710,000
EXEMPTIONS
Professional Scientific and Technical Services:
(= = SRS $159,910,000
Architectural and ENQINEENNG .......coveiiiiii ettt st ettt et sre st e s aesbeeae e teseesrenrs 206,900,000
SPECIAli ZEA DESIGN SEIVICES ....vitiiiceeeiesee e sttt ettt e st e st e esa e st s aeebeese e e etese e bestesreeteeneeneensenseteseeses 17,360,000
Computer System Design and REAEd SEIVICES .........vvieierererie e e e sne e 239,140,000
Management, Scientific and Technical CONSUITING........ccceeereierieiecirieeese e e enens 94,830,000
Scientific Research and DEVEIOPMENT .........coviiii i sre e 36,230,000
Advertising, Public Relations and Related SErVICES........coovvvviiieirieeeesee e 56,230,000
Other Professional, Scientific and TechniCal SEIVICES........cuvviieciii it 46,880,000
Accounting, Tax Preparation & BOOKKEEDING .........cciirieiririeeie e 75,630,000
Total Reportable Professional, Scientific and Technical SErVICES.........cocvviiereririeeie e $933,100,000
Health Care and Social Assistance Services:
L 0725 =0 $344,880,000
<01 ST PS T 108,880,000
L0 1T (0] 0= (0] £ S 13,070,000
L@ 010] .01 1 1SS 9,090,000
Mental Health PraClitiONerS ........covveiiirieirire sttt sb et sb e ne e enes 4,130,000
SPECIAILY THEIBPISES. ...ttt b bbbt bbb bt e b e b e b nens 17,490,000
All Other HEaIth PraCtitiOnErS.........cvoi ittt sttt et ettt sete s st seabe s st e e snee e sbaeenneeesnes 8,230,000
OULPELIENT CarE CONLEIS.....ecuieieieerieiteeteeeee e ste et a e e e e teseestesaeeseesee e eneeseebeseesbesseaneeneensensenseseenses 82,290,000
MediCal DIagNOSHIC LaADS .....cueveiiieieieiieiee sttt sttt st sesbesaesesbesaesesbesaesesteseesestenentesannens 53,890,000
HOME HEAITN SEIVICES. ...t ettt et bbbt et et et et e e e e e beseen 39,210,000
Other Ambulatory HEalth SEIVICES........coiiiiieeee e e 70,510,000
NUFSING Car@ FACIITIES ....uevieece ettt e et se e te st e s besresaeeae e e enseeensenteseens 47,510,000
Residential Mental HEalth FaCiliti€S.........ccuviriiiieieee e st 28,030,000
ComMMUNItLY Care FaCIlITIES .......cveie et se et st e s reete e e enee e enaeseesrens 41,510,000
Other Residential Care FaCilitiES .........coviriiririere ettt be e 6,890,000
Total Reportable Health Care SErVICES. .....ccvviiiiiceeecere et sre b renne s $875,610,000
Administrative and Business Support Services
Office AAMINISITALIVE SENVICES......cccveeceee ettt etee et s et e e be s s beesbessbessabessabessstessbessnseesns $53,210,000
FaCilitiES SUPPOIT SENVICES.......iiueieeeeeeieiestese sttt sttt e e e see e sae st sse e eneeseeteseesaestesaeeseeneenseneensenseseens 26,290,000
Employment Placement and EXeCULiVe SEaICh SEIVICES ........cociveriiirerieie et 23,220,000
BUSINESS SUPPOIT SEIVICES ....cueitiieeetieieeieete st ettt sttt seesbe bt bt sae s st e e e seebesaesbesbesaeeaeeneanseseeseeneeses 470,220,000
Servicesto BuildingS and DWEITINGS ......ccoueiiiireiieieieee ettt see e 156,120,000
INVESIGALiON AN SECUNTY ....c.veiuictieeciesiese ettt ettt st s re e ae e e e e s e e tesbesaesbesaeeraeneeneeeeseenrees 41,280,000

-13-
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Other SUPPOIT SEIVICES ......eeuieieriesie ettt se ettt r e e e seesbesaesbeese e e eneeseetesbeseesseeneeneeeensenseseenses 31,570,000
Waste Management and RemMediation SENVICES ........ccoueerererienesese et 59,430,000
Total Reportable Administrative and BuSINESS SUPPOIt SEIVICES.........eeuereeerrieriesiesiesie e sesesseeee e $861,330,000
Personal Care Services
21 o= SO P SRS $610,000
BEAULY SAIONS ....c.viiieceicicieie ettt e st e e et et e e e e e st e se e be s ee s besheeaeea e e e enteaeeeteereeReeRee e eneeeerentenrens 19,500,000
N =T S TSR 900,000
Other PEISONAl Carl.....c.ccuiivieetiriieetistee sttt et b et b bbbt s bt et e b e b e et et et sbe b e nesbentene 5,170,000
[Dc O S = VT o= TSRS 8,640,000
DryCleaner & LaUNAIY .......ooiiiieii ettt st e s e e e e seestesneeneene e e enseneeseneennens 23,190,000
Pet Care (NOL VELEITNAIY) ....eivieeeiitereeieete ettt b e bt e bbbt e eb et eeae e s 2,750,000
ParKing [OU/QAIrAgES .....cveeeeiriieet ettt b bt a bbbt et eb b ne e 7,840,000
Other PErSONal SEIVICES ... cceiieiiteieiie ettt sttt re b et bt e b e s ae et et e se e besaesbesbesaeese e e enbeseesbesaeene 3,370,000
Total Reportable Personal Care SENVICES........cuviiiireiririeiseseesesee s sae s sae et s sessensssessenes $71,980,000
Educational Services
Business School/Computer/Management TralNiNG.........cceoereiieeereeesieeieeseeseesesresresessessessssssessessessessens $5,360,000
Technical and Trade SCROOIS.........cuiiiririee e b e st a e 21,060,000
Other SChOO0IS AN INSIIUCTION.......cviuiitirieirereee bbb eens 16,860,000
EdUCALiON SUPPOIT SENVICES .....eviieiceieeeeieiesies ettt ee e e see e s testesaesaeese e e essessesaesseseestesneeneensenseseeseenses 5,460,000
TOtAl EAUCELIONEI SEIVICES.......ceeuiiiieetiiieeete ettt ettt sttt st b et b e bbb ettt ene b et enesbeneens $48,740,000
Financia Services
Mortgage and Nonmortgage Loan BroKErS...........ocieieiiineiene ettt $26,430,000
Financial Transaction Processing and ClEANNG ........ccouerererieiineie e s see 92,320,000
Other Activities Related to Credit INterMediation ...........cooiiiieiinereee e e 18,150,000
Securities and Commodity Contracts INtermediation .............cooeierireiieieree e 137,970,000
POrfOliO MBNAGEMEN .......ocviiiiiiecie ettt e et e e be s ae e reeaeese e eesa e teseesbesaeeseeneensensesensenseseens 51,480,000
INVESEMENT AGVICE ...ttt sttt sttt sttt sttt se s bese e bt s beseebe st e seebenbe e ebesbeneebenbeseesenbeseenenteneas 9,700,000
All Other Financial INVESIMENt ACHVITIES ....cvieieiieiee et 4,770,000
Total Reportable FiINANCial SENVICES ......ocviiiiiiicicesece st ese e eeesrenresrennens $340,820,000
Other Services
Automotive Repair and MaiNtENANCE ........cooveierierire st see et eeseesseseeseesressesnens $101,260,000
Electronic and Precision Repair and MaiNteNanCe..........c.coerererereeerieeieenieseeseseesie e sresseseeeeseesseseeseesses 7,750,000
Commercial, Industrial Machinery Repair and MaiNtenanCe ...........ccoceeererieeieriene e 19,490,000
Personal and Household Goods Repair and MaintENaNCE..........coerereeierrierieniese e e 5,010,000
Data Processing, Hosting and Related SEIVICES. ........coeriiriirie ettt see 62,420,000
Local Messengers and LOCE DEIIVENY .....c..cceiiiiiiie ettt sttt st e e et resrenns 2,660,000
Total REPOIAbI€ OthEr SENVICES......ccuiieeice ettt s e et e e st e besreere s e eneeseestentesnens $198,590,000
WNOIESAIE TTAOE......ceveeeeiete ettt bt sttt b e et b et e b et n b et s neenes $3,543,110,000
L@ s ol D 1ol g OSSPSR NIA*
QLI 0 L= 1 0TRSO NIA*
Sale of Warranty OF SErViCe COMNIACES ........ceueririeriiesere e sttt st st sresse e eneeseenseneeses 32,200,000
Sale of Tangible Personal Property by a Nonprofit OrganiZation ............ccoceeereerineneneiese e NIA*
Sale Of SLOCKS ANA BONUS .....coueiieiie ettt et e st e te s besee et e e e enteseenbeseeeneeneeneenseseens NIA*
Prescription Drugs and MediCal OXYgEN.......coceiiiireie ittt se e s e b s sae b e e aeseesbaseeseens 324,040,000
Eyeglasses and Contact Lenses, Insulin, Insulin Syringe and Glucose Test Strips,
Prosthetic Appliances, Hearing Aids and Durable Medical EQUIPMENt ..........cccoeriieienenene e 25,550,000
Sales to Nonresidents for Use Outside Arizonaif the Property is Shipped or Delivered
OULSIAE ThE SEBEE .......ecveeeeerieeeteste ettt sttt et et st e seebesee st ebeseesesbeneebesbenentenennens 113,050,000
[oToTo | {01l o0 4 T=X @00 W 1 0] o) o SRS 614,630,000
Textbooks That are Required by any State University or Community College.......ccccvvvvvveerveeverevenceneseene 6,550,000
Meals Provided to Employees Of RESLAUIANES .........cciviieireeiere et seseeaesees e st seeae e sresneenee e enaennens NIA
FOOd UsSed iN SChOOI LUNCNES ........oiuiiiieeeieiesie ettt st st se et et e st et enteseestesaesneenee e ensenes NIA*
Sale Of AriZONALOENY TICKELS. .. .c.eiieieeee et s e e e e e e es 27,570,000
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Precious Metal Bullion and Monetized BUITION............ccoooiiieiiieneeeeee et e NIA*
Tangible Personal Property Sold to a Qualifying Hospital or a Qualifying Health Care Organization......... 46,910,000
Tangible Personal Property Sold to or Purchased by Qualifying Community Health Centers and

Health Care OrganiZaliONS..........ccceeuiiiie ettt ehe et e st esbe s besaeeb e s st e ae e e e s e beseebesbesbesaesneanseneaneas NIA*
Tangible Personal Property Sold to a Non-Profitable Organization which Regularly Serves

Mealstothe Needy and INAIGENL ........c.coeiiii i e se et e sreens 1,440,000
Tangible Personal Property Sold to a Non-Profitable Organization which Provides Housing

for Low INcome Persons OVEr SIXLY-TWO Y EAIS......cccciieririereeresreeeeieessesseseestessessessesssessesssssessessessessessesssssseses NIA*
Gross Proceeds from Contracts to Build Housing for Nonprofits to House Low Income

PErsonS OVEr SIXTY-TWO Y EAI'S ...cueeueeeeieriesiesiestesteseeseeseessestessestessesseeseessessesaessessessesssensensessessessessessessensessenses NIA*
Magazines or other Periodicals or other Publicationsto Encourage Tourist Travel ... ceveceeeeseeiens NIA*
Sale of Articlesto a Contractor for Incorporation or Fabrication Under a Contract...........ccccceveevvreinnnene $854,950,000
Sale of Articlesto be Incorporated into a Manufactured Product..............ceoeeeererenevesiene e 1,366,270,000
Exempt Motor Vehicle Sales (certain nonresidents and INAians) .........cccooerevenenenencnieeiee e 19,110,000
Tangible Personal Property Purchased by a Nonprofit Charitable Organization That Uses Such

Property for Training, etc., for Mentally or Physically Handicapped Persons...........cccoeveienenenenieeseeseeseeen NIA*
Tangible Personal Property Sold by a Nonprofit Organization Associated with aMajor League

Baseball Team or aNational Touring Professional Golf ASSOCIAtION .......ccccceeeieeiierieiese e NIA*
Tangible Personal Property Sold by a Nonprofit Organization Associated with a Rodeo

Featuring Primarily Farm and RanCh ANIMElS .........ccceiiiiiie it NIA*
Sales of Commodities under Futures Contracts Consigned to a Warehouse for Resale.........coovvvvvvecececceccienenns NIA*
Seeds, Seedlings, Roots, Bulbs, Cuttings and Other Propogative Material Used to Commercially

Produce Agricultural, Horticultural, Viticultura or Floricultural Cropsin Arizona.........ccccceeeeeeeeeeveneenen. 1,570,000
Machinery, Equipment and Certain Supplies Used to Assist the Physically or Developmentally

Disabled or those Persons With HEat INJUITES..........coiiiiiiieieee e NIA*
Tangible Personal Property Shipped or Delivered Directly to a Foreign Country for use in that Country.... 14,920,000
Sales of Natural Gas or Liquefied Petroleum Gas used to Propel aMotor Vehicle........ccocveericiiicnenne 10,520,000
Paper Machine Clothing Used or Consumed in Paper ManUfaCturing ..........cccovererinenenienieneee e NIA*
Machinery, Equipment, Utility Product, Materials and Other Tangible Personal

Property Used to Construct a Qualified Environmental Technology FaCility.........cccocvveviieieniecinceeiece e, NIA*
Sales of Coal, Petroleum, Coke, Natural Gas, Virgin Fuel Oil and Electricity to an Environmental

QLIC=: 1070] oo 1V o 1 YRS 2,130,000
Sales of Liquid, Solid or Gaseous Chemicals Used in Manufacturing, Processing, Fabricating, Mining,

Refining, Metallurgical Operations or Research and Devel Opment..........cc.ovveeeereerenecneneeseeeesenes 8,010,000
Sales of Food or Drink Consumed on the Premises of aJail, Prison,........ccccccveiveeeeie e et 2,745,000
Motor Vehicles and any Tangible Personal Property or Repair that Becomes a Part of the Motor Vehicles

sold to a Licensed Motor Operator that Lease or Rent the Property ........cccoceverevenenesenieniece e 7,770,000
Livestock, Poultry, Feed and Supplies for Use or Consumption in the Businesses of Farming,

Ranching and Feeding Livestock and POUITIY ..........couiiiieee et s NIA*
Livestock, Poultry Feed, Salts, Vitamins for Livestock or Poultry Consumption..........cccccevceveveveeeveevenne. 14,750,000
Sale or Purchase of Implants Used as Growth Promotants and Injectable Medicing.........ccccoovevvevcieveneceinns 130,000
Sales of Motor Vehicles at Auction to Nonresidents of this State for Use Outside of this State..................... 6,810,000
Personal Hygiene Products Which are Furnished to and to be Consumed by Hotel Occupant............ccccccevvvvinnnene NIA
Sales or Purchases of Alternative Fuel to aUsed Oil FUEl BUINE ... NIA*
Printed, Photographic, Electronic or Digital Media Materials for use in Publicly Funded Libraries................. 580,000
Tangible Personal Property Consisting of Food, Beverages and Condiments Sold to or Purchased

DY @ COMMEICIAl ATTTINE.....c.ee it sttt st et et sae s b e e neeneensesteseesaestesneeneeneens 30,000
Sale of New Alternative Fuel Vehicles and Conversion EQUIPIMENE .........c.coceereerireeneneesieseee s sesie s NIA*
Sale of Spirituous, Vinous or Malt Liquor by aLiquor WhoIESaler ... NIA*
Property to be Incorporated as Part of Environmental Response or Remediation ACtiVities.........cccceeeeeieneinne NIA*
Sale of Arizona Centennial Medallions by the Historical Advisory COMMISSION........cccoorererenenenieeieeieeseesee e NIA*
Application Services Designed to Assess or Test Student LEArNING .......ccovvveveeeceeieeie e NIA*
Tangible Personal Property by a Nonprofit that Produces, Organizes or Promotes Cultural or Civic

REBLEA FESHIVAIS. ...ttt ettt sttt bbb e ekt bt b e s bt b e s be e e be st et et e bt eee NIA*
Machinery or Equipment used directly in Manufacturing, Processing, Fabricating, Job Printing,

Refining or Metallurgical OPEratioNS.........cccviieieerieeiereerese s e e e s et st re e e e e e seenseseesnens 33,350,000
Sale of Machinery or Equipment Used in Mining and in Drilling for or Extracting

Oil OF GASTrOM TN BAIth.........vieveic ettt ettt e e saae et e e st e e ebee s sateenbeeebesenreesares 29,920,000
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Certain Equipment used in the TelecommuniCationS INAUSETY .......c..oviiriiiiiieenenees e NIA*
Machinery, Equipment or Transmission Lines used directly in Producing or Transmitting

EIECHTICEI POWEN .......ecviieeeiete ettt sttt sttt sa et tesa e st et e saeseetesaeseebesaeneebesaesesbenenseseenentesennens 38,270,000
Neat Animals, Horses, Asses, Sheep, Swine or Goats used or to be used as breeding or production stock............ NIA*
Pipes or Valves Four Inchesin Diameter Used to Transport Oil, Natural Gas, Atrtificial Gas,

VAT (= e @0 = S LU 4 Y/ 18,170,000
Certain Aircraft, Navigational and Communication INStrUMENLS............ccceveeieeiieresieseseseseeeeseeseeseesre e enens 5,550,000
Machinery, Tools, Equipment Used in Repairing, Remodeling or Maintaining Aircraft, Aircraft

Engines or Aircraft COmMPONENE PartS.........cccooviiiiiiiieeereesese s se s see e e s e ese s eaesae e snesnessesneeneesennens NIA*
Railroad Rolling Stock, Rails, Ties and Signal Control Equipment Used to Transport Persons or

L0001 Y 10 1= TS NIA*

Buses or Other Urban Mass Transit Vehicles Used to Transport Persons For Hire or Pursuant

to a Governmentally Adopted and Controlled Urban Mass Transportation Program...........c.cccveveeereneeennenes NIA*
Certain Groundwater Measuring Devices and Their INStallation ..o NIA*
New Machinery and Equipment Used for Commercial Production of Agricultural,

Horticultural, Viticultural and FIOriCUTUral CroPS ........coiiiiiiieeeceie et NIA*
Machinery or Equipment used in Research and DevElOPMENT ..........cccoeieieie s e NIA*
Machinery and Equipment Purchased by or on Behalf of Owners of a Soundstage Complex..........ccccvevveverienene. NIA*
Tangible Personal Property Used by any Direct Broadcast Satellite Television

or Data TransmiSSion SErVICE OF FaCHlITY .....civviieeiceeece sttt ne e e e s NIA*
Sales of Services by Direct Broadcast Satellite TEleVISION SEIVICES......ucviverererisereseeeereeese e seeee e NIA*
Clean Rooms Used for Manufacturing, Processing Fabrication or Research and Development..................... 4,500,000
Gross Income from Installation, Assembly, Repair or Maintenance Clean ROOMS...........cccceveveeninenenienesenieens NIA*
Machinery and Equipment Used in the Feeding of Poultry or Production and Packaging of EQQS..........c.ccceeuenee.. NIA*
Machinery and Equipment used to Meet Land, Water and Air Quality Standards..........cccceeeverevvnvneneneeneeneens NIA*
Machinery and Equipment used by Agriculture to Prevent, Monitor, Control or Reduce Pollution...................... NIA*
Digital Television Machinery and Equipment Purchases for Compliance with the

TelecommuNi CaIONS ACE OF 1996 .......ccueieieieiire ettt st e bt ebesae e e e e e b e sbesaeene e e et nee NIA*
Machinery and Equipment sold or rented to a Healthy Forest Certified BUSINESS..........cccccevevvveveccceccecieeen, 60,000
Machinery, Equipment and Tangible Personal Property Used Directly in Motion Picture Production

by a Motion Picture Production COMPANY ..........cccueieeieieiesieseeeseeeeseessestesaestessessessssssessessessessessessesssssessenses NIA*
Portion of Sales Price of Luxury Automobiles that Reflects the Federal Luxury EXCISE TaX.....ccoveveveerierereeninnn NIA*
Portion of Sales Price of Use Fuel that Reflects the Federal Luxury EXCISE TaX ....cccovvvvreveneneseseeeeeereeseenie s NIA*
Gross Income from Machinery, Equipment and Materials used Directly to Construct a

Qualified Environmental TeChnology FaCility..........cocoreiiinieiiieereee e NIA*

Sales of Overhead Materials or Other Tangible Personal Property to a Manufacturer, Modifier,
Assembler or Repairer if Performing a Contract between the United States Government

AN ThE MBNUFBCIUNEY ...ttt ettt et b b e ae et e et et e s bt eb e s he e bt eae e e e b e seeebesbesaeene e e et see NIA*
Sales of Tangible Personal Property made to the United States Government Not Deducted

0 g0 N o SR =Y b0 I ST NIA*
Gross Income from Motor Vehicle Manufacturer’ s Cash Rebates if Assigned to the Retailer ....................... 8,390,000
Gross Income derived from the Waste Tire@ DiSPOSal FEE.....cc.ociiiiiiiiiiceereses e st s sne s NIA*
Sales Of SOlar ENEIgY DEVICES. ... .ccvieieesiiie et eeesese s ettt e e s et sae st se e es e e e eneeseesaesaesnesseeneenseseensesaenrens 8,170,000
Sales of Wireless Telecommunication Equipment as an Inducement to Enter Into or Continue a

Contract for Telecommunication Services or Sales Commissions RECAIVEd..........ccovvveerenrinenneneeeenieens NIA*
AmbUlaNCes OF AMBUIANCE SENVICES........oiiiiiiieieieeiee sttt sttt er st eseestesbeseesbesbessesseeneeneeseenses NIA*
Public Transportation Services for Dial-A-Ride Programs and Special Needs Transportation Services............... NIA*
Gross Proceeds for Transporting Freight or Property by an Exclusively Arizona Railroad for

Portions of Single Shipments Involving Other Railroads. ..o NIA*
Gross Proceeds for Arranging Transportation as a Convenience or Service to a Customer if the

Businessis not Otherwise Engaged in the Transportation BUSINESS..........coceieiirieiirienere e NIA*
Gross Proceeds of Sales or Gross Income Derived from Transporting For Hire Persons, Freight or

Property by a Railroad Pursuant to a Contract with Another Railroad...........ccccveeveveveiiie e, NIA*
Gross Proceeds of Sales or Gross Income Derived from Transporting Fertilizer by a Railroad from a

Point in this State to Another POINt in thiS SEALe...........ccoviiiiiie e NIA*
Sales Of EIECtriCity 10 @ DISIITDULOL...........ciieeeieries e st sae e st sre s e e e e seenteseesneeneeeeneeseens NIA*
Sales of Alternative Fuel to aUsed Oil FUEl BUINEY .........couiiiiiie e st seen NIA*

Sales of Electric Servicesto a Retail Electric Customer Who |s Located Outside This State for
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Delivery and USe OULSIAE the SEBLE .........cceiueeierieeeee et NIA*
Revenues Received by a Municipally Owned Utility in the form of Fees Charged to Persons
Constructing Residential, Commercia or Industrial DevelOpmMENtS..........cooeveieiererieeieree e NIA*

Revenues Received By Any Person Owning a Utility System in the Form of Reimbursement or
Contribution Compensation for Property and Equipment Installed to Provide Utility Accessto,

on or Acrossthe Land of an Actual Utility CONSUMES ..........coviiiiiiieiecieseese sttt sre st e NIA*
Interstate Sales of Electricity, Natural Gas & WELEN ........ccccoievuiieiiceeeciese sttt snenes NIA*
Interstate Tel€COMMUNICALION SEIVICES. ......cuiieeiiriiieesieeeesiees sttt et ae et besbesesbesbe e sbesbeneesesbeneens NIA*
Sales of Intrastate Telecommunications Services by a Cable Television System or by a

Microwave Television TranSMiSSION SYSEEM .......ccuevverererereseeeseeeesee e se e sre e s e e e eaeseestesaesresseeneeneeneenees NIA*
Sales of Internet ACCESS SEIVICES. .. ... oviiiiie it vee e eseesesseeeessensesesseseesessensesessennesenseneene 1,980,000
End User Common Line Charges and Carrier Access Charges Established by Federal

CommUNI CatiONS REGUIBLTONS.........cueitiieiiitireet sttt sttt sb e st b e e b b e e b e sbeseebesbeseesesbeseeneas NIA*
Sales of Direct Broadcast Satellite TEl@VISION SEIVICES .......oviiiiiieiieeeeee ettt st ee e NIA*
Manufacturing or PUDIISNING BOOKS........cccuiiii ettt bbb b s b e st ae e e e NIA*
Gross Income of Publications Derived from AVErtiSING.........cocovereriierene e Included in Services
Sales to a Person who Distributes Printing, Engraving, Embossing or Copying Without

Consideration In Connection With the Publication of a Newspaper or Magazine...........cccceeevevesesesveseeneenns NIA*
Sales of Job Printing, Engraving, Embossing, and Copying for Use Outside the State if the

Materials are Shipped or Delivered Out Of the SEALE ........cccvve i NIA*
Sales Of PoStage and Freight ...t se e e et e saesaesresneene e e eneennens 650,000
Sales of Job Printing, Engraving, Embossing or Copying to a Motion Picture Production Company ............c...... NIA*
Leasing or Renting Four or Fewer Rooms of an Owner Occupied Residence Bed and Breskfast

with less than 50% Average ANNUEl OCCUDPAINCY .....cvevruerieererieeriesiessie et se st se st se st e e sseneens NIA*
Leasing Films, Tapes or Slides Used by Theaters or Movies or Used By Television Stations or Radio Stations..NIA*
Operating Coin Operated Washing, Drying and Dry Cleaning Machings............ccceerorieieiine s NIA*
Operating Coin Operated Car Washing MaChinNeS...........ocooiiiiiiiee e e NIA*

Leasing or Renting Personal Property for Incorporation into a Qualified Environmental Technology Facility ....NIA*
Leasing or Renting Aircraft or Training Equipment by a Non-Profit School Offering Aviation

AN0 ACTOSPACE DEOIEES. .....eeveieitie et etee et e e st e tesaesteese et et e ss e tesbestestesaeesee e esteseeabesbeeReeseensenteseestessesseeseeneentees NIA*
Leasing or Renting Photographs, Transparencies or Other Creative Works used by this State on

Internet Web Sites, in Magazines or Other Publications that Encourage TOUMSM ........cccvveeeeeeieerereseneneens NIA*
Amounts Received by aMotor Vehicle Dealer for the First Month of aLease Payment if the Lease

iSTransferred t0 @ THIrd Party ........ccoviiiiiieceeee et st e e s 950,000
Freight Charges Relating Nonmetalliferous Mineral ProdUCES...........ccouveirinennenesneseee e NIA*
Tuition and Fees Paid to Universities & Community COIEQES........ccoiiiiririiirire s NIA*
Private or Group Instructional Activities and Membership and Initiation Fees for Health or Fitness

Clubs or Private Recreational Establishments with Memberships Greater than 28 Days..........ccccevevererienene NIA*
Events Sponsored by the Arizona Coliseum & EXPOSItion BOArd...........ccccoueieriiniiininenieeie e e NIA*
Musical, Dramatic or Dance groups or a Botanical Garden, Museum or Zoo that Qualifiesasa

Nonprofit Charitable OrganiZation ............ccceieeieieieie s se ettt e s besrestesresresre e e eneeseanes NIA*
Sales of Admissionsto Intercollegiate FOOthall CONESES.........ccciiiiriiieieceece e e NIA*
Fees and Assessments Received by a HOmeowners OrganiZation ..........cccecerevenereseseeseeseseese e sreseesessseseseeses NIA*
Arranging an Amusement Activity asa Serviceto aPerson’s CUSLOMENS .........ccveeeeerierereseseseseeresseseeseesesnees NIA*
2009 NBA All Star GameE EVENES......cccoiieieierieieie et stee st ste st ste st sestesaesestesessesteseesesseseesestessesessessesessessesens NIA*
Sales By a Congressionally Chartered V eterans Organization of FOOd or DrinK.........cccccovveieveveseniecieeieeseeiee s NIA*
Sales By Churches, Fraternal Benefit Societies and Other Nonprofit Organizations Which Do Not

Regularly Engage or Continue in the Restaurant Business for the Purpose of Fund Raising.........c..ccccevvenenee. NIA*
Restaurant Sales to QUalifying HOSPITAIS .......cceiiiiiiie e s ne e s NIA*
Wages & Salaries for Labor Employed in CONSITUCLION.........ccvveieeeeeerecre e seese e s enens 309,760,000
S TSN o o =X o) = o O 18,080,000
Contracting in a Military Reuse Zone for a Manufacturer, Assembler or Fabricator of

AViation OF AErOSPACE PrOTUCLS ......c..ceiuirieiitirieierieste sttt ettt b et bbbt e s b e NIA*
Gross Proceeds from Contracts to Construct a Qualified Environmental Technology Facility..........ccocveveieeene NIA*
Gross Proceeds of Salesfrom a Contract to Provide Response to a Release or Suspected

Release of a HazardoUS SUDSEANCE. .........coeiirieee et s se s NIA*

Gross Proceeds of Sales from a Contract to Install, Assemble, Repair or Maintain Machinery That
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Does Not Become Permanently AtBCHEA. ........cooiiiiire e e NIA*
Income Received from a Contract for Constructing a Lake Facility Development in a

Commercial Enhancement REUSE DISIICE .......o.oieiiiirieierie ettt e e e NIA*
Income from Contracts for Construction of Facilities for Raising Egg Producing

Poultry, or the Production and Packaging Of EQQS........cueeerarrre et NIA*
Income from Contracts for Construction Work to Prevent, Monitor, Control or Reduce

Pollution in the AgriCUITUrE INAUSETY .......ooiiiiiecececec et st sa et s re s reene e e neeseennas NIA*
Income from Contracts for Construction of @Launch SIt€.........ccuvueiviieirinee e NIA*
Income from Contracts for Construction of aDomestic Violence ShEter ... NIA*
Gross Proceeds from Contracts to Perform Post-Construction Treatment of Real Property for

Termite and General PESE CONEIOL.........coiuiiriiiietereeet e s b b ese e neens NIA*
Gross Proceeds from Contracts to Construct Certain State University Research Infrastructure Projects............... NIA*
Gross Proceeds from Construction Contract for Healthy FOrest BUSINESS ..........ccoeviirerieiene e NIA*
Gross Proceeds from a Contract to Construct any Building or Structure Associated with

Y Ko (Yol = Tei U= o oo (0 ei i T'e] o TSRS NIA*
Gross Proceeds from Development o IMPAaCt FEES.........oouoiiiiiiiiiee e e NIA*
Tangible Personal Property Not Exceeding $200 Purchased By an Individual at Retail Outside

the Continental United StateS— USE TAX ONLY ..ot sseneens NIA*
Purchases Made by a Residential Care Institution that is Operated in Conjunction with Licensed

Nursing Care INstitutions — USE TAX ONLY ....ociiieicierise et see e see sttt sse s eeesse e sne e snesneenennsns NIA*

Tangible Personal Property Purchased by a Nonprofit Charitable Organization from the Parent or

Affiliate Organization Located Out of State-

USE TAX ONLY ..ottt sttt sttt st s et s e se s e s e s be st se st e se e e b e sese s b e st e et e st s e e b eRe e e bene st sbebesenbenesennene NIA*
Motor Vehicles Removed From Inventory and Provided to Charitable or Educational Institutions

or State Universities or their Affiliated Organization-

USE TAX ONLY ettt sttt sttt et b e s e se b b £ b e st 1o b e bt e e b e s e sE s b e b e e £ e b e bt s e s b e bt e e b e bt se b e b e e e b et nenbne NIA*
Tangible Personal Property which Directly Entersinto or becomes an Ingredient

or Part of Cards Used as Prescription Plan Identification Cards-

LS A Q@ N 2 NIA*
TOtAl EXEMPLIONS. ...ttt sttt eae e e e e seesbesbesaeese e e entessenbeseesaesseeneenseneens $10,853,310,000
TOTAL QUANTIFIABLE TRANSACTION PRIVILEGE AND

USE TAX EXPENDITURES? $11,282,560,000
Value of Exemptions from the Proposition 301-EdUCation TaX........ccccuvvrerereeieerenenesenseeseeseeeeseenees $1,302,400,000

NIA* - No Information Available

1/ A portion of these services may be taxable.

2/ These expenditures represent foregone revenues to the state General Fund, counties and incorporated cities and
towns.
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USE TAX

DESCRIPTION

The use tax is assessed on items purchased in other states and brought into Arizonafor storage, use, or consumption,
and for which no tax (or tax at a lesser rate) has been paid in another state. The use tax serves to protect Arizona
retailers from out-of -state competition by attempting to ensure that in-state and out-of-state purchases are taxed at an
equal rate.

Beginning in June 2010, the use tax rose from 5.6% to 6.6%, with the extra 1.0% being dedicated exclusively to
public primary and secondary education, health and human services, and public safety. Thistax increase lasts for 36
consecutive months and is not subject to the regular use tax distribution. This tax increase was approved by voters
on May 18, 2010 and is commonly known as Proposition 100 [please see the Transaction Privilege Tax (TPT)
section of this book for additional information].

In June 2001, the use tax rate had previoudly risen from 5.0% to 5.6%, with the extra 0.6% being dedicated to
education. Thistax increase was also approved by voters and is commonly known as Proposition 301.

DISTRIBUTION

Use tax revenues are virtually all deposited in the General Fund, except that 20% of use tax revenues collected from
the sale of electricity are deposited in the distribution base.

Tablel
USE TAX COLLECTIONS
Fiscal Year State General Fund Fiscal Year State General Fund
FY 2011 $229,250,912 FY 2001 $196,147,647
FY 2010 $271,763,845 FY 2000 $175,730,649
FY 2009 $292,698,574 FY 1999 $147,642,017
FY 2008 $340,535,252 FY 1998 $136,473,801
FY 2007 $303,010,863 FY 1997 $119,600,758
FY 2006 $306,198,808 FY 1996 $113,964,912
FY 2005 $259,615,656 FY 1995 $104,480,933
FY 2004 $232,216,222 FY 1994 $97,492,637
FY 2003 $189,684,520 FY 1993 $84,424,541
FY 2002 $162,022,998 FY 1992 $83,023,743

SOURCE: Department of Revenue (DOR), Annual Reports.

WHO PAYSTHE TAX

Individuals and Businesses

The tax is paid by persons who make retail purchases of tangible personal property outside this state and store, use,
or consume theitemin Arizona. If asalestax has already been paid on the item in another state, the Arizona use tax
does not apply. The use tax is due, for example, when an Arizona resident purchases goods over the Internet from
an out-of -state retailer and has the item delivered to this state (see the Internet Taxation section in the TPT section of
this book). In practice, the use tax is primarily paid by businesses. Individuas are also liable for the use tax but
rarely pay it, because individuals are often unaware of the tax or are unwilling to “voluntarily” report a taxable
transaction [A.R.S. § 42-5155].

Tribal Members and Businesses

Purchases made on the reservation by Indian tribal members are not subject to the use tax. This exclusion applies to
affiliated Indian members who have been adopted into the tribe and who have attained full and unrestricted
membership privilegesin that tribe.
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Purchases made on the reservation by non-Indian or non-affiliated Indians are subject to the use tax if the property
will be stored, used, or consumed in Arizona.

Purchases made by Indian tribal members off the reservation are subject to the use tax. Sales of tangible personal
property to an Indian tribal member, however, are not subject to the use tax if the solicitation, delivery and payment
of the goods take place on the reservation.

There are no specific statutory references related to the imposition of Arizona state use tax on tribal members. Thus,
to facilitate the administration of state use tax on Indian reservations, DOR has adopted use tax rulings based on the
decisions in several court cases. The most recent ruling, which is reflected in the description above, was issued in
April 1995 and isreferred to as TPR 95-11.

TAX BASE AND RATE

The tax base is the sales price of tangible personal property purchased at retail in another state and brought to
Arizona for storage, use, or consumption. Statute mentions a few special cases in which the use tax is aso
applicable, including tangible personal property provided under the conditions of a warranty or service contract,
motor vehicles removed from inventory, and motor vehicles used by motor vehicle manufacturers[A.R.S. § 42-5155
—5158].

As with the retail sales tax, the law provides a number of exemptions from the use tax. The effect of these
exemptionsis to reduce the size of the use tax base [A.R.S. § 42-5155].

The use tax rate is 6.6%, the same as the TPT rate for retail sales. However, if the item has already been taxed in
another state at a rate less than 6.6%, the use tax rate is reduced by the amount of the tax already imposed by the
other state [A.R.S. § 42-5155 and § 42-5159].

PAYMENT SCHEDULE

Use taxes are due to DOR on the 20th day of the month after the month in which the tax accrues. For example, for
taxable sales made in January, the tax payment is due to DOR by February 20 [A.R.S. § 42-5162].

Tax payments are delinquent if not postmarked on or before the 25th day of the month or received by DOR on or
before the next-to-last business day of the month [A.R.S. § 42-5162].

DOR may allow taxpayers whose estimated annual use tax liability is between $500 and $1,250 to make quarterly
tax payments. Also, DOR may permit taxpayers with an estimated annual tax liability of less than $500 to make an
annual payment. If good cause is shown, DOR can allow a 2-month extension for filing the tax return [A.R.S. § 42-
5162].

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
2005.

The following tax law changes apply only to the use tax. Tax law changes that apply to both the use tax and the
transaction privilege tax are included in the TPT section of the Tax Handbook.

There were no changes enacted to this tax in 2006, 2007, 2009, and 2010.

2011 TAX LAWS

Laws 2011, Chapter 128 requires the state individual income tax return to include a specific statement of the
taxpayer’s use tax liability. Any person who stores, uses, or consumes tangible personal property subject to the use

tax for non-business purposes is required to declare the annual amount of the use tax due, if not collected by a
retailer, on hisindividual income tax form.
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2008 TAX LAWS

L aws 2008, Chapter 60 established a use tax exception for the purchase of solar energy devices from aretailer that
is registered with DOR as a solar energy retailer or as a solar energy contractor. The fiscal impact of this legislation
cannot be determined. (Effective December 31, 2006)

2005 TAX LAWS

Laws 2005, Chapter 196 established a percentage based reporting method for determining use tax payments.
Statute authorizes businesses that annually make over $500,000 in purchases to self-assess and make direct use tax
payments to DOR. Prior to enactment of this legislation, calculation of the tax was based on actual purchases. The
act authorized businesses to instead make the calculation based on a sampling of purchases. The fiscal impact of
thislegidation can not be determined. (Effective August 12, 2005)

A listing of tax law changes prior to the 2005 legidative session is available on the JLBC website located at
www.azleg.gov/jlbc/11taxbook/11taxbk.pdf.
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SEVERANCE TAX ON METALLIFEROUS MINERALS

DESCRIPTION

The severance tax on metalliferous minerals (copper or other metals) is levied on the production or extraction from
the earth of minerals. The tax rate is 2.5%, and it is applied to 50% of the difference between the gross value of
production and the production costs.

DISTRIBUTION

80% of metalliferous minerals tax revenue is designated as distribution base, and is distributed as described in the
Transaction Privilege Tax (TPT) section of this book. The remaining 20% is designated for the General Fund. Of
the distribution base monies, 34.49% is alocated to the General Fund, 40.51% is designated to the counties, and
25% goesto the cities[A.R.S. § 42-5205].

Tablel
TAX COLLECTIONSAND DISTRIBUTION
Fiscal Year General Fund Cities Counties Tota
FY 2011 $19,149,246 $8,047,254 $13,039,770 $40,236,270
FY 2010 $13,848,584 $5,819,711 $9,430,259 $29,098,554
FY 2009 $8,666,537 $3,642,014 $5,901,520 $18,210,071
FY 2008 $20,822,267 $8,750,323 $14,179,023 $43,751,613
FY 2007 $20,725,843 $8,709,801 $14,113,362 $43,549,006
FY 2006 $14,486,992 $6,087,995 $9,864,986 $30,439,973
FY 2005 $7,804,650 $3,279,819 $5,314,617 $16,399,086
FY 2004 $3,112,796 $1,308,118 $2,119,674 $6,540,588
FY 2003 $539,399 $224,889 $361,945 $1,126,233
FY 2002 $ (49,954) $(21,400) $(35,237) $(106,591)
FY 2001 Y $56 $1,609,331 $2,607,994 $4,217,380
FY 2000 $3,554,565 $3,237,959 $5,247,042 $12,039,566
FY 1999 $8,914,656 $3,746,283 $6,070,478 $18,731,417
FY 1998 $12,884,325 $5,414,492 $8,773,643 $27,072,460
FY 1997 $12,875,213 $5,410,663 $8,767,438 $27,053,314
FY 1996 $19,540,585 $8,211,710 $13,306,254 $41,058,549
FY 1995 $17,901,380 $7,522,853 $12,190,030 $37,614,263
FY 1994 $11,618,342 $4,690,868 $7,145,130 $23,454,340
FY 1993 $13,804,934 $5,573,698 $8,489,856 $27,868,488
FY 1992 $13,883,704 $5,585,313 $8,507,549 $27,926,566

1/ Note Laws 1999, 1% Special Session, Chapter 5.

SOURCE: Department of Revenue, Annual Reports.

WHO PAYSTHE TAX

The tax is paid by “severers’, persons engaged in the business of mining metalliferous minerals from the earth

[A.R.S. § 42-5202 and § 42-5201].
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Severance Tax on Metalliferous Minerals

TAX BASE AND RATE

The severance tax on metalliferous minerals is levied at the rate of 2.5% on atax base that is 50% of the difference
between the gross value of production and the production costs [A.R.S. § 42-5202 and § 42-5204].

Metalliferous minerals are defined as copper, gold, silver, or other metals or ores that are mined in this state [A.R.S.
8§ 42-5201].

The tax does not apply to metalliferous products sold at retail [A.R.S. § 42-5203]. These items are taxed by TPT.
PAYMENT SCHEDULE

Tax payments for thistax are due on the same schedule as TPT [A.R.S. § 42-5205].

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
2005.

There were no changes enacted to this tax from 2005 through 2011.

A listing of tax law changes prior to the 2005 legidative session is available on the JLBC website located at
www.azleg.gov/jlbc/1 1taxbook/11taxbk.pdf..
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Severance Tax on Timber

o  $2.13 per 1,000 board feet for timber products derived from ponderosa pine.
e  $1.51 per 1,000 board feet for timber products derived from all species except ponderosa pine.

TAX REFUNDSAND/OR TAX CREDITS

None.

PAYMENT SCHEDULE

The due dates for the severance tax on timber are the same asfor the TPT [A.R.S. § 42-5014].
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
2005.

There were no changes enacted to this tax in 2005. Laws 2006, Chapter 354 eliminated the severance tax on timber
products, effective November 1, 2006.

2006 TAX LAWS

L aws 2006, Chapter 354 eliminated the severance tax on timber products. The state revenue impact was estimated
to be $(15,000) in FY 2007 and $(18,000) per year in subsequent fiscal years. (Effective November 1, 2006)

A listing of tax law changes prior to the 2005 legidative session is available on the JLBC website located at
www.azleg.gov/jlbc/11taxbook/11taxbk.pdf.
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INDIVIDUAL INCOME TAX

DESCRIPTION

The individual income tax is levied on the persona income of full-time residents and pro-rated for part-time
residents of Arizona. Taxation of income by local entities is preempted by the state as long as the Urban Revenue
Sharing Fund is maintained. The starting point for Arizona individual income tax is the federal adjusted gross
income. Arizona uses a graduated rate structure, which currently ranges between 2.59% and 4.54% of Arizona
taxable income depending on the taxpayer’ sincome level.

The individual income tax is an important revenue source for the state, representing about TBD% of forecasted
General Fund revenues. A portion of individual income tax collections (along with corporate income tax
collections) is shared with incorporated cities and towns within the state.

The individua income tax is comprised of 4 components: (1) withholding, (2) estimated tax payments, (3) fina
payments, and (4) refunds. Generally, withholding payments are from tax on wage and salary based income, and
estimated payments from non-wage earnings. Fina payments and refunds represent the underpayment and
overpayment of tax, respectively, settled between taxpayers and the state after tax returns have been filed.

DISTRIBUTION
Table 1 below provides historical individual income tax collections for the last 20 years. Individual income tax

receipts are deposited into the General Fund, after sufficient amounts have been deposited into the tax refund
account to meet the requirements for tax refunds[A.R.S. § 42-1116].

Tablel
INDIVIDUAL INCOME TAX COLLECTIONS
Fiscal Year General Fund Fiscal Year General Fund

FY 2011 $2,863,657,980 FY 2001 $2,300,751,988

FY 2010 $2,416,296,308 FY 2000 $2,289,328,921

FY 2009 $2,567,963,783 FY 1999 $2,097,629,461

FY 2008 $3,406,450,738 FY 1998 $1,862,514,798

FY 2007 $3,747,386,937 FY 1997 $1,668,414,355

FY 2006 $3,689,373,375 FY 1996 $1,494,282,274

FY 2005 $2,973,716,271 FY 1995 $1,479,588,252

FY 2004 $2,306,175,168 FY 1994 $1,405,482,556

FY 2003 $2,097,754,868 FY 1993 $1,367,641,116

FY 2002 $2,086,648,727 FY 1992 $1,237,540,251
SOURCE: Department of Revenue annual reports — amounts are net of refunds and charge-offs. A portion of
individual income tax collectionsis shared with incorporated cities and towns - see Table 2 and Table 3 below.

Urban Revenue Sharing

The Urban Revenue Sharing Fund (URS), which was established based on a ballot initiative approved by votersin
1972, provides that a percentage of income tax revenues (including both individual and corporate income tax) be
shared with incorporated cities and towns within the state. The amount that is currently distributed to cities and
towns is 15% of net income tax collections from 2 years prior. Table 2 below shows FY 2010 URS distributions by
city.
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Table2

Cities by County

APACHE
Eagar

St. Johns
Springerville

COCHISE
Benson
Bishee
Douglas
Huachuca City
SierraVista
Tombstone
Willcox

COCONINO
Flagstaff
Fredonia
Page

Williams

GILA
Globe
Hayden
Miami
Payson
Star Valley
Winkelman

GRAHAM
Pima
Safford
Thatcher

GREENLEE
Clifton
Duncan

LA PAZ
Parker
Quartzsite

MARICOPA
Avondale
Buckeye
Carefree

Cave Creek
Chandler

El Mirage
Fountain Hills
GilaBend
Gilbert
Goodyear
Guadalupe
Litchfield Park
Mesa

Paradise Valley
Peoria
Phoenix
Yuma

Queen Creek

FY 2010 URBAN REVENUE SHARING DISTRIBUTION BY CITY

Amount Per cent of Total Cities by County
Scottsdale
$572,605.00 0.09% Surprise
$499,012.00 0.08% Tempe
$266,613.00 0.04% Tolleson
Wickenburg
Y oungtown
$611,984.00 0.10%
$848,256.00 0.13% MOHAVE
$2,220,055.00 0.35% Bullhead City
$236,272.00 0.04% Colorado City
$5,640,838.00 0.90% Kingman
$207,868.00 0.03% Lake Havasu City
$501,594.00 0.08%
NAVAJO
Holbrook
$7,899,626.00 1.26% Pinetop-Lakeside
$193,666.00 0.03% Show Low
$917,976.00 0.15% Snowflake
$406,053.00 0.06% Taylor
Winslow
$967,683.00 0.15% PIMA
$193,666.00 0.03% Marana
$252,411.00 0.04% Oro Valley
$1,992,175.00 0.32% Sahuarita
$258,996.00 0.04% South Tucson
$193,666.00 0.03% Tucson
PINAL
$262,930.00 0.04% Apache Junction
$1,208,474.00 0.19% Casa Grande
$587,453.00 0.09% Coolidge
Eloy
Florence
$335,171.00 0.05% Kearny
$193,666.00 0.03% Mammoth
Maricopa
Superior
$423,482.00 0.07%
$464,798.00 0.07% SANTA CRUZ
Nogales
Patagonia
$8,954,588.00 1.42%
$3,280,181.00 0.52% YAVAPAI
$475,643.00 0.08% Camp Verde
$615,341.00 0.10% Chino Valley
$29,804,513.00 4.74% Clarkdale
$4,139,412.00 0.66% Cottonwood
$3,162,174.00 0.50% Dewey-Humboldt
$255,639.00 0.04% Glendale
$22,922,794.00 3.65% Jerome
$5,966,583.00 0.95% Prescott
$717,208.82 0.11% Prescott Valley
$584,612.34 0.09% Sedona
$57,853,897.93 9.20%
$1,789,858.84 0.28% YUMA
$17,835,711.59 2.84% San Luis
$190,545,663.34 30.31% Somerton
$11,530,342.00 1.83% Wellton
$2,119,220.00 0.34%

Amount Percent of Total
$30,308,948.00 4.82%
$11,395,938.00 1.81%
$21,406,004.00 3.41%

$838,960.00 0.13%
$784,604.00 0.12%
$795,708.00 0.13%
$4,933,312.00 0.78%
$526,771.00 0.08%
$3,338,797.00 0.53%
$6,899,019.00 1.10%
$700,424.00 0.11%
$537,745.00 0.09%
$1,276,257.00 0.20%
$637,160.00 0.10%
$529,353.00 0.08%
$1,269,802.00 0.20%
$3,450,478.00 0.55%
$5,086,954.00 0.81%
$1,806,256.00 0.29%
$726,892.00 0.12%
$68,398,869.00 10.88%
$4,398,795.00 0.70%
$4,192,218.00 0.67%
$1,056,124.00 0.17%
$1,436,354.00 0.23%
$2,650,639.00 0.42%
$290,370.00 0.05%
$227,493.00 0.04%
$2,057,247.00 0.33%
$420,126.00 0.07%
$2,818,482.00 0.45%
$193,666.00 0.03%
$1,385,356.00 0.22%
$1,591,287.00 0.25%
$475,127.00 0.08%
$1,402,140.00 0.22%
$520,315.00 0.08%
$31,292,382.00 4.98%
$193,666.00 0.03%
$5,263,835.00 0.84%
$4,334,885.00 0.69%
$1,411,823.00 0.22%
$2,960,504.00 0.47%
$1,258,827.00 0.20%
$254,348.00 0.04%

-32-




Individual Income Tax

Table 3 below shows the URS distribution percentages in effect since the establishment of this revenue sharing
program.

Table3
URBAN REVENUE SHARING PERCENTAGE
Distribution Year Collection Y ear
Fiscal Year Fiscal Year Percentage
1974 — 1992 1972 - 1990 15.0%
1993 1991 12.8%
1994 1992 12.8%
1995 1993 12.8%
1996 1994 12.8%
1997 1995 13.6%
1998 1996 15.0%
1999 1997 15.0%
2000 1998 15.8%
2001 1999 15.0%
2002 2000 15.0%
2003 2001 14.8%
2004 2002 14.8%
2005-2011 2003-2009 15.0%
SOURCE: Department of Revenue.

This distribution is based on the last U.S. decennial census, a special census, or revised population figures approved
by the Department of Economic Security (DES) [A.R.S. § 42-5033.01]. Pursuant to Laws 2008, Chapter 290, a city
or town is entitled to receive at least an amount equal to what a city or town with a population of 1,500 or more
receives from the Urban Revenue Sharing Fund. Table 4 below provides historical urban revenue sharing
distributions [A.R.S. § 43-206].

Table4
DISTRIBUTION OF INDIVIDUAL AND CORPORATE INCOME TAX
Voluntary
Fiscal Year Total Collections¥ State General Fund? Urban Revenue Sharing Contribution Funds

FY 2011 $3,423,893,630 $2,949,887,110 $474,006,520 $6,907,369
FY 2010 $2,829,489,615 $2,200,844,986 $628,644,630 $6,918,399
FY 2009 $3,160,121,036 $2,432,443,636 $727,677,400 ¥ $7,567,118
FY 2008 $4,190,964,198 $3,506,425,272 $684,538,926 $7,847,478
FY 2007 $4,732,909,595 $4,181,678,934 $551,230,661 $7,102,333
FY 2006 $4,563,592,847 $4,138,363,920 $425,228,927 $5,818,045
FY 2005 $3,675,575,556 $3,302,502,977 $373,072,578 $5,559,370
FY 2004 $2,831,825,037 $2,466,759,879 $365,065,158 $4,830,420
FY 2003 $2,491,760,840 $2,056,602,160 $430,559,053 $4,599,627
FY 2002 $2,436,905,359 $2,011,052,550 $421,876,573 $3,976,236
FY 2001 $2,845,000,474 $2,445,472,944 $396,452,640 $3,074,890
FY 2000 $2,815,006,109 $2,434,799,494 $377,710,989 $2,495,626
FY 1999 $2,643,737,477 $2,302,706,943 $340,310,656 $719,878
FY 1998 $2,390,575,871 $2,098,733,397 $291,243,578 $598,896
FY 1997 $2,269,304,787 $2,010,937,159 $257,800,548 $567,080
FY 1996 $1,942,321,758 $1,723,080,577 $218,543,272 $697,909
FY 1995 $1,896,299,526 $1,689,985,202 $205,607,690 $707,264
FY 1994 $1,708,098,853 $1,521,964,032 $185,405,279 $729,542
FY 1993 $1,606,910,521 $1,422,638,002 $183,667,152 $605,368
FY 1992 $1,448,985,875 $1,272,391,599 $176,087,148 $507,128

1/ Includes corporate income tax.
2/ Ladewig refunds and attorney payments are not included.
3/ Laws 2006, Ch. 351 appropriated atotal of $727.6 million for FY 2009 (see 2009 Tax Handbook, page 33 for more details).
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Voluntary Contribution Funds

Laws 1984, Chapter 76 provided for taxpayers to designate an amount of their income tax refund as a voluntary
contribution to the Arizona Game, Non-Game, Fish and Endangered Species Fund. Laws 1985, Chapter 59
established a permanent check-off provision on the individual income tax return, which was also expanded to
include contributions to the Child Abuse Prevention Fund.

Arizona statutes were amended in subsequent years to also include contributions to the Arizona Assistance for
Education Fund, Domestic Violence Shelter Fund, Neighbors Helping Neighbors Fund, Special Olympics Fund,
Citizens Clean Elections Fund, and National Guard Relief Fund. Laws 2006, Chapter 102 further expanded the list
of voluntary contribution funds to also include the newly created Veterans' Donation Fund. In addition to these
voluntary contribution funds, taxpayers were also given the option to give all or part of their refund to a political
party. Table 4 above shows the total amount of refunds designated annually to voluntary contribution funds and
political parties since the program started in 1984 [A.R.S. § 43-611 to 620].

WHO PAYSTHE TAX

Individuals

Residents or part-year residents of the state and non-residents who derived income from sources within the state
must pay individua income tax [A.R.S. § 43-102]. Any individua whose permanent home is in the state is
considered aresident. Every person who spends more than 9 months of the taxable year in Arizonais presumed a
resident unless competent evidence can show the individua is in the state for a temporary or transitory purpose.
Any resident who moved into or out of Arizona with the intent to establish or relinquish residency is considered to
be a part-year resident [A.R.S. § 43-104].

Businesses

Businesses other than regular corporations must also pay the individual income tax [A.R.S. § 43-102A]. A business
that is subject to the individual income tax is often referred to as a “pass-through entity” since its income passes or
flows through the business to the individual owners or members of that business. In other words, the business itself
is not a tax-paying entity. Instead, the individual owners or members of that business include their pro rata share of
the business net income (or loss) on their personal tax return.

In Arizona, a pass-through entity is either operating as a sole proprietorship, partnership, limited liability company
(LLC), or a Subchapter S Corporation. A brief overview of the different business structures is shown in Table 5
below.

Table5
COMPARISON OF BUSINESS STRUCTURES
Limited Liability
Sole Proprietor ship Partner ship Company (LLC) S Corporation
Control o Owner o Genera Partners o Members « Shareholders

Owner Restrictions

Filing Requirements

¢ Only one owner is
permitted.

« Fictitious Name
Certificate

o Trade Name

e Business License

o Partners own the
partnership.

o Consent of
Statutory Agent

o Members own
LLC.

e Minimum of 1
member required.

o Articles of
Organization

o Consent of
Statutory Agent

¢ Shareholders are
owners.

o Ownership limited
to a maximum of
75 U.S. residents.

o Articles of
Incorporation

o Certificate of
Disclosure

e Consent of
Statutory Agent

o Annual Report
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Sole Proprietor ship

Partner ship

Limited Liability
Company (LLC)

S Corporation

Liability e Owner is o General Partners ¢ All members are ¢ All shareholders
personaly liable. areliable. protected. are protected.
e Limited partners
areliable to the
extent of their
investments.
Officers e No e No e No, unless e Yes
designated by
management.
Controlling Documents ¢ Business Plan o Partnership o Operating o Articles of
Agreement Agreement Incorporation
Income Tax Treatment  « Owner subject to o Partnerssubjectto ¢ Members subject o Shareholders
individual income individual income to individual subject to
tax. tax. income tax. individual income
o Tax itemsreported o Partnerstaxedfor e« Memberstaxed for tax.
on Schedule C. their share of their share of o Shareholders taxed
profits. profits. for their share of

e However, LLC
may choose to be
taxed at entity
level.

profits.

SOURCE: Arizona Corporation Commission.

Estates and Trusts

Fiduciaries of estates and trusts are also subject to the individual income tax [A.R.S. § 43-102A]. Generaly, atrust
is a separate legal and taxable entity consisting of property that is held and administered by a fiduciary trustee for
the benefit of another. An estate, for the purpose of tax law, is the collective real and personal property that a person
possesses at the time of death and that is transferred to the heirs subject to payment of debts and claims. An estateis
a temporary entity administered by a fiduciary executor and dissolved upon the completion of the probate process.
For more details, see Title 43, Chapter 13 of Arizona Revised Statutes.

Government
The United States, the state, counties, cities, towns, school districts, or other political subdivisions of the state or
federal government are excluded from the definition of ataxpayer [A.R.S. § 43-104].

Tribal Members

The income of an Indian tribal member is not subject to Arizona state income tax if he or sheis: (1) living and
working on the reservation, and (2) deriving income from reservation sources only. This exclusion applies to
affiliated Indian members who have been adopted into the tribe and who have attained full and unrestricted
membership privilegesin that tribe.

Income of a non-affiliated tribal member or a non-Indian derived from reservation or non-reservation Sources is
subject to income tax in the same manner as all other Arizona residents.

There are no specific statutory references related to the imposition of Arizona state income tax on tribal members.
Thus, to fecilitate the administration of state income tax on Indian reservations, the Department of Revenue has
adopted income tax rulings based on the decisions in severd court cases. The most recent ruling, which is reflected
in the description above, wasissued in May 1996 and isreferred to as I TR 96-4.

TAX BASE

The tax is levied, paid, and collected each taxable year based on taxable income [A.R.S. § 43-1011]. The tax base
starts with Arizona gross income, which is equivalent to the taxpayer's federal adjusted gross income, and is then
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modified by alist of additions and subtractions to income as listed under A.R.S. § 43-1021 and A.R.S. § 43-1022,
respectively. Thisisfurther reduced by exemptions and standard or itemized deductions to arrive at Arizona taxable
income.

Capital gains from the sale of capital assets, such as stocks, bonds, and real estate, are not taxed separately under the
state’'s income tax statutes, but are instead included in a taxpayer’s Arizona gross income (or equivalently, federal
adjusted gross income) amount. Thus, income from net (short-term and long-term) capital gains is subject to the
same marginal tax rates as other income included under the definition of Arizonataxable income. Beginningin TY
2014, however, Laws 2010, 2" Special Session, Chapter 1 eliminates individual income taxes on capital gains
derived from investment in small businesses with assets up to $10 million. The historica amounts of net capital
gains subject to income tax, as reported by Arizona taxpayers to the Internal Revenue Service (IRS), are shown in
Table 6 below.

Table6
NET CAPITAL GAINSREPORTED BY ARIZONA TAXPAYERSTO THE IRS
(Millions of Dallars)
Tax Year Net Capital Gains? Tax Year Net Capital Gains?

2009 $3,242.3 1998 $7,045.1
2008 $6,606.2 1997 $5,409.1
2007 $14,853.7 1996 $4,051.2
2006 $15,214.8 1995 $2,461.2
2005 $14,784.3 1994 $1,879.7
2004 $8,732.1 1993 $1,812.0
2003 $4,580.4 1992 $1,488.1
2002 $3,603.7 1991 $1,341.7
2001 $4,420.8 1990 $1,488.8
2000 $8,412.9 1989 $1,782.2
1999 $8,163.1 1988 $2,174.8

1/ Note that this column refersto net capital gains subject to income tax as opposed to income tax

collections attributable to net capital gains.
SOURCE: IRS, Statistics of Income (SOI).

EXEMPTIONS

Organizations that are exempt from federal income tax under Section 501 of the Interna Revenue Code are aso
exempt from state income tax. In addition, the following organizations are exempt from state income tax [A.R.S. §
43-1201]:

(1) Labor, agricultural, and horticultural organizations except for cooperative organizations.

(2) Fraternal beneficiary societies, orders, or organizations that both: (@) operate under the lodge system or for the
exclusive benefit of the members of afraternity, and (b) provide for the payment of life, sick, accident, or other
benefits to their members or their dependents.

(3) Cemetery companies that are owned and operated exclusively for the benefit of their members or are not
operated for profit.

(4) Corporations that are organized and operated exclusively for religious, charitable, scientific, literary, or
educational purposes, or for the prevention of cruelty to children and animals.

(5) Business leagues, chambers of commerce, rea estate boards, and boards of trade that are not organized for
profit.

(6) Civicleagues or organizations that are not organized for profit.

(7) Clubsthat are organized and operated exclusively for pleasure, recreation, and other non-profitable purposes.

(8) Corporations that are organized for the exclusive purpose of holding title to property, collecting income from
such property, and turning over the entire net income to an organization which itself is exempt from income
tax.
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(9)

(10)

(11)

(12)

(13)

(14
(15)

Voluntary employees beneficiary organizations that provide for the payment of life, sick, accident or other
benefits to their members or their dependents, if both of the following apply: (8) no part of their net earnings
inures to the benefit of any private shareholder or individual, and (b) 85% or more of the income consists of
monies collected from members and contributions by the employer of the members.

Teachers' or public employees retirement fund organizations that are of a purely local character, if both of the
following apply: (@) no part of their net earnings inures to the benefit of any private shareholder or individual,
and (b) the income consists solely of monies received from public taxation, assessments on the salaries of
members, and income from investments.

Religious or apostolic organizations or corporations, if such organizations or corporations have a common
treasury or community treasury.

Voluntary employees beneficiary organizations that provide for the payment of life, sick, accident or other
benefits to their members, their dependents or designated beneficiaries, if both of the following apply:
(a) admission to membership is limited to individuals who are officers or employees of the United States
Government, and (b) no part of the net earnings inures to the benefit of any private shareholder or individual.
Corporations classified as diversified management companies under Section 5 of the federal Investment
Company Act of 1940.

Insurance companies that are subject to the insurance premium tax.

Mutual ditch, irrigation or water companies or similar nonprofit organizations if 85% or more of their income
consists of amounts collected from members for the sole purpose of meeting losses and expenses.

(16) Workers' compensation pools established pursuant to A.R.S. § 23-961.01.

TAX RATE

Rates and Brackets. The current rate structure, based on Arizonataxable income, is asfollows[A.R.S. § 43-1011]:

Table7
CURRENT TAX RATE SCHEDULE
Single¥ Married ¥
Arizona Taxable Income Rate ¢ Arizona Taxable Income Rate ¢
$0 - $10,000 2.59% $0 - $20,000 2.59%
$10,001 - 25,000 $259 plus 2.88% $20,001 - $50,000 $518 plus 2.88%
$25,001 - 50,000 $691 plus 3.36% $50,001 -  $100,000 $1,382 plus 3.36%
$50,001 - 150,000 $1,531 plus 4.24% $100,001 -  $300,000 $3,062 plus 4.24%
$150,001 and over $5,771 plus 4.54% $300,001 and over $11,542 plus 4.54%
1/ Or married filing separately.
2/ Themarginal rates apply to income within the taxable income bracket.
3/ Or unmarried head of household.

Optional Tax Table. The Department of Revenue developed an optional tax table prescribing tax liability amounts,
based on filing status, in $50 increments of Arizona taxable income. The table can be used if (1) an individua has
been a resident for the entire taxable year, and (2) the Arizona taxable income for the year is less than $50,000
regardless of filing status[A.R.S. § 43-1012].

Table8

Taxable Income?
$0 -$ 10,000
$10,001 - 25,000
$25,001 - 50,000
$50,001 - 150,000
$150,001 & over

HISTORICAL INDIVIDUAL INCOME TAX RATESY

TY 1990 TY 1994 TY 1995 TY 1997 TY 1998 TY 1999 TY 2006 TY 2007
3.80% 3.25% 3.00% 2.90% 2.88% 2.87% 2.73% 2.59%
4.40% 4.00% 3.50% 3.30% 3.24% 3.20% 3.04% 2.88%
5.25% 5.05% 4.20% 3.90% 3.82% 3.74% 3.55% 3.36%
6.50% 6.40% 5.20% 4.90% 4.74% 4.72% 4.48% 4.24%
7.00% 6.90% 5.60% 5.17% 5.10% 5.04% 4.79% 4.54%

1/ For marginal rates prior to 1990, see page 90 of the 1990 Tax Handbook.
2/ These brackets applied to single or married filing separately filers. For married joint filers or head of households, the bracket amounts
are doubled. 1n 1990, the brackets were altered into the present form (see Laws 1990, 3rd Special Session, Chapter 3).
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TAX CREDITS

A tax credit is adollar-for-dollar reduction of ataxpayer’sindividual income tax liability. A credit is different from
a subtraction, exemption, or deduction, which reduces the amount of income that will be taxed. For more details,
see the Tax Computation section.

A tax credit is either refundable or non-refundable. Unlike refundable credits, non-refundable credits can never exceed
a taxpayer’s tax liability. However, many of the non-refundable tax credits allow the unused amounts to be carried
forward to future years. Under current statutes, only the following credits are refundable: the property tax credit,
agricultural preservation district credit, technology training credit, the low-income credit for increased excise taxes
paid, the Research and Development credit (for companies that employ less than 150 full-time employees), and the
renewable energy investment credit. The value of tax credits used and carried forward through calendar year 2009 the
latest year available) is summarized by the Arizona Department of Revenue (DOR) summary report attached at the end
of this section.

Laws 2002, Chapter 238 established the Arizona Joint Legislative Income Tax Credit Review Committee. The
Committee is required to determine the purpose of income tax credits, develop performance standards for evaluating
the credits, and evaluate the benefits to the state. The Committee reviews each tax credit every 5 years according to
arotating schedule[A.R.S. § 43-221].

Title 43, Chapter 10, Article 5 of the Arizona Revised Statutes lists al the tax credits currently available to Arizona
taxpayers. A brief description of each tax credit currently in statutesis provided below.

Agricultural Pollution Control Equipment. A taxpayer involved in the commercial production of livestock or
agricultural crops may claim a tax credit for expenses incurred to purchase tangible personal property used in the
business in order to control or prevent pollution. The credit is 25% of the cost of the property up to a maximum of
$25,000. This non-refundable credit is allowed to be carried forward no more than 5 consecutive years [A.R.S. §
43-1081.01].

Agricultural Preservation District. A refundable credit for individuals and corporations that donate land or
development rights to land to an agricultural preservation district. The amount of the credit is equal to the appraised
value of the property if ownership is conveyed to the district or the difference between the appraised value of the
undeveloped land and the land for development purposes if development rights are conveyed instead. The
maximum credit is $33,000. The credit was available for tax years 2001 through 2005 [A.R.S. § 43-1081.02].

Agricultural Water Conservation System. A tax credit can be claimed for 75% of the qualifying expenses in
purchasing and installing an agricultural water conservation system. This credit isin lieu of itemized deductions for
such expenses, in which case, the taxpayer must add the credit back to Arizona gross income when computing
taxable income. This non-refundable tax credit is alowed to be carried forward for no more than 5 years [A.R.S. §
43-1084].

Arizona National Guard Employees. A tax credit of $1,000 per employee is alowed for businesses that employ
Arizona National Guard members who are called to active duty. This non-refundable tax credit, which is effective
from January 1, 2006, is allowed to be carried forward for no more than 5 years [A.R.S. § 43-1079.01].

Charitable Organizations and Contributions. A credit can be claimed for cash contributions to charitable
organizations that provide assistance to low-income residents, chronically ill or physicaly disabled children,
provided that the charity does not provide, pay for, promote, or financially support abortions or any entity that
provides abortions. The maximum credit is $200 for taxpayers filing as single or head of household and $400 for
those filing as married couples. The credit is only available to taxpayers that itemize their deductions. This non-
refundable tax credit is allowed to be carried forward for no more than 5 consecutive years [A.R.S. § 43-1088].

Clean Elections Fund Tax Reduction. Under this credit, a taxpayer that files a state income tax return can choose to
designate a $5 voluntary contribution per taxpayer to the Clean Elections Fund by marking an optiona check-off
box on the first page of the tax form. A taxpayer that checks this box receives a $5 reduction of their tax payments
and at the same time DOR s required to transfer an equal amount to the fund. The total amount attributed to the
Clean Elections Fund check-off box in FY 2010 was $5.9 million. The credit became effective January 1, 1998
[A.R.S. §16-954A].
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Session/Chapter Description Revenue Impact

FY 2007

L 06, Ch 333 Solar Energy Device Credit $(500,000)

L 06, Ch 354 Income Tax Rate Reduction — 5% (tax year 2006) (156,100,000)

L 06, Ch 357 Internal Revenue Code Conformity (700,000)

L 05, Ch 303 Active Duty Military Pay Exemption (10,300,000) 7

L 05,Ch334 Internal Revenue Code Conformity 310,000

L 05,Ch334 Elimination of “Marriage Penalty” (6,400,000)

L 05, Ch 334 Index Standard Deduction to CPI (2,400,000)

Subtotal FY 2007 $(176,090,000)

FY 2006

L 05 Ch334 Internal Revenue Code Conformity $(5,400,000)

L 05, Ch334 Elimination of “Marriage Penalty” (6,400,000)

L 05, Ch 334 Index Standard Deduction to CPI (2,400,000)

Subtotal FY 2006 $(14,200,000)

1Y Impact is estimated at $(6.7) million between corporate and individual income taxpayers, beginning in FY 2012. The impact of the 3-
year credit is displayed entirely in the Corporate Income Tax section on page 71 of the Tax Handbook for display purposes.

2/ Impact is unknown.

3/ Impact is $(4.0) million annually between corporate and individual income taxpayers, beginning in FY 2013. The impact of the credit is
displayed entirely in the Corporate Income Tax section on page 71 of the Tax Handbook for display purposes.

4/  Credit usage is estimated at $(10.0) million annually between corporate and individual income taxpayers, beginning in FY 2012 (the
statutory cap is $(20.0) million). The impact of the credit is displayed in the Corporate Income Tax section on page 71 of the Tax
Handbook for display purposes.

5/ Creditiscapped at $(5.0) million annually between corporate and individual income taxpayers, beginning in FY 2011. Theimpact of the
credit is displayed entirely in the Individual Income Tax section for display purposes.

6/ Credit usage is estimated at $(5.0) million annually between corporate and individual income taxpayers, beginning in FY 2011 (the
statutory cap is $(70.0) million). The impact of the credit is displayed entirely in the Corporate Income Tax section on page 72 of the
Tax Handbook for display purposes.

7/ Laws 2005, Chapter 303 provided a one-time exemption from state income tax for active duty military pay for tax year 2006. Laws
2006, Chapter 342 made the exemption permanent.

2011 TAX LAWS

Laws 2011, Chapter 4 modified the definition of the Internal Revenue Code (IRC) for tax year 2011 to the federal
IRC in effect on January 1, 2011. This includes changes adopted by Congress in the Temporary Extension Act of
2010; Hiring Incentives to Restore Employment Act; Patient Protection and Affordable Care Act; Healthcare and
Education Reconciliation Act of 2010; Preservation of Accessto Care for Medicare Beneficiaries and Pension Relief
Act of 2010; The Dodd-Frank Wall Street Reform and Consumer Protection Act; Small Business Jobs Act of 2010;
Claims Resolution Act of 2010; The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010; and The Regulated Investment Company Modernization Act of 2010. The conformity provision of Chapter 4
is estimated to increase General Fund revenues from the individual income tax by $3.1 million in FY 2012,

Laws 2011, Chapter 55 modifies the Charitable Organizations and Contributions tax credit by excluding charities
that provide, pay for, promote, or financially support abortions or any entity that provides abortions.

Laws 2011, Chapter 128 requires the state individual income tax return to include a specific statement of the
taxpayer’'s use tax liability. Any person who stores, uses, or consumes tangible personal property subject to the use
tax for non-business purposes is required to declare the annual amount of the use tax due, if not collected by a
retailer, on hisindividual income tax form.

Laws 2011, Chapter 287 creates a Health Savings Account Tax Credit available from tax year 2012 through tax
year 2014. The income tax credit is available to businesses that provide qualifying health insurance plans to each
enrolled employee. The credit is equal to $360 for every employee that enrolls in a health insurance plan offered by
the business. To qualify, the business must offer High Deductible Health Insurance Plans with catastrophic
coverage under a Health Savings Account. In order to receive the credit, businesses must have between 2 and 50
employees, must not have provided health insurance within 90 days of offering the plan, and must offer the plan to
each employee for at least 1 year. Unused credits can be carried forward 3 years.
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Laws 2011, 2" Special Session, Chapter 1 eliminates individual income tax on capital gains accruing from small
business investment, expands eligibility for the Small Business Investment Credit, establishes a New Employment
Tax Credit, and increases the R& D Tax Credit.

Beginning in TY 2014, capital gains on income derived from investment in small businesses with assets up to $10
million will not betaxed. The cost of this provision is estimated to be $(11.6) million in FY 2015.

Expansion of the Small Business Investment Credit increases eligibility by extending the life of the credit to FY
2016 and expanding the definition of eigible businesses to include companies with assets up to $10 million, as
opposed to the previous asset cap of $2 million. The estimated cost is $(4.0) million per year from FY 2012 — FY
2014 and $(4.5) millionin FY 2015.

The bill aso creates the New Employment Tax Credit, which provides a $3,000 annual tax credit for each net new
qualifying job added by an employer in the state. To qualify for the credit new employment positions must be full-
time, pay at least the median wage, and offer health insurance paid by the employer (at least 65% of the premium).
Credits can be claimed for 3 years. A business cannot claim the new credit unlessit adds at least 25 net new jobsin
ayear in an urban area (5 in arural area) and makes capital investments of at least $5 million ($1 millionin a rural
area). No employer can claim more than 400 jobs in the first year of credit use, 800 jobs in the second year, and
1,200 jobs in the third year. The bill provides a statewide aggregate credit cap of 10,000 jobs in FY 2013 ($30
million) and grows by an additional 10,000 jobsin both FY 2014 ($60 million) and FY 2015 ($90 million). The cap
applies to credits claimed against insurance premium, individual income, and corporate income taxes. JLBC
estimates the cost of the bill to be $(6.7) million in FY 2012, increasing to $(47.7) million by FY 2015.

Furthermore, the bill increases the R& D Tax Credit by 10% for university-related investment beginning in FY 2013.
The cost of the legidation was partially offset by the expiration of the Enterprise Zone Tax Credit, which sunsets at
the end of FY 2011. The bill also diverts a portion of General Fund individual income tax to the ACA’s Arizona
Competes Fund and operating fund. Between the 2 funds, $31.5 million would be diverted from the General Fund
in FY 2012.

A summary of all the Chapter 1 fiscal impact provisions is displayed on page 74 of the Tax Handbook.
2010 TAX LAWS

Laws 2010, 6™ Special Session, Chapter 3 requires that nonresident individual income taxpayers prorate their
standard deduction based on the ratio of their Arizona Gross Income to their Federal Adjusted Gross Income. The
act is estimated to increase General Fund revenues by $22.0 millionin FY 2011.

Laws 2010, Chapter 176 conforms Arizona Revised Statutes to the federal Internal Revenue Code in effect as of
January 1, 2010 (as well as provisions enacted retroactively for previous tax years) with the exception for the
following federal provisions:

= Suspension of Tax on Unemployment Compensation — excludes up to $2,400 of unemployment compensation
from federal grossincome in tax year 2009.

= New Car Deduction — provides an income tax deduction for sales taxes paid in 2009 on the purchase of a new
vehicle.

= Net Operating Loss Carryback for Small Business — provides a 5-year carryback of 2008 net operating losses
for businesses with $15 million or less in gross receipts.

= Net Operating Loss Carryback for All Businesses — provides a 5-year carryback of 2008 or 2009 net operating
losses for all businesses.

= Delay of Tax on Cancellation of Debt Income — allows businesses with cancellation of debt income in 2009 and
2010 to defer payment of tax for 5 years.

= 2010 Contributions Related to Haiti Earthquake — allows cash contributions made in the first 2 months of
calendar year 2010 for the relief of Haiti earthquake victims to be treated as if they were made in 2009 for
income tax purposes.
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According to estimates provided by DOR, full conformity would have resulted in a General Fund revenue loss of
$(138.5) million in FY 2010 and $(30.3) million in FY 2011. With these exclusions, the bill’s estimated impact is
expected to be minimal.

Laws 2010, Chapter 188 allows a donation made to a school tuition organization between the close of the tax year
and the individual income tax filing deadline to be applied to either the current or preceding tax year for the purpose
of claiming the individual income tax credit. This act is estimated to result in a General Fund revenue decrease of
$(2.5) millionin FY 2011.

Laws 2010, Chapter 289 establishes a new individual and corporate income tax credit for research and
development (R& D), production, and delivery system costs associated with solar liquid fuel for TY 2011 through
TY 2026. Between TY 2011 and TY 2021, a taxpayer may take a credit for increased research and devel opment
related to solar liquid fuel of 40% of qualified research expenses within the state over a "base amount" (defined in
the Internal Revenue Code). Between TY 2016 through TY 2026, a taxpayer may take a credit for production of
solar liquid fuel equal to: 1) $0.11 per 100,000 british thermal units (BTUs) of fuel produced in the state during the
tax year for the production of solar liquid fuel in commercial quantities; and 2) 30% of the cost of converting or
modifying an existing motor vehicle fuel service station for the retail sale of solar liquid fuel to customers. The
latter portion of the credit islimited to $20,000 per taxable year per service station. Taxpayers who use the research
and development tax credit are prohibited from also taking atax credit against the same research and development if
it is associated with solar liquid fuel.

Laws 2010, Chapter 293 provides that the maximum amount of the individual income tax credit for donations to
school tuition organizations be adjusted for inflation each year. The act, which also prohibits taxpayers from
swapping donations with others for the benefit of their dependents, is estimated to reduce General Fund revenues by
$(0.6) millionin FY 2011.

Laws 2010, Chapter 294 extends the expiration of the tax credit that applies to solar energy devices used for
commercia and industrial purposes from December 31, 2012 to December 31, 2018.

Laws 2010, Chapter 303 amends the individual and corporate income tax credit for renewable energy investment
by capping the amount of the credit to the post-approval amount determined by the ACA and requires that the ACA
must also give pre-approval and post-approval to al credits. The act also eliminates the distribution of the credit on
afirst-come, first-serve basis and limits the total of the credits allowed to all owners of a business to an amount that
would have been allowed for a sole owner of the business. Finally, the act allows any excess refund to be treated as
atax deficiency and allows recapture of the tax refund if it is determined that the taxpayer has committed fraud or
relocated outside the state within 5 years of first receiving the credit.

Laws 2010, Chapter 312 changes the individual and corporate income tax credit for Research and Development
(R& D) from being nonrefundable to refundable for those companies that employ less than 150 full-time employees.
Specifically, the act provides that such taxpayers receive a refund equal to 75% of the amount by which the credit
exceeds their liability. The credit has an annua cap of $5 million cumulatively for the individual and corporate
income tax and is effective retroactively from January 1, 2010. If in any year less than $5 million of credits are filed
collectively by all taxpayers, any unused amount rolls over to the next year. The refundable credit is expected to
reduce General Fund revenues generated by the individual and corporate income tax by $(5.0) million in FY 2011.
The cumulative $(5.0) million reduction is shown as an individual income tax reduction in Table 8 for display
purposes.

In addition to the modified R&D credit that is effective retroactively from tax year 2010, Chapter 312 also
establishes a new renewable energy production tax credit that will become effective in tax year 2012. The new
credit allows a qualified producer of renewable energy to receive an individual and corporate income tax credit of up
to $2 million per year on the electricity they produce for up to 10 years, beginning January 1, 2011. The renewable
energy credit has an annual cap of $20 million for total individua and corporate income tax credits. The credit is
expected to reduce General Fund revenues generated by the individual and corporate income tax by $(20.0) million
in FY 2012. The cumulative $(20.0) million reduction is shown as a corporate income tax reduction for display
purposes (see Corporate |ncome Tax section).

Laws 2010, Chapter 332 changes the Public School Extra Curricular Activity Fees tax credit to define “Public
School” as a school that is part of a school district, ajoint technical education district, or a charter school.
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2009 TAX LAWS

Laws 2009, 1% Special Session, Chapter 3 established a state and county tax amnesty program, which ran from
May 1, 2009 through June 1, 2009. The program allowed DOR to abate or waive all or part of penalties and to
impose reduced interest payments for tax liabilities for al qualifying taxpayers. To qualify for the program, a
taxpayer must have filed a return, and paid any balance due by June 1, 2009. The one-month amnesty program
generated a total of $31.8 million, including $16.7 million in corporate income taxes, $2.1 million in individua
income taxes, and $13.0 million in sales tax revenue. After accounting for sales taxes collected on the behalf of
counties, and revenue sharing to cities and counties, a total of $27.3 million was deposited into the state’s General
Fund. The one-time revenue impact of the tax amnesty program has not been included in the tax law changes table
at the beginning of this section.

Laws 2009, Chapter 2 modified the definition of the Internal Revenue Code (IRC) for tax year 2009 to the federal
IRC in effect on January 1, 2009. Thisincluded changes adopted by Congress in the Economic and Stimulus Act of
2008, the Heartland, Habitat, Harvest and Horticulture Act of 2008, the Heroes Earnings Assistance and Relief Tax
Act of 2008, the Housing Assistance Tax Act of 2008, the Emergency Economic Stabilization Act of 2008, the
Fostering Connections to Success and Increasing Adoptions Act of 2008, and the Worker Retiree, and Employer
Recovery Act of 2008. The conformity provisions of Chapter 2 were estimated to reduce individual income tax
collections by $(4.0) million in FY 2010 and $(880,000) in FY 2011, and increase collections by $9.34 million in
FY 2012.

Chapter 2 aso made adjustments to Arizona withholding rates, and decouples the state’'s withholding rates from
federal withholding. The state withholding rate changes were adopted to offset the federal withholding reductions
under the American Recovery and Reinvestment Act of 2009.

The new state withholding rates (expressed as a percentage of federal withholding) under Chapter 2 are shown in the
table below.

Arizona Withholding Rates and Effective Dates
1/1/05 to 4/30/09 5/1/09 to 12/31/09 1/1/10 to 6/30/10

0.0% 0.0% 0.0%
10.0% 11.5% 10.7%
19.0% 21.9% 20.3%
23.0% 26.5% 24.5%
25.0% 28.8% 26.7%
31.0% 35.7% 33.1%
37.0% 42.6% 39.5%

Chapter 2 effectively decoupled Arizona s withholding rates from federal withholding as of July 1, 2010. Instead,
state withholding amounts will be determined based on withholding tables established by the Department of
Revenue, which the department is required to submit to the Joint Legidlative Budget Committee by March 15, 2010.
(Emergency measure became effective April 9, 2009)

Laws 2009, Chapter 32 repealed the current income tax review schedule and created a new automatic schedule
based on the current 5-year review schedule. (Effective September 30, 2009)

Laws 2009, Chapter 80 eliminated the requirement for a taxpayer to establish a baseline year to qualify for the tax
credit for cash contributions to charitable organizations that provide assistance to the working poor. Chapter 80
expanded the credit to also include contributions to organizations that serve chronically ill or physically disabled
children. The act is estimated to reduce individual income tax revenues by $(5.0) million in FY 2010, $(5.9) million
in FY 2011, and $(7.0) million in FY 2012. (Effective retroactively from January 1, 2009)

Laws 2009, Chapter 96 provided income and property tax incentives for qualifying renewable energy companies
that build headquarter or manufacturing facilities in the state from tax year 2010 to 2014. An income tax credit is
allowed for up to 10% of the capital investment, with an aggregate ceiling, including individual and corporate
income tax credits, of $70 million annually. The credit is refundable and must be received in 5 equal portions over
a period of 5 consecutive tax years. Qualifying properties will also receive a class 6 property designation, which
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reduces the assessment ratio to 5% instead of the class 1 assessment ratio of 22% (declining to 20% over the next 2
years). The class 6 property designation remains in effect for 10 or 15 years, depending on the level of wages paid
to employees of the facility in relation to the median wage of the state. The credit is expected to reduce General
Fund revenues generated by the individual and corporate income tax by $(5.0) millionin FY 2011. The cumulative
$(5.0) million reduction is shown as a corporate income tax reduction for display purposes (see Corporate Income
Tax section).

Laws 2009, Chapter 167 provided that individual income taxpayers be allowed to authorize their employers to
reduce their withholding tax amounts in order to make contributions to a school tuition organization, charitable
organization or public school. (Effective January 1, 2010)

2008 TAX LAWS

L aws 2008, Chapter 94 modified the definition of the Internal Revenue Code (IRC) for tax year 2008 to the federal
IRC in effect on January 1, 2008. This included changes adopted by Congress in the Small Business and Work
Opportunity Tax Act of 2007, the Energy Independence and Security Act of 2007, Prevent Taxation of payment to
Virginia Tech Victims and Families of 2007, Mortgage Forgiveness Debt Relief Act of 2007 and the Tax Technical
Corrections Act of 2007. The conformity provisions of Chapter 94 were estimated to reduce individua income tax
collections by $(970,000) in FY 2009, $(830,000) in FY 2010, and $(280,000) in FY 2011.

Laws 2008, Chapter 220 clarified for both residents and nonresidents the definition of “entire income” as adjusted
gross income for the purpose of determining the credit for income taxes paid to other states. (Effective retroactively
from January 1, 2008)

L aws 2008, Chapter 290 contained several budget reconciliation provisions related to revenues that were necessary
to implement the FY 2009 budget. One of the provisions established a minimum distribution amount for all cities
and towns that equals at least the amount a city or town with a population of 1,500 or more persons would receive
from the Urban Revenue Sharing Fund. Another provision contained in the measure increases the amounts of the
corporate and individual income research and development (R& D) tax credits that are allowed to be claimed. The
R&D credit is calculated based on the amount of qualified research expenses that exceeds a base amount (which is
defined in the Internal Revenue Code). The changes to the R& D credit contained in Chapter 290 are summarized in
the table below.

Tax Year If Qualified Expenses exceed Base If Qualified Expenses exceed Base Amount
Amount by $2.5 million or less, R&D by more than $2.5 million, R&D Credit is
Credit isequal to: equal to:
2009 (current law)  20% of excess amount $500,000 + 11% of excess amount over and
above $2.5 million
2010 22% of excess amount $550,000 + 13% of excess amount over and
above $2.5 million
2011 - 2017 24% of excess amount $600,000 + 15% of excess amount over and
above $2.5 million
2018 —and beyond  20% of excess amount $500,000 + 11% of excess amount over and
above $2.5 million

As noted in the table above, the changes to the R&D credit under Chapter 290 will occur in 3 stages. The first
increase of the credit is implemented in tax year 2010, followed by a second increase in tax years 2011 to 2017.
Beginning in tax year 2018, the credit will revert to the amounts allowed under current law. The act is estimated to
reduce corporate and individual income taxes by a total of $(5.7) million in FY 2011 and $(11.2) million in
FY 2012.

2007 TAX LAWS
Laws 2007, Chapter 1 was an emergency measure that established a standard procedure regarding income tax filing
and payment deadlines. Specifically, the measure stipulated that when the origina deadline for filing and paying

income tax falls on a Saturday, Sunday, or legal holiday, the deadline is automatically moved to the next business
day. (Containsan emergency clause)
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The filing and payment deadline for both federal and state income tax is April 15. At the federa level, if the
deadline falls on a Saturday, Sunday or legal holiday, the due date is extended to the next business day. “Legal
holiday” under the Internal Revenue Code (IRC) means alegal holiday as observed in the District of Columbia. The
April 15 filing deadline for 2007 fell on a Sunday and the next business day was Monday, April 16. However, since
the District of Columbia observed the Emancipation Day (legal holiday) on April 16, the federal deadline for 2007
was moved to Tuesday, April 17. Under Chapter 1, Arizond's filing and payment due date for 2007 was also
extended to April 17.

Chapter 1 conformed the Arizona statutory definition of the Internal Revenue Code (IRC): (1) for tax year 2007 to
the United States IRC in effect as of January 1, 2007, and (2) for tax year 2006 to all IRC provisions passed with
retroactive federal effective dates between December 31, 2005 and December 31, 2006. This included changes
adopted by Congress in the Tax Increase Prevention and Reconciliation Act of 2005, the Pension Protection Act of
2006, and the Tax Relief and Health Care Act of 2006. The conformity provisions of Chapter 1 were estimated to
reduce individual income tax collections by $(1.3) million in FY 2008, and $(980,000) in FY 2009, resulting in an
incremental increasein FY 2009 of $320,000.

Laws 2007, Chapter 112 provided that an individual who is both a resident of Arizona and a statutory resident of
another state is allowed to claim an Arizona income tax credit for income taxes paid to the other state (for more
details, see A.R.S. 843-1071). Laws 1999, Chapter 250 authorized such taxpayers to claim the credit for tax years
1989 through 2001. Since Laws 2007, Chapter 112 is retroactive from January 1, 2002, the measure extended the
provisions enacted by Laws 1999, Chapter 250. Any refunds resulting from Laws 2007, Chapter 112 must be filed
no later than December 31, 2011. According to DOR, the fiscal impact of the bill is expected to be small.

Laws 2007, Chapter 160 provided a statutory definition of “final determination” for the purpose of adjusting
Arizona gross income due to changes in federal taxable income. Under Arizonalaw, if ataxpayer’s federal taxable
income is atered by the IRS or changes as a result of a renegotiation of a contract with the federal government, the
taxpayer is required to either file the final determination of the change with the Arizona Department of Revenue
(DOR) or file an amended return within 90 days. Prior to Laws 2007, Chapter 160, there was no definition of “final
determination” in statutes. (Effective retroactively from January 1, 2007)

Laws 2007, Chapter 180 broadened the solar energy income tax credit by permitting it to be transferred to third
party organizations that have installed or manufactured a solar energy device. Previoudly, the tax credit was
available only to taxpayers installing solar energy devices or to entities that financed the purchase of a qualifying
device. (Effective retroactively from January 1, 2006)

Laws 2007, Chapter 225 provided severa changes to the Motion Picture Production Tax Incentive Program
established by Laws 2005, Chapter 317. The maximum credit allowed each year by the original legislation remains
unchanged. Beginning with the 2008 income tax credit alocation, 5% must be set aside for commercial
advertisements and music video productions. A company that is certified to receive income tax credits for
commercials and music videos must spend a minimum of $250,000 in production costs within 12 months. Motion
picture production companies must spend at least $250,000 on each qualifying motion picture production in order to
be eligible for the income tax credits. Previously, a company could become dligible by incurring $250,000 in costs
for one or more motion picture productions. Motion picture productions with qualified expenses of $250,000 to $1
million in a 12-month period how may receive atax credit equal to 20% of production costs (increased from 10%);
production expenses from $1 million to $3 million may be credited for 30% of production costs (increased from
15%), while productions spending more than $3 million in the state also may claim a credit equal to 30% of
production costs (increased from 20%). The maximum credit for any single motion picture production, previously
capped at $5 million, is increased to $7 million in 2008, $8 million in 2009, and $9 million in 2010. Beginning
October 31, 2007 through December 31, 2010, the Arizona Department of Commerce (ADOC) was required to
certify motion picture infrastructure projects, including soundstages and support and augmentation facilities, for
income tax credits. The maximum credit amount is 15% of the total base investment. Tax credits for soundstage
investments are capped at $5 million per year in 2008, 2009 and 2010. Tax credits for associated support and
augmentation facilities are capped at $7 million in 2009 (if at least one soundstage project was certified in 2008) and
$9 million in 2010 (if one or more soundstage projects were certified in 2008 or 2009). (Various effective dates)

Laws 2007, Chapter 258 created an income tax subtraction for contributions to qualified 529 college savings plans
and an income tax credit for donations to the Military Family Relief Fund.
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529 College Savings Plan Income Tax Subtraction

The bill alows, for tax years 2008 through 2012, an individual income tax subtraction for contributions by Arizona
residents to any college savings plan (whether operated in Arizona or elsewhere in the U.S.) established under
Section 529 of the Internal Revenue Code. A 529 plan is an education savings plan operated by a state or
educational ingtitution designed to help families set aside funds for future college costs. The income tax subtraction
is limited to $750 for taxpayers filing as single or head of household and to $1,500 for married couples. There
currently is no deduction allowed for a’529 plan at the federal level.

Under federal tax code, earnings generated from contributions to 529 Plans are allowed to grow tax-free. The same
tax advantage applies to state income tax since federal adjusted gross income is the starting point for determining
Arizona income tax liability. Thus, besides the already favorable tax treatment of 529 Plans described above, Laws
2007, Chapter 258 provides an additional exemption not available at the federal level. Beginning in FY 2009, the
act is estimated to reduce General Fund revenues by $2.5 million.

Military Family Relief Fund Tax Credit

The bill alows, for tax years 2008 through 2012, an individual income tax credit for cash contributions by
individuals to the Military Family Relief Fund. The fund, which is also established by Laws 2007, Chapter 258,
consists of private donations, grants, bequests, and other monies that are administered by the Arizona Department of
Veterans' Services for the purpose of providing financial assistance to family members of Arizona military
personnel injured or killed during their service. The maximum credit is $200 for taxpayers filing as single or head
of household and $400 for married couples. The credit is not allowed to exceed the taxpayer’s tax liability. While
the Fund may receive donations in any amount, only the first $1,000,000 in donations in any calendar year qualify
for the credit. Beginning in FY 2009, the act is estimated to reduce General Fund revenues by $1.0 million.

2006 TAX LAWS

Laws 2006, Chapter 102 allowed a taxpayer to voluntarily designate an amount to donate from his refund to the
Veterans' Donation Fund. The fund is used to provide health care and education to veterans as well as provide for
the maintenance of the State VVeteran’s Home, memorials, and cemeteries. (Effective January 1, 2007)

L aws 2006, Chapter 222 modified the certification of motion picture production costs and the qualification for motion
picture production tax incentives that were enacted in Laws 2005, Chapter 317. In addition to making severa technical
changes to the legidation passed in 2005, Chapter 222 authorized the ADOC to begin accepting tax credit applications
beginning October 31 for the following year if ADOC has pre-approved the maximum calendar year credit for the
current year. (Effective retroactively from January 1, 2006)

Laws 2006, Chapter 262 provided that an estate is allowed to subtract the amount of federal estate taxes paid when
computing its Arizonataxable income. (Effective retroactively from January 1, 2006)

Laws 2006, Chapter 333 required the ADOC to establish a solar energy income tax credit program, established
solar energy tax credits for commercial and industrial projects, removed the $5,000 tax exemption limitation for
retail and prime contracting classifications under the transaction privilege tax, and prohibited solar energy systems
from being added to property value. The income tax credit portion of this credit was capped at $1.0 million per
calendar year, which was expected to reduce corporate and individual income tax revenue by approximately
$(500,000) each in FY 2007. The elimination of the sales tax cap was expected to result in an additional $(0.5)
million revenue loss. The total estimated impact of provisions of this legislation for FY 2007 was $(1.5) million.
(Effective retroactively from January 1, 2006)

Laws 2006, Chapter 342 made permanent the state income tax exemption of military income for active duty members
of the U.S. Armed Forces that was established by Laws 2005, Chapter 303 for the 2006 tax year. In addition, the act
expanded the exemption to also include military income for active service in the National Guard or the Reserves. This
bill was estimated to reduce General Fund revenues by $(12.2) millionin FY 2008. (Effective January 1, 2007)

Laws 2006, Chapter 351 appropriated $850,000 from the General Fund in FY 2007 to supplement the URS
distribution for towns with a population of less than 1,500. In lieu of the statutory URS distribution to cities and
towns, the act appropriated $717.1 million in FY 2009 to hold cities and towns harmless from the individual income
tax rate reductions implemented in FY 2007 (see Laws 2006, Chapter 354). In addition, Chapter 351 session law
also appropriated $10.5 million in FY 2009 to repay cities and towns for the reduced (14.8%) distribution percentage
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in FY 2003 and FY 2004. Thus, Laws 2006, Chapter 351 authorized a total URS distribution amount of $727.6
million for FY 2009.

Laws 2006, Chapter 354 reduced individual income tax rates by 5% for tax year 2006 and 10% for tax year 2007.
(See Property Tax section for other changes) (Contains various effective dates). These rate reductions were
estimated to reduce General Fund revenues by $(156.1) million in FY 2007, and an additional $(177.9) million in
FY 2008.

Laws 2006, Chapter 357 conformed the Arizona statutory definition of the Interna Revenue Code (IRC) for tax
year 2006 to the United States IRC in effect as of January 1, 2006, excluding those provisions where Arizona did not
previously conform to federal tax law changes (bonus depreciation and business expensing).

The federal government enacted 3 tax bills during 2005: the Energy Tax Incentives Act; the Katrina Emergency Tax
Relief Act; and the Gulf Opportunity Zone Act. The conformity bill was estimated to reduce FY 2007 individual
and corporate income tax revenues by $(700,000) each, for atotal of $(1.4) million.

Laws 2006, Chapter 358 provided that the education grant under the newly established Displaced Pupils Choice
Grant Program does not count asincome for purposes of state income tax. (Effective September 21, 2006)

Laws 2006, Chapter 387 extended the Enterprise Zone Program until June 30, 2011, and modified some of its
qualification requirements. The fiscal impact of this bill is unknown. (Effective retroactively from July 1, 2006)

2005 TAX LAWS

Laws 2005, Chapter 115 established the National Guard Relief Fund (NGRF) to provide financial assistance to
families of Arizona National Guard members who are serving on active duty in a combat zone. The bill allowed
taxpayers to donate to the NGRF from their tax refund or from additional funds included with their tax return.
(Effective January 1, 2006)

L aws 2005, Chapter 148 clarified the definition of pollution control equipment for income tax credits on pollution
controls. (Effective August 12, 2005)

Laws 2005, Chapter 264 created an individual and corporate income tax credit of $1,000 per employee for
businesses that employ Arizona National Guard members who are called to active duty. The bill was expected to
reduce corporate income tax collections by an estimated $(250,000) in FY 2006. (Effective January 1, 2006)

L aws 2005, Chapter 278 made technical changes to the Healthy Forest initiative passed in 2004 and provided some
additional tax incentives. It reduced from 10 to 3 the number of full-time employees a business must have in order
to qualify for income tax incentives, and it reduced the number of work hours defining full-time employment from
1,750 hours to 1,500 hours per year. The amount of required health insurance coverage for employees of a qualified
business was also reduced. (Effective August 12, 2005)

Laws 2005, Chapter 292 created individual and corporate income tax credits for the instalation of water
conservation systems and a corporate income tax credit for the installation of water conservation system plumbing
stub-outs. A water conservation system uses “graywater” or waste water from a home for irrigation purposes. The
individual income tax credit is equal to 25% of the cost of the water conservation system up to a maximum of
$1,000. The bill limits the maximum aggregate amount of the individual income tax credit to $250,000 per year.
The credits are effective from tax years 2007 through 2014.

L aws 2005, Chapter 303 provided active military service income to be subtracted from the gross income on income
taxes for individuals or estates in tax year 2006. The hill was estimated to have a one-time impact of $(10.3) million
in FY 2007.

Laws 2005, Chapter 311 provided for employers the option to not withhold income tax during the month of
December. If an employer elects to not withhold tax in December, he is required to notify the Department of
Revenue and his employees of such decision. Employees must be notified in writing by October 1, 2005 and by
July 1 each year thereafter. Thisbill has no fiscal impact. (Effective September 1, 2005)
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L aws 2005, Chapter 316 established an individual income tax credit for investments in qualified small businesses
from tax years 2007 through 2014. The alowable credit is 30% of the investment over a 3-year period and is
increased to 35% if the investment is made in a bioscience company or a company located in a rura county. The
credit is allowed to be carried forward to the next 3 consecutive taxable years. The credit, which was administered
by the ADOC, is capped at $20 million over the life of the program. (Effective August 31, 2005)

Laws 2005, Chapter 317 established individual and corporate income tax credits for businesses that produce
motion pictures in Arizona. Motion picture productions with qualified expenses of $250,000 to $1 million in a 12-
month period may receive atax credit equal to 10% of production costs; production expenses from $1 million to $3
million may be credited for 15% of production costs, while productions spending more than $3 million in the state
may claim a credit equal to 20% of production costs. The total amount of income tax credits approved may not
exceed $30 million in 2006, $40 million in 2007, $50 million in 2008, $60 million in 2009 and $70 million in 2010.
The tax credits may be sold or transferred, in whole or in part, to other taxpayers. The law requires taxpayers
claiming the credits to meet various reporting requirements and for film companies to recruit Arizona residents to
hold 25% of full-time positions in 2006, 35% in 2007 and 50% in 2008 and after. It is estimated to reduce income
tax collections by $(9) millionin FY 2007. (Effective July 1, 2006, retroactive to January 1, 2006)

Laws 2005, Chapter 334 provided the following changes to Arizona income tax statutes. (1) Internal Revenue
Code (IRC) conformity, (2) marriage penalty elimination, and (3) standard deduction inflation indexing.

IRC Conformity
Federal adjusted gross income (FAGI) forms the basis for the computation of Arizona individual income tax. For

this reason, changes to FAGI will also affect the state’s income tax collections. The federal government enacted 2
bills during 2004 (the Working Families Tax Relief Act and the American Jobs Creation Act) to which Laws 2005,
Chapter 334 conformed. The cost of conforming Arizona individual income tax statutes to the Internal Revenue
Codeis estimated to be $(5.4) million in FY 2006 and $(5.1) million in FY 2007.

Elimination of “Marriage Penalty”

Laws 2005, Chapter 334 provided that certain tax credits for married filers will become twice that of single filers.
Included are the credits for contributions to charitable organizations, contributions to qualifying school tuition
organizations, and contributions to public school extracurricular activities. The combined cost of these provisionsis
estimated to be $(6.4) million in FY 2006 and $(13) million in FY 2007.

The individual cost for each of the 3 tax credits amended under this bill is shown below.

o Charitable Organizations - $(0.1) million in FY 2006 and $(0.2) millionin FY 2007
e Private School Tuition Organizations - $(3.2) million in FY 2006 and $(6.4) million in FY 2007
e Public School Extracurricular Activities - $(3.1) million in FY 2006 and $(6.4) million in FY 2007

Inflation-Indexing of Standard Deduction

Laws 2005, Chapter 334 provided that the standard deduction for individual income tax filers be indexed for annual
cost of living changes. This provision is estimated to cost the General Fund $(2.4) million in FY 2006 and $(4.8)
millionin FY 2007.

A listing of tax law changes prior to the 2005 legidative session is available on the JLBC website located at
www.azleg.gov/jlbc/11taxbook/11taxbk.pdf.
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INDIVIDUAL INCOME TAX CREDITS CLAIMED BY TAX YEAR

2009

2008

2007

2006

2005

2004

2003

2002

Agricultural
Pollution
Control
Equipment

# of claims
credit available
credit used
carry forward

Data Not
Available

4
$13,524
$13,524

Data Not
Releasable

Data Not
Releasable

Data Not
Releasable

Data Not
Releasable

Data Not
Releasable

6
$47,706
$32,542
$15,164

Agricultural
Preservation
District
REFUNDABLE

# of claims
credit available
credit refunded
carry forward

0
$0
$0

0
$0
$0

0
$0
$0

0
$0
$0

Agricultural
Water
Conservation

# of claims
credit available
credit used
carry forward

Data Not
Available

105
$7,719,160
$1,322,254
$5,926,725

134
$8,893,168
$1,851,865
$6,315,774

138
$8,880,517
$1,873,967
$6,202,634

137
$8,868,257
$1,905,338
$6,409,360

141
$10,366,257
$2,784,783
$6,855,589

154
$9,170,688
$1,611,457
$7,273,813

133
$7,984,544
$1,256,346
$6,157,459

Alternative

Fuel Delivery
System
NONREFUNDABLE

# of claims
credit available
credit used
carry forward

0
$0
$0
$0

0
$0
$0
$0

0
$0
$0
$0

Alternative

Fuel

Vehicles
NONREFUNDABLE

# of claims
credit available
credit used
carry forward

26
$251,238
$34,972
$0

50
$407,905
$60,504
$347,401

74
$605,422
$104,771
$500,944

Clean Elections

# of claims
credit available
credit used
carry forward

24,778
$632,861
$578,068

33,966
$830,123
$773,000

34,358
$875,909
$815,625

33,046
$831,486
$817,591

31,075
$811,007
$801,435

32,338
$748,343
$739,774

32,042
$746,749
$727,224

33,470
$725,230
$688,864

Commerical &
Industrial Solar
Energy Credit

# of claims
credit available
credit used
carry forward

6
$25,731
$7,099
$18,632

46
$379,929
$244,663
$135,266

8
$27,588
$13,216
$14,372

5
$27,417
$18,997

Construction
Materials

# of claims
credit available
credit used
carry forward

Data Not
Releasable

Data Not
Releasable

$0

Contributions

To Charities
Providing Help
To Working Poor

# of claims
credit available
credit used
carry forward

$12,950,388
$12,915,531

$11,077,991
$11,059,408

$5,877,831
$5,860,953

$7,988,039
$7,939,507

$6,637,500
$6,589,000

20,736
$3,884,600
$3,851,700

17,467
$3,283,100
$3,259,400

14,226
$2,687,900
$2,676,900




INDIVIDUAL INCOME TAX CREDITS CLAIMED BY TAX YEAR

2009 2008 2007 2006 2005 2004 2003 2002
Defense # of claims 0 0 0 0 0 0 0
Contracting credit available Data Not $0 $0 $0 $0 $0 $0 $0
credit used Available $0 $0 $0 $0 $0 $0 $0
carry forward $0 $0 $0 $0 $0 $0 $0
Donations to # of claims 3,185 2,361l s
the Military Family  credit available $998,331 $778,300 L L
Relief Fund credit used $998,331 $778,300 S e T SRR L A RO AP AP,
carryforward [ | poo o
Donation of # of claims L L L L L L L L L L L L L L L L L L L L L 41
Motor Vehicles credit available R D D N T AR P BT PR $54,025
To Work credit used DD L L L 840,26
Program carry forward  } .ol
Employing # of claims R DD RN BRI
National Guard credit available Data Not Data Not Data Not Data Not R R R ERE PR
Members credit used Available Releasable Releasable Releasable AR BT EEE RO BTN
carry forward O DD D O
Employment of # of claims 0 5 0 0
TANF Recipients  credit available Data Not $0 $24,606 $0 |Data Not $0 |Data Not Data Not
credit used Available $0 $12,666 $0 |Releasable $0 |Releasable Releasable
carry forward $0 $11,940 $0 $0
Enterprise # of claims 119 149 197 193 165 202 176
Zone credit available Data Not $1,305,676 $1,555,869 $2,125,258 $2,296,501 $2,204,199 $2,981,234 $2,838,420
credit used Available $716,157 $1,006,150 $1,629,136 $1,458,081 $1,339,705 $1,713,943 $1,602,832
carry forward $584,767 $514,325 $378,486 $713,499 $738,055 $1,190,859 $1,289,247
Environmental # of claims 0 0 0 0
Technology credit available Data Not Data Not Data Not Data Not $0 $0 $0 $0
credit used Available Releasable Releasable Releasable $0 $0 $0 $0
carry forward $0 $0 $0 $0
Family Tax # of claims 474,245 501,013 518,820 472,266 439,056 425,484 417,451 427,798
Credit credit available $41,165,320 $42,060,538 | $42,706,477 | $39,733,177 $36,737,292 $35,617,953 | $35,068,208 | $36,064,781
credit used $4,951,982 $5,811,534 $6,784,150 $7,166,327 $7,661,867 $7,709,270 $7,445,937 $7,382,178
carry forward
Healthy Forest # of claims 0 0 Of v e
Enterprises credit available Data Not $0 $0 SO [roror e
credit used Available $0 $0 SO |
carry forward $0 $0 SO [roro e e e e




INDIVIDUAL INCOME TAX CREDITS CLAIMED BY TAX YEAR

2009 2008 2007 2006 2005 2004 2003 2002
Income Taxes Paid # of claims 22,906 31,103 27,706 34,880 34,664 29,956 25,722 24,909
To Other States credit available $30,083,865 $78,837,292 | $105,315,257 | $124,937,274 | $119,416,310 $80,229,015 | $62,484,651 | $52,843,508
or Countries credit used $30,083,865 $78,837,292 | $105,315,257 | $124,937,274 | $119,416,310 $80,229,015 | $62,484,651 | $52,843,508
carry forward
Increased Excise # of claims 609,695 605,599 579,464 536,940 546,678 555,762 548,831 529,265
Taxes Paid credit available $33,025,580 $32,308,185 | $30,444,007 | $28,751,332 $29,358,243 $29,924,907 | $29,581,905 | $28,403,741
credit used $33,025,580 $32,308,185 | $30,444,007 | $28,751,332 $29,358,243 $29,924,907 | $29,581,905 | $28,403,741
carry forward
investmentin — # of claims 68 111 73l
Qualified Small credit available $559,249 $796,219 $395,916
Business credit used $251,310 | $395014 | $276,742 | ..l
carry forward $307,939 $401,205 $119174 [ .- .
Military # of claims 0 0 0 0 0 0 0
Reuse Zone credit available Data Not $0 $0 $0 $0 $0 $0 $0
credit used Available $0 $0 $0 $0 $0 $0 $0
carry forward $0 $0 $0 $0 $0 $0 $0
Motion Picture  # of claims 5 9 4 Of - e [
Production and credit available $81,932 $273,567 $153,184 $O [ -0 T T T
Infrastructure credit used $77,267 $267,771 $128,165 $O [ -t T T T
carry forward $4,665 $5,796 $25,019 SO |-
Neighborhood # of claims R P R R PR 80 395 832 1,279 1,785
Electric Vehicle credit available T T T T T T T T T T T T $237,622 $1,866,584 $4,014,888 $6,472,767 $9,603,599
credit used D N IR $67,977 $809,199 $1,184,437 |  $1,593,351 $2,478,629
carry forward e e $0 $1,057,385 $2,831,527 | $4,879,416 | $7,124,970
Pollution # of claims 4 10 14 23 28 9 13
Control Device credit available Data Not $2,781 $30,247 $31,327 $79,082 $40,676 $32,062 $18,562
credit used Available $2,399 $7,962 $14,412 $71,574 $16,385 $31,239 $18,525
carry forward $382 $22,767 $16,860 $7,508 $24,291 $823 $37
Private School # of claims 73,391 78,434 76,065 73,617 69,239 63,830 58,122 52,161
Tuition credit available $50,853,086 $55,261,284 $54,303,282 $51,011,815 $42,194,898 $31,871,474 $29,445,494 $26,482,993
Organization credit used $50,853,086 $55,261,284 | $54,303,282 | $51,011,815 $42,194,898 $31,871,474 | $29,445,494 | $26,482,993
carry forward
Property # of claims 16,893 15,675 16,810 13,247 13,943 14,786 15,028 14,991
Tax credit available $6,420,787 $5,722,697 $5,979,296 $4,776,863 $4,977,070 $5,242,685 $5,301,879 $5,106,544
credit used $6,420,787 $5,722,697 $5,979,296 $4,776,863 $4,977,070 $5,242,685 $5,301,879 $5,106,544

carry forward




INDIVIDUAL INCOME TAX CREDITS CLAIMED BY TAX YEAR

2009 2008 2007 2006 2005 2004 2003 2002
Public School # of claims 239,018 233,450 214,356 218,664 215,369 213,987 201,407 143,697
Extra credit available $42,653,387 $45,164,366 | $44,069,896 | $43,230,433 $35,416,279 $30,958,872 | $27,753,764 | $22,455,129
Curricular credit used $42,653,387 $45,164,366 | $44,069,896 | $43,230,433 $35,416,279 $30,958,872 | $27,753,764 | $22,455,129
Activity carry forward
Recycling # of claims 0 0 0 0 4 5
Equipment credit available Data Not $0 $0 $0 $0 |Data Not $3,891 $7,945
credit used Available $0 $0 $0 $0 |Releasable $2,380 $3,267
carry forward $0 $0 $0 $0 $1,511 $4,678
Research & # of claims 160 209 254 194 162 134 107
Development credit available Data Not $8,093,099 $8,113,328 $9,288,497 $8,148,392 $5,707,812 $3,957,830 $1,988,911
credit used Available $2,929,220 $2,998,057 $3,922,209 $3,256,590 $1,592,406 $1,181,947 $815,709
Itd carry forward $416,548 $531,037 $754,183 $856,255 $1,098,550 $1,144,763 $1,173,202
unltd carry forward $4,747,331 $4,584,234 $4,612,105 $4,035,547 $3,016,856 $1,631,120
School Site # of claims 54 68 89 80 100 45 66
Donation credit available Data Not $1,948,616 $5,863,836 | $10,553,076 $8,562,042 $5,341,784 $2,924,583 $3,711,546
credit used Available $312,899 $2,749,005 $7,812,958 $6,029,585 $3,511,441 $2,048,930 $2,380,444
carry forward $1,635,717 $3,114,832 $2,534,946 $2,532,548 $1,830,343 $716,187 $1,331,022
Solar # of claims 2,010 4,150 3,719 3,044 2,686 2,336
Energy credit available Data Not Data Not $1,229,789 $2,510,676 $1,939,100 $1,483,235 $1,314,084 $1,131,895
credit used Available Available $1,031,811 $2,043,051 $1,587,658 $1,210,467 $1,050,582 $920,767
carry forward $197,619 $466,744 $350,605 $272,768 $250,263 $210,656
Solar Hot Water # of claims 6 0 6 22 17 15
Plumbing Stub credit available Data Not $678 $0 $525 $18,538 $15,220 [Data Not $4,920
Outs & Electric credit used Available $630 $0 $525 $9,687 $5,677 |Releasable $3,312
Vehicle Recharge  carry forward $48 $0 $0 $8,851 $9,543 $1,608
Technology # of claims e 0 0 0
Training credit available RS LI DEDENEICIENECICH EICICIRNCICIENEN $0 $0 $0 [Data Not
REFUNDABLE credit refunded e e e e e e e e e e e e e $0 $0 $0 |Releasable
carry forward e
Underground # of claims e e 0 0 0
Storage Tanks credit available e $0 $0 $0
credit used e e e $0 $0 $0

carry forward




INDIVIDUAL INCOME TAX CREDITS CLAIMED BY TAX YEAR

2009 2008 2007 2006 2005 2004 2003 2002
Vehicle Refueling _# of claims T 5 9
Apparatus & oredit available |1+l ] Dt Not $13,872 $20,519
Infrastructure credit used e e e e e e e e e e Releasable $8,960 $3,531
NONREFUNDABLE carry forward e e e e e e e e e e e e e e e e e e T T $4,912 $16,988
Water Conservation  # of claims 180 203 SAl s
Systems Credit credit available $100,357 $116,199 $36,564 [.-.o.c
credit used $90,544 $105,734 $31,645 R Tty SRR PR R R AT ISP EPRreS LSRR
carry forward $9,813 $10,465 $4919 |.-- -
TOTAL # of claims 1,509,808 1,538,992 1,488,586 1,416,798 1,380,381 1,361,400 1,320,647 1,245,288
credit available $219,550,874 | $292,693,941 | $315,901,448 | $334,924,334 | $307,328,747 | $248,088,225 | $221,088,007 | $202,792,314
credit used $182,906,837 | $242,026,932 | $263,681,431 | $286,017,976 | $261,560,549 | $202,217,254 | $175,317,367 | $155,705,267
credit refunded $0 $0 $0 $0
carry forward $341,049 $13,450,818 | $14,928,692 $14,225,593 $15,163,592 $15,633,390 | $16,425,826 | $16,652,773
Itd carry forward $0 $416,548 $531,037 $754,183 $856,255 $1,098,550 $1,144,763 $1,173,202
Notes:

. Shaded areas indicate that the credit was not in effect during the tax year.
. "Data Not Available" indicates that the credit data was not available at the time of publication.

"Total" includes credits for which information was "not releasable" individually.
DATA IN ITALICS ARE PRELIMINARY.

1
2
3. "Data Not Releasable" indicates that the credit information cannot be released due to confidentiality restrictions.
4
5




CORPORATE INCOME TAX

DESCRIPTION

The corporate income tax is levied on corporations that engage in business within Arizona. The tax rate currently is
6.968% of taxable income. A multi-state company must alocate a portion of its income to Arizona based on its
Arizona property, payroll, and sales.

The corporate income tax is an important revenue source for the state, representing approximately 10% of forecasted
General Fund revenues. However, Laws 2011, 2™ Special Session, Chapter 1 will reduce the tax rate over a period
of 4 years beginning in Tax Year 2014. A portion of corporate income tax collections (along with individual income
tax collections) is shared with incorporated cities and towns within the state.

COLLECTIONS
Table 1 below provides historical corporate income tax collections for the last 20 years. Corporate income tax

receipts are deposited into the General Fund, after sufficient amounts have been deposited into the tax refund
account to meet the requirements for tax refunds[A.R.S. § 42-1116)].

Tablel
CORPORATE INCOME TAX COLLECTIONS
Fiscal Year State General Fund Fiscal Year State General Fund
FY 2011 $560,235,683 FY 2001 $541,173,600
FY 2010 $413,193,307 FY 2000 $523,180,000
FY 2009 $592,157,255 FY 1999 $545,389,000
FY 2008 $784,510,885 FY 1998 $535,295,300
FY 2007 $986,169,564 FY 1997 $600,890,500
FY 2006 $874,219,473 FY 1996 $448,039,400
FY 2005 $701,859,285 FY 1995 $419,690,900
FY 2004 $494,044,869 FY 1994 $331,395,000
FY 2003 $389,406,300 FY 1993 $263,242,400
FY 2002 $346,280,400 FY 1992 $211,445,600

SOURCE: Department of Revenue annual reports - amounts are net of refunds and charge-offs. A portion of
corporate income tax collections is shared with incorporated cities and towns — see Table 2 in Individual Income
Tax section.

DISTRIBUTION

Based on an initiative measure approved by the voters in 1972, an Urban Revenue Sharing Fund was established.
The initiative provided that a percentage of income tax revenues (including both individual and corporate income
tax) be shared with incorporated cities and towns within the state. Currently, 15% of net income tax revenues from
2 years prior is distributed to cities and towns. This distribution is based on the last U.S. decennia census, a special
census, or revised population figures approved by the Department of Economic Security (DES). Table 3
(Distribution of Individual and Corporate Income Tax) in the Individual Income Tax section provides historical
urban revenue sharing distributions [A.R.S. § 42-206].

WHO PAYSTHE TAX

Any corporation, excluding exempt organizations, having Arizona taxable income is subject to the corporate income
tax [A.R.S. §43-1111].

Exempt organizations include those exempt from federal income tax under section 501 of the Internal Revenue Code
(generally "non-profit" organizations), as well as a specific list of exempt organizations included in state statute
[A.R.S. §43-1201].
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The income of a corporation owned by an Indian tribe or tribal member is not subject to Arizona’s corporate income
tax if itsincome is derived from businesses located on the reservation. Income from a corporation not owned by a
tribe or tribal member, regardless of whether it is located on a reservation, is subject to the state corporate income
tax. Corporations owned by tribes or tribal members that derive their income from non-reservation sources are
subject to the income tax in the same manner as all other corporations with income in Arizona.

There are no specific statutory references related to the imposition of Arizona state income tax on tribal members or
corporations. Thus, to facilitate the administration of state income tax on Indian reservations, the Department of
Revenue (DOR) has adopted income tax rulings based on the decisions in several court cases.

Small business corporations which make a "subchapter S" election for a taxable year under the Internal Revenue
Code are not subject to the corporate income tax. The income of these corporations is generally passed through to
each shareholder, who is then taxed under the state'sindividual incometax [A.R.S. § 43-1126].

The United States, the state, counties, towns, school districts, or other political subdivisions of the state or federal
government are excluded from the definition of ataxpayer, and are exempt from the corporate income tax [A.R.S. §
43-104].

EXEMPTIONS

Organizations that are exempt from federal income tax under Section 501 of the Internal Revenue Code are aso
exempt from state income tax. In addition, the following organizations are exempt from state income tax [A.R.S. 8§
43-1201]:

(1) Labor, agricultural, and horticultural organizations except for cooperative organizations.

(2) Fraternal beneficiary societies, orders, or organizations that both: (a) operate under the lodge system or for the
exclusive benefit of the members of afraternity, and (b) provide for the payment of life, sick, accident, or other
benefits to their members or their dependents.

(3) Cemetery companies that are owned and operated exclusively for the benefit of their members or are not
operated for profit.

(4) Corporations that are organized and operated exclusively for religious, charitable, scientific, literary, or
educational purposes, or for the prevention of cruelty to children and animals.

(5) Business leagues, chambers of commerce, rea estate boards, and boards of trade that are not organized for
profit.

(6) Civicleagues or organizations that are not organized for profit.

(7) Clubsthat are organized and operated exclusively for pleasure, recreation, and other non-profitable purposes.

(8) Corporations that are organized for the exclusive purpose of holding title to property, collecting income from
such property, and turning over the entire net income to an organization which itself is exempt from income
tax.

(9) Voluntary employees beneficiary organizations that provide for the payment of life, sick, accident or other
benefits to their members or their dependents, if both of the following apply: (&) no part of their net earnings
inures to the benefit of any private shareholder or individual, and (b) 85% or more of the income consists of
monies collected from members and contributions by the employer of the members.

(10) Teachers or public employees' retirement fund organizations that are of a purely local character, if both of the
following apply: (a) no part of their net earnings inures to the benefit of any private shareholder or individual,
and (b) the income consists solely of monies received from public taxation, assessments on the salaries of
members, and income from investments.

(11) Religious or apostolic organizations or corporations, if such organizations or corporations have a common
treasury or community treasury.

(12) Voluntary employees beneficiary organizations that provide for the payment of life, sick, accident or other
benefits to their members, their dependents or designated beneficiaries, if both of the following apply: (a)
admission to membership is limited to individuals who are officers or employees of the United States
Government, and (b) no part of the net earnings inures to the benefit of any private shareholder or individual.

(13) Corporations classified as diversified management companies under Section 5 of the federal Investment
Company Act of 1940.

(14) Insurance companies that are subject to the insurance premium tax.
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(15) Mutual ditch, irrigation or water companies or similar nonprofit organizations if 85% or more of their income
consists of amounts collected from members for the sole purpose of meeting losses and expenses.
(16) Workers' compensation pools established pursuant to A.R.S. § 23-961.01

TAX BASE AND RATE

The tax base for the corporate income tax is defined as "Arizona taxable income", which is further defined as the
"Arizona gross income" (equal to a corporation's federal taxable income), adjusted by a series of additions and
subtractions as specified in Title 43, Article 3 of the Arizona Revised Statutes (A.R.S. § 43-1121 - A.R.S. § 43-
1130.01) [A.R.S. § 43-1101].

The tax rate for corporate income tax is 6.968% of a corporation's net Arizona taxable income or $50, whichever is
greater [A.R.S. § 43-1111]. The 6.968% flat tax rate has been in effect since January 1, 2001. The $50 minimum
tax was effective beginning January 1, 1988. However, Laws 2011, 2™ Special Session, Chapter 1 will reduce the
tax rate to 4.9% over a period of 4 years beginning in Tax Y ear 2014.

Table2
HISTORICAL CORPORATE INCOME TAX RATESY?

Taxable Income TY 1965 TY 1967 TY 1974%¢ TY 1990 TY 1994 TY 1998 TY 2000 TY 2001

$ 0 - 1,000 1.30% 2.00% 2.50% 9.30% 9.00% 8.00% 7.968% 6.968%
$ 1,001 - 2,000 2.60% 3.00% 4.00% 9.30% 9.00% 8.00% 7.968% 6.968%
$ 2,001 - 3,000 3.30% 4.00% 5.00% 9.30% 9.00% 8.00% 7.968% 6.968%

$ 3,001 - 4,000 4.00% 5.00% 6.50% 9.30% 9.00% 8.00% 7.968%  6.968%
$ 4,001 - 5,000 4.60% 6.00% 8.00% 9.30% 9.00% 8.00% 7.968%  6.968%
$ 5001 - 6,000 5.90% 7.00% 9.00% 9.30% 9.00% 8.00% 7.968%  6.968%
$ 6,001 & over 6.60% 8.00% 10.50% 9.30% 9.00% 8.00% 7.968%  6.968%

1/ For tax rates prior to 1965, see page 119 of the 1990 Tax Handbook.
2/ From January 1, 1986 through December 31, 1987, corporate net capital gains were taxed at a 6.4% flat rate.

Corporations which have income from both within the state and outside of the state are required to allocate their
Arizona taxable income according to the type of income asfollows: [A.R.S. § 43-1132]

Business income. Allocated to Arizona based on the proportion of the taxpayer’s property, payroll, and sales
occurring within the state. Prior to enactment of Laws 2005, Chapter 289, business income was multiplied by a
weighted average of the 3 factors to determine Arizona taxable income, with a 50% weight on sales that occurred in
Arizona and a 25% weight on both the property and payroll within Arizona. With the enactment of Laws 2005,
Chapter 289, Arizona added an additional apportionment formula that put even greater emphasis on sales. The
enhanced sales factor formula was phased in over 3 years, with the sales factor reaching 80% in January 2009. With
an 80% weight on sales occurring in Arizona, property and payroll account for 10% each in the apportionment
formula[A.R.S. §43-1139 - A.R.S. §43-1145].

Corporations may choose between the 50% and 80% sales factor formulas. For example, a business with 2% of its
sales and 5% of its property and payroll in Arizona would benefit from the 80% sales factor. In calculating the
proportion of its multi-state income to Arizona, the 2% sales factor would receive an 80% weight and the 5%
property, and payroll factors would receive a 10% weight. After applying the weights, 2.6% of the business' multi-
state income would be applied to Arizona. Under the 50/25/25% formula, alternatively, the business would have to
apply 3.5% of itsincome to Arizona.

Laws 2011, 2™ Special Session, Chapter 1 further modifies the optional computation made available by Laws 2005,
Chapter 289 by increasing the sales factor weight to 85% in 2014, 90% in 2015, 95% in 2016, and 100% in 2017
and after. The salesfactor is determined differently based on the type of good or service being sold:

= Sale of tangible personal property. Allocated to Arizona if the property is delivered or shipped to a
purchaser within the state [A.R.S. § 43-1146].
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= Sale of other than tangible personal property. Allocated to Arizona if the income producing activity is
performed within the state, or, if the activity is performed both inside and outside of the state, if the
greater proportion of the activity is performed within the state [A.R.S. § 43-1147].

¢ Nonbusinessincome. Includes rents and royalties from real property or tangible personal property, capital gains,
interest and dividends, and patent and copyright royalties. Income is generally allocated to Arizonato the extent
the property is utilized or located in the state, or if the taxpayer's commercial location isin the state [A.R.S. § 43-
1134 - A.R.S. §43-1138].

If the allocation and apportionment provisions do not fairly represent the extent of the taxpayer's business activity in
the state, the taxpayer may petition for, or the DOR may require, an alternative method of alocation [A.R.S. 8 43-
1148].

TAX REFUNDS AND/OR TAX CREDITS

Tax credits are either refundable or non-refundable. Unlike refundable credits, non-refundable credits can never
exceed a taxpayer’s tax liability. However, many of the non-refundable tax credits allow the unused amounts to be
carried forward to future years. Under current statutes, only the following credits are refundable: the agricultural
preservation district credit, technology training credit, and research & development credit (under certain conditions).

Laws 2002, Chapter 238 established the Arizona Joint Legidative Income Tax Credit Review Committee. The
Committee is required to determine the purpose of income tax credits, devel op performance standards for evaluating
the credits, and evaluate the benefits to the state. The Committee reviews each tax credit every 5 years according to
arotating schedule[A.R.S. § 43-221].

Corporate income tax credits available to taxpayers that reduce their liability or make them eligible for refunds are
described below. The value of tax credits used and carried forward through calendar year 2008 (the latest year
available) is summarized by the Arizona Department of Revenue summary report attached at the end of this section.

Current statutes include the following tax credits:

Agricultural Pollution Control Equipment. A tax credit is allowed for taxpayers engaged in agriculture to reclaim
25% of the cost of real property or equipment, not to exceed $25,000 in a taxable year, that is used to control,
prevent, monitor or reduce air, water or land pollution. The credit can be carried forward for 5 years [A.R.S. § 43-
1170.01].

Agriculture Preservation District. For tax years from and after December 31, 2000, a refundable credit is alowed
for an agricultural property owner that conveys ownership or development rights to an agricultural preservation
district. No district can award credits exceeding $10 million. The credit is equal to the appraised value of owned
property transferred to the district or the difference between the appraised value of undeveloped land and the
appraised value of the land for development purposes. No individual credit can exceed $33,000 in a calendar year
[A.R.S. §43-1180].

Agricultural Water Conservation System. A tax credit can be claimed for 75% of the qualifying expenses in
purchasing and installing an agricultural water conservation system. This credit isin lieu of itemized deductions for
such expenses, in which case, the taxpayer must add the credit back into Arizona grossincome in computing taxable
income. This non-refundable tax credit can be carried forward for no morethan 5 years[A.R.S. § 43-1172].

Arizona National Guard Employees. A tax credit of $1,000 per employee is alowed for businesses that employ
Arizona National Guard members who are called to active duty [A.R.S § 43-1167.01].

Construction Materials. A non-refundable credit is allowed for new construction materials incorporated into a
qualifying facility located entirely in Arizona. Construction must have begun on or after January 1, 1994 and be
completed on or before December 31, 1999. The credit is 5% of the purchase price for materials used to construct
buildings costing more than $5 million that are predominately used for manufacturing, mining, refining,
satellite/data transmission, and R&D [A.R.S § 43-1171].
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Coal Consumed in Generating Electric Power. The credit is for 30% of the amount paid by the seller or purchaser
as transaction privilege tax or use tax on coa sold to the taxpayer to be consumed in generating electrical power
within the state. The credit can be carried forward for 5 years[A.R.S. § 43-1178].

Defense Contractor Employment. The credit applies to defense contractors certified by the Arizona Commerce
Authority (ACA). The non-refundable credit is for net increases in employment due to full-time equivalent (FTE)
positions being transferred from exclusively defense-related activities to exclusively private commercia activities.
A tax credit is also allowed for a portion of property taxes paid on class 3 (commercial or industrial) property. For
each FTE net employment increase, $2,500 is credited in the first year, $2,000 in year 2, $1,500 in year 3, $1,000 in
year 4 and $500 in year 5. Property tax credits depend on the number of FTE Positions created (see below) [A.R.S §
43-1165].

Defense Contractor Property Taxes. The credit for property tax paid is: 40% if more than 900 FTE Positions are
created; 30% for 601 to 900 positions; 20% for 301 to 600 positions; and, 10% for up to 300 positions. The credits
can be carried forward for 5 years[A.R.S. § 43-1166].

Enterprise Zones. To qualify, at least 35% of the full time equivalent employees claimed must reside in an
enterprise zone. For non-retail businesses, the credit is equal to 25% of the taxable wages paid to a qualified FTE
employee in the first year of employment, 33% in the second year of continuous employment, and 50% in the third
year, not to exceed $500, $1,000, and $1,500 respectively. The credit may not be taken for more than 200
employees[A.R.S. § 43-1161]. These credits sunset at the end of FY 2011.

Environmental Technology Facility Construction Costs. A non-refundable credit is allowed for expensesincurred in
constructing a qualifying facility involved in recycled materials or renewable energy. The credit is equal to 10% of
the amount spent to construct the facility, including land acquisition, improvements, building improvements,
machinery and equipment, but not to exceed 75% of the tax liability for the taxable year. The credits can be carried
forward for 15 years[A.R.S. § 43-1169].

Health Savings Accounts. From tax year 2012 through tax year 2014, an income tax credit is available to businesses
that provide qualifying health insurance plans to each enrolled employee. The credit is equal to $360 for every
employee that enrollsin a health insurance plan offered by the business. To qualify, the business must offer High
Deductible Health Insurance Plans with catastrophic coverage under a Health Savings Account. 1n order to receive
the credit, businesses must have between 2 and 50 employees, must not have provided health insurance within 90
days of offering the plan, and must offer the plan to every employee for at least 1 year. Unused credits can be
carried forward 3 years.

Healthy Forests. To qualify, a business must be engaged in harvesting, transportation or initial processing of forest
products, including biomass. Products must contain at least 50% biomass, and at least half of the biomass must be
from Arizona sources. The business must have at least 3 permanent full-time employees and must be engaged in
enhancing forest health, watersheds or public safety. The credit is equal to 25% of the taxable wages paid to a
qualified FTE employee in the first year of employment, 33% in the second year of continuous employment, and
50% in the third year, not to exceed $500, $1,000, and $1,500 respectively. The credit may not be taken for more
than 200 employees and may be carried forward for 5 years [A.R.S. § 43-1162].

Motion Picture Productions. An income tax credit is available to businesses that produce motion pictures in
Arizona. Motion picture productions with qualified expenses of $250,000 to $1 million in a 12-month period may
receive a tax credit equal to 20% of production costs, while productions with qualified expenses exceeding $1
million may be credited for 30% of production costs. The total amount of income tax credits approved for al
qualifying productions and investments may not exceed $30 million in 2006, $40 million in 2007, $50 million in
2008, $60 million in 2009, and $70 million in 2010. The income tax credits may be claimed for expenses incurred
in the production of commercial advertisements, and music videos, with 5% of the income tax credit available to be
set aside for these productions. Income tax credits also may be claimed for expenses incurred for the construction of
soundstages and associated support and augmentation facilities. Tax credits for soundstage investments are capped
at $5 million per year in 2008, 2009 and 2010. Tax credits for associated support and augmentation facilities are
capped at $7 million in 2009 (if at least one soundstage project was certified in 2008) and $9 million in 2010 (if one
or more soundstage projects were certified in 2008 or 2009). The tax credits may be sold or transferred, in whole or
in part, to other taxpayers. The law requires taxpayers claiming the credits to meet various reporting requirements
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and for film companies to recruit Arizona residents to hold 25% of full-time positions in 2006, 35% in 2007, and
50% in 2008 and after. These credits are available for tax years 2006 through 2010 [A.R.S. § 43-1163].

Military Reuse Zones. A non-refundable credit is allowed for net full-time equivalent (FTE) employment increases
in a military re-use zone. The employees must be engaged in aviation or aerospace manufacturing or services.
Credits also are allowed for dislocated civilian military base employees. For net FTE increases, a credit is allowed
for each newly created position of $500 to $3,000, depending on whether or not the employee is a dislocated
military base employee, and the number of years of employment (1-5 years). The credits can be carried forward for
5years[A.R.S. § 43-1167].

New Employment Tax Credit. A $3,000 annual tax credit may be claimed for each net new qualifying job added by
an employer in the state. To qualify for the credit, new employment positions must be full-time, pay at least the
median wage, and offer health insurance paid by the employer (at least 65% of the premium). Credits can be
claimed for 3 years. A business cannot claim the new credit unless it adds at least 25 net new jobs in a year in an
urban area (5 in arural area) and makes a capital investment of at least $5 million ($1 million in arural area). No
employer can claim more than 400 jobs in the first year of credit use, 800 jobs in the second year, and 1,200 jobsin
the third year. The credit is subject to a statewide aggregate cap of 10,000 jobsin FY 2013 ($30 million) and grows
by an additional 10,000 jobs in both FY 2014 ($60 million) and FY 2015 ($90 million). The cap applies to credits
claimed against insurance premium, individual income, and corporate income taxes. The credit cannot be claimed
against employees that are also claimed under the Military Reuse Zone Tax Credit (A.R.S. § 20-224.03 and A.R.S. §
41-1525).

Pollution Control Equipment. The credit is allowed for purchases of real or personal property used to control or
prevent pollution. The qualifying facilities must be built or purchased to comply with U.S. Environmental
Protection Agency or Arizona Department of Environmental quality regulations. The credit amount is equal to the
lesser of 10% of the purchase price or $500,000 in ataxable year. It was capped at $750,000 in 1995 and 1996. The
credits can be carried forward for 5 years[A.R.S. § 43-1170].

Renewable Energy Investment. A credit is allowed on new renewable energy capital investments in manufacturing
or company headquarters for up to 10% of the taxpayer’s total capital investment. The credit is refundable, with the
combined total of individual and corporate income tax credits capped at $70.0 million annually. Recipients must
receive their credit in 5 equal portions over 5 consecutive tax years. The taxpayer must create at least 1.5 new full-
time positions for each $500,000 in capital investment in a manufacturing facility and 1.0 new full-time position for
each $200,000 in capital investment at a headquarters. The amount of the credit is reduced if the above minimum
requirements are not met and is instead equal to 10% of $500,000 for every 1.5 new full-time positions at a
manufacturing facility or 10% of $200,000 for each new full-time position at a headquarters.

The credit is dependent upon the taxpayer paying 51% of new full-time employees a rate exceeding 125% of the
median annual wage in the state and paying 80% or more of the premium for al full-time employees health
insurance. The taxpayer must also stay in operation within the state for 5 years after receiving post-approval for the
credit or face recapture of any credits received. The tax credit is only available for tax years 2010 to 2014 [A.R.S. §
43-1083.01]. For additional information on renewable energy incentives, see Appendix A.

Renewable Energy Production. A credit is allowed on the production of electricity using renewable energy
beginning in FY 2012. The new credit allows a qualified producer of renewable energy to receive an individual or
corporate income tax credit of up to $2 million per year on the electricity they produce for up to 10 years, beginning
January 1, 2011. The renewable energy credit has an annual cap of $20 million for total individual and corporate
income tax credits. A 5-year carry forward of the credit is alowed [A.R.S. § 43-1164.03]. For additiona
information on renewable energy incentives, see Appendix A.

Research and Development (R&D). A taxpayer may take a credit of 20% of qualified research expenses over a
"base amount" (defined in the Internal Revenue Code) for expenses up to $2.5 million ($500,000 credit), plus 11%
of expenses over $2.5 million. Laws 2008, Chapter 290 expands the tax credit in tax years 2010 through 2017 by
allowing for a larger percentage of qualified R&D expenses to be used to offset an individua’s tax liability (for
more details, refer to the 2008 tax law changes under Impact of Tax Law and Revenue Changes). Laws 2010,
Chapter 312 changes the credit from being nonrefundable to refundable for those companies that employ less than
150 full-time employees. Specifically, the act provides that such taxpayers receive a refund equal to 75% of the
amount by which the credit exceeds their liability. The refundable aspect of the credit has an annual cap of $5
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million cumulatively for the individual and corporate income tax and is effective retroactively from January 1, 2010.
If in any year less than $5 million of credits are filed collectively by al taxpayers, any unused amount rolls over to
the next year (for more details, refer to the 2010 tax law changes under Impact of Tax Law and Revenue Changes).
Laws 2010, 2" Special Session, Chapter 1 expands the tax credit, beginning in FY 2013, by increasing the credit
calculation by 10% for university-related research. The credit is subject to an aggregate cap of $10 million per year.
A 15-year carry forward of the credit isallowed [A.R.S. § 43-1074.01].

School Site Donation. The credit is allowed for donations of real property and improvements to a school district or
charter school as a school construction site. The credit is for 30% of the value of real property and improvements
donated and can be carried forward for 5 years[A.R.S. § 43-1181].

School Tuition. A taxpayer may claim an income tax credit, up to the full amount of the donation, for contributions
made to a school tuition organization that provides education scholarships and tuition grants either to children of
low-income families (A.R.S. § 43-1183) or to disabled children or children in foster care (A.R.S. § 43-1184). If the
taxpayer is an insurer, the credit may be applied against their insurance premium tax liability. The full amount of
tax credit approved by DOR pursuant to A.R.S. § 43-1183 for both corporate income tax credits and insurance
premium tax credits is capped at $10 million per year, with the cap increasing by 20% per year beginning in FY
2008. The full amount of tax credit approved by DOR pursuant to A.R.S. 8§ 43-1184 is capped at $5 million per
year. A taxpayer may carry forward the unused portion of either tax credit for 5 years. A taxpayer shall not claim a
tax credit under both A.R.S. § 43-1183 and A.R.S. § 43-1184 for the same contribution. [A.R.S. § 43-1183 and
A.R.S. §43-1184].

Solar Energy Devices for Commercial and Industrial Purposes. A taxpayer can claim a credit equal to 10% of the
installed cost of a solar energy device used in their trade or business. The credit cannot exceed $25,000 for the same
building in the same year or $50,000 in total in any year. The credit is available between tax years 2006 and 2018.
This income tax credit may be claimed by a taxpayer purchasing a solar energy device, or a taxpayer that finances
the purchase of a qualifying device. The credit also may be transferred to a third party that manufactures or installs
aqualifying device. This non-refundable tax credit is allowed to be carried forward for no more than 5 consecutive
years[A.R.S. § 43-1164]. For additional information on renewable energy incentives, see Appendix A.

Solar Hot Water Heater Plumbing Stub Outs and Electric Vehicle Recharge Outlets Installed in Houses Constructed
by Taxpayer. An income tax credit of up to $75 is available for each installation of a qualifying device for each
separate house or dwelling unit. The credit may be transferred to the purchaser of the house or dwelling [A.R.S. §
43-1176]. For additional information on renewable energy incentives, see Appendix A.

Solar Liquid Fuel. A taxpayer may take atax credit for R&D, production, and delivery system costs associated with
solar liquid fuel for TY 2011 through TY 2026. Between TY 2011 and TY 2021, a taxpayer may take a credit for
increased R&D related to solar liquid fuel of 40% of qualified research expenses within the state over a "base
amount" (defined in the Internal Revenue Code). Between TY 2016 through TY 2026, a taxpayer may take a credit
for production of solar liquid fuel equal to: 1) $0.11 per 100,000 british thermal units (BTUs) of fuel produced in
the state during the tax year for the production of solar liquid fuel in commercia quantities; and 2) 30% of the cost
of converting or modifying an existing motor vehicle fuel service station for the retail sale of solar liquid fuel to
customers. The latter portion of the credit is limited to $20,000 per taxable year per service station. Taxpayers who
use the R&D tax credit are prohibited from also taking a tax credit against the same R&D if it is associated with
solar liquid fuel [A.R.S. § 43-1164.02]. For additional information on renewable energy incentives, see Appendix A.

Technology Training. A refundable credit is allowed for providing technological skills training to not more than 20
of the taxpayer's employees. The credit is equal to 50% of the amount spent, but not more than $1,500 per
employee. The credits, which were capped at $2.5 million, were certified through the Arizona Department of
Commerce (ADOC). Thisrefundable credit was available for tax years 2001 through 2005. [A.R.S. § 43-1179].

Temporary Assistance for Needy Families Employment. For net increases in employment, a credit for each newly
created position of 25% of the taxable wages paid in the first year of employment, 33% in the second year of
continuous employment, and 50% in the third year, not to exceed $500, $1,000, and $1,500 respectively [A.R.S. §
43-1175].

Water Conservation Systems. The credit is for the installation of water conservation system plumbing stub-outs to
encourage the reuse of “graywater,” or waste water. It provides atax credit of up to $200 per installation, with a 5-
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year carry-forward period, and caps the total amount of tax credit issued at $500,000 per year. The credit will be
available for 5 years, beginning in 2008 [A.R.S. § 43-1182].

PAYMENT SCHEDULE

A corporation that anticipates an Arizona income tax liability over $1,000 is required to pay estimated tax payments
during the year. Generally, the estimated payments must equal the lesser of 90% of the tax liability for the current
year, or 100% of the tax liability for the prior year. Large corporations (defined as having federal tax liability of $1
million or more for any 1 of the preceding 3 years) are required to pay estimated payments of 90% of the current
year tax liability. Estimated payments are required in 4 installments based on the Internal Revenue Code. A
taxpayer that does not make required estimated payments, or underpays the required payment, is subject to a penalty
[A.R.S. §43-582].

The balance of the tax, after accounting for taxpayer's estimated payments, is due by April 15following the close of
the calendar year; or, the 15" day of the 4™ month following the close of the fiscal year, if the taxpayer files a tax
return on afiscal year basis[A.R.S. § 43-501].

An extension may be granted if 90% of the tax liability is paid by the original due date and the extension request is
received by the original due date. No extension may be granted beyond 6 months from the original due date [A.R.S.
§42-1107].

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
2005. The estimated initial dollar impact of these changes is summarized by fiscal year in Table 3 below.

Table3

ANNUAL INCREMENTAL DOLLAR IMPACT OF TAX LAW AND REVENUE CHANGES
Session/Chapter Description Revenue I mpact
FY 2018
L 11,2"SS,ch1 Phase corporate tax rate to 4.9% $(86,100,000)
L 11,29 SS, Ch1 Phase-in 100% Sales Factor (16,200,000)
Subtotal FY 2018 $(99,500,000)
FY 2017
L 11,2"SS, ch1 Phase corporate tax rate to 4.9% $(67,500,000)
L 11,2MssS,ch1 Phase-in 100% Sales Factor (20,500,000)
Subtotal FY 2017 $(89,000,000)
FY 2016
L 11,2"SS,ch1 Phase corporate tax rate to 4.9% $(62,200,000)
L 11,2"SS, ch1 Phase-in 100% Sales Factor (22,700,000)
Subtotal FY 2016 $(84,900,000)
FY 2015
L 11,2"SS,ch1 Phase corporate tax rate to 4.9% $(53,800,000)
L 11,2"SS, Ch1 Phase-in 100% Sales Factor (24,600,000)
L 11,2"SS, ch1 New Employment Tax Credit (17,900,000) ¥
Subtotal FY 2015 $(95,300,000)
FY 2014
L 11,2"sSs,Ch1 New Employment Tax Credit $(16,400,000) ¥
FY 2013
L 11,Ch 287 Health Savings Account Credit --7
L 11,2"Ss,Ch1 Increase University-related R& D Credit $(4,000,000) ¥
L 11,2"Ss,Ch1 New Employment Tax Credit (6.700,000) ¥
Subtotal FY 2012 $(10,700,000)
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FY 2012
L 10, Ch 312 Renewable Energy Production Credit $(10,000,000) ¥
L11,Ch4 Internal Revenue Code Conformity 6,100,000
L 11,2"ss,chl New Employment Tax Credit (6,700,000 ¥
Subtotal FY 2012 $(10,600,000)
FY 2011
L 10,Ch 176 Internal Revenue Code Conformity Minimal
L 10, Ch 312 Refundable R& D Credit --
L 09, Ch 96 Renewable Energy Investment Credit (5.000,000) ¢
Subtotal FY 2011 $(5,000,000)
FY 2010
L 09,Ch2 Internal Revenue Code Conformity $(4,410,000)
L 09,2Yss ch1 Corporate Income Tax School Tuition Credit (5,000,000)
Subtotal FY 2010 $(9,410,000)
FY 2009
L 08,Ch94 Internal Revenue Code Conformity $(80,000)
FY 2008
LO07,Ch1l Internal Revenue Code Conformity $ (300,000)
L 07, Ch 317 Motion Picture Tax Incentives (1,200,000)
L 07, Ch 357 Internal Revenue Code Conformity (100,000)
L 06, Ch 325 Corporate Income Tax School Tuition Credit (2,000,000)
L 05, Ch 289 Corporate Sales Factor (32,000,000)
L 05, Ch 292 Water Conservation Systems Credit (500,000)
L 05,Ch334 Internal Revenue Code Conformity 4,200,000
L 94,Ch41 Corporate Consolidated Credit (55,500,000)
Subtotal FY 2008 $(87,400,000)
FY 2007
L 06, Ch 14/325 Corporate Income Tax School Tuition Credit $(10,000,000)
L 06, Ch 333 Solar Energy Devices— Commercia Applications (500,000)
L 06, Ch 357 Internal Revenue Code Conformity (700,000)
L 05, Ch 317 Motion Picture Tax Incentives (8,000,000)
L 05,Ch334 Internal Revenue Code Conformity 8,210,000
L 94,Ch41 Corporate Consolidated Credit (4,000,000)
Subtotal FY 2007 $(14,990,000)
FY 2006
L 05, Ch 264 Arizona Nation Guard Employment Credit $ (250,000)
L 05, Ch334 Internal Revenue Code Conformity (3,000,000)
Subtotal FY 2006 $(3,250,000)

4 Impact is estimated at $(6.7) million between corporate and individual income taxpayers, beginning in FY 2012. The
impact of the 3-year credit is displayed entirely in the Corporate Income Tax section for display purposes.

2/ Impact isunknown.

3/ Impact is $(4.0) million annually between corporate and individual income taxpayers, beginning in FY 2013. The impact
of the credit is displayed entirely in the Corporate Income Tax section for display purposes.

4/ Credit usage is estimated at $(10.0) million between corporate and individual income taxpayersin FY 2012 (the statutory

cap is $(20.0) million). The impact of the credit is displayed entirely in the Corporate Income Tax section for display
purposes. Thetax credit value is expected to grow to $(20.0) millionin FY 2013.

5/ Credit is capped at $(5.0) million annually between corporate and individual income taxpayers beginning in FY 2011.
The impact of the credit is displayed in the Individual Income Tax section on page 49 of the Tax Handbook for display
purposes.

6/ Credit usage is estimated at $(5.0) million annually between corporate and individual income taxpayers beginning in FY
2011 (the statutory cap is $(70.0) million). The impact of the credit is displayed entirely in the Corporate Income Tax
section for display purposes.
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2011 TAX LAWS

Laws 2011, Chapter 4 modified the definition of the Internal Revenue Code (IRC) for tax year 2011 to the federal
IRC in effect on January 1, 2011. This includes changes adopted by Congress in the Temporary Extension Act of
2010; Hiring Incentives to Restore Employment Act; Patient Protection and Affordable Care Act; Healthcare and
Education Reconciliation Act of 2010; Preservation of Accessto Care for Medicare Beneficiaries and Pension Relief
Act of 2010; The Dodd-Frank Wall Street Reform and Consumer Protection Act; Small Business Jobs Act of 2010;
Claims Resolution Act of 2010; The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010; and The Regulated Investment Company Modernization Act of 2010. The conformity provisions of Chapter 4
were estimated to increase General Fund revenues from the corporate income tax by $6.1 million in FY 2012.

Laws 2011, Chapter 287 creates a Health Savings Account Tax Credit available from tax year 2012 to tax year
2014. The income tax credit is available to businesses that provide qualifying health insurance plans to each
enrolled employee. The credit is equal to $360 for every employee that enrolls in a health insurance plan offered by
the business. To qualify, the business must offer High Deductible Health Insurance Plans with catastrophic
coverage under a Health Savings Account. In order to receive the credit, businesses must have between 2 and 50
employees, must not have provided health insurance within 90 days of offering the plan, and must offer the plan to
each employee for at least 1 year. Unused credits can be carried forward 3 years.

Laws 2011, 2" Special Session, Chapter 1 phases down the corporate income tax rate from 6.968% to 4.9% over 4
years and increases the optional corporate sales factor from 80% to 100% over 4 years, both beginning in FY 2014.
Thebill also increasesthe R& D Tax Credit, and establishes a New Employment Tax Credit.

The phase-down of the corporate income tax rate, from 6.968% to 4.9% over 4 years beginning in FY 2014, is
estimated to result in a revenue loss of $(53.8) million in FY 2015 and grow to $(269.6) million in FY 2018, when
the rate reduction is fully implemented.

The phase-in of the optional 100% sales factor, beginning in 2014, is expected to reduce corporate income tax
collections by $(24.6) million in FY 2015 and $(84.0) million in FY 2018, when the provision is fully implemented,
including the cost of the phase-down of the corporate tax rate beginning in TY 2014, which was discussed in the
paragraph above. Without the tax rate provision, the phase-in of the single sales factor would reduce revenues by
$(26.3) million in FY 2015 and grow to $(119.5) millionin FY 2018.

The New Employment Tax Credit provides a $3,000 annual tax credit for each net new qualifying job added by an
employer in the state. To qualify for the credit new employment positions must be full-time, pay at least the median
wage, and offer health insurance paid by the employer (at least 65% of the premium). Credits can be claimed for 3
years. A business cannot claim the new credit unless it adds at least 25 net new jobsin ayear in an urban area (5 in
arural area) and makes capital investment of at least $5 million ($1 million in arural area). No employer can claim
more than 400 jobs in the first year of credit use, 800 jobs in the second year, and 1,200 jobs in the third year. The
bill provides a statewide aggregate credit cap of 10,000 jobs in FY 2013 ($30 million) and grows by an additional
10,000 jobs in both FY 2014 ($60 million) and FY 2015 ($90 million). The cost of the bill is estimated to be $(6.7)
million in FY 2012, increasing to $(47.7) million by FY 2015. The cap applies to credits claimed against insurance
premium, individual income, and corporate income taxes. The credit cannot be claimed against employees that are
also claimed under the Military Reuse Zone Tax Credit.

Furthermore, the bill increases the R& D Tax Credit by 10% for university-related investment beginning in FY 2013.
The cost of the legidation was partially offset by the expiration of the Enterprise Zone Tax Credit, which sunsets at
the end of FY 2011.

A summary of al the Chapter 1 fiscal impact provisionsis displayed on the next page.
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Table4

General Fund Impact of Tax Provisionsin Laws 2011, 2" Special Session, Chapter 1 (“JobsBill”) 1/2/

($in Millions)
Description of Provision Tax Fy12 FY13 FY14 FY 15 FY 16 FY 17 FY 18
Phases down Class 1 (commercial) property assessment ratio from 20% to 18% over Property 3/ (3.4) (7.2 (11.6) (16.5) (17.4)
4 years, beginningin TY 2013
Reduces Class 2 (agricultural) property assessment ratio from 16% to 15% in TY Property 3/ (2.4 2.7)
2016
Reduce Homeowner Rebate costs by limiting to primary residence & requiring Property 3/ 39.0 39.0 39.0 39.0 39.0 39.0
affidavits
Increases Homeowner Rebate % to offset Class 3 tax shift dueto Class1 & 2 Property 3/ (15.6) (34.1) (55.7) (93.0) (100.5)
assessment ratio reductions, beginning in FY 2014
Reimburses County Assessor' Costs for Implementation of Homeowner Rebate Other 4/ (2.0) (2.0) (2.0) (2.0) (2.0) (2.0
changes, beginning in FY 2013
Changes personal property exemption inflation factor to cost employment index Property 3/ - - - - - -
Increases depreciation of business persona property, beginning in TY 2012 Property 3/ - (4.8) (4.8) (4.8) (4.8) (4.8) (4.8)
Increases small businesses eligibility for 30% "Angel" investment credit from $2m to Individual Income (4.0) (4.0 (4.0 (4.5) - - -
$10m in assets
Eliminates capital gains on income derived from small businesses, beginning in TY Individual Income - - - (11.6) (12.3) (12.9) (13.6)
2014
Phases down corporate tax rate from 6.968% to 4.9% over 4 years, beginning in TY Corporate Income - - - (53.8) (116.0) (183.5) (269.6)
2014
Phases in corporate sales factor from 80% to 100% over 4 years, beginning in TY Corporate Income - - - (24.6) (47.3) (67.8) (84.0)
2014
Increases university-related R& D credit by 10%, beginning in TY 2012 Corporate & Individual Income - (4.0) (4.0) (4.0) (4.0) (4.0) (4.0
Creates annual $3,000 3-year new job credit with conditions Corporate/ Individual Income & (6.7) (13.4) (29.8) 47.7) (52.7) (53.7) (50.9)
Insurance Premium
Eliminates Enterprise Zone Program Corporate/ Individual Income & 4.0 4.0 4.0 4.0 4.0 40 4.0
Property
SUBTOTAL ($6.7) $14.8 ($20.6)  ($151.3) ($263.4) ($397.6) ($506.5)
Diverts withholding tax to Arizona Commerce Authority, beginning in FY 2012 Individua Income 5/6/ (31L5) (315) (315) (31.5) (31L.5) (31.5) (315)
Total General Fund I mpact ($38.2) ($16.7) ($52.1)  ($182.8) ($294.9) ($429.1) ($538.0)

Notes:
Cost to General Fund appears as a negative and savings appears as a positive.
Property tax changes are estimated after truth-in-taxation adjustments.

19107 18 160 1 Ik

Displayed as expenditure in Appropriations Report Tables.

Impact will be displayed as achange in state expenditures due to change in funding requirements for K-12 Basic State Aid and Additional State Aid.
Thisisanon-tax provision that requires the Legislature to reimburse counties for their costs of administering the new Homeowner’s Rebate affidavit process.
Plus $3.5 million of lottery proceeds previously designated for Department of Commerce.




2010 TAX LAWS

Laws 2010, Chapter 176 conforms Arizona Revised Statutes to the federal Internal Revenue Code in effect as of

January 1, 2010 (as well as provisions enacted retroactively for previous tax years) with the exception for the

following federal provisions:

= Suspension of Tax on Unemployment Compensation — excludes up to $2,400 of unemployment compensation
from federal grossincome in tax year 2009.

= New Car Deduction — provides an income tax deduction for sales taxes paid in 2009 on the purchase of a new
vehicle.

= Net Operating Loss Carryback for Small Business — provides a 5-year carryback of 2008 net operating losses
for businesses with $15 million or lessin gross receipts.

= Net Operating Loss Carryback for All Businesses — provides a 5-year carryback of 2008 or 2009 net operating
losses for all businesses.

= Delay of Tax on Cancellation of Debt Income — allows businesses with cancellation of debt income in 2009 and
2010 to defer payment of tax for 5 years.

= 2010 Contributions Related to Haiti Earthquake — allows cash contributions made in the first 2 months of
calendar year 2010 for the relief of Haiti earthquake victims to be treated as if they were made in 2009 for
income tax purposes.

According to estimates provided by DOR, full conformity would have resulted in a General Fund revenue loss of
$(138.5) million in FY 2010 and $(30.3) million in FY 2011. With these exclusions, the hill’s estimated impact is
expected to be minimal.

Laws 2010, Chapter 289 establishes a new individual and corporate income tax credit for R& D, production, and
delivery system costs associated with solar liquid fuel for TY 2011 through TY 2026. Between TY 2011 and TY
2021, a taxpayer may take a credit for increased R&D related to solar liquid fuel of 40% of qualified research
expenses within the state over a "base amount” (defined in the Internal Revenue Code). Between TY 2016 through
TY 2026, a taxpayer may take a credit for production of solar liquid fuel equal to: 1) $0.11 per 100,000 british
thermal units (BTUs) of fuel produced in the state during the tax year for the production of solar liquid fud in
commercial quantities; and 2) 30% of the cost of converting or modifying an existing motor vehicle fuel service
station for the retail sale of solar liquid fuel to customers. The latter portion of the credit is limited to $20,000 per
taxable year per service station. Taxpayers who use the R&D tax credit are prohibited from also taking a tax credit
against the same R& D if it is associated with solar liquid fuel.

Laws 2010, Chapter 292 reorganizes current statutory provisions and adds additional provisions for regulating
school tuition organizations (STOs) that receive corporate donations.

Laws 2010, Chapter 294 extends the expiration of the tax credit that applies to solar energy devices used for
commercia and industrial purposes from December 31, 2012 to December 31, 2018.

Laws 2010, Chapter 303 amends the individual and corporate income tax credit for renewable energy investment
by capping the amount of the credit to the post-approval amount determined by the ADOC and requires that the
ADOC must also give pre-approval and post-approval to all credits. The act also eliminates the distribution of the
credit on a first-come, first-serve basis and limits the total of the credits allowed to al owners of a business to an
amount that would have been allowed for a sole owner of the business. Finally, the act allows any excess refund to
be treated as a tax deficiency and alows recapture of the tax refund if it is determined that the taxpayer has
committed fraud or relocated outside the state within 5 years of first receiving the credit.

Laws 2010, Chapter 312 changes the individual and corporate income tax credit for Research and Development
(R&D) from being nonrefundable to refundable for those companies that employ less than 150 full-time employees.
Specifically, the act provides that such taxpayers receive a refund equal to 75% of the amount by which the credit
exceeds their liability. The credit has an annua cap of $5 million cumulatively for the individual and corporate
income tax and is effective retroactively from January 1, 2010. If in any year less than $5 million of credits are filed
collectively by all taxpayers, any unused amount rolls over to the next year. The refundable credit is expected to
reduce General Fund revenues generated by the individual and corporate income tax by $(5.0) millionin FY 2011.

The cumulative $(5.0) million reduction is shown as an individual income tax reduction as opposed to a corporate
income tax reduction for display purposes. In addition to the modified R&D credit that is effective retroactively
from tax year 2010, Chapter 312 also establishes a new renewable energy production tax credit that will become
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effective in tax year 2012. The new credit allows a qualified producer of renewable energy to receive an individual
and corporate income tax credit of up to $2 million per year on the electricity they produce for up to 10 years,
beginning January 1, 2011. The renewable energy credit has an annual cap of $20 million for total individual and
corporate income tax credits. The credit is expected to reduce General Fund revenues generated by the individual
and corporate income tax by $(20.0) million in FY 2012. The cumulative $(20.0) million reduction is shown as a
corporate income tax reduction as opposed to an individual income tax reduction for display purposes.

2009 TAX LAWS

Laws 2009, 2" Special Session, Chapter 1 provides a credit, up to the full amount of the donation, for
contributions made to a STO that provides education scholarships to disabled children or children in foster care.
Previously, contributions made to a STO were only for education scholarships and tuition grants to children of low-
income families. If the taxpayer is an insurer, the credit may be applied against their insurance premium tax
lighility. The full amount of tax credit approved by DOR is capped at $5 million per year. A taxpayer may carry
forward the unused portion of the tax credit for 5 years. A taxpayer shall not claim atax credit under both A.R.S. §
43-1183 and A.R.S. § 43-1184 for the same contribution.

Laws 2009, 1% Special Session, Chapter 3 established a state and county tax amnesty program, which ran from
May 1, 2009 through June 1, 2009. The program allowed DOR to abate or waive all or part of penalties and to
impose reduced interest payments for tax liabilities for al qualifying taxpayers. To qualify for the program, a
taxpayer must have filed a return, and paid any balance due by June 1, 2009. The one-month amnesty program
generated a total of $31.8 million, including $16.7 million in corporate income taxes, $2.1 million in individua
income taxes, and $13.0 million in sales tax revenue. After accounting for sales taxes collected on the behalf of
counties, and revenue sharing to cities and counties, a total of $27.3 million was deposited into the state's General
Fund. The one-time revenue impact of the tax amnesty program has not been included in the tax law changes table
at the beginning of this section.

Laws 2009, Chapter 2 modifies the definition of the Internal Revenue Code (IRC) for tax year 2009 to the federal
IRC in effect on January 1, 2009. This includes changes adopted by Congress in the Economic and Stimulus Act of
2008, the Heartland, Habitat, Harvest and Horticulture Act of 2008, the Heroes Earnings Assistance and Relief Tax
Act of 2008, the Housing Assistance Tax Act of 2008, the Emergency Economic Stabilization Act of 2008, the
Fostering Connections to Success and Increasing Adoptions Act of 2008, and the Worker Retiree, and Employer
Recovery Act of 2008. The conformity provisions of Chapter 2 were estimated to reduce corporate income tax
collections by $(4.41) million in FY 2010, $(100,000) in FY 2011, and $(1.42) millionin FY 2012.

Laws 2009, Chapter 96 provides income and property tax incentives for qualifying renewable energy companies
that build headquarter or manufacturing facilities in the state from tax year 2010 to 2014. An income tax credit is
allowed for up to 10% of the capital investment, with an aggregate ceiling, including individual and corporate
income tax credits, of $70 million annually. The credit is refundable and must be received in 5 equal portions over a
period of 5 consecutive tax years. Qualifying properties will also receive a class 6 property designation, which
reduces the assessment ratio to 5% instead of the class 1 assessment ratio of 22% (declining to 20% over the next 2
years). The class 6 property designation remains in effect for 10 or 15 years, depending on the level of wages paid
to employees of the facility in relation to the median wage of the state. The credit is expected to reduce General
Fund revenues generated by the individual and corporate income tax by $(5.0) million in FY 2011. The cumulative
$(5.0) million reduction is shown as a corporate income tax reduction for display purposes.

Laws 2009, Chapter 168 alows insurers to take a tax credit against their insurance premium tax liability for
donations to Student Tuition Organizations (STO). Previously, the credit was only allowed for corporate income
taxes. Also, the law eliminates the sunset date of June 30, 2011 for the credit. The credit was capped at $10 million
in FY 2007, increasing by 20% in each successive year. There is no fiscal impact as a result of this law as the
inclusion of insurance premium tax liability did not ater the cap for the credit.

STO contributions are used to fund scholarships or grants for students of low-income families. The students must

have transferred from a public school in the previous year to a qualified private school, enrolled in a private school
kindergarten program or received a grant scholarship from the STO program in the previous year.
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2008 TAX LAWS

L aws 2008, Chapter 94 modified the definition of the Internal Revenue Code (IRC) for tax year 2008 to the federal
IRC in effect on January 1, 2008. This includes changes adopted by Congress in the Small Business and Work
Opportunity Tax Act of 2007, the Energy Independence and Security Act of 2007, Prevent Taxation of payment to
Virginia Tech Victims and Families of 2007, Mortgage Forgiveness Debt Relief Act of 2007 and the Tax Technical
Corrections Act of 2007. The conformity provisions of Chapter 94 were estimated to reduce individual income tax
collections by $(80,000) in FY 2009, $(170,000) in FY 2010, and $(160,000) in FY 2011.

L aws 2008, Chapter 290 contained several budget reconciliation provisions related to revenues that were necessary
to implement the FY 2009 budget. One of the provisions established a minimum distribution amount for al cities
and towns that equals at least the amount a city or town with a population of 1,500 or more persons would receive
from the Urban Revenue Sharing Fund. Another provision contained in the measure increase the amounts of the
corporate and individual income R&D tax credits that are allowed to be claimed. The R&D credit is calculated
based on the amount of qualified research expenses that exceeds a base amount (which is defined in the Internal
Revenue Code). The changesto the R& D credit contained in Chapter 290 are summarized in the table below.

If Qualified Research Expenses exceed
Base Amount by $2.5 million or less, If Qualified Expenses exceed Base Amount
Tax Year R& D Credit = by morethan $2.5 million, R& D Credit =
2009 (current law) 20% of excess amount $500,000 + 11% of excess amount over and
above $2.5 million
2010 22% of excess amount $550,000 + 13% of excess amount over and
above $2.5 million
2011 - 2017 24% of excess amount $600,000 + 15% of excess amount over and
above $2.5 million
2018 —and beyond ~ 20% of excess amount $500,000 + 11% of excess amount over and
above $2.5 million

As noted in the table above, the changes to the R&D credit under Chapter 290 will occur in 3 stages. The first
increase of the credit is implemented in tax year 2010, followed by a second increase in tax years 2011 to 2017.
Beginning in tax year 2018, the credit will revert to the amounts allowed under current law. The act is estimated to
reduce corporate and individual income taxes by a total of $(5.7) million in FY 2011 and $(11.2) million in
FY 2012.

2007 TAX LAWS

Laws 2007, Chapter 1 contained an emergency measure that establishes a standard procedure regarding income tax
filing and payment deadlines. Specifically, the measure stipulates that when the original deadline for filing and
paying income tax falls on a Saturday, Sunday, or legal holiday, the deadline is automatically moved to the next
business day.

The filing and payment deadline for both federal and state income tax is April 15. At the federal level, if the
deadline falls on a Saturday, Sunday or legal holiday, the due date is extended to the next business day. “Legal
holiday” under the Internal Revenue Code (IRC) means alegal holiday as observed in the District of Columbia. The
April 15 filing deadline for 2007 fell on a Sunday and the next business day was Monday, April 16. However, since
the District of Columbia observed the Emancipation Day (legal holiday) on April 16, the federal deadline for 2007
was moved to Tuesday, April 17. Under Chapter 1, Arizona's filing and payment due date for 2007 was also
extended to April 17.

Chapter 1 conforms the Arizona statutory definition of the Internal Revenue Code (IRC): (1) for tax year 2007 to
the United States IRC in effect as of January 1, 2007, and (2) for tax year 2006 to all IRC provisions passed with
retroactive federal effective dates between December 31, 2005 and December 31, 2006. This includes changes
adopted by Congress in the Tax Increase Prevention and Reconciliation Act of 2005, the Pension Protection Act of
2006, and the Tax Relief and Health Care Act of 2006. The conformity provisions of Chapter 1 are estimated to
reduce corporate income tax collections by $(300,000) FY 2008, and to increase corporate income tax collections by
$60,000 in FY 2009, resulting in an incremental increase for FY 2009 above FY 2008 of $360,000. (Effective April
4, 2007)
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Laws 2007, Chapter 180 broadened the solar energy income tax credit by permitting it to be transferred to third
party organizations that have installed or manufactured a solar energy device. Previoudly, the tax credit was
available only to taxpayers installing solar energy devices or to entities that financed the purchase of a qualifying
device. (Effective retroactively from January 1, 2006)

Laws 2007, Chapter 225 made several changes to the Motion Picture Production Tax Incentive Program
established by Laws 2005, Chapter 317. The maximum credit allowed each year by the original legislation remains
unchanged. Beginning with the 2008 income tax credit alocation, 5% must be set aside for commercial
advertisements and music video productions. A company that is certified to receive income tax credits for
commercias and music videos must spend a minimum of $250,000 in production costs within 12 months. Motion
picture production companies must spend at least $250,000 on each qualifying motion picture production in order to
be eligible for the income tax credits. Previously, a company could become dligible by incurring $250,000 in costs
for one or more motion picture productions. Motion picture productions with qualified expenses of $250,000 to $1
million in a 12-month period how may receive atax credit equal to 20% of production costs (increased from 10%);
production expenses from $1 million to $3 million may be credited for 30% of production costs (increased from
15%), while productions spending more than $3 million in the state also may claim a credit equal to 30% of
production costs (increased from 20%). The maximum credit for any single motion picture production, previously
capped at $5 million, is increased to $7 million in 2008, $8 million in 2009, and $9 million in 2010. Beginning
October 31, 2007 through December 31, 2010, ADOC is required to certify motion picture infrastructure projects,
including soundstages and support and augmentation facilities, for income tax credits. The maximum credit amount
is 15% of the total base investment. Tax credits for soundstage investments are capped at $5 million per year in
2008, 2009 and 2010. Tax credits for associated support and augmentation facilities are capped at $7 million in
2009 (if at least one soundstage project was certified in 2008) and $9 million in 2010 (if one or more soundstage
projects were certified in 2008 or 2009). (Various effective dates)

2006 TAX LAWS

Laws 2006, Chapter 14 established a corporate income tax credit for contributions made to a school tuition
organization that provides education scholarships and tuition grants to children of low-income families. Chapter 14
established a cap on this credit of $5 million per year. A taxpayer may carry forward the unused portion of the tax
credit for 5 years.

L aws 2006, Chapter 325 increased the School Tuition Tax Credit cap to $10 million per year, and provides that the
cap will increase by 20% annually beginning in FY 2008. (Effective September 21, 2006)

Laws 2006, Chapter 222 modified the certification of motion picture production costs and the qualification for
motion picture production tax incentives that were enacted in Laws 2005, Chapter 317. In addition to making
several technical changes to the legidlation passed in 2005, Chapter 222 authorized the ADOC to begin accepting tax
credit applications beginning October 31 for the following year if the ADOC has pre-approved the maximum
calendar year credit for the current year. (Effective retroactively from January 1, 2006)

Laws 2006, Chapter 333 required the ADOA to establish a solar energy income tax credit program, establishes
solar energy tax credits for commercial and industrial projects, removes the $5,000 tax exemption limitation for
retail and prime contracting classifications under the transaction privilege tax (TPT), and prohibits solar energy
systems from being added to property value. The income tax credit portion of this credit is capped at $1.0 million
per calendar year, which is expected to reduce corporate and individual income tax revenue by approximately
$(500,000) each in FY 2007. The elimination of the sales tax cap is expected to result in an additional $(0.5) million
revenue loss. The total estimated impact of provisions of this legislation for FY 2007 is $(1.5) million. (Effective
retroactively from January 1, 2006)

Laws 2006, Chapter 357 conformed the Arizona statutory definition of the Internal Revenue Code (IRC) for tax
year 2006 to the United States IRC in effect as of January 1, 2006, excluding those provisions where Arizona did not
previously conform to federal tax law changes (bonus depreciation and business expensing).

The federal government enacted 3 tax bills during 2005: the Energy Tax Incentives Act; the Katrina Emergency Tax

Relief Act; and the Gulf Opportunity Zone Act. The conformity hill is estimated to reduce FY 2007 individual and
corporate income tax revenues by $(700,000) each, for atotal of $(1.4) million. (Effective September 21, 2006)
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Laws 2006, Chapter 387 extended the Enterprise Zone Program until June 30, 2011, and modifies some of its
qualification requirements. The fiscal impact of thisbill is unknown. (Effective retroactively from July 1, 2006)

2005 TAX LAWS

Laws 2005, Chapter 148 clarified the definition of pollution control equipment that would qualify for the related
individual and corporate income tax credits. While the changes were expected to have a positive impact on future
corporate tax collections, the amount of the savingsis unknown. (Effective August 12, 2005)

L aws 2005, Chapter 249 increased the termination date and subsequent renewal terms for military reuse zones from
5 years to 10 years and clarified the information that must be provided to the ADOC in order to qualify for income
tax credits claimed for net increases in employment. (Effective August 12, 2005)

L aws 2005, Chapter 264 created a tax credit of $1,000 per employee for businesses that employ Arizona National
Guard members who are called to active duty. The credit is estimated to reduce corporate income tax collections by
$(250,000) in FY 2006. (Effective January 1, 2006)

L aws 2005, Chapter 278 made technical changes to the Healthy Forest initiative passed in 2004 and provided some
additional tax incentives. It reduced from 10 to 3 the number of full-time employees a business must have in order
to qualify for income tax incentives, and it reduced the number of work hours defining full-time employment from
1,750 hours to 1,500 hours per year. The amount of required health insurance coverage for employees of a qualified
business also was reduced. (Effective August 12, 2005)

Laws 2005, Chapter 289 allows a multi-state corporation, after certain conditions are met, to elect an enhanced
sales factor formula to compute its Arizona income tax liability. The corporation may elect the existing double-
weighted (50%) sales factor or an 80% sales factor, to be phased in from 60% in tax year 2007, 70% in tax year
2008, and 80% in tax year 2009. The enhanced sales factor formula is allowed only if one or more corporations
announce, on or after June 1, 2005, that one or more capital investment projects in the state, individually or
collectively, exceed $1 billion. The corporations are required to notify the Joint Legislative Budget Committee
(JLBC) and the Governor's Office of Strategic Planning and Budgeting (OSPB) of their intent to make these
investments. In July 2005, one corporation notified JLBC and OSPB of its intent to invest approximately $3 billion
in a new manufacturing facility. The corporations are also required to notify JLBC and OSPB by December 15,
2007 that the projects have commenced and are estimated to cost more than $1 billion. JLBC and OSPB are
required to jointly publish alist in 2006, 2007 and 2008 of corporations that have reported on their projects and to
notify DOR and Legidlative Council that the conditions for the enhanced sales factor have been met by December
31, 2007. Any corporation that elects the enhanced sales factor formula is required to participate in an economic
impact analysis to be conducted by JLBC, which is required to produce a report of the analysis by July 1, 2011. On
or before December 31, 2005, 2006, 2007 and 2008, each corporation that made capital investment commitmentsis
required to report on each project’s status, projected costs, the amounts actually spent to date, and any changes and
updates in the project. The enhanced sales factor formulais estimated to reduce tax corporate income tax collections
by $(32.0) million in FY 2008. The fiscal impact of the enhanced sales factor formula is estimated to increase to
$(120.0) million when fully implemented in FY 2011. (Effective January 1, 2008, retroactive to January 1, 2007)

Laws 2005, Chapter 292 created a corporate income tax credit for the installation of water conservation system
plumbing stub-outs to encourage the reuse of “graywater,” or waste water. It provides atax credit of up to $200 per
installation, with a 5-year carry-forward period, and caps the total amount of tax credit issued at $500,000 per year.
The credit is available for 5 years beginning in 2008. It is estimated to reduce corporate income tax collections by
$(500,000) in FY 2008. (Effective January 1, 2007)

Laws 2005, Chapter 317 established individual and corporate income tax credits for businesses that produce
motion pictures in Arizona. Motion picture productions with qualified expenses of $250,000 to $1 million in a 12-
month period may receive atax credit equal to 10% of production costs; production expenses from $1 million to $3
million may be credited for 15% of production costs, while productions spending more than $3 million in the state
may claim a credit equal to 20% of production costs. The total amount of income tax credits approved may not
exceed $30 million in 2006, $40 million in 2007, $50 million in 2008, $60 million in 2009, and $70 million in 2010.
The tax credits may be sold or transferred, in whole or in part, to other taxpayers. The law requires taxpayers
claiming the credits to meet various reporting requirements and for film companies to recruit Arizona residents to
hold 25% of full-time positionsin 2006, 35% in 2007 and 50% in 2008 and after. It is estimated to reduce corporate
income tax collections by $(8.0) millionin FY 2007. (Effective July 1, 2006, retroactive to January 1, 2006)
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Laws 2005, Chapter 334 included changes to Arizona income tax statutes in order to conform to changes to the
U.S. Internal Revenue Code (IRC). Arizona gross income (AGI) is the base amount apportioned from a
corporation’s federal gross income that is used to calculate Arizona corporate income tax liability. Changes to
federal gross income affect the state’ s income tax collections. The federal government enacted 2 bills during 2004
(the Working Families Tax Relief Act and the American Jobs Creation Act) to which Laws 2005, Chapter 334
conformed. The net fiscal impact of conforming Arizona corporate individual income tax statutes to the IRC is
estimated to be $(3) million in FY 2006 and $5.2 million in FY 2007. (Effective January 1, 2006)

A listing of tax law changes prior to the 2005 legidative session is available on the JLBC website located at
www.azleg.gov/jlbc/11taxbook/11taxbk.pdf.
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CORPORATE INCOME TAX CREDITS CLAIMED BY TAX YEAR

2008 2007 2006 2005 2004 2003 2002 2001 2000
Agricultural # of claims 0 0 0
Pollution credit available $0 $0 [Data Not $0 [Data Not Data Not Data Not Data Not Data Not
Control credit used $0 $0 |Releasable $0 |Releasable Releasable Releasable Releasable Releasable
Equipment carry forward
Agricultural # of claims 0 0 0
Preservation credit available $0 $0 $0
District credit used $0 $0 $0
REFUNDABLE credit refunded $0 $0 $0
carry forward
Agricultural # of claims
Water credit available Data Not Data Not Data Not Data Not Data Not
Conservation credit used Releasable Releasable Releasable Releasable Releasable
carry forward
Alternative # of claims 3 3 5
Fuel Delivery credit available Data Not Data Not $457,906 $642,337 $1,998,651
System credit used Releasable Releasable $1,039 $184,431 $1,167,282
NONREFUNDABLE carry forward $456,867 $457,906 $831,369
Alternative # of claims R PR B 0 5
Fuel Delivery creditavailable — |*.c.c ot $0 $679,992
System credit used $0 $314,676
REFUNDABLE credit refunded R P R BN $0 $363,316
carry forward |ttt oot $0 $0
Alternative # of claims 3 5 7 7 13
Fuel credit available $659,570 $645,555 $678,479 $740,566 $1,116,853
Vehicles credit used $2,837 $1,726 $32,924 $2,882 $342,351
NONREFUNDABLE carry forward $0 $643,829 $645,555 $737,674 $774,502
Alternative # of claims R PR B 12 182
Fuel credit available  [*.c. .o oo s $218,560 $15,666,027
Vehicles credit used R EE RN ERCRERCRCRERCN $25,200 $491,057
REFUNDABLE credit refunded R E R SRR $193,360 | $15,163,095
carry forward |ttt o $0 $11,875
Clean # of claims 93 111 102 97 57
Elections credit available $22,558 $2,615 $684 $2,019 $597 $1,778 $646 $2,913 $13,911
credit used $22,558 $2,615 $684 $2,019 $597 $1,773 $646 $2,913 $13,911
carry forward
Commerical & # of claims 7 b e
Industrial Solar  credit available $85,550 |Data Not Data Not  [. . .0 n oo
Energy Credit credit used $74,899 |Releasable Releasable
carry forward $10651 | | e e e




CORPORATE INCOME TAX CREDITS CLAIMED BY TAX YEAR

2008 2007 2006 2005 2004 2003 2002 2001 2000

Consolidated #ofclaims [.corororototot oot 52 28 32 34 32 35 42
Filer credit available Dl 31,647,046 | $36,327,939 | $38,635,451 | $40,959,575 | $43,168,347 $46,672,815 | $50,602,546

credit used R PR, $0 $4,680,893 $2,307,512 $2,299,299 $2,208,772 $3,504,468 $3,430,269
REFUNDABLE credit refunded  [*.c.c.ocoror oot $31,647,046

carry forward e $0 | $31,647,046 | $36,327,939 | $38,660,276 | $40,959,575 | $43,168,347 | $47,172,277
Materials creditavailable |ttt Data Not Data Not $426,692 $426,792 $630,976

credit used e L o [Releasable |Releasable $100 $100 $204,184

carry forward | totoreror s $426 502 $426.602 $426.792
Contributions to  # of claims 67 61 58 5
School Tuition credit available $6,144,714 $11,619,309 $9,965,940 $530,000
Organizations credit used $4,667,242 $10,823,475 $9,669,596 $526,260

carry forward $1,477,472 $795,834 $296,344 $3,740
Defense # of claims
Contracting credit available Data Not Data Not 