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Be it enacted by the Legislature of the State of Arizona:

Section 1. Section 42-5010, Arizona Revised Statutes, is amended to
read:

472-5010. Rates; distribution base

A. The tax imposed by this article is levied and shall be collected at
the following rates:

1. +4ve THREE AND ONE-HALF per cent of the tax base as computed for
the business of every person engaging or continuing in this state in the
following business classifications described in article 2 of this chapter:

(a) Transporting classification.

(b) Utilities classification.

(c) Telecommunications classification.

(d) Pipeline classification.

(e) Private car line classification.

(f) Publication classification.

(g) Job printing classification.

(h) Prime contracting classification.

(i) Owner builder sales classification.

(j) Amusement classification.

(k) Restaurant classification.

(1) Personal property rental classification.

(m) Retail classification.

(n) Membership camping classification.

2. +4ve THREE and one-half per cent of the tax base as computed for
the business of every person engaging or continuing in this state in the
transient lodging classification described in section 42-5070.

3. Three and ene-eighth ONE-HALF per cent of the tax base as computed
for the business of every person engaging or continuing in this state in the
mining classification described in section 42-5072.

4. Zere THREE AND ONE-HALF per cent of the tax base as computed for
the business of every person engaging or continuing in this state in the
commercial Tease classification described in section 42-5069.

B. Twenty per cent of the tax revenues collected at the rate
prescribed by subsection A, paragraph 1 of this section from persons on
account of engaging in business under the business classifications listed in
subsection A, paragraph 1, subdivisions (a) through (i) of this section is
designated as distribution base for purposes of section 42-5029.

C. Forty per cent of the tax revenues collected at the rate prescribed
by subsection A, paragraph 1 of this section from persons on account of
engaging in business under the business classifications Tisted in subsection
A, paragraph 1, subdivisions (j) through (n) of this section is designated as
distribution base for purposes of section 42-5029.
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D. Thirty-two per cent of the tax revenues collected from persons on
account of engaging in business under the business classification listed in
subsection A, paragraph 3 of this section is designated as distribution base
for purposes of section 42-5029.

E. Fifty-three and one-third per cent of the tax revenues collected
from persons on account of engaging 1in business under the business
classification Tlisted in subsection A, paragraph 4 of this section is
designated as distribution base for purposes of section 42-5029.

F. Fifty per cent of the tax revenues collected from persons on
account of engaging in business under the business classification listed in
subsection A, paragraph 2 of this section is designated as distribution base
for purposes of section 42-5029.

G. In addition to the rates prescribed by subsection A of this
section, if approved by the qualified electors voting at a statewide general
election, an additional rate increment 1is imposed and shall be collected
through June 30, 2021. The taxpayer shall pay taxes pursuant to this
subsection at the same time and in the same manner as under subsection A of
this section. The department shall separately account for the revenues
collected with respect to the rates imposed pursuant to this subsection and
the state treasurer shall distribute all of those revenues in the manner
prescribed by section 42-5029, subsection E. The rates imposed pursuant to
this subsection shall not be considered local revenues for purposes of
article IX, section 21, Constitution of Arizona. The additional tax rate
increment is levied at the rate of six-tenths of one per cent of the tax base
of every person engaging or continuing 1in this state 1in a business
classification listed in subsection A, paragraph 1 of this section.

H. Any increase in the rate of tax that is imposed by this chapter and
that is enacted by the legislature or by a vote of the people does not apply
with respect to contracts entered into by prime contractors or pursuant to
written bids made by prime contractors on or before the effective date of the
legislation or the date of the election enacting the increase. To qualify
for the exemption under this subsection, the prime contractor must maintain
sufficient documentation, in a manner and form prescribed by the department,
to verify the date of the contract or written bid.

I. For taxpayers taxable wunder this chapter other than prime
contractors taxable pursuant to section 42-5075:

1. Any increase in the rate of tax that is levied by this article or
article 2 of this chapter enacted by the legislature or by a vote of the
people does not apply for a period of one hundred twenty days from the date
of the tax rate increase to the gross proceeds of sales or gross income from
the business of the taxpayer with respect to written contracts entered into
before the effective date of the tax rate increase unless the taxpayer has
entered into a contract that contains a provision that entitles the taxpayer
to recover from the purchaser the amount of the additional tax Tevied.
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2. The provisions of this subsection apply without regard to the
accounting method used by the taxpayer to report the taxes imposed under
article 2 of this chapter.

3. The provisions of this subsection shall not be considered 1in
determining the rate of tax imposed under chapter 6, article 3 of this title.

Sec. 2. Section 42-5061, Arizona Revised Statutes, is amended to read:

42-5061. Retail classification

A. The retail classification is comprised of the business of selling
tangible personal property at retail. The tax base for the retail
classification is the gross proceeds of sales or gross income derived from
the business. The tax imposed on the retail classification does not apply to
the gross proceeds of sales or gross income from:

L heos ! 1 . . .

4- 1. Sales of tangible personal property by any nonprofit
organization organized and operated exclusively for charitable purposes and
recognized by the United States internal revenue service under section
501(c)(3) of the internal revenue code.

6~ 2. Business activity which is properly included in any other
business classification which is taxable under article 1 of this chapter.

F—The—sate—ofstocks—and—bonds—

8~ 3. Drugs and medical oxygen, including delivery hose, mask or
tent, regulator and tank, on the prescription of a member of the medical,
dental or veterinarian profession who is licensed by law to administer such
substances.

9~ 4. Prosthetic appliances as defined in section 23-501 prescribed
or recommended by a health professional Ticensed pursuant to title 32,
chapter 7, 8, 11, 13, 14, 15, 16, 17 or 29.
Insulin, insulin syringes and glucose test strips.
Prescription eyeglasses or contact Tenses.

S . Hearing aids as defined in section 36-1901.

13~ 8. Durable medical equipment which has a centers for medicare and
medicaid services common procedure code, is designated reimbursable by
medicare, is prescribed by a person who is licensed under title 32, chapter
7, 8, 13, 14, 15, 17 or 29, can withstand repeated use, is primarily and
customarily used to serve a medical purpose, is generally not useful to a

i
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person in the absence of illness or injury and is appropriate for use in the
home.

stater

+5— 9. Food, as provided in and subject to the conditions of article 3
of this chapter and section 42-5074.

+6~ 10. Items purchased with United States department of agriculture
food stamp coupons issued under the food stamp act of 1977 (P.L. 95-113; 91
Stat. 958) or food instruments issued under section 17 of the child nutrition
act (P.L. 95-627; 92 Stat. 3603; P.L. 99-661, section 4302; 42 United States
Code section 1786).

H—TFextbooks—by—any—bookstore—that—are—reguired—by—any—State
srivrersity—or—community—cottege~

18~ 11. Food and drink to a person who is engaged in business which is
classified under the restaurant classification and which provides such food
and drink without monetary charge to its employees for their own consumption
on the premises during the employees' hours of employment.

19— 12. Articles of food, drink or condiment and accessory tangible
personal property to a school district if such articles and accessory
tangible personal property are to be prepared and served to persons for
consumption on the premises of a public school within the district during
school hours.
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24—~ 13. Tangible personal property sold in interstate or foreign
commerce if prohibited from being so taxed by the Constitution of the United
States or the constitution of this state.

25— 14. Tangible personal property sold to:

(a) A qualifying hospital as defined in section 42-5001.

(b) A qualifying health care organization as defined in section
42-5001 if the tangible personal property is used by the organization solely
to provide health and medical related educational and charitable services.

(c) A qualifying health care organization as defined in section
42-5001 if the organization 1is dedicated to providing educational,
therapeutic, rehabilitative and family medical education training for blind,
visually impaired and multihandicapped children from the time of birth to age
twenty-one.

(d) A qualifying community health center as defined 1in section
42-5001.

(e) A nonprofit charitable organization that has qualified under
section 501(c)(3) of the internal revenue code and that regularly serves
meals to the needy and indigent on a continuing basis at no cost.

(f) For taxable periods beginning from and after June 30, 2001, a
nonprofit charitable organization that has qualified under section 501(c)(3)
of the internal revenue code and that provides residential apartment housing
for low income persons over sixty-two years of age in a facility that
qualifies for a federal housing subsidy, if the tangible personal property is
used by the organization solely to provide residential apartment housing for
low income persons over sixty-two years of age in a facility that qualifies
for a federal housing subsidy.

26— 15. Magazines or other periodicals or other publications by this
state to encourage tourist travel.

27~ 16. Tangible personal property sold to a person that is subject to
tax under this article by reason of being engaged in business classified
under the prime contracting classification under section 42-5075, or to a
subcontractor working under the control of a prime contractor that is subject
to tax under article 1 of this chapter, if the property so sold is any of the
following:

(a) Incorporated or fabricated by the person into any real property,
structure, project, development or improvement as part of the business.

(b) Used in environmental response or remediation activities under
section 42-5075, subsection B, paragraph 6.

(c) Incorporated or fabricated by the person into any Take facility
development in a commercial enhancement reuse district under conditions
prescribed for the deduction allowed by section 42-5075, subsection B,
paragraph 8.

28~ 17. The sale of a motor vehicle to:

(a) A nonresident of this state if the purchaser's state of residence

does not allow a corresponding use tax exemption to the tax imposed by

_5_
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article 1 of this chapter and if the nonresident has secured a special ninety
day nonresident registration permit for the vehicle as prescribed by sections
28-2154 and 28-2154.01.

(b) An enrolled member of an Indian tribe who resides on the Indian
reservation established for that tribe.

29— 18. Tangible personal property purchased in this state by a
nonprofit charitable organization that has qualified under section 501(c)(3)
of the United States internal revenue code and that engages in and uses such
property exclusively in programs for mentally or physically handicapped
persons if the programs are exclusively for training, Jjob placement,
rehabilitation or testing.

33+ 19. Sales of commodities, as defined by title 7 United States Code
section 2, that are consigned for resale in a warehouse in this state in or
from which the commodity is deliverable on a contract for future delivery
subject to the rules of a commodity market regulated by the United States
commodity futures trading commission.

stater

34— 20. Machinery, equipment, technology or related supplies that are
only useful to assist a person who is physically disabled as defined 1in
section 46-191, has a developmental disability as defined in section 36-551
or has a head injury as defined in section 41-3201 to be more independent and
functional.
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48— 21. Sales of materials that are purchased by or for publicly
funded 1libraries including school district Tibraries, charter school
libraries, community college 1libraries, state university 1libraries or
federal, state, county or municipal Tibraries for use by the public as
follows:

(a) Printed or photographic materials, beginning August 7, 1985.
(b) Electronic or digital media materials, beginning July 17, 1994.
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G- B. If a person is engaged in an occupation or business to which
subsection A of this section applies, the person's books shall be kept so as
to show separately the gross proceeds of sales of tangible personal property
and the gross income from sales of services, and if not so kept the tax shall
be imposed on the total of the person's gross proceeds of sales of tangible
personal property and gross income from services.

H- C. If a person is engaged in the business of selling tangible
personal property at both wholesale and retail, the tax under this section
applies only to the gross proceeds of the sales made other than at wholesale
if the person's books are kept so as to show separately the gross proceeds of
sales of each class, and if the books are not so kept, the tax under this
section applies to the gross proceeds of every sale so made.

I~ D. A person who engages in manufacturing, baling, crating, boxing,
barreling, canning, bottling, sacking, preserving, processing or otherwise
preparing for sale or commercial use any livestock, agricultural or
horticultural product or any other product, article, substance or commodity
and who sells the product of such business at retail in this state is deemed,
as to such sales, to be engaged in business classified under the retail
classification. This subsection does not apply to businesses classified
under the:

1. Transporting classification.

Utilities classification.
Telecommunications classification.
Pipeline classification.

Private car line classification.
PubTlication classification.

Job printing classification.

Prime contracting classification.

0O NOYOl &~ WDMN
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9. Owner builder sales classification.
10. Restaurant classification.
d= E. The gross proceeds of sales or gross income derived from the

foHtewing—shatt—Pbededuected—Fromthetaxbasefor—theretaiteclassifications

3~ overhead materials or other tangible personal property that is used
in performing a contract between the United States government and a
manufacturer, modifier, assembler or repairer, including property used in
performing a subcontract with a government contractor who is a manufacturer,
modifier, assembler or repairer, to which title passes to the government
under the terms of the contract or subcontract SHALL BE DEDUCTED FROM THE TAX
BASE FOR THE RETAIL CLASSIFICATION.

k=~ F. There shall be deducted from the tax base fifty per cent of the
gross proceeds or gross income from any sale of tangible personal property
made directly to the United States government or its departments or agencies,
which is not deducted under subsection 4— E of this section.

= G. The department shall require every person claiming a deduction
provided by subsection &4—er—K E OR F of this section to file on forms
prescribed by the department at such times as the department directs a sworn
statement disclosing the name of the purchaser and the exact amount of sales
on which the exclusion or deduction is claimed.
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section—42-5029+

¥~ H. For the purposes of section 42-5032.01, the department shall
separately account for revenues collected under the retail classification
from businesses selling tangible personal property at retail:

1. On the premises of a multipurpose facility that is owned, leased or
operated by the tourism and sports authority pursuant to title 5, chapter 8.

2. At professional football contests that are held in a stadium
located on the campus of an institution under the jurisdiction of the Arizona
board of regents.

Y= I. In computing the tax base for the sale of a motor vehicle to a
nonresident of this state, if the purchaser's state of residence allows a
corresponding use tax exemption to the tax imposed by article 1 of this

_16_
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chapter and the rate of the tax in the purchaser's state of residence is
lower than the rate prescribed in article 1 of this chapter, and the
nonresident has secured a special ninety day nonresident registration permit
for the vehicle as prescribed by sections 28-2154 and 28-2154.01, there shall
be deducted from the tax base a portion of the gross proceeds or gross income
from the sale so that the amount of transaction privilege tax that is paid in
this state is equal to the excise tax that is imposed by the purchaser's
state of residence on the nonexempt sale or use of the motor vehicle.
V—rFor—the—purposes—of—this—sections
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Sec. 3. Section 42-5062, Arizona Revised Statutes, is amended to read:

42-5062. Transporting classification

A. The transporting classification is comprised of the business of
transporting for hire persons, freight or property by motor vehicle,
railroads or aircraft from one point to another point in this state. Fhe

. Vassifi el udes

_18_
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B. The tax base for the transporting classification is the gross
proceeds of sales or gross income derived from the business. s—except—that
the—feHHewing—shaltbededucted—From—the—tax—baser

point—n—this—stater

Sec. 4. Section 42-5063, Arizona Revised Statutes, is amended to read:

42-5063. Utilities classification; definitions

A. The utilities classification is comprised of the business of:

1. Producing and furnishing or furnishing to consumers natural or
artificial gas and water.

2. Providing to retail electric customers ancillary services, electric
distribution services, electric generation services, electric transmission
services and other services related to providing electricity.

B—Fhe—utitity—etassifiecationdoesnot—nectudes

_19_
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£~ B. The tax base for the utilities classification is the gross
proceeds of sales or gross income derived from the business, but the GROSS
PROCEEDS OF SALES OR GROSS INCOME DERIVED FROM SALES TO THE following shall
be deducted from the tax base:

&> 1. Qualifying hospitals as defined in section 42-5001.

B> 2. A qualifying health care organization as defined in section
42-5001 if the tangible personal property is used by the organization solely
to provide health and medical related educational and charitable services.

B~ C. For THE purposes of this section:

1. "Ancillary services" means those services so designated in federal
energy regulatory commission order 888 adopted in 1996 that include the
services necessary to support the transmission of electricity from resources
to loads while maintaining reliable operation of the transmission system
according to good utility practice.

_20_
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2. "Electric distribution service" means distributing electricity to
retail electric customers through the wuse of electric distribution
facilities.

3. "Electric generation service”™ means providing electricity for sale
to retail electric customers but excluding electric distribution or
transmission services.

4. "Electric transmission service" means transmitting electricity to
retail electric customers or to electric distribution facilities so
classified by the federal energy regulatory commission or, to the extent
permitted by law, so classified by the Arizona corporation commission.

5. "Other services" includes metering, meter reading services, billing
and collecting services.
6. "Retail electric customer™ means a person who purchases electricity

for that person's own use, including use in that person's trade or business
and not for resale, redistribution or retransmission.
Sec. 5. Section 42-5064, Arizona Revised Statutes, is amended to read:
42-5064. Telecommunications classification; definitions

A. The telecommunications classification is comprised of the business
of prov1d1ng intrastate te1ecommun1cat1ons services. Thetelecommunications

B. The tax base for the telecommunications classification is the gross
proceeds of sa]es or gross income derived from the bus1ness ——retudinrg—the

_21_
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B~ C. The gross proceeds of sales or gross income derived from a
bundled transaction of services that are taxable pursuant to section 42-5023
are subject to the following:

1. A telecommunications service provider who can reasonably identify
the portion of the sales price of the bundled transaction derived from
charges for nontaxable services is subject to tax only on the gross proceeds
of sales or gross income derived from the taxable services. For the purposes
of this section, the telecommunications service provider may elect to
reasonably identify the portion of the sales price of the bundled transaction
derived from charges for nontaxable services by using allocation percentages
derived from the telecommunications service provider's entire service area,
including territories outside of this state. On request, the department may
require the telecommunications service provider to provide this allocation
information. The reasonableness of the allocation is subject to audit by the
department.

2. Notwithstanding sections 42-1118, 42-1120 and 42-1121, the
telecommunications service provider shall waive the right to file a claim for
a refund of taxes paid on the bundled transaction if the taxes paid are based
on the allocation percentage the telecommunications service provider had
determined to be reasonable at the beginning of the tax period at issue.

3. The burden of proof is on the telecommunications service provider
to establish that the gross proceeds of sales or gross income is derived from
charges for nontaxable services.

£ D. For the purposes of this section:

1. "Bundled transaction” means a sale of multiple services in which
both of the following apply:

(a) The sale consists of both taxable and nontaxable services.

_22_
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(b) The telecommunications service provider charges a customer one
sales price for all services that are sold instead of separately charging for
each individual service.

4- 2. "Intrastate telecommunications services" means transmitting
signs, signals, writings, images, sounds, messages, data or other information
of any nature by wire, radio waves, 1light waves or other electromagnetic
means if the information transmitted originates and terminates in this state.

Sec. 6. Section 42-5065, Arizona Revised Statutes, is amended to read:

42-5065. Publication classification; definition

A. The publication classification is comprised of the business of
pubTishing newspapers, magazines or other periodicals and publications if
published in this state. FhepublHeation—classification—deesnoet—inctuder

M ¢ . Tichs .

2 o1 c .  odieal 1 .
this—state—to—encourage—tourist—travel—

B. The tax base for the publication classification is the dgross
proceeds of sales or gross income derived from the business, including the
gross income derived from notices and subscription income, but the following
shall be deducted from the tax base:

1. Gross income derived from advertising.

2. Gross proceeds of sales or gross income derived from sales of
personal property to:

(a) Qualifying hospitals as defined in section 42-5001.

(b) A qualifying health care organization as defined in section
42-5001 if the tangible personal property is used by the organization solely
to provide health and medical related educational and charitable services.

C. For THE purposes of this section, "subscription income™ includes
all circulation revenue, except amounts actually retained by or credited to
carriers and other vendors as compensation for sale or delivery of
publications and revenue from publications sold, directly or through
wholesalers or jobbers, to retailers for resale.

Sec. 7. Section 42-5066, Arizona Revised Statutes, is amended to read:

42-5066. Job printing classification

A. The job printing classification is comprised of the business of job
printing, engraving, embossing and copying.

B. The tax base for the job printing classification is the gross
proceeds of sales or gross income derived from the business, but the gross

_23_
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proceeds of sales or gross income derived from THE SALES OF PERSONAL PROPERTY
TO the following shall be deducted from the tax base:

L oo . e

3—7Sates—ofpersonatl—property—tor

&> 1. Qualifying hospitals as defined in section 42-5001.

B> 2. A qualifying health care organization as defined in section
42-5001 if the tangible personal property is used by the organization solely
to provide health and medical related educational and charitable services.

Sec. 8. Section 42-5067, Arizona Revised Statutes, is amended to read:

42-5067. Pipeline classification

A. The pipeline classification is comprised of the business of
operating pipelines for transporting oil or natural or artificial gas through
pipes or conduits from one point to another point in this state. The

14 . Yy . e . c . 14 s
petroteum—gas—used—topropetl—ameter—vehicter

B. The tax base for the pipeline classification is the gross proceeds

of sales or gross income derived from the business. s—but—the—taxpayer—shatt

eal 1 . 1 . 1 . .
Sec. 9. Section 42-5069, Arizona Revised Statutes, is amended to read:
42-5069. Commercial Tease classification; definitions

A. The commercial lease classification is comprised of the business of
leasing for a consideration the use or occupancy of real property.

B. A person who, as a lessor, leases or rents for a consideration
under one or more leases or rental agreements the use or occupancy of real
property that is used by the lessee for commercial purposes is deemed to be
engaged in business and subject to the tax imposed by article 1 of this
chapter. —but—this—subseetion—dees—rnot—include—leases—or—rentals—of—realt

¢ . 1 o] . .

S o1 . Y . e :

T . e . 1 Py .
1 . 1 Py o
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B~ C. The tax base for the commercial lease classification is the
gross proceeds of sales or gross income derived from the business. s—but
retmbursements—to—thetessor—forutitHty—Sserviee—shatt—bededucted—From—the
tax—base-

£ D. Notwithstanding section 42-1104, subsection B, paragraph 1,
subdivision (b) and paragraph 2, the failure to file tax returns for the
commercial Tease classification that report gross income derived from any
agreement that constitutes, in whole or in part, a grant of a right of profit
a prendre for the severance of minerals does not constitute an exception to
the general rule for the statute of limitations.

+ E. For THE purposes of this section:

1. "Leasing" includes renting.

2. "Real property™ includes any improvements, rights or interest in
such property.

Sec. 10. Section 42-5070, Arizona Revised Statutes, is amended to
read:

42-5070. Transient lodging classification; definition

A. The transient lodging classification is comprised of the business
of operating, for occupancy by transients, a hotel or motel, including an
inn, tourist home or house, dude ranch, resort, campground, studio or
bachelor hotel, lodging house, rooming house, apartment house, dormitory,
public or private club, mobile home or house trailer at a fixed location or
other similar structure, and also including a space, lot or slab which is
occupied or intended or designed for occupancy by transients in a mobile home
or house trailer furnished by them for such occupancy.

B—Fhe—transienttedging—etassificationdeesnotnecluder
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£~ B. The tax base for the transient lodging classification is the
gross proceeds of sales or gross income derived from the business. s—execept
that—the—tax—base—doesnot—inctuder

B~ C. For the purposes of this section, the tax base for the
transient lodging classification does not include gross proceeds of sales or
gross income derived from:

1. Transactions or activities that are not limited to transients and
that would not be taxable if engaged in by a person not subject to tax under
this article.

2. Transactions or activities that are not limited to transients and
that would not be taxable if engaged in by a person subject to taxation under
section 42-5062 or 42-5073 due to an exclusion, exemption or deduction.

3. Commissions paid to a person that is engaged in transient lodging
business subject to taxation under this section by a person providing
services or property to the customers of the person engaging in the transient
lodging business.

£ D. The department shall separately account for revenues collected
under the transient lodging classification for purposes of section 42-5029,
subsection D, paragraph 4, subdivision (b).

+ E. For the purposes of this section, "transient"” means any person
who either at the person's own expense or at the expense of another obtains
lodging space or the use of Todging space on a daily or weekly basis, or on
any other basis for less than thirty consecutive days.

Sec. 11. Section 42-5071, Arizona Revised Statutes, is amended to
read:

42-5071. Personal property rental classification

A. The personal property rental classification is comprised of the
business of leasing or renting tangible personal property for a

consideration. The—tax—deesnot—appty—toes
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The tax base for the personal property rental classification is the

gross proceeds of sales or gross income derived from the business. s—but—the

_29_
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C. Sales of tangible personal property to be Teased or rented to a
person engaged in a business classified under the personal property rental
classification are deemed to be resale sales.

A8-4234—

£ D. Until December 31, 1988, Tleasing or renting animals for
recreational purposes is exempt from the tax imposed by this section.
Beginning January 1, 1989, the gross proceeds or gross income from leasing or
renting animals for recreational purposes is subject to taxation under this
section. Tax liabilities, penalties and interest paid for taxable periods
before January 1, 1989 shall not be refunded unless the taxpayer requesting
the refund provides proof satisfactory to the department that the monies paid
as taxes will be returned to the customer.

Sec. 12. Section 42-5072, Arizona Revised Statutes, 1is amended to
read:

42-5072. Mining classification; definition

A. The mining classification is comprised of the business of mining,
quarrying or producing for sale, profit or commercial use any
nonmetalliferous mineral product.

B. The tax base for the mining classification is the gross proceeds of

sales or gross income derived from the business. Jhegrossproceeds—of—sales

v

C. The tax base includes the value of the entire product mined,
quarried or produced for sale, profit or commercial use in this state,
regardless of the place of sale of the product or of the fact that deliveries
may be made to points without this state. If, however, the sale price of the
product includes freight, the sale price shall be reduced by the actual

_30_
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freight paid by any person from the place of production to the place of
delivery.

D. In the case of a person engaged in business classified under the
mining classification all or part of whose income is derived from service or
manufacturing charges instead of from sales of the products manufactured or
handled, the tax base includes the gross income of the person derived from
the service or manufacturing charge.

E. If a person engaging in business classified under the mining
classification ships or transports all or part of a product out of this state
without making sale of the product or ships his product outside of this state
in an unfinished condition, the value of the product or article in the
condition or form in which it existed when transported out of this state and
before it enters interstate commerce is included in the tax base, and the
department shall prescribe equitable and uniform rules for ascertaining that
value. In determining the tax base, if the product or any part of the
product has been processed in this state and the proceeds of such processing
have been included in the tax base of the processor under this chapter, the
person may deduct from the value of the product when transported out of this
state the cost of such processing.

F. A person who conducts a business classified under the mining
classification may be deemed also to be engaged in business classified under
the retail classification to the extent the person's activities comprise
business under the retail classification if the tax is paid at the rate
imposed on the retail classification by section 42-5010. If the transaction
is not subject to taxation under the retail classification, the transaction
shall be included in the tax base under this section.

G. For THE purposes of this section "nonmetalliferous mineral product”
means oil, natural gas, limestone, sand, gravel or any other nonmetalliferous
mineral product, compound or combination of nonmetalliferous mineral
products.

Sec. 13. Section 42-5073, Arizona Revised Statutes, 1is amended to
read:

42-5073. Amusement classification

A. The amusement classification 1is comprised of the business of
operating or conducting theaters, movies, operas, shows of any type or
nature, exhibitions, concerts, carnivals, circuses, amusement parks,
menagderies, fairs, races, contests, games, billiard or pool parlors, bowling
alleys, public dances, dance halls, boxing and wrestling matches, skating
rinks, tennis courts, except as provided in subsection B of this section,
video games, pinball machines, sports events or any other business charging
admission or user fees for exhibition, amusement or entertainment, including
the operation or sponsorship of events by a tourism and sports authority
under title 5, chapter 8. For THE purposes of this section, admission or
user fees include, but are not limited to, any revenues derived from any form
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of contractual agreement for rights to or use of premium or special seating
facilities or arrangements. Fhe—amusement—ectassifiecation—deesrnot—inctuder
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_32_



O NOYO B~ WN

HB 2633

B. The tax base for the amusement classification is the gross proceeds
of sales or gross

income derived from the business.

——execept—that—the
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twerty—eight—days—oermore-

B~ C. Until December 31, 1988, the revenues from hayrides and other
animal-drawn amusement rides, from horseback riding and riding instruction
and from recreational tours using motor vehicles designed to operate on and
off public highways are exempt from the tax imposed by this section.
Beginning January 1, 1989, the gross proceeds or gross income from hayrides
and other animal-drawn amusement rides, from horseback riding and from
recreational tours using motor vehicles designed to operate on and off public
highways are subject to taxation under this section. Tax Tiabilities,
penalties and interest paid for taxable periods before January 1, 1989 shall
not be refunded unless the taxpayer requesting the refund provides proof
satisfactory to the department that the taxes will be returned to the
customer.

£ D. If a person is engaged in the business of offering both
exhibition, amusement or entertainment and private or group instructional
activities, the person's books shall be kept to show separately the gross
income from exhibition, amusement or entertainment and the gross income from
instructional activities. If the books do not provide this separate
accounting, the tax is imposed on the person's total gross income from the
business.

+ E. The department shall separately account for revenues collected
under the amusement <classification for purposes of section 42-5029,
subsection D, paragraph 4, subdivision (b).

6~ F. For THE purposes of section 42-5032.01, the department shall
separately account for revenues collected under the amusement classification
from sales of admissions to:

1. Events that are held in a multipurpose facility that is owned or
operated by the tourism and sports authority pursuant to title 5, chapter 8,
including intercollegiate football contests that are operated by a nonprofit
organization that is exempt from taxation under section 501(c)(3) of the
internal revenue code.

2. Professional football contests that are held in a stadium located
on the campus of an institution under the jurisdiction of the Arizona board
of regents.

Sec. 14. Section 42-5074, Arizona Revised Statutes, 1is amended to
read:

472-5074. Restaurant classification

A. The restaurant classification is comprised of the business of
operating restaurants, dining cars, dining rooms, lunchrooms, lunch stands,
soda fountains, catering services or similar establishments where articles of
food or drink are sold for consumption on or off the premises.
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B. The tax base for the restaurant classification 1is the gross
proceeds of sales or gross income derived from the business. The gross
proceeds of sales or gross income derived from the following shall be
deducted from the tax base:

6~ 1. Sales by any nonprofit organization organized and operated
exclusively for charitable purposes and recognized by the United States
internal revenue service under section 501(c)(3) of the internal revenue
code.

7 2. Sales to qualifying hospitals as defined in section 42-5001.

—Sates—to—a—quaifyinge—health—care—organization—as—defined—n
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B~ C. The department shall separately account for revenues collected
under the restaurant classification for purposes of section 42-5029,
subsection D, paragraph 4, subdivision (b).

£ D. For THE purposes of section 42-5032.01, the department shall
separately account for revenues collected under the restaurant classification
from businesses operating restaurants, dining rooms, Tlunchrooms, Tlunch
stands, soda fountains, catering services or similar establishments:

1. On the premises of a multipurpose facility that is owned or
operated by the tourism and sports authority pursuant to title 5, chapter 8
for consumption on or off the premises.

2. At professional football contests that are held in a stadium
located on the campus of an institution under the jurisdiction of the Arizona
board of regents.

Sec. 15. Section 42-5075, Arizona Revised Statutes, 1is amended to
read:

42-5075. Prime contracting classification; definitions

A. The prime contracting classification is comprised of the business
of prime contracting and dealership of manufactured buildings. The sale of a
used manufactured building is not taxable under this chapter.

B. The tax base for the prime contracting classification is sixty-five
per cent of the gross proceeds of sales or gross income derived from the
business. i Aot A i
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contractor-

+ C. Every person engaging or continuing in this state in the
business of prime contracting or dealership of manufactured buildings shall
present to the purchaser of such prime contracting or manufactured building a
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written receipt of the gross income or gross proceeds of sales from such
activity and shall separately state the taxes to be paid pursuant to this
section.

6~ D. For the purposes of section 42-5032.01, the department shall
separately account for revenues collected under the prime contracting
classification from any prime contractor engaged in the preparation or
construction of a multipurpose facility, and related infrastructure, that is
owned, operated or leased by the tourism and sports authority pursuant to
title 5, chapter 8.

. 1 . . . .
¥~ E. For the purposes of this section:

1. "Contracting"” means engaging in business as a contractor.

2. "Contractor"™ is synonymous with the term "builder"™ and means any
person, firm, partnership, corporation, association or other organization, or
a combination of any of them, that undertakes to or offers to undertake to,
or purports to have the capacity to undertake to, or submits a bid to, or
does personally or by or through others, construct, alter, repair, add to,
subtract from, improve, move, wreck or demolish any building, highway, road,
railroad, excavation, manufactured building or other structure, project,
development or improvement, or to do any part of such a project, including
the erection of scaffolding or other structure or works in connection with
such a project, and includes subcontractors and specialty contractors. For
all purposes of taxation or deduction, this definition shall govern without

_43_



O NOYOL B~ WN

HB 2633

regard to whether or not such contractor is acting in fulfillment of a
contract.

3. "Dealership of manufactured buildings"” means a dealer who either:

(a) Is Tlicensed pursuant to title 41, chapter 16 and who sells at
retail manufactured buildings.

(b) Supervises, performs or coordinates the excavation and completion
of site improvements, setup or moving of a manufactured building including
the contracting, if any, with any subcontractor or specialty contractor for
the completion of the contract.

4. "Manufactured building”" means a manufactured home, mobile home or
factory-built building, as defined in section 41-2142.

5. "Prime contracting”™ means -engaging in business as a prime
contractor.

6. "Prime contractor" means a contractor who supervises, performs or
coordinates the construction, alteration, repair, addition, subtraction,
improvement, movement, wreckage or demolition of any building, highway, road,
railroad, excavation, manufactured building or other structure, project,
development or improvement including the contracting, if any, with any
subcontractors or specialty contractors and who is responsible for the
completion of the contract.

7. "Sale of a used manufactured building” does not include a lease of
a used manufactured building.

Sec. 16. Section 42-5077, Arizona Revised Statutes, 1is amended to
read:

42-5077. Membership camping classification

A. The membership camping classification is comprised of the business
of marketing and operating private membership campgrounds, including
operating camping or outdoor recreational facilities, amenities or camping
sites that are intended for use by members who purchase the right or license
to use them, or the facilities or amenities of an affiliated campground, for

a period of at least one year. Membership—camping—doesnot—incltude—operating

B. The tax base for the membership camping classification is the
portion of the gross proceeds of sales or gross income of the business that
is derived from periodic operating assessments, dues or charges or fees based
on usage and collected from the owners of membership contracts purchased for
membership campgrounds in this state. If a taxpayer operates private
membership campgrounds located both in and out of this state, to the extent
that the membership contracts entitle the members without additional charge
to use the membership campgrounds both in and out of this state, the tax base
is that portion of the gross proceeds of sales or gross income that is
derived from the business that constitutes periodic operating assessments or
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dues collected only from those owners of membership contracts whose primary
residence is in this state.

Sec. 17. Section 42-5102, Arizona Revised Statutes, is amended to
read:

42-5102. Tax exemption for sales of food; exception

A~ Except for the gross proceeds of sales or gross income from the
sale of food for consumption on the premises, the taxes imposed by this
chapter do not apply to the gross proceeds of sales or gross income from
sales of food by any—ef—the—Ffoltlowings

+- a retailer who conducts an eligible grocery business.
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Sec. 18. Section 42-5159, Arizona Revised Statutes, is amended to

42-5159. Exemptions
A~ The tax Tevied by this article does not apply to the storage, use

or consumption in this state of the following described tangible personal
property:
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16~ 1. Drugs and medical oxygen, including delivery hose, mask or tent,
regulator and tank, on the prescription of a member of the medical, dental or
veterinarian profession who is Ticensed by Taw to administer such substances.

17~ 2. Prosthetic appliances, as defined in section 23-501, prescribed
or recommended by a person who 1is 1licensed, registered or otherwise
professionally credentialed as a physician, dentist, podiatrist,
chiropractor, naturopath, homeopath, nurse or optometrist.

18~ 3. Prescription eyeglasses and contact lenses.

19~ 4. Insulin, insulin syringes and glucose test strips.

20— 5. Hearing aids as defined in section 36-1901.

2= 6. Durable medical equipment which has a centers for medicare and
medicaid services common procedure code, is designated reimbursable by
medicare, is prescribed by a person who is Ticensed under title 32, chapter
7, 13, 17 or 29, can withstand repeated use, is primarily and customarily
used to serve a medical purpose, is generally not useful to a person in the
absence of illness or injury and is appropriate for use in the home.

22~ 7. Food, as provided in and subject to the conditions of article 3
of this chapter and section 42-5074.

23—tems—purechased—with—United—States—department—of—agricutture—food
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Sec. 19. Requirements for enactment:; two-thirds vote

Pursuant to article IX, section 22, Constitution of Arizona, this act
is effective only on the affirmative vote of at least two-thirds of the
members of each house of the legislature and is effective immediately on the
signature of the governor or, if the governor vetoes this act, on the
subsequent affirmative vote of at lTeast three-fourths of the members of each
house of the legislature.

Sec. 20. Conforming legislation

The Tlegislative council staff shall prepare proposed Tlegislation
conforming the Arizona Revised Statutes to the provisions of this act for
consideration in the forty-eighth legislature, first regular session.
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