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FISCAL ANALYSIS

Description

The bill would exempt overtime wages from individual income tax, effectivein calendar year 2009. For thishill, “overtime
wages’ means compensation that exceeds 40 hours in any calendar week.

Estimated | mpact

The estimated impact of thishill isaloss of $(195) million to the Genera Fund starting in FY 2010 in the form of reduced
incometax collections. The fiscal impact could be higher if people earn more than “time-and-a-half” for overtime work or if
salaried employees who work more than 40 hours in aweek are permitted to claim a portion of their salary as overtime
wages.

The Arizona Department of Revenue does not have a cost estimate for this proposal.
Analysis

The Fair Labor Standards Act (FLSA) mandates overtime pay of one and half times the base pay rate for certain occupations.
The U.S. Census Bureau provides detailed information on the occupations, wages earned, and hours worked per week for
Arizonaresidentsin 2006. The data shows that of the 3.2 million workers represented in the survey, 422,700 (13%) were
both in overtime-eligible occupations and worked more than 40 hours per week. Although the survey provides information
on total wages and overtime hours, it does not provide information on total overtime wages. Assuming that all overtime
earns 1.5 times the base wage rate, the state total of exempt overtime wages is $5.57 billion. Applying an effective individual
income tax rate of 3.5% to this amount shows that the taxes paid on overtime income for tax year 2006 were approximately
$195 million.

This analysis assumes that overtime is paid at the federally mandated minimum rate of time-and-a-half. It is possible that
some employers pay overtime rates in excess of this amount, which would raise the impact on tax collections. It hasalso
been assumed that those in occupations exempted from the provisions of FLSA are not paid overtime wages. The bill applies
to al workers regardless of FLSA dligibility, so an undetermined number of other workers could potentially claim a portion
of their salary as overtime wages, thereby increasing the fiscal impact.

Local Government I mpact

Each year, incorporated cities and towns receive 15% of income tax collections from 2 years prior. Thisbill would reduce
local government distributions by $(29.3) million beginning in FY 2011.
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