BILL # HB 2288 TITLE: premium tax credit; STO contribution
SPONSOR: Yarbrough STATUS:. As Introduced

PREPARED BY: Eric Billings

FISCAL ANALYSIS

Description

The bill would allow insurers to take a credit for donations to a School Tuition Organization (STO) against their insurance
premium tax liability. Currently, this credit is available for corporate income taxes. This bill would also repeal the June 30,
2011 sunset date for the existing credit.

Estimated | mpact

The General Fund impact of this bill can not be determined due to a lack of information on current STO credits. The bill
would have 2 areas of possible fiscal impact: 1) the new tax credit could reduce state revenues from the insurance premium
tax, and 2) new STO scholarships would reduce the state’s K-12 education costs if students attend private rather than public
schools.

While it is difficult to determine the bill’s precise fiscal impact in advance, we have attempted to determine the feasibility of
the bill being cost neutral to the General Fund. In making this calculation, however, the only available tax credit usage data
is from 2006. Based on this information, it is estimated that the maximum possible additional credits claimed as a result of
this bill would be approximately $15.3 million in FY 2010 due to a statutory cap on the total value of the credit. At this level
of credits, approximately 2,800 students would have to be diverted from the public school system in FY 2010 to generate
sufficient Department of Education Basic State Aid savings to offset the cost of the credits for that year. As the cap increases
by 20% each year, the potential impact also increases annually.

Analysis

Laws 2006, Chapter 14 established a corporate income tax credit for contributions to STOs. The credit began on July 1, 2006
and will expire on June 30, 2011. The credit was capped at $10.0 million in FY 2007, increasing by 20% in each successive
year. This bill would allow the same credit to be taken against premium tax liabilities. Premium taxes are imposed on the
net insurance premiums received by insurance companies.

In the most recent Department of Revenue Arizona Income Tax Credit Report, corporate income tax credits claimed in

CY 2006 for STO contributions was listed at $2.0 million. To the extent that credits are not currently claimed up to the
annual cap, the General Fund could experience an additional loss in revenues under the bill. The credit was initially capped
at $10.0 million in FY 2007, increasing 20% annually, allowing for a cap of $17.3 million in FY 2010. Assuming that the
2006 credit usage of $2.0 million continues in 2010, up to an additional $15.3 million in credits could be taken against
premium tax liabilities before reaching the FY 2010 cap.

The net fiscal impact of HB 2288 would depend on the number of students who would transfer from the public school system
because of increased opportunities for STO scholarships under the bill. An offsetting savings would be realized for any
student transferring out of public schools because of the bill, but would not be realized for Kindergartners who would have
enrolled in private school without scholarships or public school pupils who would have transferred to private school with or
without the bill (“natural transfers”). The JLBC Staff cannot predict with certainty the proportion of scholarships that would
be awarded to new public school transfers versus “natural transfers” under the bill. For FY 2010, however, every new
transfer would save the General Fund approximately $5,500 in state K-12 formula costs. Approximately 2,800 new transfers,
therefore, would be required in FY 2010 in order to offset the maximum possible $15.3 million increase in tax credits under
the bill in FY 2010 (2,800 new transfers X $5,500 ~ $15.3 million).

(Continued)



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 or scholarship from the STO program in the previous year. The original maximum amount of
scholarship that a STO can award from the contributions was $4,200 for grades K-8 and $5,500 for grades 9-12. These
amounts can be increased by $100 annually.

L ocal Government I mpact
The Urban Revenue Sharing (URS) formula distributes 15% of individual and corporate income taxes collected two years

prior to incorporated cities and towns. The extension of the corporate income tax credit would decrease the URS
distributions by an undetermined amount beginning in FY 2012.
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