Fiscal Note

BILL # HB 2503 TITLE: reduce corporate income tax rate
SPONSOR:  Sed STATUS. AsIntroduced

PREPARED BY: Ted Nelson

Description
HB 2503 reduces the corporate income tax rate from 6.968% to 5.000%.
Estimated | mpact

The bill is estimated to decrease Corporate Income Tax collections by $(190.3) millionin FY 2012, thefirst year of the
bill’ s implementation.

Analysis

HB 2503 would decrease the percentage of Arizona taxable income that is collected as corporate income tax. The impact of
this change can be estimated by applying the corporate tax rate proposed in this bill to estimates of Arizonataxable income.
Comparing those estimates to net corporate income tax collections under the current tax rate produces an estimate for the
impact of areduction in the corporate tax rate.

Based on the January 2011 4-sector consensus forecast, Tax Y ear 2011 estimated taxable income is $9.67 billion.
Assuming that the impact of a change in the corporate tax ratein a given tax year is not realized until the next fiscal year,
and that the corporate tax rate will first be reduced in Tax Y ear 2011, the statewide impact of decreasing the corporate tax
rate under HB 2503 is $(190.3) million.

This analysis does not reflect the behavioral responses of corporations to a reduction in the corporate income tax rate.
Generally, reduced taxes can serve as an incentive for businesses to employ more capital and labor than they otherwise
would. These“dynamic” effects may result in an increase in economic output, which in turn may generate more tax
revenue dollars for the state General Fund than what a“static” analysis assumes.

L ocal Government I mpact
The Urban Revenue Sharing (URS) formula distributes 15% of corporate income taxes collected 2 years prior to

incorporated cities and towns. The provisions contained in this bill would impact the URS distributions beginning in
FY 2014, with local governments’ URS distributions decreasing by $(28.5) million in that year.
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