Fiscal Note

BILL # SB 1120 TITLE: technical-correction; restaurant classification
NOW: fineart; TPT; exemption
SPONSOR: Lesko STATUS. Senate Engrossed

PREPARED BY:  JoshHope

Description

The bill would exempt the sale of works of fine art, as defined in statute, shipped or delivered out of state to nonresidents
for use outside the state from the state retail transaction privilege tax (TPT). The bill would be retroactive to January 1,
2015.

Estimated | mpact

The bill would decrease General Fund revenues by an estimated $(3.2) million annually and decrease Proposition 301 funds
by $(515,000), beginning in FY 2016. If the January 1, 2015 retroactive date results in taxpayer refunds, there would be an
additional one-timeimpact in FY 2016.

The Department of Revenue (DOR) was unable to provide an estimate of the impact of the bill.
Analysis

DOR does not have data on the current TPT collections related to fine art sales to nonresidents. Asaresult, thisanalysis
utilizes 2 different estimates of fine art sales. The first method relies on nationwide sales, which is then prorated to
Arizona. An dternative method is based on tax collection data provided by 3 Arizona cities. The midpoint of these 2
methods is used to calculate the estimated impact of the bill.

Fine art salesin the United States were estimated to total approximately $24 billion in 2013. Assuming that Arizona
represents approximately 2% of thisfigure, based on its share of the United State population, total fine art salesin Arizona
would be approximately $480 million annually. The amount of those sales that are shipped out of state to nonresidentsis
not currently known. However, for the purpose of this analysis, it is assumed that 25% of the total amount of fine art sales,
or $120 million, is shipped or delivered out of state to nonresidents.

Thetotal state TPT rateis 5.6%, but 0.6% of this amount is the Proposition 301 tax that goes directly toward education
programs. The state TPT rate of 5.0% applied to $120 million in sales would be $6.0 million, of which $4.4 million would
be distributed to the state General Fund and the remainder to local governments. Therefore, the exemption under the hill
would result in an annual General Fund loss of $(4.4) million along with an annual loss of $(720,000) of Proposition 301
funds, beginning in FY 2016.

An dternative method of calculating the bill’simpact isto determine the amount of sales taxes currently being collected.
There are at least 3 cities that currently track that information: Scottsdale, Sedona, and Tucson. The reported fine art sales
shipped or delivered out of state to nonresidents from these 3 cities totaled approximately $25.8 million last year. This
alternative method assumes that these cities represent approximately half of all such salesin the state. Therefore, there
would be approximately $51.6 million in annual sales statewide. The state TPT rate of 5.0% applied to this amount would
be $2.6 million. Therefore, under this scenario, the exemption under the bill would result in an annual General Fund loss of
$(1.9) million along with an annual loss of $(310,000) of Proposition 301 funds, beginning in FY 2016.

The range of estimates for General Fund losses is between $(1.9) million and $(4.4) million. The midpoint of these
estimates is $(3.2) million annually, beginning in FY 2016. The corresponding annua decrease in Proposition 301 funds
would be $(515,000).

Local Government I mpact

Based on the midpoint estimates, the bill would decrease TPT distributions to counties and cities by an estimated
$(695,000) and $(429,000) annually, respectively, beginning in FY 2016.
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