Fiscal Note

BILL # SB 1188 TITLE: interna revenue code conformity
SPONSOR: Lesko STATUS. AsIntroduced

PREPARED BY: Jon Stall / Hans Olofsson

Description

The bill conforms Arizonatax statutes to the Internal Revenue Code (IRC) as of January 1, 2015, including those federal
provisions that became effective in 2014, but excluding any change to the IRC enacted after January 1, 2015.

Estimated | mpact
Relative to the JLBC Baseline, SB 1188 is estimated to reduce General Fund revenue by $(30.8) million in FY 2015.
Analysis

Thefiscal impact of this“conformity bill” is based on the Department of Revenue's (DOR) January 9, 2015 conformity
report, which also serves as DOR'’ s estimate of SB 1188. Thisanalysis further adjusts DOR’ s estimate to reflect the
assumptions included under the JLBC Baseline.

According to the conformity report, there have been severa changes to the internal revenue code after January 1, 2014,
including the federal Tax Increase Prevention Act of 2014, which retroactively extended a number of otherwise expiring
business tax provisions for another year, from Tax Year (TY) 2013 through TY 2014. Some of the key federal provisions
retroactively extended for TY 2014 were the $500,000 business expensing limit and the 50% bonus depreciation allowance.

The revenue forecast under the JLBC Baseline incorporates the federal “tax extenders’ since they represent a continuation
of current policy. The one exception is the $500,000 business expensing limit. This extension provides individual and
corporate taxpayers an income tax deduction of up to $500,000 for qualifying investments purchased and placed in service
in 2014. Absent this extension, the business expensing limit would have reverted to $25,000.

In the 2014 regular session, the Legidature passed HB 2664 to permanently raise the business expensing allowance for
state income taxes to $500,000. At that time, the budget had already been enacted and assumed a 1-year continuation of the
$500,000 limit at a cost of $25 million. The Governor, however, vetoed HB 2664. The Executive used the $25 million
General Fund savings from the veto as a financing source for the cost of establishing the new Department of Child Safety in
the May 2014, 2™ Special Session. Since the cost of business expensing has been redirected el sewhere, the Baseline does
not fund its continuation in FY 2016. Thus, if SB 1188 is enacted as is (which means conformity to the higher $500,000
business expensing limit under the federal Tax Increase Prevention Act of 2014), it will result in revenue loss of $(30.8)
millionin FY 2015 relative to the JLBC Baseline. (Note that the $25 million impact has recently been revised to $30.8
million owing to more recent federal data.)

As noted above, the U.S. Congress retroactively extended the federal 50% bonus depreciation allowance in December for
one more year, through TY 2014. Arizona statutes provide individual income taxpayers a deduction equal to 10% of
federal bonus depreciation. In dollar terms, the 10% bonus depreciation extension is estimated to reduce Arizona individual
income tax by $(1.8) million in FY 2015. However, since this amount is aready included in the JLBC Baseline, thereisno
cost of conforming to the 10% bonus depreciation extension under SB 1188. Unlike business expensing, there was no veto
of bonus depreciation last year.

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

incorporated cities and towns. This bill would reduce these distributions by $(4.6) million in FY 2017.
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