Fiscal Note

BILL# HB 2025 TITLE: utilities TPT; sales of propane
SPONSOR: Mitchell STATUS: As Amended by House WM

PREPARED BY: Jeremy Gunderson

Description

The bill would exempt the gross proceeds from sales of liquefied petroleum gas (LPG) to businesses that are principally
engaged in manufacturing or smelting operations from the state transaction privilege tax (TPT) and use tax. LPG is
commonly referred to as propane.

To qualify for the exemption, a business must use at least 51% of LPG purchased in manufacturing or smelting operations.
In addition, at least 51% of the business must be devoted (“principally engaged”) to a manufacturing or smelting
operation. The bill becomes effective after the last day of the month of the general effective date of the current regular
session.

Estimated Impact

Based on information from the U.S. Energy Information Administration (EIA), the bill is estimated to reduce General Fund
revenue by $(91,000) in FY 2017. This represents the full-year revenue impact in the first year of the bill’s
implementation.

The Department of Revenue does not have an estimated fiscal impact for this bill.
Analysis

The EIA reported that total U.S. LPG consumption was 793.0 million barrels in 2010, of which LPG consumption used for
manufacturing products was 534.0 million barrels. Based on historical trend, the average annual growth rate of total LPG
consumption was 1.6%; therefore, total U.S. LPG consumption in FY 2017 will be an estimated 881.0 million barrels. LPG
consumption by manufacturers, however, has decreased at an average annual rate of (3.6)% since 2002. Based on this
growth pattern, LPG consumption used for manufacturing products will be an estimated 420.7 million barrels in FY 2017.

These figures include chemical manufacturing which accounts for the large majority of total LPG consumption - 97.4%
according to EIA’s survey. However, according to the EIA, LPG consumption in the chemical manufacturing industry is
highly concentrated in the Southern region of the country; therefore, including these totals would not indicate an
accurate representation of LPG consumption for Arizona. By excluding an estimated 409.7 million barrels of LPG
consumption used in chemical manufacturing, total nationwide LPG consumption will be an estimated 471.3 million
barrels, and manufacturing consumption will be an estimated 11.0 million barrels (= 420.7 - 409.7 million barrels), or 2.3%
of total LPG consumption nationally.

Based on EIA data, Arizona consumed 2.1 million barrels of LPG in 2010. Arizona LPG consumption does not follow a clear
trend over time; therefore, this analysis assumes that total FY 2017 LPG consumption in Arizona will be 2.1 million barrels.
Applying the national percentage of 2.3% for manufacturing to the 2.1 million barrels in Arizona, Arizona manufacturers
would consume 48,600 barrels of LPG in FY 2017.

Using a national estimate for the wholesale price of LPG of $43.61 per barrel, sales of LPG to manufacturers would
generate an estimated $2.1 million in taxable sales during FY 2017. The bill would exempt these sales from TPT and use

tax resulting in a $(105,000) decrease in total state TPT revenue. Under the current distribution formula for utility sales
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(electricity, gas and water), the General Fund retains 86.9% of total state TPT revenue. This means that a TPT exemption
for LPG would reduce General Fund revenue by $(91,000) in FY 2017.

This analysis assumes that all companies use at least 51% of the LPG their companies use in manufacturing or smelting
operations. To the extent that companies do not meet this threshold, this analysis likely overstates the estimated impact.

Local Government Impact

Under the current distribution formula for utility sales, counties receive 8.1% of total state TPT collections from utility
sales. This means that counties would lose $(9,000) in state-shared revenue in FY 2017.

Cities currently receive 5.0% of total state TPT collections from utility sales. Thus, the bill would reduce cities’ portion of
state-shared revenue by $(5,000) in FY 2017.
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