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BILL # SB 1106 TITLE:  internal revenue code; conformity; deductions  
SPONSOR: Mesnard STATUS: As Introduced 
PREPARED BY: Benjamin Newcomb  

  
Description 
 
SB 1106 would conform Arizona state statute to the Internal Revenue Code as of January 1, 2026, including those 
provisions that are retroactive to Tax Year (TY) 2025, to reflect changes from the federal budget reconciliation legislation 
(H.R. 1) adopted by the U.S. Congress in 2025.  The bill has a few exceptions to conformity. The exceptions with fiscal 
impacts are outlined below.  
 
SB 1106 excludes the following provisions that are included in H.R. 1: 
 

1) Additional $6,000 deduction for seniors aged 65 and older. 
2) Increase of the state and local tax (SALT) deduction from $10,000 to $40,000.  
3) Deduction for new car auto loan interest. 
 
SB 1106 adds the following policies beyond those included in H.R. 1:  
 

1) $6,000 deduction for distributions from a pension or retirement account for taxpayers 60 years of age and older. 
2) $6,000 deduction for contributions to Roth individual retirement accounts (IRA).  
3) Increase of the current dependent tax credit from $100 to $125 for dependents under 17 years old. 
4) Deduction for child and dependent care expenses in excess of the filer's federal Child and Dependent Care Credit. 
 
The bill has a retroactive effective date of January 1, 2025. This retroactive provision would implement the relevant H.R. 1 
provisions at the state level for Tax Year 2025, which is associated with the Spring 2026 tax filing season. The retroactive 
provision, however, would not accelerate any federal provisions with later effective dates. 
 
Estimated Impact 
 
We estimate that SB 1106's provisions conforming state tax statutes to H.R. 1 along with the other proposed changes 
would reduce General Fund income tax revenues by $(441.3) million in FY 2026, $(337.2) million in FY 2027, $(363.1) 
million in FY 2028, and $(296.6) million in FY 2029. See Table 1 for more details. Our analysis does not address the 
dynamic impacts of this legislation on the broader economy. 
 
Based on the Urban Revenue Sharing formula, the bill would reduce municipal revenues by $(79.4) million in FY 2028.   
The loss would decline to $(53.4) million by FY 2031.   
 
Analysis 
 
Table 1 summarizes the state revenue impact of SB 1106. We used the following methods to derive our estimates through 
FY 2029: 

- Prorating the congressional Joint Committee on Taxation (JCT) estimates based on Arizona's tax rates and taxable 
income relative to the nation.  

- Simulations using the Arizona Department of Revenue (DOR) Individual Income Tax Microsimulation Model. 
DOR's estimates apply to a single year, so for this reason these figures have been extended to subsequent years 
where necessary. 

- Using individual income tax data published by the Internal Revenue Service (IRS). 
- Utilizing income tax data from DOR's Statistical Abstract. 
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State Revenue Impact of SB 1106 Table 1

FY 2026 FY 2027 FY 2028 FY 2029
($ in M) ($ in M) ($ in M) ($ in M)

Tax Conformity 1/

Revenue Adjustments - Individual Filers Provisions
1 Increase Standard Deduction ($750/$1,500) 2/ (65.0)           (65.0)           (65.0)           (65.0)           
2 Establish $6,000 Deduction for Retirement Distributions (Age 60 and Over) 3/ (65.4)           (65.4)           (65.4)           (65.4)           
3 Establish $6,000 Deduction for Roth IRA Contributions (All Ages) 3/ (13.5)           (13.5)           (13.5)           (13.5)           
4 Increase Dependent Tax Credit from $100 to $125 for Dependents under 17 4/ (33.5)           (33.5)           (33.5)           (33.5)           
5 Provide Deduction for Child and Dependent Care Expenses 3/ (15.7)           (15.7)           (15.7)           (15.7)           
6 Reduce Income Tax on Tips through 2028 (23.6)           (17.9)           (18.8)           (12.3)           
7 Reduce Income Tax on Overtime through 2028 (76.5)           (59.8)           (53.6)           (18.9)           
8 Require 0.5% Floor on Deduction of Itemized Charitable Deduction 2/ -                11.0            11.0            11.0            
9 Allow Non-Itemizers to Deduct $1,000/$2,000 of Charitable Contributions 2/5/ -                (5.1)             (5.1)             (5.1)             

10 Establish Trump Accounts and Contribution Pilot Program - Minimal Estimated Impact -                -                -                -                
11 All Other Provisions 6/ (0.4)             5.8              7.1              7.7              

Subtotal - Individual Filers Provisions (293.6)         (259.1)         (252.5)         (210.7)         

Revenue Adjustments - Business Filers Provisions
12 Establish Permanent Full Expensing for Certain Business Property (31.8)           (20.8)           (15.2)           (11.0)           
13 Restore Full Expensing of Domestic Research and Development Expenditures (50.5)           (30.8)           (20.7)           (11.2)           
14 Restore Higher Deduction on Business Interest (9.8)             (9.3)             (8.5)             (7.9)             
15 Increase Small Business Expensing Allowance from $1.25M to $2.5M (10.0)           (8.4)             (7.0)             (5.9)             
16 Create Special 100% Depreciation Allowance for Certain Non-Residential Production Property (45.5)           (51.7)           (51.1)           (42.9)           
17 Make Opportunity Zone Program Permanent along with Other Changes to the Program -                42.8            (8.1)             (7.0)             

Subtotal - Business Filers Provisions (147.7)         (78.1)           (110.6)         (85.9)           

Total - Revenue Adjustments - All Tax Conformity (441.3)         (337.2)         (363.1)         (296.6)         
1/ Except where otherwise noted, these figures represent JLBC Staff estimates based on prorating the nationwide impact as projected by the congressional 

Joint Committee on Taxation (JCT) staff, which provides the official scoring of federal tax provisions.
2/ Estimate is based on DOR's Individual Income Tax Microsimulation Model.
3/ Estimate based on IRS Statistics of Income data.
4/ Estimate based on data in the DOR Statistical Abstract.
5/ Reflects net cost after eliminating the current state subtraction in Tax Year 2026 for non-itemizers equal to 34% of their charitable contributions.
6/ Includes provisions for individual filers and business filers not listed below.
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