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Taxation i n  Arizona : 

ERRATA 

An Overview May 31, 1979 

Section Three 

p. 111-7, Figure 111-2, Income Taxes and Sales Taxes should be switched 
i n  box i n se r t .  Should read: 

Total Average 
Percent Annual 
Increase Percent 

1967 1977 (67- 77) Increase 

Sales Taxes 77.91 264.07 238.95 12.98 
Income Taxes 16.22 105.57 550.98 20.60 

p. 111-8, Figure 111-3, Income Taxes and Sales Taxes should be switched 
i n  box i n se r t .  

p. 111-31 through p. 111-56, Income Taxes and Sales Taxes should be 
switched i n  t he  box i n se r t .  

Section Five 

p. V-10 S t r i ke  "not" i n  l a s t  1 ine. Should read "The amounts shown a r e  
co l lec t ions  a f t e r  refunds. " 

p. V-13 Table V-4 t i t l e  S t r i ke  "Transaction Pr ivi lege"  and insert 
"Sales". Should read "Distr ibution of S t a t e  
Sales  Tax Col 1 e c t i  ons". 

p. V-13 TABLE V-5 should read: 

TABLE V-5 

Sales  Tax Revenues As a 
Percentage of Total S t a t e  Revenue, 1977-78 

Percent of Total ** 
Tax - Amount S t a t e  Revenues 
Transaction Privi  1 ege Tax $247,570,254 - 14.3% 
Education Excise Tax 240,563,322 13.9 
Special Education Excise Tax 81,056,526 4.7 
Use Tax* 8,577,759 .5 
Rental Occupancy 169,562 -01 



(Corrections to p. V-13 TABLE V-5 cont'd) 

*One-half of the Use Tax i s  earmarked for  the Education Excise Tax fund. 
In total , $17,155,518 was col lected for  tangible personal property 
purchased outside the state.  

*Total s ta te  revenues here include a l l  s t a te  general and special revenue 
and aid collections before distribution t o  local governments i n  the 
amount of $1,725,466,329. 



FOREWORD 

T h i s  report i s  the f i r s t  i n  a ser ies  o f  documents to  inform the 
Legislature about the present taxation and education finance structures 
in Arizona, in preparation fo r  the 1979 Special Session on Tax Reform 
and School Finance. 

"Taxation i n  Arizona : an Overview" consists of several sections 
that  describe: 

' the major principles or tenets of taxation 

'comparisons of tax burdens in Arizona and other s ta tes  
i n  the Western U.S. 

' the administration and level of collections of the major 
taxes imposed by s t a t e  and local governments i n  Arizona 

In order to  best serve the interests  of Arizona in arriving a t  decisions 

to  a1 t e r  the present tax and education finance structures,  i t  i s  necessary 
that  the Legislature give consideration t o  a l l  ideas, plans and options. I t  
i s  hoped that  legis lators  and other ci t izens who wish to have the i r  ideas 

researched and examined by the Joint  Select Comi t t e e ,  submit them as soon as  

possible in accordance w i t h  the procedures outlined,in th i s  report. 

SENATOR RAY ROTTAS 
Coc ha i man 
JOINT SELECT COMMITTEE ON 
TAX REFORM AND SCHOOL FINANCE 

REPRESENTATIVE BURTON BARR 
Coc ha i man 
JOINT SELECT COMMITTEE ON 
TAX REFORM AND SCHOOL FINANCE 



SUBMISSION OF EDUCATION AND TAX PLAN ALTERNATIVES 

a Each of you are  encouraged to  submit any viable a1 ternative plan in 
the areas of taxation or  school finance which you be1 ieve should be con- 
sidered during the forthcoming special session of the Legislature. In 
order t o  insure tha t  each proposal i s  properly researched and investigated 
i n  the most expeditious manner, the fo l l  owing procedure has been establ ished. 

4. Members of the Joint  
Select Committee on 
Tax Reform and School 

5. Research Co-Di rectors 
a )  Senator Ray Rottas 
b) Rep. Burton Barr 

6. Joint Select Committee 1 Staff 

The PUBLIC (1) prepares al ternat ive education and tax plans, i n  w r i t i n g ,  

and submits these t o  e i ther  a member of the Joint  Select Comnittee on Taxation 
and School Finance or the Research Co-Directors. 

LEGISLATORS (2 )  who are  not members of the Joint  Select Committee on 
Taxation and School Finance may submit the i r  research requests and a1 ternative 



taxation and school finance plans through a (3 )  STANDING COMMITTEE or  t o  
a member of the Joint Select Comittee o r  the Research Co-Directors. STANDING 

a 
COMMITTEES (3) should submit plans t o  the Joint Select Committee. All requests 
submitted must be in writing. 

MEMBERS (4)  of the Joint  Select Comittee will submit the i r  research requests 
and a1 ternative taxation and school finance plans i n  writing along w i t h  requests 
received from the public or other legis lators  t o  the Co-Directors. 

The RESEARCH CO-DIRECTORS (5) will compile a l l  requests, determine the amount 
of time necessary fo r  research and investigation and assign these t o  the s t a f f ,  
in pr ior i ty  order. Pr ior i t ies  will be established based upon the order in which 
requests are received, the amount of work estimated t o  research and investigate 
the request and the avai labi l i ty  of s ta f f  time. 

A t  the time the Research Co-Directors assign the request to  the s t a f f  
they will notify the person making the request as to  when i t  can reasonably 
be expected that  the work will be completed. The Research Co-Directors will 
monitor the progress of the request to  insure that  i t  is  returned t o  the origina- 
tor  as rapidly a s  possible. 

The STAFF (6) of the Joint  Select Comi t t e e  wi 11 perform the research tasks 
as assigned by the Research Co-Directors. 
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SECTION ONE 

PROBLEMS LEADING TO TAX REFORM 

One of the major purposes of the special session is to  address the issue 
of tax reform. In order to  deal with th i s  issue, i t  i s  important t o  understand 
some of the reasons why tax reform has become a major issue. The diagram 
that  follows i l lu s t r a t e s  the chain of causes which has culminated in the need 
for  a special session on tax reform. 

1 Inflation 
Increase i n  [2. Expanded demand fo r  
Government basic services 

3. Demands fo r  additional 
types of services 

[4. Waste 

[I. Taxes which generate 
L: excessive or  inadequate 

i t h i n  the 

revenues 
Taxes which are unfair or 

unaffordable t o  individual 
taxpayers 

Taxes which present adminis- 
t r a t ive  problems 

Taxes which have negative 
effects  on s t a t e  growth 
and devel opment 

The immediate reason f o r  the proposed special session on tax reform i s  
to  improve the current tax structure i n  order t o  eliminate the need f o r  
temporary tax re l ie f  measures such as the rebate. The rebate and other 
temporary tax re l ie f  measures were enacted i n  order t o  relieve taxpayers 
from the effects of continued increases in government expenditures and 
problems within the tax structure. 

The underlying factors  which have contributed to  the increase in government 
expenditures and the underlying factors which cause problems w i t h i n  the tax 

0 structure are shown in the r ight  portion of the diagram. These factors are  

discussed be1 ow: 



FACTORS CONTRIBUTING TO INCREASED GOVERNMENT EXPENDITURES 

1. INFLATION - According t o  the Bureau of Business and Economic Research 
a t  the Arizona State  University, the inflation ra te  i n  the Phoenix area during 
1978 was greater than 10%. T h i s  means tha t  the amount of money required t o  
pay for  services provided by the government during 1978 was 10% higher than 
the amount of money required t o  pay f o r  the same services i n  1977. This added 

funding requirement is  fur ther  translated into an increase in government expenditures. 
For example, teachers may demand a salary increase of 10% in order to  maintain 
the purchasing power of the i r  incomes. If  t h i s  increase is granted, schools 
will be required t o  ra i se  the salary portion of the i r  budgets by 10% i n  order 
to  retain the current s t a f f .  

2.  EXPANDED DEMAND FOR BASIC SERVICES - The Department of Economic Security 
has estimated tha t  the population i n  the State of Arizona increased by about 
4.6% between July 1, 1977 and July 1, 1978. Individuals moving into the s t a t e  
will expect to  receive the same government services currently provided t o  
residents. In order t o  provide services t o  more individuals, government enti  t i e s  
may increase s taff ing and may require larger fac i l  i t i e s .  To pay for  the e x p a n s i o e  
government expenditure will have to  increase. For example, new schools may 
have t o  be bu i l t  and staffed in order to  accommodate children moving into 
the d i s t r i c t .  This may resu l t  in a substantial increase i n  the school d i s t r i c t  
budget. 

3. DEMANDS FOR ADDITIONAL TYPES OF SERVICES - Taxpayers who are  unsatis- 
f ied w i t h  the types of services currently provided by the government, may 
demand tha t  new programs be in i t ia ted  which will bet ter  meet the i r  particular 
needs. If additional programs are  in i t i a t ed ,  government expenditures are  
l ike ly  t o  increase i n  order t o  meet the resource requirements of the new program. 
For example, the Department of Economic Security during the current operating 
year in i t ia ted  a major program to  deinsti tutional ize the care of the mentally 
retarded. In order t o  implement this program, the DES budget was increased 
substantially.  

4. WASTE - Waste occurs whenever resources a re  expended unnecessarily 
i n  providing services t o  the pub1 i c .  For example, the assessment process, 
which takes place a t  the county leve l ,  must occassionally be repeated because 
of errors  which occur in compil ing the tax ro l l s .  

0 



Additional funds may be required to  pay fo r  resources expended i n  repeating 
this process, which woul d otherwise have been unnecessary. 

FACTORS CAUSING PROBLEMS WITHIN THE TAX STRUCTURE 

1. TAXES WHICH GENERATE EXCESSIVE OR INADEQUATE REVENUES - Taxes are  

levied in order t o  fund government services demanded by the taxpayer. If 

the revenues raised from taxes exceed the amount required to  pay f o r  government 
services, the burden on the individual taxpayer will be unnecessarily high. 
If  the revenues raised from taxes are not suff ic ient  t o  cover the cost of 
government services, cutbacks i n  the services provided t o  taxpayers may be 
necessary. In Arizona, the current tax structure would appear t o  generate revenues 
in excess of those required t o  pay fo r  government services. In order t o  prevent the 
individual taxpayers from paying taxes which are unnecessarily high, revenues 
not used to  provide government services a re  returned t o  taxpayers i n  the form 
of a rebate. 

2. TAXES WHICH ARE UNFAIR OR UNAFFORDABLE TO INDIVIDUAL TAXPAYERS - 
Individuals with limited incomes may have diff icul ty  paying taxes t o  which 

they are  subject. Thus, taxes which are  levied without reference to  personal 
income may place an undue hardship on individuals in the lower income ranges. 
The property tax is  an example of a tax which may be unaffordable t o  the individual. 
In Arizona, individuals above the age of 65 who have low incomes, are given 
an income tax credi t  f o r  property taxes paid in recognition of the burden 
which is  placed on 1 ow-income individuals by the property tax. 

3. TAXES WHICH PRESENT ADMINISTRATIVE PROBLEMS - Substantial amounts 
of resources may be expended in the administration of taxes. The amount 
of resources required will increase as the tax becomes more d i f f i c u l t  t o  administer. 
An example of a tax which i s  d i f f i c u l t  t o  administer i s  the property tax. 
The Department of Revenue was given an additional appropriation f o r  the current 
operating year to  improve the administration of the tax. 

4. TAXES WHICH HAVE NEGATIVE EFFECTS ON STATE GROWTH AND DEVELOPMENT - 
Because taxes reduce the amount of funds which are  available to  the taxpayer 
for  expenditure, taxes which are  1 evied a t  excessive ra tes  may substantially 



decrease the 1 eve1 of economic ac t iv i ty  within the s ta te .  Individuals overburdened 
by taxes may lose the i r  incentive t o  work or  may be forced to  curb the i r  spending, 
and businesses overburdened by taxes may become unprof i tab1 e. The problem 
may be compounded if businesses also suffer the effects  of reduced demand 
by individuals who are  overtaxed. In Arizona, the s t a t e ' s  portion of the 
parimutuel tax was recently reduced in order to  increase the prof i tab i l i ty  
of the racing industry and allow i t  to  expand. 



SECTION TWO 

CRITERIA FOR EVALUATING TAXES 

The objective of tax reform i s  to  produce a tax structure which i s  an 
improvement over the current system. In order to  achieve t h i s  objective, 
i t  i s  important t o  establish c r i t e r i a  which can be used to  evaluate both 
the current tax structure and any new al ternat ives  under consideration. Because 
these c r i t e r i a  serve as a basis for  determining whether a given tax will 
better meet the demands of the taxpayer, i t  i s  important to  identify exactly 
what i t  i s  that  the taxpayer expects from a tax and incorporate these demands 
within the c r i t e r i a .  Basically, these demands can be narrowed t o  the four 
major objectives out1 ined be1 ow: 

1)  Revenue Generation - The revenues produced by the tax should be 
suff ic ient  to  pay f o r  the services demanded by the taxpayer. 

2) Social Equity - The tax should be f a i r  and should not become too 
great a burden to  the individual taxpayer. 

3 )  Ease of Administration - The tax t o  be paid by the individual taxpayer 
should be easy to  determine. 

4)  Consistency with State  Goals - To the greatest  extent possible, taxes 
should be exported and should promote a rational pattern of development 
within the s ta te .  

Taking each of these in t u r n ,  i t  i s  helpful t o  identify the character is t ics  
which a tax must possess i n  order t o  meet the objectives outlined above. 
Revenue Genera t i  on 

In the case of revenue generation, a tax must sa t i s fy  two character is t ics  
in order to  consistently produce enough revenues t o  pay f o r  the services 
demanded by the taxpayer. 

F i r s t ,  the revenues produced by the tax must expand over time as the 
demand fo r  services increases. A good i l lus t ra t ion  of a tax which possesses 
th i s  character is t ic  i s  the local property tax. Ordinarily, property taxes 
are  levied a t  the local level primarily f o r  the purpose of financing school 

expenditures. New families w i t h  school age children tha t  move into the 
d i s t r i c t  will ra ise  the total  level of school expenditures, thereby increasing 
the need f o r  addi tonal revenues. However, the in-mi grant fami 1 i e s  may require 



new housing, thereby adding property value to the tax base and generating 
0 

additional revenues. The individual income tax, on the other hand, does 
not possess th i s  characteristic.  W i t h  the income tax, increases in the demand 
fo r  government services and increases i n  the tax base tend t o  follow different 
cycles. During a recession, fo r  example, the level of unemployment will 
increase and the number of individuals demanding welfare services is  1 i kely 
t o  expand. A t  the same time, however, the level of income may be fa l l ing  
and the amount of revenues produced by the income tax may a1 so decl i ne. 

A second characteristic which a tax must possess i n  order t o  continually 
produce enough revenues to  pay for  the services demanded by the taxpayer 
is t h a t  the revenues must expand over time as the price of the service demanded 
increases. The sales tax is a good example of a tax which possesses th i s  
charqcteristic.  Because a sales  tax i s  levied on the gross receipts from 
the sale  o f  goods, a general increase in the price of goods will resul t  in 
ap increase i n  the revenues produced by the sales tax. T h i s  increase i n  

revenues can then be used to  pay fo r  the higher cost of government services 
which i s  a l ~ o  associated with a general increase in the price of goods. 

A goad example of a tax tha t  does not possess this character is t ic  i s  
the fuel tax. Currently, the Arizona fuel tax i s  levied on the number of 
gallons of gasoline purchased, not on the receipts from the sale  of gasoline. 
Therefore, a general increase i n  the price of goods, which will increase 
the cost of government services, will not necessarily resul t  i n  an increase 
in revenues from the fuel tax. 
Soci a1 Equity 

In the case of social equity, three characteristics must be present i f  
taxes are  t o  be f a i r  and are not to  become too great a burden to  the individual 
taxpayer. 

First, the tax burden borne by the individual taxpayer should be affordable 
from current cash flow without undue hardship. 

The best example of a tax tha t  possesses th i s  character is t ic  i s  the individual 
income tax. Because a percentage of income i s  withheld from each individual's 

paycheck a t  the time of receipt,  the bulk of the individual's total  tax l i a b i l i t y  
i s  automatically paid from current cash flow. 



The property tax,  on the other hand, may not possess this character is t ic .  
If an individual who owns property i s  unemployed a t  the time when property 
taxes become due, he will be l iab le  for  payment of the tax regardless of 
the f ac t  that  he may be unable to  pay the tax from current cash flow. 

A second character is t ic  tha t  a tax must possess in order t o  meet the 
objective outlined fo r  social equity i s  tha t  the tax burden borne by individuals 
w i t h  common circumstances must be equivalent. Again, the individual income 
tax i s  a good example of a tax tha t  possesses t h i s  character is t ic .  Because 
income i s  general ly regarded as a f a i r l y  good measure of circumstance and 
individuals fa l l ing  within the same income range are  taxed a t  the same ra te ,  
i t  i s  re lat ively safe t o  assume tha t  individuals w i t h  common circumstances 
have roughly equivalent income tax burdens. 

The school d i s t r i c t  property tax i s  a prime example of a tax which does 
not possess th i s  character is t ic .  Because the tax ra te  levied on a given 
property depends upon the level of school expenditures and i n  particular 
on the total  amount of assessed valuation subject t o  tax within the d i s t r i c t ,  
two parcels of equal value located within separate school d i s t r i c t s  may have 
total  ly different tax burdens. Differences in appraisal techniques may a1 so 
r e su l t  in two property parcels of comparable value being subjected t o  different  
tax l i a b i l i t i e s .  

The third character is t ic  that  taxes should possess i f  they are  t o  be considered 
equitable, i s  tha t ,a l l  other things being equal and given tha t  an individual 
can afford to  pay a tax,  the taxpayer receiving more services should be taxed 
a t  a higher level.  Economists refer  to  t h i s  tenet  of taxation as the "benefits 
of taxation." Some caution must be used i n  evaluating taxes according t o  

th i s  character is t ic  because of the d i f f icu l ty  of identifying specif ic  benefits 
which are  derived from the levy of a given tax. Particularly i n  the case 
of taxes which are  designed to  raise  large amounts of general revenue, i t  
i s  d i f f i cu l t  t o  determine the relationship between costs t o  the taxpayer 
and benefits received. 

The fuel tax i s  a good example of a tax tha t  possesses t h i s  character is t ic .  
Receipts from fuel taxes a re  generally used f o r  road maintenance and construction. 
We can probably assume tha t  individuals who travel a greater number of miles 

a will ordinarily demand more road construction and maintenance services. Because 
the fuel tax i s  levied on gallons of gasoline sold, these same individuals 



wjll 1 i kely pay greater fuel taxes as we1 1,  as the number of gallons purchased 0 
increases, Conversely, the individual iqcome tax does not possess t h i  s characteri s- 
t ic .  Ordinarily, individuals w i t h  1 ower incomes require more government 
service5 (we1 fare ,  unemployment compensation, etc.  ) . These individuals will 
not be required t o  pay greater income taxes t o  finance these services, because 

the income tax i s  designed so t h a t  individuals w i t h  lower incomes will pay 
lower income taxes. 

Ease of Admfnistration 
Basicp7ly, pnly one character is t ic  must be present i f  a tax i s  t o  sa t i s fy  

the o $ J e ~ t i v e  outlined f o r  ease of administration - the value of the tax 
base qhould be relat ively easy to  determine. 

The sales  tax i s  a good example of a tax which possesses th i s  characteristic.  
The salea t q ~  i s  a d i rec t  tax on the gross se l l ing  price of a good. Because 
this price is fixed prior to  sale ,  no discretion is  necessary i n  determining 
the value of the tax base. 

The property tax, on the other hand, is  levied on the assessed valuation 
of a Rroperty which i s  based on the property's current market value. If 

t h g  p r ~ p e r t y  has not been sold recently, no d i rec t  measure of the current e 
market yalue of the property will be readily available and therefore, the 
e x a ~ t  value of the tax base will be somewhat d i f f i c u l t  to  determine. 
C ~ n s  i stency wi t h  State  Goal s 

The f inal  c r i t e r i a  establ ished fo r  evaluating taxes i s  consistency with 
s t a t e  goals. If  a tax i s  t o  meet the objective outlined f o r  t h i s  c r i t e r i a ,  
two chgracteristics will ideally be present. 

F i r s t ,  a substantial portion of the total  tax levy will be paid by the 
residents of other s ta tes .  A good example of a tax which possesses this 
character is t ic  i s  the sales  tax on hotels. The sales  tax on hotels represents 
an added cost  t o  the business which will probably be recouped i n  the form 
of ap increqse i n  the price of the accommodations. Because hotels a re  normally 

frequented by the residents of other s t a t e s  and these individuals will pay 
the price of the accommodations, a substantial portion of the sales  tax on 

hotels will be paid by non-residents. The individual income tax i s  a good 
example of a tax which does not possess th i s  character is t ic .  Non-residents 
a re  taxed QII inqme only to  the extent that  t ha t  income was derived from e 



sources within the s tate .  
In addition t o  this character is t ic ,  a tax should not inhibi t  the growth 

of business or discourage new businesses from locating i n  the s t a t e ,  i f  i t  
i s  t o  be consistent w i t h  s t a t e  goals. 

A good example of a tax which possesses this character is t ic  i s  the es ta te  
tax. T h i s  tax is levied on the personal possessions of deceased individuals 
and therefore, has no d i rec t  e f fec t  on the growth of business. 

Other taxes such as  the unemployment insurance tax, are paid direct ly  
from the proceeds of businesses subject t o  the tax and, therefore, may serve 
t o  inhibi t  the growth of the business i f  they become excessive. 

Although i t  is unlikely tha t  any given tax will sa t i s fy  a l l  of the above 

c r i t e r i a ,  i t  i s  nevertheless helpful t o  evaluate tax a1 ternatives i n  terms 
of these c r i t e r i a  i n  order to  identify strengths and weaknesses of the options 
under consideration. In so doing, i t  may be possible a t  times to  eliminate 
elements of a tax which are contrary t o  the objectives of the taxpayer. By 
levying the fuel tax on gross receipts from the sales  of fuel instead of 
levying the tax on gallons sold, f o r  example, i t  may be possible to  assure 
tha t  revenues from the fuel tax will expand over time as prices of government 
services continue to  increase. 

I t  i s  also possible tha t  a tax which s a t i s f i e s  a given se t  of c r i t e r i a  
may be more suitable f o r  certain purposes, and evaluating a l l  tax a1 ternatives 
iq terns of a standard s e t  of c r i t e r i a  will provide some basis fo r  selecting 
the best tax fo r  the purposes a t  hand. For example, i f  a tax i s  needed f o r  
t h o  primary purpose of raising large amounts of general revenues, i t  might 
be a good idea t o  se lec t  a tax which i s  affordable t o  the individual taxpayer 
from current cash flow, because the larger  the revenue requirements, the 
more l ikely i t  becomes tha t  payment of the tax will represent a hardship 
t o  the individual. Thus, the income tax might be the best tax t o  levy when 
large amounts of general revenues a re  required. 

In the case of the general tax reform currently underway, i t  is  hoped 
that  evaluating a l l  of the al ternat ives  under consideration i n  terms of a 
standard s e t  of c r i t e r i a ,  will serve as  a basis f o r  developing a mix of taxes 
which s a t i s f i e s  a11 of the c r i t e r i a  t o  the greatest  degree possible in order 
t o  produce a tax structure which more fu l ly  meets the demands of the taxpayer. 
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SECTION THREE 

TAX BURDEN AND RELIANCE 

INTRODUCTION 

State  and local governments i n  the U.S. finance the vast majority of 

the i r  expenditures by taxation and d i rec t  charges imposed on ci t izens and 

businesses. Each s t a t e ,  moreover, fashions i t s  unique taxation system within 

guide1 ines that  are  establ ished by i t s  social , pol i t i ca l  , and economic ins t i  t u -  
tions. These boundaries consist  of: (1 ) the conditions ( i  .e. economic, 

pol i t ical  and social)  under which particular types of taxes may be imposed 

and ( 2 )  the goals and objectives tha t  the overall tax system must meet. 

As a resul t  of these influences, s t a t e s  come to  rely upon certain tax sources 

to  a greater or lesser  extent i n  the generation of revenue. Furthermore, 

i t  i s  the nature and mix of taxes imposed within each s t a t e  that  establish 

the f inal  tax burdens borne by particular family and income groups. 

This chapter will compare the tax re1 iance of own source revenues of 

s t a t e  and local governments f o r  the contiguous block of eleven western s ta tes  

and examine the changes in the average per capita tax burden between FY 1966-67 
and FY 1976-77. Average family tax burdens of income, property and sales  

tax will also be examined. 



A. COMPARISON OF TAX BURDEN AND RELIANCE OF ELEVEN WESTERN STATES 

In th i s  section, s t a t e  and local taxation i n  the eleven western s t a t e s  
will be analyzed to  determine the incidence, or  burden of taxation on individuals, 

0 
and the extent t o  which the various s t a t e  and local governments are  dependent 
on particular taxes fo r  revenue. 

1. TAX BURDEN 

Economists usual ly distinguish between the statutory incidence of taxation 
and the economic incidence of taxation. Statutory incidence refers to  the 
legal l i a b i l i t y  f o r  payment of a particular tax,  and i s  usually of primary 
in teres t  t o  government of f ic ia l s  who must col lect  the taxes and the firms 
who mus t  pay them. However, once a tax i s  enacted, taxpayers will attempt 
to  transfer or s h i f t  the burden of the tax onto others. A tax on business, 
for  example, may be shifted onto consumers through higher prices. Business 
taxes may also be borne, i n  part ,  by the factors of production through lower 
wages paid to  workers or reduced dividends to  shareholders. The final burden 
of a tax a f t e r  a l l  shif t ing has taken place i s  called the economic incidence 
of taxation. Ultimately, the economic incidence of a l l  taxes res t s  with 
individual s i n  t he i r  capacity as taxpayers, consumers, workers and shareholders. 
This i s  i l lus t ra ted  in Figure 111-1. 

The individual i s  confronted w i t h  the prospect of paying those d i rec t  
taxes for  which he i s  legally responsible and the indirect taxes which are  
ultimately shifted onto him. Whil e d i rec t  taxes are  re1 at ively easy t o  compute 
or ascertain,  indirect taxes are "hidden" and the i r  computation i s  highly 
uncertain. The f inal  incidence of indirect taxes i s  d i f f i cu l t  t o  determine 
because the extent of tax shif t ing to  individuals is  dependent upon a number 
of factors,  including; the nature of demand and supply fo r  the commodity 
being taxed, how much of the product i s  consumed locally and how much i s  
exported outside the s t a t e ,  and the type of tax imposed. 

I t  i s ,  therefore, not surprising tha t  data do not ex i s t  tha t  detail  compar- 
isons of the economic incidence of taxation among s ta tes  and among taxpayer 
classes. Nevertheless, there are several sources of information available 
that  will provide genera1 insight into the incidence of d i rec t  and indirect  
taxation among states .  
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In t h i s  section, two types of data are  used t o  analyze and compare tax 
burdens i n  the eleven western s tates .  The f i rs t  data are  taken from the 
Census Bureau publ ication , "Governmental Finances. " The data are per capita 

a 
own souce revenue collections by tax source. These data show the average 
per capita tax burden of d i rec t  and indirect  taxes f o r  each of the eleven 
s tates .  They do not, however, provide information about how the taxes impact 
family and income groups, nor do they account for  taxes that  might be exported 
to  residents and businesses located in other s ta tes .  

The second data ser ies  describes the tax burdens of particular family 
and income groups resulting from three d i rec t  taxes--individual income, sales 
and property taxes. These data are taken from several detailed tax burden 
studies prepared by researchers over the past several years. 

a. Combined State  and Local Per Capita Own Source Revenue 
Table 111-1 shows combined s t a t e  and local per capita own source general 

revenue collections in 1967 and 1977 f o r  the eleven western s ta tes .  The 
data were taken from U.S. Census Bureau publ ications of s t a t e  and local government 

finances i n  each of the study years.* Own source genera1 revenue as defined 
by the Census Bureau includes a l l  revenue of s t a t e  and local governments 
excl usive of intergovernmental t ransfers ,  u t i  1 i ty revenue, 1 iquor stores 
revenue, and insurance t rus t  revenue. 

0 
The figures presented in Table 111-1 a1 low comparison of changes in per 

capita revenues i n  both current dol lars  and constant 1967 dollars.  By examining 
the change i n  revenues expressed in current do1 l a r s ,  i t  is possible to  gain 
insight into the absolute magnitude of changes in per capita revenues that  
occurred during the period. The sources of the change i n  per capita revenue 
include both real growth and inflationary growth. Real growth refers  to  
the increase in revenues due t o  increases in population, increases in economic 
productivity , and government changes in tax rates and bases. Inflationary 
growth i s  the resu l t  of the general increase of prices of goods and services. 
By removing the inflationary ef fec ts  from the change in per capita income, 
i t  i s  possible t o  show the "real " growth i n  tax revenues. In removing the 
effects of inf lat ion,  the 1977 per capita figures have been deflated by the 
amount of the increase, between 1967 and 1977, of the s t a t e  and local 

*Sources: U,S.Dept. of Commerce, Bureau of the Census, 1977 Census of Governments; 
Government Finances; Compendium of Government Finances, No. 5,  U.S.G.P.O., 1969. 

U.S. Dept- of h 'merce ,  Bureau of the Census, Governmental Finances in 1967-77, 
e 

U.S.G.P.0. , 1978. 
T I T  " 



Table  111-1 

Per C a p i t a  Own Source General Revenue 

Per C a p i t a  Own Source 
General Revenue 

Average Annual 
Rate o f  Change 

1977 1977 1967-77 1967-77 
C u r r e n t  1977 Rank Constant  C u r r e n t  Constant  

S t a t e  1967 Do1 l a r s  (Western U.S.) 1967 Do1 l a r s  Do1 l a r s  1967 Do1 l a r s  

U n i t e d  S t a t e s  $385 $1,032 51 8 10.4% 3.0% 

Ar i zona  406 1,033 7 51 9 9.8 2.5 

Cal i f o r n i a  496 1,320 2 663 10.3 2.9 

Colorado 440 1,093 6 549 9.5 2.2 

Idaho 378 830 11 41 7 8.2 1 .O 

Montana 388 1,006 8 505 10.0 2.7 

Nevada 503 1,219 3 61 2 9.3 2.0 

@ NewMexico 393 952 9 478 9.2 5.8 

Oregon 

Utah 

Washington 468 1,121 4 563 9.1 4.6 

Wyomi ng 499 1,766 1 887 13.5 5.9 

Western S t a t e  
Average* 469 1,208 

*Weighted Average 

Sources: U.S. Department o f  Commerce, Bureau o f  t h e  Census, 1967 Census o f  Governments: 
Compendi um o f  Government Finances, No. 5, U.S. G.P.O. , 1969 

U.S. Department o f  Commerce, Bureau o f  t h e  Census, Governmental Finances 
i n  1976-77, U.S.G.P.O., 1978 



government purchases index of the GNP imp1 i c i t  price deflator,* In th i s  way, 
1977 per capita revenues can be expressed in terms of equivalent 1967 do1 la rs .  

Major findings from examination of Table 111-1 are as follows: 

'The average annual ra te  of increase of per capita s t a t e  and 
local own source general revenue between 1967 and 1977 i n  Arizona was 9.8% in 
current do1 l a r s  and 2.5% in constant 1967 do1 la rs .  

'The average annual rate  of real increase of per capita own source 
general revenue i n  Arizona was below tha t  of the ent i re  U.S. (3.0%) 
and tha t  of the western s ta tes  as a whole (2.6%). 

'1 977 per capita revenue in Arizona was $1,033--almost identical t o  the 
U.S. average of $1,032, b u t  considerably lower than the western s tates  
average of $1,208. 

'In 1977, Arizona ranked seventh in per capita own source general revenue 
among the eleven western s tates .  

A more detailed account of own source general revenue in Arizona i s  presented 
i n  FiguresIII-2 and 111-3. 

Figure 111-2 i s  a bar graph showing changes in the components of combined 

s t a t e  and local per capita own source general revenue, expressed i n  current @ 
do1 lars .  Figure 111-2 indicates tha t  taxes account for  $887 or 86% of total  
own source general revenue. Figure 111-2 a1 so shows tha t  per capita tax collections 
more than doubled during the ten-year period. In relat ive terms, income 
taxes have grown a t  a f a s t e r  pace than other types of taxes. 

The rapid growth i n  per capita income tax collections i s  a reflection 
of the s t a t e ' s  increasfng, or  progressive, income tax ra t e  schedule. Since 
the tax i s  levied a t  progressively higher rates  on income, as income increases, 

taxpayers are pushed into higher tax brackets. As a resul t ,  income tax collections 
grow a t  a fas ter  ra te  than per capita income and collections from other 

types of taxes. 
Figure 111-3 presents similar information for  Arizona a f t e r  accounting 

fo r  inflation. As shown in the f igure,  once inflation i s  removed, the resulting 
"real " increase in per capita taxes i s  substantially lower. 

The reader i s  referred t o  Appendix 111-1 where similar graphs can be found 
for  the other ten western s tates .  

*U.S. Dept. of Commerce, Bureau of Economic Analysis, Survey of Current 
Business, January 1976. 
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Figure 111-3 
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b. Direct Tax Burden of Families. An in te res t ing  comparison of s t a t e  

taxation s t ructures  i s  t ha t  of the average tax burden of d i r e c t  taxes o r  

s ta tu tory  tax burdens confronting families i n  each s t a t e .  Although d i r ec t  

taxes comprise only a portion of the t o t a l  tax burden of individuals,  they 

a r e  cer ta inly  the  most v i s i b l e  sources of taxation and provoke the  g rea tes t  

taxpayer concern. 

Several studies have been reported i n  recent years t ha t  est imate the 

d i r ec t  tax burden of individuals residing i n  d i f f e r en t  s t a t e s .  In t h i s  sect ion,  

the  r e su l t s  of two such s tudies  a re  presented. 

One study, undertaken by Dr. Stephen E. Lile  f o r  the Kentucky Department 

of Revenue*, computes 1976 payments of income tax ,  sa les  t ax ,  property tax,  

motor vehicle tax and c iga re t t e  taxes f o r  families based on s i x  c lasses  of 

adjusted gross income. The second study examined i n  t h i s  section was prepared 

by the  Minnesota Department of Revenue and reports  income tax 1 i ab i l  i t i e s  

f o r  23 income leve l s  and four  family types. 

Table 111-2, taken from the L i le  study, presents estimated tax l i a b i l i t i e s  

f o r  the eleven western s t a t e s  by type of tax f o r  s i x  income levels .  The 

estimates are  based on taxes i n  e f f ec t  during 1976 w i t h  the exception of 

s t a t e  income taxes which a r e  estimated f o r  1977. Each family income group 

is  assumed t o  consis t  of four  family members w i t h  one wage earner. Income 

i s  assumed t o  come exclusively from wages and salary .  Each family is assumed 

t o  reside i n  the s t a t e ' s  l a rge s t  c i t y .  

Based on the f igures  i n  Table 111-2, Arizona ranks f i r s t  among the  eleven 

s t a t e s  in to ta l  family tax burden f o r  the $7,500 and $10,000 income brackets; 

second a t  the  $15,000 income level ; t h i rd  a t  the  $17,500 level ; fourth a t  

the $25,000 leve l ;  and f i f t h  a t  the  $50,000 income level .  As a matter of 

comparison, the S ta te  of Oregon ranks eleventh a t  the  $7,500 income level 

and second a t  the  $50,000 level .  California ranks second a t  the $7,500 income 

level and f i r s t  a t  the $50,000 income level .  

The s t a t e s  of Nevada, Washington and Wyoming do not impose an income tax,  

while Oregon and Montana do not levy sa les  taxes. Nevada, Washington and 

Wyoming rank low in t o t a l  tax  l i a b i l i t y  a t  a l l  s i x  income levels .  Montana's 

lack of a sa les  tax is o f f s e t  w i t h  i t s  income tax,  so t h a t  i n  terms of t o t a l  

"Stephen E. L i le ,  I n t e r s t a t e  Comparisons of Family Tax Burdens w i t h  Residence 
Location Based on Each S t a t e ' s  Largest City , Kentucky Department of Revenue, 
June 30, 1978, 56 pp. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

Ar izona  

Cal i f o r n i  a 

Col orado 

Idaho 

Montana 

Nevada 

New Mexico 

Oregon 

Utah 

Washi ngton 

Wyomi ng 

I ncsme 
Tax 

$ 90 

4 

56 

- 3 

151 

$7,500 Ad jus ted  Gross Income 

Salgs 
Tax 

P rope r t y  
Tax 

$296 

460 

269 

308 

271 

265 

269 

109 

184 

178 

243 

Other, 
Taxes 

$224 

193 

175 

158 

207 

164 

145 

128 

200 

2 48 

196 

T o t a l  

$798 

7 91 

71 8 

568 

629 

545 

457 

41 3 

673 

609 

555 

WesterndStates $57 $157 $259 $1 85 $61 4 
Average 

Rank 

1 

2 

3 

7 

5 

9 

To ta l  Taxes As 
% o f  Ad jus ted  
Gross Income 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison of  Fami ly  Tax Burdens w i t h  
Residence Loca t i on  Based on Each S t a t e ' s  La rges t  City," Kentucky 
Department o f  Revenue, June 1978. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

$10,000 Adjusted Gross Income 

Inceme Sal gs Proper ty  Other 
Tax Tax Tax Taxes To ta l  

Ar izona $1 61 $219 $350 $224 $954 

C a l i f o r n i a  0 165 545 193 903 

Colorado 138 256 31 9 175 888 

Idaho 102 123 364 158 747 

Montana 279 - 322 207 808 

To ta l  Taxes As 
% o f  Ad jus ted  

Rank Gross Income 

Nevada - 135 31 4 164 61 3 10 6.13 

@ New Mexi co - 91 200 31 9 145 573 11 5.73 

Oregon 299 - 297 128 724 7 7.24 

Utah 201 21 4 21 8 200 833 4 8.33 

Washington - 21 6 21 1 248 675 8 6.75 

Wyomi ng - 136 288 196 620 9 6.20 

WesterndStates 
Average $136 $185 $293 $185 $758 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison o f  Fami ly  Tax Burdens w i t h  
Residence Loca t i on  Based on Each S t a t e ' s  La rges t  City," Kentucky 
Department o f  Revenue, June 1978. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

Arizona 

C a l i f o r n i a  

Col orado 

Idaho 

Montana 

Nevada 

New Mexi co 

Oregon 

Utah 

Washington 

Wyomi ng 

$1 5,000 Adjusted Gross Income 

Tota l  Taxes As 
Incame Salgs Property  Otherc % o f  Adjusted 
Tax Tax Tax Taxes Tota l  Rank GrossIncome 

WesterndStates 
Average $220 $233 $445 $205 $980 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison o f  Family Tax Burdens w i t h  
Residence Locat ion  Based on Each S t a t e ' s  Largest  C i t y , "  Kentucky 
Department o f  Revenue, June 1978. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

$1 7,500 Adjusted Gross Income 

To ta l  Taxes As 
Incerne Salgs Proper ty  Otherc % o f  Ad jus ted  
Tax Tax Tax Taxes T o t a l  Rank GrossIncome 

Arizona $298 $296 $511 $224 $1,329 3 7.59% 

C a l i f o r n i a  273 2 48 7 95 1 93 1,509 2 8.62 

Colorado 2 93 350 465 175 1,283 5 7.33 

Idaho 434 170 532 158 1,294 4 7.39 

Montana 477 46 9 207 1,153 7 6.59 - 

Nevada - 1 84 458 164 806 10 4.61 

New Mexico 8 9 274 465 145 973 8 5.56 

Oregon 581 - 81 9 128 1,528 1 8.73 

Utah 456 293 31 8 200 1,267 6 7.24 

Was h i  ngton - 2 98 308 2 48 854 9 4.88 

Wyomi ng - 187 420 196 803 11 4.59 

WesterndStates 
Average $363 $256 $505 $1 85 $1,164 6.65% 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison o f  Fami ly  Tax Burdens w i t h  
Residence Loca t ion  Based on Each S t a t e ' s  Larges t  City," Kentucky 
Department o f  Revenue, June 1978. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

$25,000 Adjusted Gross Income 

To ta l  Taxes 
I n c p e  Salgs Proper ty  Other % o f  Adjusted 
Tax Tax Tax Taxes To ta l  Rank Gross Income 

Ar izona $61 6 $278 $ 657 $294 $1,845 4 7.38% 

C a l i f o r n i a  636 2 95 1,021 193 2,145 2 8.58 

Colorado 653 205 5 98 380 1,836 5 7.34 

Idaho 

Montana 

Nevada - 21 7 589 1 64 970 11 * 3.88 

New Mexi co 355 322 588 145 1,420 8 5.68 

Oregon 1,066 - 1,053 128 2,247 1 8.99 

Utah 841 344 40 9 200 1,794 6 7.18 

Was h i  ngton - 352 3 96 248 996 9 3.98 

Wyomi ng - 220 540 1 96 956 10 3.82 

WesterndStates 
Average $748 $270 $650 $21 0 $1,625 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison o f  Fami ly  Tax Burdens w i t h  
Residence Locat ion  Based on Each S t a t e ' s  Largest  City," Kentucky 
Department of Revenue, June 1978. 



TABLE 111-2 

TOTAL DIRECT TAX BURDENS 
ELEVEN WESTERN STATES 

Ar izona  

C a l i f o r n i a  

Colorado 

Idaho 

Montana 

Nevada 

New Mexico 

Oregon 

Utah 

Washi ngton 

Wyomi ng 

Incsme 
Tax 

$1,712 

2,818 

1,787 

2,574 

2,246 

$50,000 Adjusted Gross Income 

Sal gs 
Tax 

$405 

429 

2 98 

2 91 

Proper ty  
Tax 

$1,095 

1,702 

997 

1,140 

1,005 

982 

987 

1,755 

682 

660 

900 

Other, 
Taxes To ta l  

$3,537 

5,142 

3,555 

4,163 

3,458 

1,461 

3,419 

4,986 

3,371 

1,420 

1,416 

WesterndStates 
Average $2,255 $416 $1,083 $221 $3,265 

Rank 

5 

1 

4 

3 

6 

9 

7 

2 

8 

10 

11 

T o t a l  Taxes As 
% o f  Ad jus ted  
Gross Income 

Source: Stephen E. L i l e ,  " I n t e r s t a t e  Comparison o f  Fami ly  Tax Burdens w i t h  
Residence Loca t i on  Based on Each S t a t e ' s  Larges t  City," Kentucky 
Department o f  Revenue, June 1978. 

a~omb ined  s t a t e  and l o c a l  income taxes  - income taxes  a r e  based on 1977. 
b~omb ined  s t a t e  and l o c a l  sa les  taxes. 
C I n c l  udes motor v e h i c l e  taxes  and c i g a r e t t e  exc i se  tax .  
dunweighted average based o n l y  on those  s t a t e s  t h a t  l e v y  a p a r t i c u l a r  tax .  Those 

s t a t e s  t h a t  do n o t  l e v y  a t a x  a r e  excluded from average. 



1 i a b i l i t y  , Montana ranks about the  middle of the  eleven s t a t e s .  Oregon's 
highly progressive income tax is the  highest of the  eleven s t a t e s  a t  the  
$25,000 and $50,000 income levels .  As a r e su l t ,  even though Oregon does 
not impose sa les  taxes,  i t  ranks f irst  and second i n  terms of to ta l  l i a b i l i t y  
a t  the  $25,000 and $50,000 income levels .  

Further examination of to ta l  tax  1 i ab i l  i t i e s  i n  Arizona indicates t h a t  
t o t a l  l i a b i l i t y  f a l l s  a s  a percentage of income, a s  income increases. This 

. re la t ionship  i s  shown i n  the tab le  below. 

Arizona Total Direct Taxes 

Total Tax Rank Among Total Tax Liab i l i ty  
Income Liabil i ty  11 Western S ta tes  as  Percent of Income 

$ 7,500 $ 798 1 10.6% 
10.000 954 1 9.5 

Figure 111-4 graphically displays the tax b i t e  a s  a percentage of family 
income f o r  f i v e  of the  eleven western s t a t e s .  Three of the s t a t e s ,  Oregon, 

California and New Mexico have r e l a t i ve ly  progressive tax systems. In these 

s t a t e s  ', t ax  1 i ab i l  i t y  as a percentage of income increases,  a s  family 
income increases. In Arizona and Nevada, taxes a re  somewhat regressive,  
a s  tax 1 i ab i l  i t y  declines a s  a percentage of family income. For the western 
s t a t e s  region a s  a whole, taxes a re  regressive up t o  $15,000 of family income, 
and re1 a t ive ly  proportional between $1 5,000 and $50,000. 

Property Taxes. According t o  the  L i le  study, Arizona ranks t h i rd  among the  
eleven western s t a t e s  i n  payments of property taxes,  a t  the  $7,500 and $10,000 
income leve l s ,  and fourth f o r  the four  upper income brackets. The study 
a l so  indicates  t h a t  the property tax diminishes a s  a percentage of income 
a s  income increases. 

I t  should be noted, however, t h a t  the  property tax l i a b i l i t y  estimates 
provided i n  the  Li le  study do not account f o r  the  homeowner property t ax  
reduction program i n  Arizona. During 1976, the  tax year  considered i n  the 



Figure  111-4 
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Lil e study, the rebate program i n  Arizona reduced residential property taxes a 
an average of 14% 011 a statewide basis. A1 though the omission of the homeowners' 

rebate from the Lile study resul ts  in an overestimation of the total  amount 

of property taxes paid by a family in Arizona, i t  does not a l t e r  the conclusion 

that  the property tax may be regressive w i t h  respect t o  income. 

Property Tax 
Income Liabi l i ty  

Rank Among 11 
Western States 

Property Tax Liabil i ty  
as Percent of Income 

Income Taxes 

According to  the Li le  study, the income tax l i a b i l i t y  i n  Arizona ranks 

1 ow among the western s ta tes  tha t  impose an income tax. 

Table 111-3 was constructed from the data i n  TableIII-2, and shows effective 

income tax rates  f o r  the eight western s t a t e s  that  levy an income tax. The 
e 

Table also displays a U.S. income tax l i a b i l i t y  index fo r  each s ta te .  The 

l i a b i l i t y  index indicates the extent to  which a particular s t a t e ' s  income 

tax 1 iabil  i t y  i s  greater or less  than the average of a l l  s t a t e s  in the U.S. 
that  impose an income tax. The index i s  calculated by dividing the tax l i a b i l i t y  

of each s t a t e ,  a t  each income level by the average U.S. l i a b i l i t y .  If the 

resulting number i s  greater than one, t h i s  indicates tha t  the par t icular  

s t a t e ' s  l i a b i l i t y  i s  greater than the average of a l l  s ta tes .  An index number 

less  than one indicates that  the s t a t e  l i a b i l i t y  i s  less  than the U.S. average. 

From the figures i n  Table 111-3, i t  can be seen tha t  the Arizona income 

tax takes an increasing percentage of family income a t  a l l  income levels 

except $15,000. T h i s  i s  evidenced by the effect ive tax rates* calculated 

fo r  each income level.  Examination of the l i a b i l i t y  index a t  each income 

level also indicates tha t  the Arizona income tax i s  below the U.S. average 

f o r  a l l  income groups examined. 

*The effect ive tax ra te  i s  computed by dividing the s t a t e  income tax l i a b i l i t y  
f o r  each s t a t e  by family income. 0 



Table 111-3 

EFFECTIVE 1977 INCOME TAX RATES 

ELEVEN WESTERN STATES 

$7,500 Fami l y  Income $1 0,000 Fami l y  Income $1 5,000 Family Income 

Effective 
Tax Rate 

U.S. 
Liabil i t y  Index 

Effective 
Tax Rate 

U.S. 
Liabil i t y  Index 

Effective 
Tax Rate 

U.S. 
Liabil i t y  S t a t e  

Arizona 
Cal i fo rn ia  
Colorado 
Idaho 
Montana 
New Mexico 
Oregon 

Z Utah 
1 
--I 

CC) $17,500 Family Income $25,000 Family Income $50,000 Family Income 

Effective U.S. 
Tax Rate Liabi 1 i t y  Index 

Effective 
Tax Rate 

U.S. 
L i  abi 1 i t y  Index 

Effective 
Tax Rate 

U.S. 
L i ab i l i t y  . Sta t e  

Arizona 
California 
Colorado 
Idaho 
Montana 
New Mexico 
Oregon 
Utah 



Similar conclusions about the income tax can be derived from a study 

prepared by the Minnesota Department of Revenue. The Minnesota study estimated 

income tax l i a b i l i t i e s  f o r  tax year 1977 f o r  twenty-three income levels  and 

four f i l i n g  types.* Data from the Minnesota study a r e  summarized in Table 

111-4 f o r  three of the  four f i l i n g  c lasses  defined i n  the  study. 

In analyzing the  data from the  Minnesota study the following conclusions 

can be drawn: 

"For the  two married f i l i n g  types,  the  e f fec t ive  Arizona Tax r a t e  increases 
w i t h  respect  t o  gross income up t o  $50,000 gross income. For the two highest 
income brackets, the  r a t e  declines. For the s ingle  f i l e r ,  the e f fec t ive  
tax r a t e  increases up t o  $30,000 and declines thereaf ter .  

'For the s ing le  tax f i l e r ,  the  Arizona income tax  l i a b i l i t y  i s  greater  than 
the average of a l l  s t a t e s  up t o  the  $20,000 income leve l ,  and below the  average 
of a l l  s t a t e s  between $20,000 and $50,000 o f  family income. 

'For the s ingle  tax  f i l e r ,  the  Arizona income tax l i a b i l i t y  i s  below the  
western s t a t e s '  average a t  a l l  income levels .  

'For the married f i l e r s ,  the Arizona tax l i a b i l i t y  i s  equal t o  o r  below tha t  
of a l l  the western s t a t e s  except i n  one instance--married w i t h  two wage earners,  
and married with one wage earner earning $6,000 gross income. @ 
'Comparing Arizona income tax 1 i ab i l  i t y  t o  average U.S. income tax 1 i a b i l i t y ,  
the Arizona tax l i a b i l i t y  index i s  above 1 f o r  a l l  f i l i n g  types a t  the  $6,000 
income bracket. However, the index f a l l s  t o  between .69 and .74 a t  the $100,000 
bracket. T h i s  i s  an indication t h a t  the  Arizona income tax is f a r  l e s s  progressive 
than the U.S. average, and especial ly so a t  the  highest income bracket. 

2. TAX RELIANCE 
As mentioned previously, a s t a t e ' s  taxation s t ruc ture  i s  shaped by many 

fac tors .  Economic, pol i t i c a l  and social  in f ras t ruc ture  a1 1 play v i t a l  roles 

i n  determining the  mix and types of taxes imposed i n  a s t a t e .  

a. Aggregate S t a t e  and Local Reliance 

Figures 111-5 and 111-6 present the  d i s t r ibu t ion  of own source general 

revenue i n  1967 and 1977 by major level of government f o r  the  S ta te  of Arizona. 
The d i s t r ibu t ion  char t  i n  the upper r i gh t  hand portion of Figures 111-5 and 

111-6 shows combined s t a t e  and local  revenues, while the  two d i s t r ibu t ion  

char ts  a t  the  bottom of each f igure  show the s t a t e  and local  government revenues 
separately.  

*Minnesota Department of Revenue Research Off i c e ,  "A Comparison of Individual 
Income Tax L i a b i l i t i e s :  Tax Year 1977," 1978. 

a- -: 



Table 111-4 

Effective Income Tax Rates 

Arizona 
1977 

Married, Two Wage 
Earners - 75/25 
Earnings Spl i t  

Single 
Fi 1 e r  

Married, One 
Waae Earner 

$6,000 
Effective tax r a t e  
U.S. Index 
Western Sta tes  Index 

$1 2,000 
Effective tax r a t e  
U.S. Index 
Western Sta tes  Index 

$1 5,000 
Effective tax r a t e  
U.S. Index 
Western S ta tes  Index 

$20,000 
Effective tax  ra tes  
U.S. Index 
Western Sta tes  Index 

$30,000 
Effective tax r a t e  
U.S. Index 
Western S ta tes  Index 

$50,000 
Effective tax r a t e  
U.S. Index 
Western Sta tes  Index 

$70,000 
Effective Tax Rate 3.66% 
U.S. Index .74 
Western Sta tes  Index .72 

$1 00,000 
Effective tax r a t e  3.57% 
U.S. Index .69 
Western Sta tes  Index .69 

m Source: Minnesota Department of Revenue, Research Off i c e ,  "A Comparison of 
Individual Income Tax L i a b i l i t i e s :  Tax Year 1977, " 1978. 



From Figures 111-5 and 111-6, the following general conclusions can be a 
drawn : 

'Between 1967 and 1977 dependence on the property tax has declined somewhat 
f o r  s t a t e  and local govenments combined--36% t o  31%. Dependence on the 
property tax has decreased a t  the  s t a t e  level--from 12% t o  10% and a t  
the  local level--66% t o  59%. 

'Dependence on the  income tax has increased a t  the  s t a t e  level from 7% 
i n  1967 t o  18% i n  1977. This resulted i n  a change i n  dependence f o r  
combined s t a t e  and local governments from 4% i n  1967 t o  10% in 1977. 

'Dependence on sa les  taxes and other gross receipts  taxes has increased 
between 1967 and 1977 f o r  combined s t a t e  and local  governments--from 
19% t o  26%. 

For a comparison of 1977 dis t r ibut ion of own source genera1 revenue f o r  

the ten other western s t a t e s ,  the reader i s  referred t o  Appendix 111-2. 

b. S ta te ,  Counties and Municipalities i n  Arizona 

Distribution of revenue col lect ions  of the  s t a t e ,  counties and municipali t ies 

i n  Arizona i s  shown i n  greater  de ta i l  i n  Figures 111-7, 111-8 and 111-9. 
In Figure 111-7, 1977-78 revenue col lect ions  of the s t a t e  a r e  shown. 

The data were derived from several sources including: 1977-78 Annual 0 
Financial Report, Department of Administration, Finance Division, p. 4; 

1977-78 Annual Report of the  Arizona Department of Revenue; 1978 S ta te  - 

of Arizona Tax Handbook; Department records of the Arizona Department of 

Transportation; Department records of the Arizona Department of Administra- 

t ion.  

From Figure 111-7, the s t a t e  derives over 33% of i t s  revenue from com- 

bined sa les  and use taxes. Almost 17% of the  s t a t e ' s  revenue is generated 

by individual and corporate income taxes. The genera1 property tax accounts 
f o r  6 . 3 %  of t o t a l  revenuqand property taxes from a l l  sources contributes 

about 8%. Aid from the federal government accounts f o r  16.9%. 

Figure 111-8 shows revenue sources f o r  a l l  Arizona counties and fo r  Maricopa 

County in 1975-76. In aggregate, counties re ly  on the property tax f o r  about 

47% of to ta l  general revenue. S ta te  shared revenues and s t a t e  t rans fe rs  account 

f o r  27% of to ta l  county general revenue, while the federal  government supplies 

over 10% of to ta l  county revenue i n  Arizona. The dis t r ibut ion of revenue 
col lect ions  i n  Maricopa County shown i n  the  r i g h t  pie cha r t  of Figure 111-8 

i s  s imilar  t o  t h a t  of a l l  counties. 
* 



In Figure 111-9, distribution of c i ty  revenue collections in 1975-76 
i s  presented. The l e f t  hand chart shows revenue collections for  a l l  Arizona 
c i t i e s ,  while the r ight  hand chart shows the distribution of collections for  
the City of Phoenix. On the average, Arizona c i t i e s  derive 10.8% of total  
general revenue from property taxes; 20.5% from revenue transfers from the 
s ta te ;  14.2% from revenue transfers from the federal government; 15.6% 
from municipality operated ut i l  i t i e s ;  and 37.2% from other taxes, charges 

. and m i  scel 1 aneous revenues. 

The City of Phoenix derives 14% of i t s  total  general revenue from property 
taxes. Phoenix also i s  more dependent on federal aid (17.4%) than are other 
c i t i e s  i n  the s tate .  Phoenix depends on general sales taxes for  13.14% of 
i t s  revenues and selective sales taxes for  another 6.4%. 
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Figure 111-7 

h rn GENERAL PROPERW 
'Ims 

D SALES hND USE 
TnXES 

SOURCES OF ARIZONA STATE REVENUE 

BEFORE DISTRIBUTION TO LOCAL GOVERNRENTS 

1977-78 

I 
I 

E OTHER TAKES 

F LICENSES, FEES MID PERMITS 

C FEDERAL AID 

H SALES AND SERVICES 

I RISCELUWEOUS 

TOTAL REVENUE ~1,7i?5,466,329 

SOURCESI 1977-78 ANNUAL FINANCIAL REPORT, DEPORTRENT OF ADfl INISTRRTION, F INANCE DIVISION, OCTOBER 19780 P. 4 ." 
1977-78 ONNUAL REPORT OF THE 6RXZONO DEPhRTRENT OF REVENUE, 1978 STATE OF ARIZONA TAX HANDBOOK) ApfZONA 
DEPARTRENT OF TRANSPORTATION, DEPT. RECORDS1 ARIZONA DEPARTRENT OF ADHINISTRATIQNr DEW. RECORDS* 



COUNTY REVENUE SOURCES 
ARIZONA COUNTIES 

1975-76 

ALL COUNTIES 

TOTAL REVENUE 1 S388r588, @@@ 

LOCAL WERMENTS LOCAL COUERNIlENTS 

STATE QOVERNMEN? STATE CovERWENT 

SOURCES1 COVERNPlENTAL f INfiNCES I N  1975-76, U* S. BUREAU OF THE CENSUS, GOVERNRENTS OIUISX OH, KPtEnBER 1977, P.36. 
COUNTY GOVERNRENT FINANCES I N  1975-76, U96. BUREN OF THE CENSUS, GOWRWPIEttTS DIVISION, OCTOBER 1977, P.10. 



Figure 111-9 
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LOCAL GOVERNRENT FINANCES I N  SELECTED RETROPOLITAN BREGJ NTIES81975-76, U.S. BUREAU OF THE CENSUS. 
BOUERmEWtS DIUISIONo NOUEIIBER 1077. PaOB,  t 



APPENDIX 111-1 

PER CAPITA OWN SOURCE GENERAL REVENUE: 

1967-1 9 7 7  I N  CURRENT DOLLARS AND CONSTANT 

1 9 6 7  DOLLARS 

WESTERN STATES 



DOLLARS 

PER C M I t A  OUH SOURCE RfUfNtE 

6TClTf N t D  LOCAL O O U E ~ N T S  

ARIZOHCI 1967 us. i o n  
CURRENT 88 

TOTAL AUERAW 
PERCENT ANNUIIL 

1067 ID77 INCREA# PERCENT 
cm-n) ~ ~ c w ~ s c  I 

TOTAL PROP~RW TAXES TWQ 3aa.sa ~ 6 . ~ 1  is7.01 0.91 

1HCcm t A # S  
146.84 317.@3 117 a38 
77.01 

8.@7 
SALES t A # S  

w 4 . w  a 3 8 . 0 ~  1a.or 
RISC. RnENUEs 

1a.iro i 6 . m  s6e.m aa.aa 
n . 8 ~  -.re 140.94 0.10 

OENERClL TOTAL PROPERN MLES INCORE MISC. 
REUfNUf TRKLS TMES TrU(E9 T RXES REUEWE 



PER ChPITll O W  SOURCE REUENUL 

SthTf  M D  LOChL OWERNRCNTS 

MIZONll 1967 US. 1gW 
COWSThNt 1967 1 

T O t M  M R R M E  
PERCLWI (Y(ENIIL 

¶Be7 la77 INCREhSE PrRcEMT 
(67-77 INCREhSE 

TOTCIL QEWRM. REVMU 4n.w L~O.U 81.74 a.48 

TOThL TAXES 380.6e 419.17 aO.H Z.6P 
PRo4mv T W S  146.84 1bO. 83 9-18 -88 
INc(CORE thXES n.01 138.63 7e.84 5-40 
SALES TAXES 16.a 63.@3 981.96 18-58 

nxsc. W M ~ S  96.86 103.01 a1.a 1-03 

QEnERAL TOTAL PROPERTV MIUS INcOrsE IlIsc. 
REVENUE TAXES TAXES 1-6 TlUtES R C M M  



ran  

PER W I T A  OUI SOURCE REUENUE 

stntf ~ M D  LocnL QOUERNRENTS 

CALIFORN11) ID67 U8. 1977 
CURRENT I. 

\ 

TOTLL M R M E  
P E R U M  M A L  

lOC7 1977 IWCRCA# P€RCEMT 
(07-77) INCREME 

TOTAL QEI(IERhL R E V E M  496.39 1310.80 165.m la.27 

~ 0 t h ~  fh#b 6 4  1088.W 167.99 1a.39 
PROPERW TWES 209.13 4S7.M 118.93 8-16 
IWCOIlt TA)(LS 72-81 
IhU6 TAKES 

a . 4 8  W . 8 @  12-84 
P I .  a8 

IIXSC. A Z ~ S  
8 8O1.67 84-81 

89.91 m.89 1U.17 9.19 
t 4 

OENERRL TOTCIL PROQERW SRLES INCOR€ MISC. 
REVENUE 'TAXES T A M S  TrSXES TAXES RNENUE 



PER CAPITA OUN SOURCE REWWUC 

STATE -A)(D LOCRt OOVLRtUENTS 

CMISOfWfh 1967 US. 1977 

COHSTWT 1947 (1 

TOTAL MltRAOC 
PERCENT W W n L  

1W7 LO77 INCREASE PERCENT 
(67-77 I wcmns 

mtn~ MMRAL m a m  4m.m rra.rr 33.64 8.03 

tornt tnxfs ' 406.47 S~Q.DR 34.6s 3.01 
PROPERW TAXES m.13 aa0.0~ 9.96 .ob 
IWCW TAXES 78.83 %*.all 65.14 6.14 
MLCS TAXES e6.u tae.71 we.07 1a.m 

nrsc. REU€~UJES 19.99 11s.01 88.~7 a.m 

OEMML TOTAL PROPERT V SALES INCONE I I S C .  
RE- T M U  TAXES TAXES TAXES REVEWE 



PER c n p t t n  OUN SOURCE REVEM)): 

LThtE AND LOCN QOUERMPKNTS 
COLORiRDO 1967 US. 1077 

CURREIIT SO 

TOTAL Ml l iRhM 
PERCENT AWNUIIL 

1087 1977 INCREASE PERCENT 
(67-77) INcREnsE 

tOMt TCIXES 
PROPERtV TAXES 
INCOME tnms 
S ~ L E S  tnxts 

WISC. REVENUES 

QU(ERAL t o t n ~  PROPERTY -LEO I H C O ~  RISC. 
REVENUE TAXES TAXES TIU(ES TAXES REIKI(LIE 



COLORID0 t 9 3 7  US. 1977 
CONSTINT 1067 8 

r 
T O W  CIUERCIQC: 
PntCOCl rrnrrmrL 

10C7 1877 I)(CRE&S PERCENT 
(67-77) INCREMt  

tOtU a a E R n L  REUmlE 4M.16 S48.lB 84.W 8.84 

~OTCIL TMQS 343.14 413.77 M.60 1 .89 
PROPLRtV T M S  m . 3 8  117.77 -29 . @3 
INCORE TMQS a.86 1b8.14 77.- S.92 
snus t n a s  39.- 8.4 1w.a 7 . u  

R I S .  REVErmLS 93.01 135.43 3 Q . a  3.39 

OEMRAL TOTAL PROPERT V SALES INCORE RISC. 
REVENUE T AXES T IXES T W L S  T W L S  REVCWUC: 
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SECTION FOUR 

PROPERTY TAX 

In this section, the Arizona property tax will be described and 
examined w i t h  respect to  the fo l l  owing character is t ics  : 

'administration 
'incidence 
'collections and distribution 
'comparison with evaluative c r i t e r i a  

A. Description 

1. Property Tax Base 
a. Current Base. The property tax i s  levied on the assessed valuation 

of properties within the s ta te .  Assessed valuation i s  equal t o  a percentage 
of the fu l l  cash value of a l l  land, improvements and personal property, both 
secured and unsecured. The f u l l  cash value of property is the market value 
of the property as appraised by the County Assessor or  Department of Revenue. 
Secured property i s  personal property affixed to  the land such as buildings, 
whi 1 e unsecured property is  general ly  equipment or movable personal property. 

For any parcel of property, the percent of fu l l  cash value which i s  subject 
to  taxation will depend on the classif icat ion of the property. The property 
tax base in Arizona i s  unique i n  t ha t  i t  i s  defined by several classes of 

property, each w i t h  a separate assessment rate .  The assessment r a t e  defines 
the percent of fu l l  cash value which i s  subject t o  taxation. 

Classification allows the s t a t e  to  t r e a t  the several types of property 

differently for  taxation, thereby influencing the proportion of taxes paid 
by each class  of property. To date, only eight ' s ta tes ,  including Arizona, 
have adopted comprehensive classif ied tax systems. Eighteen other s ta tes  

have imp1 emented part ia l  c lassif icat ion schemes. 
In Arizona, there are eight c lassif icat ions of property fo r  taxation 

as shown below: 



PROPERTY CLASSIFICATIONS FOR TAXATION 

Class 
1 

Assessment Ratio Property Types 
60% f l  ight property; private car 

company property, r a i  1 roads, 
producing mines and timber 

telephone and telegraph company property; 
gas, water, and e l ec t r i c  company prop- 
er ty;  pipe1 ine company property 

3 27% comercial and industrial  property 

agricultural property 

residential property; non-prof i t 
handicapped or elderly care 
f a c i l i t i e s  

6 23%* rental residential property 

7 8% histor ic  property 

producing oil  and gas company 
property 

b. Exemptions. Exemptions reduce the amount of taxable val uation , 
thereby reducing tax l i ab i l i t y .  Exemptions are  usually given f o r  one of the 
following reasons: 

'For social purposes - fo r  re1 igious, charitable or educational 
inst i tut ions 

'As rewards fo r  services rendered to  the public - veterans exemptions 
'To eliminate hard-to-tax property - intangible personal property 
'To refrain from taxing property tha t  i s  immune to  taxation - 

government property 
'To provide incentives - exemptions for  certain industries or  

new industries 
'To redis t r ibute  the wealth - exemptions f o r  the aged and low income. 

In addition to  the general exemptions 1 isted above, the Arizona Constitu- 

tion provides f o r  property tax exemptions fo r  widows and veterans: 

*The assessment r a t io  f o r  c lass  6 properties i s  23% f o r  1978 and 21% fo r  1979. 

**The f u l l  cash value of producing o i l  and gas wells in any year is equal t o  
the value of the gross receipts of production in the preceding year. 



Widows exemption: 

The f i r s t  $2,000 of assessed valuation is exempt from the  property tax 
i f  t o t a l  assessed valuation does not exceed $5,000, and t o t a l  income 
i s  no more than $3,500, o r  $5,000 if children reside i n  the home. 

Veterans exemption: 

The f i r s t  $2,000 of assessed valuation i s  exempt from the property tax 
i f  t o t a l  assessed valuation does not exceed $5,000. To qua1 i fy  f o r  t h i s  
exemption, the  veteran must have been honorably discharged, served a t  
l e a s t  60 days during time of war, and have been an Arizona res ident  p r io r  
t o  September 1 ,  1945. 

In 1978, approximately $33.3 mill ion of assessed valuation in res ident ia l  

property was exempted under these provisions. 

c. Historic Development of the Base.* His tor ical ly ,  the appraisal of 

property was a very a rb i t ra ry  process and dependent upon the discre t ion of 

the local appraiser.  Pr ior  t o  statehood i n  Arizona, the  county sher i f f  was 
authorized a s  the tax assessor and col lector .  Under the ear ly  system, each 

property owner was responsible f o r  f i l i n g  an a f f i dav i t  of h i s  property w i t h  

the county she r i f f .  The resu l tan t  l i s t  of property values w i t h i n  the county 

comprised the  property tax base. 

In 1912, the year of statehood, the S ta te  Tax Commission was formed t o  
supervise the  col lect ion of property taxes. A1 1 s imilar  propert ies were t o  
be valued equally a t  f u l l  cash value. The Tax Commission was authorized t o  
appraise a1 1 producing mines, ra i l roads ,  telegraph and telephone companies, 

express companies and private ca r  companies in the  s t a t e .  Appraisal of a l l  
other propert ies was charged t o  the  counties. 

The Tax Comission immediately discovered t h a t  property appraisa ls  varied 

widely across the s t a t e ,  ranging from 25% t o  70% of f u l l  cash value. In an 

attempt t o  equalize appraisa ls ,  the Commission ordered t h a t  a1 1 property be 

assessed equally, a t  50% of i t s  f u l l  cash value. A1 though an e f f o r t  was 

made t o  comply w i t h  this order,which resulted i n  a substantial  increase i n  

assessed valuation, not a l l  counties conformed fu l l y .  To give the S ta te  Tax 
Commission the power t o  supervise the county boards of equalization,  an amendment 

to  the Constitution was presented t o  the  voters i n  the  191 2 elect ion.  The 

amendment passed, and i n  1913 the S ta te  Tax Commission was granted broader powers. 

*For a more detai led description of the  h i s to r ica l  development of the  property 
tax,  see "A Historical Review of the  Property Tax i n  Arizona," prepared by House 
S t a f f ,  October 1977. 



By 1913, statutory classes existed f o r  express companies, private car 
companies, banks and general property. Properties i n  each of these classes 
were treated differently.  Express companies were taxed on gross proceeds 
in l ieu  of ad valorem taxes. Private car  companies were also subject t o  a 

separate tax i n  l i eu  of the s t a t e  property tax. Banks were taxed on capital 
stock, and general properties were assessed and taxed under general law. Each 

taxing mechanism was selected fo r  purposes of simp1 i c i  ty and convenience. 
In 1933, the Intangible Property Tax Act created seven classes of intangible 

property, each bearing a different  tax rate.  This law represented the f i r s t  
attempt to  use the classif icat ion system t o  modify the burden of taxes among 
taxpayers. In the fo l l  owing year, however, the ac t  was struck down by the 
State Supreme Court on the grounds tha t  the classif icat ion system tha t  was 
established was arbi t rary and tha t  there was no mechanism f o r  taxpayers ' appeals. 
I t  i s  interesting t o  note, however, that  a1 though the a c t  was declared unconstitu- 
t ional ,  the court did rule tha t  a c lassif icat ion system was constitutional 
as  were different  tax rates  fo r  different  classes. 

In 1950, the Leg is1 ature distinguished between manufactories and other 
types of property, and as  a r e su l t  modified the tax burden of businesses. 
The 1950 ac t  provided tha t  machinery used i n  the operation and maintenance 
of any manufactory could be assessed f o r  tax purposes a t  50% of i t s  book value. 
Excluded from the definition of a manufactory were businesses engaged in the 
following ac t iv i t i e s :  

'mining, smelting, quarrying, etc.  
'furnishing u t i l  i t i e s  t o  consumers 
'telephone or  telegraph service 
'pipe1 ine operations 
'pub1 ication 
'job printing or  advertising 
'slaughtering 
'contracting 

Thus, while the State Tax Commission was trying to  establish uniformity 
of assessments, the s t a t e  was providing f o r  differences in the treatment of 
properties by al ter ing the assessment ra t ios  applicable to  different  types 

of property. Differences in assessments persisted, thereby a1 tering the re la t ive  \ 

property tax burden, both between and w i t h i n  counties, and between classes 
of property. 



In 1959, the Southern Pacif ic  Railroad challenged the property tax assess- 

ment system i n  court  on the  grounds t ha t  the  ra i l roads  were being assessed 

higher than other propert ies.  The Arizona Supreme Court ruled t ha t  the system 

was discriminatory and must be prohibited i n  the fu ture  since i t  was not provided 

f o r  i n  s t a tu t e .  The leg i s la tu re ,  concerned by the  decision, ordered a reappraisal 

of a1 1 propert ies w i t h i n  the  s t a t e  i n  preparation f o r  reform. The revaluation 

was t o  be conducted by the newly established Division of Appraisal and Assessment 

Standards which became the  Department of Property Val uation i n  1967. 

In 1968, a f t e r  the  revaluation was completed, the  1 eg i s la tu re  began research 

t o  develop a c lass i f i ca t ion  system which would essen t ia l ly  preserve the ex i s t ing  

tax burden. The 26 c lasses  of property exis t ing a t  the  time were merged in to  
four c lasses ,  each t o  be appraised a t  f u l l  cash value. A separate assessment 
r a t i o  was then applied t o  each c lass i f i ca t ion  t o  determine assessed valuation. 

The four c lass i f i ca t ions  of property establ  ished i n  1967 and t h e i r  assessment 

r a t i o s  a r e  as  follows: 

Class 1: Assessment r a t i o  - 60% 
Fl ight  property, private ca r  companies, r a i l  road property 
used i n  the  continuous operation of the  1 ine,  producing 
mines, and standing timber 

Class 2: Assessment r a t i o  - 40% 
Telephone and telegraph companies, gas water and e l e c t r i c  
u t i l  i t i e s  and pipe1 ines 

Class 3 :  Assessment r a t i o  - 25% 
Commercial o r  industr ia l  property other than t h a t  included 
i n  Class 1 ,  2 o r  4 ,  including res ident ia l  renta l  property 

Class 4: Assessment r a t i o  - 18% 
Agricultural property and a l l  other property not included i n  
Class 1 ,  2 o r  3 

This c lass i f i ca t ion  system was protested by the  ra i l roads  t o  the Arizona 

Supreme Court i n  1969. The Supreme Court, however, upheld the c lass i f i ca t ion  

sys tem. 

Legislation i n  1968 required t h a t  the  county 

assessors update property valuations annually. This was found t o  be very 

expensive i n  terms of personnel and budgets. The Director of the  Department 



of Property Val ua t i  on wanted 

t h u s  revaluing each piece of 

opinion concl uded t h a t  such a 

t o  update one-third of a l l  propert ies each year,  

property every three  years. An Attorney General ' s 
system would be permissable.The three-year re- 

valuation was challenged i n  cour t ,  however, on the grounds t h a t  i t  was unfair  

t o  those taxpayers revalued in  the  f i r s t  and second years ,  and was found t o  

be unconstitutional . The case, however, was appealed and overturned. i n  1975. 

The number of property c l  a s s i f  i ca t i ans  was expanded during the  period 

from 1973 t o  1977. Currently, e ight  c lasses  of property a r e  defined i n  s t a t u t e ,  
each w i t h  a separate assessment r a t i o .  

2. Property Tax Rates 

a. S ta te  Property Tax Rate. The s t a t e  property tax r a t e  is  s e t  annually 
by the  Jo in t  Legislat ive Tax Committee on o r  before the  second Monday i n  August 

of each year. The property tax r a t e  is technically composed of two tax r a t e s ,  

one f o r  general purposes and one f o r  educational purposes. The combined s t a t e  
tax r a t e  cannot exceed $1.60 per $100 of assessed valuation. 

The s t a t e  property tax r a t e s  f o r  the years 1968 through 1978 a r e  shown 

below: 

S ta te  Property Tax Rates* 

Year Tax Rate Year Tax Rate 

b. Local Property Tax Rates. Local property tax ra tes  a r e  s e t  by 
the  governing board of each county, c i t y  o r  town by the t h i rd  Monday i n  August. 

School d i s t r i c t  and community college property tax r a t e s  a r e  s e t  by the  county 

board of supervisors w i t h i n  the  same time l imi t .  

The tax r a t e  may vary substant ia l ly  between taxing areas. In 1978, f o r  
example, f o r  a l l  school d i s t r i c t s  comprised of both an elementary and a high 

school, the  high tax r a t e  was $22.05 i n  Union No. 62 i n  Maricopa County, and 

the  low r a t e  was $2.825 f o r  Morenci Unified D i s t r i c t  No. 18 i n  Greenlee County. 

The tax r a t e  is a function of the  budgeted needs of the  community, and the  

*Tax r a t e  i s  defined a s  a r a t e  per $100 of assessed value. 



amount and type of property i n  the d i s t r i c t s .  

1978 Average Aggregate Property Tax Rates by County* 

County 

Apache 
Cochise 
Coconino 
Gila 
Graham 
Green1 ee 
Maricopa 
Mohave 
Navajo 
Pima 
Pinal 
Santa Cruz 
Yavapai 
Yuma 

Average Tax Rate per 
$100 Assessed Valuation 

*The average combined r a t e  applied t o  property w i t h i n  the  county 
includes s t a t e ,  county, c i t y ,  school d i s t r i c t  and special d i s t r i c t  

1. Property Tax Base 

a. Appraisal. Property is  required by 1 aw t o  be appraised annually, 
as  of January 1 of each year. There a re  two leve l s  of property tax administration 
i n  Arizona. The county assessors appraise standing timber l i s t e d  i n  Class 
1, and a l l  propert ies i n  Classes 3,  4, 5, 6 ,  and 7. 

All other propert ies a r e  appraised cen t ra l ly  by the  Department of Revenue's 
Division of Property and Special Taxes. A1 1 central  l y  appraised propert ies a r e  

income producing propert ies which aften cross county l ines  and are  d i f f i c u l t  t o  

appraise. 
The Department of Revenue is directed by s t a tu t e  t o  "adopt standard appraisal 

methods and techniques f o r  use by the  department and county assessors i n  determining 
the val uation of property. " There a r e  three  general ways t o  appraise property: 
the Cost Method, the  Sales Comparison Method, and the  Income Capital ization 
Method. These methods a r e  described below. 



Cost Method 

The cost method determines the market value of property by adding the 
cost t o  replace the house or building, less  depreciation, to  the value of 
the land. This method i s  used fo r  a l l  locally val ued commercial property, 
and f o r  some single family residences. In order to  revalue a l l  property annually, 
the method has been computerized. 

The cost model devel oped by the Department of Revenue i s  a statewide model 
and i s  implemented as  described below: 

A t  time of construction, a county assessor makes a physical inspection 
and notes a l l  the physical characteristics of a piece of property. The assessor 
then assigns the property a rating denoting quality. Based upon construction 
data, a typical home of a given ra te  i s  estimated to  cost a specific number 
of do1 l a r s  per square foot. The number of square f ee t  in the property being 
assessed i s  then mu1 tip1 ied by this do1 l a r  amount to  reach a replacement cost. 
Any physical characteristics not accounted for  i n  a home of this rating are  
then valued and#added t o  the base price. These characteristics a re  termed 
"add-items. " The age of the property i s  then taken into consideration and 
the property i s  depreciated. By feeding t h i s  information into a computer, 
the appraised value of the home during subsequent years may be calculated 
simply by changing the cost values assigned to  physical characteristics to  
ref lect  current market value. The land value i s  then added to  the market 
value of the improvements. 

The primary advantages of the cost model are as follows: 

1) The mechanics of the cost model are easy to  explain to  taxpayers. 

2)  The cost model works best f o r  the appraisal of dissimilar properties 
for  which there i s  relatively l i t t l e  sales data. 

The primary disadvantages of the cost model are as follows: 

1) The cost of add-items i s  not often changed. 

2) A typical house i s n ' t  typical anymore. 35% of the value of property 
improvements are  add-items. 

3) I t  i s  d i f f i c u l t  t o  continually update manuals t o  re f lec t  changed base 
factors  and add-on values. 

4) I t  i s  d i f f i cu l t  t o  estimate depreciation without looking a t  market 
val ues . 

5)' Cost does not necessarily re f lec t  market value. 



Sales Comparison Method 

The sales comparison method estimates the market value of a piece of property 

based upon the sales prices of similar properties which have recently sold 

in the same geographic area. 

To expedite the annual reappraisal of homes, the Department of Revenue 

began a computerized appraisal system, using a s t a t i s t i c a l  technique called 

Mu1 t i p l e  Linear Regression (MLR) which measures the re1 ationship between property 

characteristics and sales price. The MLR i s  used only fo r  single family resi-  

dential homes because i t  requires a large volume of sales  data from similar 

properties and properties in other c lassif icat ions do not t u r n  over rapidly. 

The MLR i s  a statewide model, but re f lec ts  differences between counties. Eight 
counties use the MLR model. Some use i t  exclusively f o r  single family residential 

properties, while others use MLR in urban areas and the cost model i n  rural 

areas. A t  t h i s  time, the original MLR model i s  used as follows: 

A t  the time of construction, a county assessor makes an inspection and 

1 i s t s  the physical character is t ics  of a home which are  related to  sales price 

by one of the 24 equations of the MLR model. These physical character is t ics  
include square f e e t ,  number o f  rooms, patios,  e tc .  This information i s  then @ fed into the Department of Revenues computer. 

To determine the level a t  which a given physical character is t ic  i s  t o  

be valued, the Department u t i l i zes  data from recently sold homes. After a 

piece of property i s  sold, a sales  a f f idavi t  must be sent t o  the county assessor. 

The county assessor then sends the aff idavi ts  t o  the Department of Revenue. 

Sales aff idavi ts  which do not represent market value transactions, such as 

sales between relat ives  or foreclosures, are  not used by the Department. These 
types of sales often do not accurately re f lec t  market value and would d i s to r t  the 

data base. The sales  aff idavi ts  include information about the character is t ics  

which are  related to  sales  price by one of the 24 equations of the model. 

Based upon the number and type of physical character is t ics  and the sales price,  

the computer calculates the portion of the sales  price which may be a t t r  fluted 

to  each of the characteristics l i s t ed  on the sales aff idavi t .  T h i s  value I S  

termed a "coefficient." 

For purposes of the annual reappraisal of property, the values derived 

fo r  a property characteristic from the sales  aff idavi ts  of a given area are 
used only t o  calculate the value of properties within tha t  area. The base 



price of a property i s  calculated by suming the values determined fo r  each 
characteristic of the property. The base price i s  then adjusted by a "neighborhood 

factor" which represents market differences at t r ibutable to  the differences. 
between neighborhoods. The neighborhood factors are also derived from the 
sales aff idavi t  data and primarily ref lec t  differences i n  land value. 

The f i r s t  appraisal of homes made in 1973 with the MLR system produced 
values tha t  were approximately 25 percent higher than those derived under 
the old system. To compensate the homeowner for  the sudden increase in valuation, 
the Legislature began the homeowner property tax rebate program. 

The primary advantages of the MLR model are as fol lows: 

1) Provided tha t  sales information i s  current, the MLR model should produce 
values as close as possible to  actual market value. 

2) If appl ied correctly,  the MLR model reduces human error. 

) The MLR model uses sales data and property data to  s t a t i s t i c a l l y  
generate appraisal values. 

4)  The MLR model works best fo r  similar properties, with abundant sales  
data. 

The primary disadvantages of the MLR Model are as follows: 

1) The MLR model i s  very technical and the mechanics are  d i f f i cu l t  to  
explain. In-house s t a t i s t i ca l  expertise i s  required to monitor and update 
the system. 

2) The equations in the model could be simpler and more logical. 

3) The number of variables has not been expanded since construction of 
the model. Physical characteristics,  such as fireplaces,  fences, and l o t  
sizes are  not represented in the equations. 

4) The coefficients are not always internal ly consistent. For example, 
a piece of property in "excellent" physical condition may have a lower value 
than i f  i t  were in "good" condition. 

5) Any improvements made a f t e r  the time of construction will not be reflected 
unless a building permit was recorded, or a county assessor noted the construction. 



Income Capital ization Method 

The Income Capital ization Method appraises property on the  basis  of i t s  

income generating capabil i ty. This is trans1 ated i n to  current  worth t o  r e f l e c t  

market value, o r  what the enterpr ise  would be worth t o  an investor i n  the  

open market. Historical data and fu ture  expectations a r e  taken in to  account 

t o  estimate a fu tu re  income stream f o r  the  property. In con t ras t ,  an appraisal 

basedsolely on the value of the physical property and the land will  not r e f l e c t  

earning potent ia l .  This method i s  used primarily f o r  central  l y  valued proper t ies ,  

but can a lso  be used in the  appraisal of commercial propert ies.  

Primary advantages of the  Income Capital ization Method of appraisal a r e  

as  follows: 

1 )  Dist inctive type businesses can be t reated individually. 

2)  h he income capi ta l  iza t ion method works best  f o r  d iss imilar  propert ies 
f o r  which there i s  re la t ive ly  l i t t l e  s a l e s  data. 

Primary disadvantages of the  income cap i ta l i za t ion  method a re  a s  follows: 

1 )  The estimation of a fu tu re  earning stream i s  d i f f i c u l t .  

2) For mul t i -s ta te  companies, the  a l locat ion of in-s ta te  value i s  d i f f i c u l t .  

3) The method requires highly sk i l l ed  appraisers famil iar  w i t h  accounting 
and economic principles as  well a s  current  industry data. 

b. Tax Processing. Administration of the  property tax a l so  involves 

the recording of property values a f t e r  they have been appraised, c l a s s i f i ed ,  

and assessed, making fur ther  adjustmenti t o  the value such as  reductions f o r  

exempt amounts o r  def la t ion fac tors ;  notifying taxpayers of property value, 

and the  appeals process. 

For local ly  valued property, the  county assessor must ident i fy  a l l  property 

i n  the  county t ha t  i s  subject  t o  taxation by November 30. By January 1, the  

county assessor must  determine the  owner and the f u l l  cash value of the property. 

By February 10, each propert'y owner m u s t  be no t i f i ed  a s  t o  the valuation 

of the property. If the owner does not agree w i t h  the valuation of his property, 



he has until February 15 t o  f i l e  a peti t ion fo r  review with the county assessor. 
The county assessor then has 15 days to  determine i f  an adjustment should 
be made and submit a correction t o  the Department of Revenue i f  necessary. 

By April 20, the county assessor must deliver the property tax rol l  t o  
the county board of supervisors. The rol l  must include the assessed valuation 
of property, and any change i n  assessed valuation over the previous year must 
be reported to  the Department of Revenue. 

The board of supervisors must then give a public notice of the meeting 
of the county board of equalization. The board of supervisors a lso ac ts  as 

the county board of equalization. The county board of equalization meets 
on the f i r s t  Monday in May to  consider any changes i n  assessed valuation. 

If a taxpayer has f i l e d  a petition with the county assessor, and has been 

denied a change, in whole or  i n  par t ,  he may then appeal the decision to  
the county board of equalization within 15 days. The county board then has 
10 days from the date the petit ion i s  heard, t o  make any adjustments. If 

any increase i n  valuation i s  t o  be made, the county board of equalization 
must notify the taxpayer and the Department of Revenue a t  l e a s t  5 days prior 
to  the June meeting of the county board. 

The county board of equalization then meets on the f i r s t  Monday in June, 

and must equalize the tax rol l  no l a t e r  than the second Monday i n  June. Any 
taxpayer dissat isf ied with the decision of the county board of equal ization 
may appeal t o  the superior court before November 1 ,  or petition the s t a t e  
board of tax appeals within 15 days of the mailing of the decision by the 
county board of equalization. The s t a t e  board of tax appeals meets on the 
f i r s t  Monday a f t e r  July 15. Before this time, the board must examine and 
compare the valuations of property i n  each county. The board may equalize 
property between and within counties and classes. If the valuation of a property 
i s  to be increased, a hearing must be held i n  the county or counties where 
the property to  be affected is located. A public notice must be issued a t  
leas t  ten days prior to  the hearing. The s t a t e  board of tax appeals then 
has 30 days t o  decide upon the petit ion. This must be done no l a t e r  than 
July 25, a t  which time the state.board must submit a statement of any changes 
i n  valuation to  the county board of supervisors and the Department of Revenue. 

Before the f i r s t  Monday in August the county board of equalization must 



submit the property tax abstract t o  the county board of supervisors, the s t a t e  
board of tax appeals, and the Department of Revenue. I t  i s  then the Department 

of Revenue's responsibility to  prepare a statewide abstract containing the 
valuation of property by county and taxing d i s t r i c t ,  and submit copies t o  
the s t a t e  board of tax appeals and each county board of supervisors. A t  t h i s  
time the amount of assessed valuation fo r  every jurisdiction is established 
fo r  purposes of set t ing the tax rate.  

When the rates have been established fo r  a l l  taxing jurisdictions,  the 

county board of supervisors prepares the assessment and tax r o l l ,  and submits 
i t  to  the county treasurer. The county treasurer must then publish for  four 
consecutive weeks a notice of the due and delinquent dates fo r  payments of 
taxes. The f i r s t  one-half of taxes are  due on October 1 ,  and delinquent on 
November 1. The second one-half of taxes are  due on March 1 and delinquent 
on May 1. 

2. Rate 
a. Rate Determination. Once the assessed valuation base has been 

established, and the budgets f o r  the coming year proposed by the taxing jur isdict ions,  
a l l  taxing jurisdictions tha t  have the r ight  to  levy a tax may establish the i r  
tax rates.  The ra te  appl ied to  a particular parcel of property will equal 

the rates levied by each taxing jurisdiction in which the parcel of property 
i s  located. 

The ra te  set t ing procedure f o r  each jurisdiction i s  essent ial ly  the same. 
The tax ra te  is expressed as do1 l a r s  per $100 of assessed valuation. The 
tax ra te  when applied t o  assessed valuation should produce adequate funds 
to  meet the revenue requirements of the taxing jurisdiction. The revenue 
requirements are  known from the proposed budget. Revenues from any source 
other than the property tax are  subtracted from the revenue requirements t o  
determine the necessary property tax levy. The amount of assessed valuation 
per jurisdiction i s  also known. Because the tax ra te  i s  established as dol lars  
per one hundred dollars of assessed valuation, the assessed valuation i s  divided 
by 100. This number i s  then divided into the net revenue requirements of 

the jurisdiction to  determine the tax rate .  



In sumnary, the property tax ra te  i s  s e t  in the following manner: 

Total Revenue Requirements 
- Funds Other Than Property Tax 
Necessary Property Tax Levy 

Necessary Property Tax Levy , Tax Rate Assessed Valuation + 100 

b. Property Tax Jurisdictions. A parcel of property may fa11 within several 
pol i t ical  jurisdictions tha t  have the power to  levy a property tax. For example, 

a property owner i s  1 iable f o r  taxes levied by the s t a t e ,  the county, a c i ty ,  
a school d i s t r i c t ,  and perhaps, one or  more special d i s t r i c t s .  There are 
approximately 15 types of special d i s t r i c t s  in Arizona, formed fo r  the purpose 
of supplying a locally needed f a c i l i t y  or  service. Types of special d i s t r i c t s  
include: 

Antinoxious (weed) d i s t r i c t s  
Electrical d i s t r i c t s  
Fire d i s t r i c t s  
Flood control d i s t r i c t s  
Hospital d i s t r i c t s  
Improvement d i s t r i c t s  
Irrigation d i s t r i c t s  
Irrigation and water d i s t r i c t s  
Library d i s t r i c t s  
Road d i s t r i c t s  
Sanitation d i s t r i c t s  
Street  1 ighting and improvement d i s t r i c t s  
Sidewalk d i s t r i c t s  
Water d i s t r i c t s  
Water conservation d i s t r i c t s  

To determine the property tax 1 iabi l  i t y  of a particular 'parcel subject 
t o  different taxing jurisdictions,  a tax area code is assigned. The tax area 
code represents a specif ic  geographic boundary in which several tax jurisdictions 
exis t .  The tax area code is used to  identify the tax rates applicable t o  
the assessed value of a property. 

Incidence 

The responsibil i ty for  payment of the property tax res t s ,  by s ta tu te ,  
with the legal owner of the property. The incidence of the property tax varies 



with the classif icat ion of property due to  the differences in assessment rat ios .  
An equal value of Class 1 property, assessed a t  60 percent of market value, 
pays more property tax than a residential  home in the same taxing jurisdiction 
assessed a t  15 percent of market value. 

The ultimate economic incidence of the property tax is  dependent upon 
the types and use of the property being taxed, and the ab i l i t y  of the property 
owner to  pass the tax on to  others. 

The burden of the property tax upon residential  property f a l l s  almost 
without exception upon the homeowner. The property tax represents a loss 
of income to  the homeowner which will rarely be passed t o  others. The tax 
burden on the individual homeowner i s  commonly measured as a r a t i o  of property 
tax l i a b i l i t y  t o  income. 

The incidence of the property tax on business is  not easily defined. The 
property tax will represent an additional cost to  business, which must be 
covered by a reduction in other costs or by an increase in the price of the 
product or service provided. Thus ,  the tax burden upon commercial properties 
may be borne by the owner(s) in the form of reduced prof i t s  or dividends, 
by factors of production, such as 1 abor, i n  the form of reduced wages, or @ be passed along to consumers i n  the form of higher prices fo r  the goods and 
services they purchase. If the good produced i s  sold out of s t a t e ,  the property 
tax i s  said t o  be "exported," or paid by out-of-state residents. Ultimately, 
individuals bear the burden of a l l  commercial taxes. The ab i l i t y  of a business 
to  pass taxes forward and the percentage of the tax that  can be passed forward i s  
dependent upon the demand f o r  and supply of the particular good or service 
provided by the business. For this reason, i t  i s  d i f f i cu l t  t o  do more than 
general i ze about the economic incidence of property taxes upon commercial 
properties. 



Total col lect ions  from the  property tax during 1977-78 amounted t o  $778 

mill ion.  The dis t r ibut ion of property tax col lect ions  among taxing d i s t r i c t s  

i s  shown below: 

Amount % of Total 

State* $ 75,701,324 9.73% 
Counties 177,199,062 22.76 
C i t i e s  52,490,423 6.74 
School D i s t r i c t s  395,961 ,952 50.87 
Cotnnuni t y  Col 1 eges 56,457,874 7.25 
Special Dis t r i c t s  18,830,759 2.42 
Unorganized Terri tory 1,775,431 0.23 

TOTAL $778,416,825 100.00% 

Source: Arizona Tax Research Association, 1978 Arizona Property 
Tax Rates and Assessed Valuations 

*the s t a t e  rebated $57.5 mill ion back t o  homeowners during 1977-78 

A large portion of the  t o t a l  tax levied on property owners is never collected 

or  is returned t o  taxpayers because of the  e f f ec t s  of several t ax  re1 ie f  programs. 

These programs a r e  discussed below: 

Current Property Tax Re1 ie f  Programs 

a )  Property Tax Re1 ie f  through the Arizona Income Tax . 

Homeowners Property Tax Deduction - When computing Arizona income tax 
l i a b i l i t y ,  property taxes paid a re  a deductible expense from adjusted 
gross income. 

Property Tax Credit - f o r  homeowners age 65 o r  o lder ,  w i t h  sole  income 
of l e s s  than $3,750 or  a j o in t  income of l e s s  than $5,000, there  i s  a 
property tax c r ed i t  t ha t  is dependent upon the  level of income. The 
maximum c red i t  i s  $225. 

Renters Credit - each ren te r  may receive an income tax c r ed i t  of ten 
percent of ren t  paid, o r  $75, whichever i s  l e ss .  This f igure  represents 
the  amount of property taxes paid ind i rec t ly  as  rent .  

b) Property Tax Rebate 

The property tax rebate originated i n  1973 when leg i s la t ion  was enacted 

t o  re l i eve  homeowners from the  e f fec t s  of s ign i f ican t ly  increased property valuations 



caused by the statewide revaluation of residential property under the MLR 

appraisal system. As the program currently operates, monies are  appropriated 

to  the county treasurers t o  pay a portion of the school d i s t r i c t  property rax 

levy which would otherwise be paid by homeowners. The property tax rebate was 

original ly made possible by revenues received from the Federal Revenue Sharing 

Program. Total funds appropriated for  th i s  purpose are  shown below fo r  each 
year in which the program has been in effect.  

Property Tax Rebate Totals 

c )  Property Valuation Limits 

In an attempt to  reduce the inflationary impact on housing values, the 
Legislature i n  1977 required tha t  for  tax year 1978, prior to  computing property 

tax l i a b i l i t y ,  the assessed value of residential  property was to  be divided by 

1 .O5. This will deflate the assessed value by 5%. For tax year 1979 assessed 

values will be deflated by a factor of 1.15. 



Criter ia  

1. Revenue Generation: 

a. Will revenues from the property -tax expand as the demand fo r  govern- 
ment service expands? 

As the population grows, new demands are  placed upon government. 
The increase in population will probably require the construction 
of new homes, which will add t o  the property tax base. The expanded 
base wi l l ,  in t u r n ,  produce new revenues which can be used to  finance 
the growth in government services associated w i t h  an increase in 
population. 

b. Will revenues from the property tax expand as the price of government 
services increases? 
Market values of property consistently increase as the general level 
of prices within the economy r i ses .  Property tax l i a b i l i t y  i s  based 
upon the market value of property, and therefore, i s  a growing source 
of revenue in an inflationary economic period. Problems may re su l t  
i f  the added revenues resulting from the growth of market value 
exceed the revenue needs of the government. 

As property values increase due to  inf lat ion,  the same tax ra te  will 
resu l t  in a growing property tax levy regardless of the requirements 
of the taxing jurisdiction. The property owner's tax l i a b i l i t y  will 
continue to  grow under these conditions unless the tax ra te  i s  reduced 
commensurately or  the property tax revenue i s  rebated back. 

2. Social Equity: 

a. I s  the property tax affordable to  the individual taxpayer? 

Everyone pays property tax in some form. A property owner pays the 
tax direct ly  or as part 'of a mortgage payment. A renter  pays property 
taxes w i t h i n  the price of the rent. Tax l i a b i l i t y  i s  dependent upon 
assessed valuation, which i s  a percentage of market value. The market 
value represents potential prof i t  to  the property owner a t  the time 
of sale ,  but may not bear a relationship to  the current income of 
the individual occupying the property or his ab i l i t y  to  pay taxes. 
As market values r i s e ,  the assessed valuation and resul tant  tax 
l i a b i l i t y  also r i se s ,  unless the tax ra te  i s  reduced t o  offset  the 
higher assessed value. If property tax l i a b i l i t y  increases more than 
income, the property owner will be paying a relat ively larger percen- 
tage of income in property taxes regardless of his a b i l i t y  to  pay. 

In 1976, the average new home was bought fo r  $48,400. The l a t e s t  
national figures fo r  the U.S. show the average new home price t o  
be $62,900. This increase in market values has outpaced growth 
i n  income fo r  many people. 



b. I s  the property tax borne by individuals w i t h  common circuistances 
equivalent? 

Differences i n  appraisal techniques and f 1 aws within the appraisal 
system can resu l t  in unequal tax burdens f o r  similar properties, both 
within and between taxing jurisdictions.  Sales ra t ios  have been 
developed by the Department of Revenue t o  show the relationship 
between appraised property values derived by the MLR method and current 
sales  prices i n  the several counties. 

The most recent study showed that  the s t a t e ' s  median sales  r a t io  f o r  
residential property was .83, which means that  the appraised f u l l  
cash value was 83% of the estimated current market price. These 
sales  rat ios  range from 65% in Navajo County to  85% in Graham County. 

Disparities in sales rat ios  can be between properties in the same 
legal c lass ,  between properties in different legal classes,  or between 
counties. If two identical homes are  appraised different ly,  i t  will 
resu l t  in the homeowners bearing different  tax burdens. Here i s  an 
example, using a $40,000 home in two different  counties, t o  i l l u s t r a t e  
the possible inequities. In order to  isolate  the e f fec ts  of the differ-  
ences inappraisal, the example assumes the same tax r a t e  fo r  each home. 

Navajo County Graham County 

$40,000 market value 
.65 sales  r a t io  

-- f u l l  cash value 
.15 assessment r a t io  

$3,900 assessed value 

$40,000 market value 
.85 sales r a t i o  

'$34,000 f u l l  cash value 
.15 assessment r a t io  

$5,100 assessed value 

*Average s t a t e  tax rate.  

Unequal tax burdens w i t h i n  the same class  of property can also be 
a resu l t  of different  tax ra tes  between jurisdictions.  As mentioned 
ea r l i e r ,  tax rates  are  dependent upon: 1) the needs of the community, 
as expressed i n  the proposed budget, and 2)  the amount and type of 
property i n  the community. The difference in tax ra tes  will greatly 
a f fec t  the tax burden. 

Consider two taxpayers with homes valued a t  $40,000 in two school 
d i s t r i c t s  with greatly divergent tax rates  as shown below: 



Home A Home B 

Market value $40,000 $40,000 
Assessment r a t i o  .15 .15 
Assessed value '6,000 lxm 
Assessed value i 100 $ 60.00 $ 60.00 
Tax r a t e  x 22.05 x 2.82 
Tax l i a b i l i t y  $1,323.00 '$m3 

The d i s t r i b u t i o n  o f  t he  tax  burden i s  c l e a r l y  d i f f e r e n t  f o r  each 
o f  t he  homes i n  the  example. I t  must be remembered, however, t h a t  
a1 though the  tax  l i a b i l i t i e s  a re  d i f f e r e n t  f o r  each home, t h e  d i f f e r -  
ences may be due i n  p a r t  t o  the  d i f f e ren t  l e v e l  and type o f  serv ices 
requ i red  by the  i n d i v i d u a l s  o f  the  two d i s t r i c t s .  The "benef i ts "  
p r i n c i p a l  o f  t axa t ion  i s  another measure o f  soc ia l  equ i ty .  

c. W i l l  i n d i v i d u a l s  who rece ive  greater  b e n e f i t s  from government serv ices  
pay greater  property taxes? 

Propert ies located i n  a c o m u n i t y  w i t h  a h igh  property t a x  r a t e  w i l l  be 
sub jec t  t o  greater  taxes than p roper t i es  o f  s i m i l a r  value located i n  
communities w i t h  a low proper ty  tax  ra te .  A h igh  t a x  r a t e  could r e f l e c t  
a greater  w i l l i ngness  on t h e  p a r t  o f  the c o m u n i t y  t o  provide funding 
f o r  government services, i n  which case the  l e v e l  o f  p roper ty  taxes may 
bear a r e l a t i o n s h i p  t o  benef i ts  received. A h igh  tax  r a t e  may a l so  
e x i s t  because the  amount of assessed va lua t ion  i n  the  d i s t r i c t  i s  low. 
Property owners i n  d i s t r i c t s  w i t h  low va lua t ion  may be requ i red  t o  pay 
a p ropor t i ona te l y  h igher tax  r a t e  t o  f inance serv ices s i m i l a r  t o  those 
purchased i n  o ther  d i s t r i c t s  which l evy  a smal ler  t a x  r a t e  a l b e i t  on 
a greater  assessed va luat ion .  

3. Ease o f  Admin is t ra t ion :  

Can the  property tax  base be determined wi thout  d i f f i c u l t y ?  

The proper ty  tax  i s  l e v i e d  on the  assessed va luat ion  of a proper ty  which 
i s  based on the  p roper t y ' s  cu r ren t  market value. If the proper ty  has n o t  
been s o l d  recent ly ,  no d i r e c t  measure o f  the  cu r ren t  market value o f  t h e  
proper ty  w i l l  be r e a d i l y  ava i l ab le  and the  value o f  the  t a x  base w i l l  have 
t o  be determined by one of the  th ree methods discussed above. Because o f  
t he  complexity of these methods of appraisal ,  t he  exact value o f  t he  tax  
base w i l l  be somewhat d i f f i c u l t  t o  determine. 

Est imat ing the  value o f  the  property tax  base i s  fu r the r  complicated by 
the  use o f  a separate assessment r a t e  f o r  each c l a s s i f i c a t i o n  o f  property.  
Proper t ies  are  c l a s s i f i e d  according t o  use. As usage changes o r  p roper t i es  
are  subdivided, va lua t ion  assessment i s  made more d i f f i c u l t .  I n  add i t i on ,  
a parcel  o f  p roper ty  may conta in two o r  more l e g a l  classes of p roper ty  
which compl i ca tes  assessment. For example, a farm may be comprised o f  a 



home (class 5) and agricultural land (class 4) .  Such a parcel i s  
termed a " sp l i t  parcel." For assessment purposes, an assessor must 
determine how much of the total  value of the property is  represented 
by each use, in order to  determine the value which i s  subject t o  
each assessment rate.  

4. Consistency with State  Goals: 

a. Will a substantial portion of the property tax be paid by the residents 
of other s ta tes? 

Residential property taxes are borne by homeowners and renters. The 
vast majority of homeowners and renters are  Arizona residents. Due 
to  the growth in tourism, however, some taxes on residential  property 
may be paid by non-residents. 

Comercial property taxes represent an added cost to  business. In order 
to  cover th i s  additional cost ,  businesses may reduce purchases of suppl ies  
or wages paid to  employees; they may raise  the price of goods and 
services provided; or  they may reduce the prof i t s  or dividends avail-  
able to  owners and shareholders. Thus, firms which are  owned by out- 
of-s tate  residents, which purchase suppl ies from out-of-state vendors 
and which produce a good or  service consumed in whole or in part  out 
of s t a t e ,  will provide the best opportunity t o  export the property tax. 

b. Wi 11 the property tax produce revenues without detrimentally affecting 
business? 

The ab i l i t y  of commercial properties to  pass the property tax to  others 
i s  dependent upon the demand fo r  and supply of the good or service 
provided. If the sales  of the good or service are  suff ic ient  t o  
cover a l l  costs of production including the cost of paying property 
taxes, there will be no detrimental e f fec t  t o  business. 

The i~-migration of new businesses to  Arizona i s  dependent upon the 
supply and price of labor, materials, transportation, land and the 
existence of markets for  the product. The property tax i s  generally 
not a suff ic ient ly  large percentage of u n i t  costs to  weigh heavily 
on the decision of firms to  relocate. Studies indicate tha t  the property 
tax i s  probably not a major determinant i n  the location decisions of 
firms. 



SECTION FIVE 

SALES AND USE TAXES 

This section presents an overview of the sales and use taxes levied 

within Arizona. Included are: 

A .  SALES TAXES 

1. Transaction Privilege Tax 

2. Education Excise Tax 

3. Special Excise Tax f o r  Education 

B. USE TAX 

C .  RENTAL OCCUPANCY TAX 

A.  SALES TAXES 

In Arizona, the sales tax,  tha t  tax which i s  imposed upon the gross 

proceeds of sale  or gross income from sales ,  i s  composed of three individual 

taxes: a transaction privilege tax; an educational excise tax; and a special 

excise tax fo r  education. For purposes of evaluation and examination, in th i s  

section, these three taxes are grouped together because of certain commonalit- 

ies  in the areas of administration, collection and incidence. The use tax 

and the rental occupancy tax are addressed individual ly  . 
The Transaction Privilege Tax. The Transaction Privilege Tax, a sales tax,  was 

f i r s t  authorized in 1933. The tax i s  based upon the privilege extended to  

the s e l l e r  t o  engage in the business of sel l ing tangible personal property. The 

l i a b i l i t y  f o r  the tax l i e s  with the s e l l e r  and i s  applied to  the gross receipts 

of specified ac t iv i t ies .  The rates  of the Transaction Privilege Tax are s e t  

by s ta tu te  and range from 4% to  2%. Tax revenue i s  shared with c i t i e s ,  towns 

and counties. Transaction Privilege Tax collections,  including penalties, 

in te res t  and 1 icenses , during 1977-78 amounted to  $247.6 mil 1 ion. The revenue 

from the Transaction Privilege Tax i s  t o  be used t o  pay f o r  obligations of 

the s t a t e  and county governments, t o  pay for  the expernses of the s t a t e  and 

the counties, to  reduce the levy on property fo r  pub1 i c  school education, 



and t o  reduce or  eliminate the  s t a t e  and county property tax ra te .  

Education Excise Tax. Another sa les  tax ,  the Education Excise Tax was authorized 

i n  1959. This tax i s  a l so  imposed upon the  gross proceeds of sa les  o r  gross 

income from the a c t i v i t i e s  of various businesses. For most business c l  a s s i f  ica- 

t ions ,  the education excise tax r a t e  i s  s e t  by s t a t u t e  a t  100% of the  trans- 

action privilege tax ra te .  Exceptions a r e  mining, timbering, rental  of real  

property, and feed wholesaling, on a1 1 of which the  r a t e  is 50% of the privilege 

tax ra te .  The Education Excise Tax is earmarked f o r  educational purposes. 

Collections i n  1977-78 amounted t o  $240.6 mill ion,  including penalt ies and 

i n t e r e s t .  

Special Excise Tax f o r  Education. A t h i rd  sa les  tax  was enacted i n  1968, the  

Special Excise Tax f o r  Education. This special  excise tax i s  a l so  levied on 

the gross receipts  of se lected business c l a s s i f i c a t i ons  a t  r a t e s  s e t  by s t a t u t e  

of 1% or  2%. The tax r a t e  f o r  copper mining, copper smeltering and copper 

production is  1 %, but has been reduced t o  4% f o r  the  period June 1, 1978 

through June 30, 1980. Receipts from the  Special Excise Tax f o r  Education 

a r e  deposited t o  the  S t a t e  General Fund but a re  not dedicated t o  any spec i f ic  

purpose. In 1977-78, col l  ections amounted t o  $81.1 mil 1 ion. These three taxes 

together produced col lect ions  of $569.2 mil 1 ion f o r  nearly one-third of t o t a l  

s t a t e  revenues. The aggregate r a t e  f o r  each business c lass i f i ca t ion  against  

which any one of the  three  sa les  taxes is levied and the  component par t s  of 

the  t o t a l  r a t e  a r e  shown i n  Table V-1, 

Exemptions 

The following a c t i v i t i e s  and commodities a re  exempt from payment of the  

s a l e s  tax by s t a tu t e :  

1. The s a l e  of stocks and bonds. 
2. Personal o r  professional services.  

3. A service provided i n  connection w i t h  the r e t a i l  s a l e  of tangible 
personal property, other than mining, u t i l  i t y ,  communications, private 
ca r ,  pipe1 ines ,  t ransportat ion,  pub1 ishing, job pr int ing,  adver t is ing,  
prime contracting,  and the provision of services i n  connection w i t h  
the  s a l e  of food o r  drink. 



TABLE V - 1  

TAXABLE ACT I V I T I ES 

PRIV- ED, SP,  EXCISE 
I L E G E  EXCISE TAX FOR COMBINED 

TAXABLE ACTIVITIES TAX TAX EDUCATION TAX 

'EFFECTIVE JUNE 1, 1978 THROUGH JUNE 30, 1980, THE SPECIAL 
EDUCATION EXCISE TAX I S  REDUCED B Y  ONE-HALF PERCENT 
FOR COPPER MIN ING,  COPPER SMELTERING AND COPPER PRODUCTION'  
FOR ANY PURPOSE, 



4. The sale  of a warranty or service contract w i t h  a term factor cost 
of $400 or less.  

5. The sale  of prescription drugs. 

6. The sale  of prescribed prosthetic appliances. 

7. The sale  of insulin and the sale  of insulin syringes i f  purchased 
with insulin. 

8. The sa le  of prescription eyeglasses or contact lenses. 

9. The sa le  of hearing aids. 

10. The sale  of prescribed hospital beds, braces, crutches, wheelchairs, 
or corrective shoes. 

11. Sales of gas01 ine on which a fuel tax has been levied. 

12. Common or contract motor car r ie rs  subject t o  the Motor Carrier 
License Tax. 

13. Sales of tangible personal property to  a 1 icensed contractor f o r  
subsequent inclusion i n  a structure i n  fulfi l lment of a contract. 

14. Sales in in te rs ta te  or foreign commerce, which are  exempted from a 
sales tax by the U.S. or  Arizona Constitution. 

15. Personal property purchased, leased or  rented by a non-profit charitable 
hospital or a hospital operated by the s t a t e  or pol i t ical  subdivision. 

16. Sales of tangible personal property by non-prof i t charitable in s t i  t u -  
tions. 

17. Sales made direct ly  t o  the U.S. Government by manufacturers, modifiers, 
assemblers, or repairers,  and sales  to  the manufacturers, etc., when 
such sales are a component part  of subsequent sales  t o  the U.S. Govern- 
men t . 

18. Sales to  the U.S. Government by other than manufacturers, modifiers, 
assemblers, or repairers a re  exempt to  the extent of 50% of the tax. 

19. Printing, when sold fo r  resale. 

20. The cost of labor employed in construction improvements or  repairs ,  
which shall be establ ished as thirty-f ive percent of gross proceeds 
from sales.  

21. The sa le  price of land paid by contractors not to  exceed the f a i r  
market val ue. 



22. Subcontracting, when performed under the control of a prime 
contractor. 

23. Events sponsored by the  Arizona Coliseum and Exposition Center 
Board o r  County Fair  Commissions. 

24. Theatre films (which a r e  not taxed as  personal renta l  property) i f  
the  theatres  i n  which they a r e  r u n  a r e  taxed under the transaction 
pr ivi lege tax s ta tu te .  

25. Property constructed o r  improved by an owner-builder, if  held fo r  
a t  l e a s t  two years p r io r  t o  sa le .  

26. Use of coin-operated washing, drying, dry cleaning, o r  car  washing 
machines. 

27. The leasing o r  renting of residences which have been continuously 
occupied by the  same person f o r  a t  l e a s t  30 days. 

28. Amusements, exhibit ions,  e t c .  , sponsored by re1 igious o r  chari tab1 e 
i n s t i t u t i ons .  

29. Sales of e l e c t r i c i t y ,  power, gas, o r  water f o r  resale .  

30 . The pub1 ishing of books. 

31 . The lease o r  rental  of propert ies which would be exempt from 
transaction pr ivi lege taxes i f  owned by the 1 essee. 

32. The following categories of machinery and equipment: 

a. Used d i rec t ly  i n  manufacturing, processing, fabr ica t ing ,  job 
pr int ing,  ref in ing o r  metal urgical operations. 

b. Used d i r ec t l y  in mining, including equipment needed t o  prepare 
materials  f o r  extract ion,  and the  handling, loading, o r  transporta-  
t ion of such materials  t o  the surface. 

c. Tangible persona1 property consist ing of centra l  off i c e  switching 
equipment, switchboards, private branch exchange equipment, coaxial 
cable,  micro-wave radio and c a r r i e r  equipment of telephone and 
t e l  egraph companies. 



d. Tangible personal property used directly in the production 
or transmi ssion of electr ical  power, incl ud ing  transformers 
and control equipment used a t  transmission substation s i t e s .  
(This does not include machinery and equipment used in the 
distribution of such power. ) 

e. Pipelines four inches i n  diameter or larger,  'used t o  transport 
o i l ,  natural gas, a r t i f i ca l  gas, water or coal slurry. 

f .  For a i r l ines  holding a federal or  s t a t e  ce r t i f i ca te  of public 
convenience and necessity or foreign a i r  car r ie r  permit fo r  a i r  
transportation, tangible personal property consisting of airplanes, 
navigational and communications instruments and related accessories 
and equipment used i n  conjunction with a i r c ra f t  used in transporting 
persons or property for  h i  re. 

g. Tangible personal property consisting of rolling stock, r a i l s ,  
t i e s ,  and signal control equipment used directly in railroad 
transport. 

h. Machinery and equipment used directly i n  d r i l l ing  fo r  or extracting 
oi l  and gas for  commercial purposes. 

i .  A system or ser ies  of mechanisms designed as a solar  energy device. 

j. Buses or tangible personal property used directly i n  the transporta- 
tion of persons pursuant to  a government program. 

33. Machinery and equipment delineated i n  Number 33 (above) which i s  exempt 
i f  sold is a1 so exempt i f  leased or rented. 

34. Charges from a landlord to  a tenant for  u t i l i t i e s ,  when the landlord 
has installed individual meters for each rental and charges each tenant 
on the basis of the individual reading. 

B.  USE TAX 

In 1956, a Use Tax was imposed upon individuals making purchases outside the 

s t a t e  a t  re ta i l  for  use, storage or consumption within Arizona and not paying a 
transaction privilege tax on those purchases. Such a situation occurs primarily when 

purchases are made out of s t a t e  and no sales tax i s  paid to  the other s t a t e ;  or 
a sales tax a t  a lower rate  i s  paid to tha t  s tate .  In both instances, when 
property i s  brought to  Arizona for  storage, use or consumption, a use tax i s  
levied equal t o  the difference between the Arizona sales tax r a t e  and the ra te  , 

which was paid on the item when purchased. The person making the purchase i s  
1 iable for  the tax. The maximum Use Tax ra t e  i s  4%. In 1977-78 use taxes amounting a 



to  $17.2 million were collected. Revenues collected from the Use Tax are divided 

equally between the Use Tax Receipts Fund and the Educational Excise Tax Fund. 

The educational excise funds collected under Use taxes are allocated t o  the 

General Fund and dedicated fo r  education. The Use Tax Fund i s  transferred 

to  the State  General Fund a t  the end of each calendar month. 

Exemptions 

Tangible personal property i s  exempt from payment of the Use Tax when: 

1. Taxed under the provisions of the Transaction Privilege Tax. 

2. Taxed under the provisions of the Motor Vehicle Fuel Tax. 

3. Prohibited from taxation by federal law. 

4. Incorporated as an ingredient or component of any manufactured, 
fabricated or processed a r t i c l e ,  substance or cornmodi ty fo r  sa le  
in the regular course of business. 

5. Subject to  an excise tax imposed by another s t a t e ,  a t  a ra te  
equal to  or greater than the ra te  levied by the Arizona Use Tax. 

6. Incorporated into a building or structure by a licensed contractor 
who holds a Transaction Privi 1 ege Tax License. 

7. Brought into the s t a t e  by a nonresident fo r  his own storage, use, 
or  consumption while temporarily within the s t a t e ,  unless such 
property i s  used i n  conducting a business in Arizona. 

8. Brought into Arizona from outside the continental l imits  of the United 
States fo r  personal use; however, property imported a t  a ra te  in excess 
of $200 re ta i l  value per month i s  not exempt. 

9. Purchased outside the s t a t e  by hospitals organized and operated ex- 
clusively for  charitable purposes or  by hospitals owned and operated 
by the s t a t e  or  a pol i t ical  subdivision. 

10. Used or consumed in the businesses of farming, ranching and feeding 
livestock or poultry, not including equipment, f e r t i l i z e r s ,  herbicides 
and insecticides . 

11. Directly used as machinery or equipment in manufacturing, processing, 
fabricating, job printing, refining or metal lurgical operations. 

12. Directly used as machinery or  equipment in extracting ores or 
mineral s from the earth for  commercial purposes, i ncl udi ng equipment 
required to  prepare t h e '  materials f o r  extraction and hand1 ing, loading 
or transportation of such extracted material S t o  the surface. 



13. Used as telephone company or telegraph company central off ice 
switching equipment, switchboards, private branch exchange equipment, 
microwave radio and car r ie r  equipment, and coaxial cab1 e. 

14. Directly used as machinery or  equipment in the production or  trans- 
mission of e lectr ical  power, excluding machinery or  equipment used 
for  distribution of e l ec t r i c i ty ,  transformers and equipment used a t  
transmission substation s i t e s .  

15. Consisting of pipes or valves four inches or  greater in diameter, 
used for  transporting or dis t r ibut ing gas, o i l ,  water or coal 
s l  urry. 

16. Consisting of airplane, navigational and comnunications instruments 
and other accessories and related equipment acquired and used in 
transporting f o r  hire ,  owned by a i r l ines  holding a federal or s t a t e  
ce r t i f i ca t e  of public convenience. 

17. Consisting of rol l  ing stock, r a i l s ,  t i e s ,  signal control equipment 
used direct ly  in transporting fo r  hire. 

18. Used direct ly  as  machinery or equipment i n  d r i l l i ng  fo r  o i l  or gas 
or used direct ly  in the process of extracting o i l  or gas from the earth 
fo r  commercial purposes. 

19. Consisting of solar energy devices. 

20. Consisting of buses used direct ly  i n  transporting for  hire and owned 
by bus  companies holding a ce r t i f i ca t e  of pub1 i c  convenience. 

21. Consisting of prosthetic devices acquired by prescription, insulin,  
syringes purchased with insul i n ,  eyeglasses, contact lenses, hearing 
aids ,  braces, etc.  

C.  RENTAL OCCUPANCY TAX 

The Rental Occupancy Tax i s  levied a t  a ra te  of 2% against real property 

tha t  i s  on a long-term lease, which was entered into prior to  December 1, 1967. 
This tax is  in 1 ieu of the sales tax on the rental of real property. The 
Rental Occupancy Tax i s  t o  raise  money to  l iquidate the outstanding obligations 
of s t a t e  and county government; to  defray the necessary and ordinary expense of 

s t a t e  and county government; and to  reduce the tax burden on property. Tax 
revenues a re  shared with s t a t e ,  county and local jurisdictions. Col lections 
i n  1977-78 amounted to  $169,500.. 



The following situations are  exempt from the Rental Occupancy Tax: 

1. Occupancy by any tenant who i s  exempt from taxation under the con- 
s t i tu t ion  or laws of the United States or Arizona. 

2. Occupancy under a lease entered into prior to  December 1, 1976 which 
the constitution or laws of the United States or  Arizona would prohibit 
from taxing i f  the landlord were the tenant. 

3. Leasing or renting of property when such property i s  used by the lessee 
as a principal place of residence. 

4. Occupancy under a lease or rental agreement entered into prior to  
December 1, 1967, i f  the length of the term of the lease or  the s i ze  
of the premises i s  subsequently changed. 

5. Occupancy under a lease or  rental agreement fo r  the following businesses: 
hotels, guesthouses, dude ranches, resorts ,  rooming houses, apartment 
houses, off ice bu i  1 dings, automobile storage garages, parking lo t s ,  
and tour i s t  camps. 

ADMIN ISTRATION 

The Transaction Privilege Tax, Educational Excise Tax, and the Special Excise 
Tax for  Education are  paid to  the Department of Revenue by various businesses. 
Any person or business receiving income or proceeds from a sa le  upon which a 
Transaction Privilege Tax i s  levied must have a privilege tax license. This 
license is  available from the Department of Revenue fo r  one dollar. The license 
i s  valid for  f ive years unless the ownership or location of the business changes. 

Collections for  the three taxes that  make up the sales  tax are remitted 
on a monthly basis. They are due and payable on or  before the 15th day of 
the month following the month in which the tax accrues. The tax i s  delinquent 
f ive days l a t e r .  Extensions of up to  60 days may be granted by the Department of 
Revenue fo r  good cause. The laws of Arizona provide penalty and in teres t  pro- 
visions f o r  fa i lure  to  f i l e  a tax return or for  f a i l i ng  to  remit the proper 
amount. The s tatutes  a1 so out1 ine administrative procedures fo r  contesting the 
tax l i a b i l i t y .  

The Use Tax i s  paid by the persons making r e t a i l  purchases of tangible 
personal property i n  other s t a t e s  tha t  have lower, or  no sales tax. The 
Department of Revenue col lects  the tax revenue on or  before the 15th day of 
each month, and credi ts  f i f t y  percent of the revenue to  the Use Tax receipts  



fund and f i f t y  percent to  the Education Excise Tax fund. A t  the end of the 

calendar month a l l  monies i n  the Use Tax receipt  fund are  deposited to  the 
General Fund. 

The Rental Occupancy Tax i s  paid by the landlords, who col lect  the tax 
from the tenant together with the rent of any tenant from whom no tax has been 
collected. These taxes are  remitted to  the Department of Revenue on or before 
the l a s t  day of each month. 

Sales and use taxes are also levied by various c i t i e s  and towns a t  ra tes  
s e t  by the i r  respective governing bodies. Counties do not have the statutory 
authority to  impose such taxes. In 1973, Proposition 300 authorized the De- 

partment of Revenue to  administer the sales  tax program of any Arizona c i ty  
or town on a contract basis. This service i s  performed by the Department without 
charge to  the c i t i e s .  In 1977-78, $16.1 million was collected on behalf of 
40 c i t i e s  and towns. 

INCIDENCE 

The incidence of sales  and use taxes varies by taxable ac t iv i ty ,  tax ra te ,  
percentage of income spent on particular commodities, and income group. The 
incidence of the tax will increase as the portion of household income spent 
on the taxable commodity increases. 

The Use Tax is imposed to  avoid the loss of business and resultant tax 
revenue tha t  would occur i f  there were differences i n  tax rates within a market 
area. 

The incidence of the Rental Occupancy Tax was s ta tu tor i ly  shifted to  the 
tenant. 

COLLECTIONS 

Table V-2 has been prepared to  show the collections from the three tax 
sources normally referred to  as the sales tax. The revenue i s  shown by taxable 
ac t iv i ty  and includes penalty , in te res t ,  and l icenses fees. The amounts shown 
are not col l ec t i  ons a f t e r  refunds . 



TAXABLE ACTIVIN 

V- 2 

COLLECTIONS BY CLASSIFICATION FOR 1977-78 

SP .- EXCISE 
TRANSACTION EDUCATION TAX FOR 
PRIVILEGE TAX EXCISE TAX EDUCATION COKBINED TAX 

Mining - Oil and Gas Production $ 11,744,222 $ 5,872,111 $ 11,744,222 $ 29,360,555 

Transporting and Towing 39,420 39,420 78,840 157,680 

U t i l i t i e s  11,155,771 11,155,771 22,311,542 44,623,084 

Comunications 3,355,066 3,355,066 6,710,132 13,420,264 

Railroads and Aircra f t  

Pub1 ishing 

Print ing and Advertising 

Pr iva te  Car, Pipe1 ines 

Contracting 

Timberins " 
-Restaurants and Bars 

Amusements 

Rentals of Real Property 

Rental of Personal Property 

Feed Who1 esa le  

Retail  

Wse Tax 

Subtotal 

Adjustment (1 71,774) (1 71 ,774) 

1,834,638 1,273,730 Penalty and In t e r e s t  Collectgd 3,108,368 

Licenses, fees  col lected 28,179 28,179 

Source: Department of Revenue 

a * Represents one-half of Use Tax co l lec t ions  dedicated t o  the  Education Excise Tax. 



In order t o  see more c lea r ly  the t o t a l  e f f ec t  of the  s a l e s  and use 

taxes which a r e  being discussed i n  this section,  Table 3 has been prepared 
which incorporates the  Use Tax and the Rental Occupancy Tax. This t ab le  a l so  

compares the  1977-78 col lect ions  w i t h  amounts collected 10 years ago o r  1967-68. 

TABLE V-3 

Sales Tax Collections 
1967-68 and 1977-78 

Source 1 967-68 1 977- 78 

Transaction Privilege $ 68,564,160 $247,570,254 
Education Exci se  35,007,281 240,563,323 
Special Education 2,057,752 81,056,526 
Use* 769,748 8,577,759 
Ren t a  1 Occupancy** 169,562 

SUBTOTAL $106,398,941 $577,937,424 

*an equal amount i s  accounted f o r  i n  the  Education Excise Tax Fund. 
**effective 1-1 -1 975. 

As previously noted, the  Transaction Privilege Tax revenue i s  shared 

w i t h  c i t i e s ,  towns, and counties. The Education Excise Tax and the  Special 

Excise Tax f o r  Education revenues a r e  not shared. 25% of the  Transaction 

Pr ivi lege Tax col lect ion i s  d is t r ibuted t o  the various municipal i t i e s  i n  the  

s t a t e  in proportion t o  t h e i r  population. 4% is  earmarked f o r  the  Department 

of Revenue's License Fee and Privilege Tax Administration fund, and 15% is 
earmarked f o r  the  Department of Economic Securi ty,  t o  be used f o r  public welfare 
programs. The S ta te  General Fund is al located 22.4% and 33.6% goes t o  the  counties. 

The revenue is dis t r ibuted t o  the counties based upon the  average t h a t  

the  percentage of assessed valuation bears t o  the  t o t a l  s t a t e  assessed valuation, 

and the percentage t h a t  the  Transaction Privilege Tax revenues collected i n  

the  county bears t o  the t o t a l  s t a t e  Transaction Privilege Tax revenues. This 
a l locat ion formula r e su l t s  i n  the dis t r ibut ion of 41.4% of the  revenue t o  

the  s t a t e ,  33.6% t o  the county and 25% t o  the  c i t i e s  and towns. For 1977- 

78 the  dis t r ibut ion was a s  follows: 



TABLE V-4 

Distribution of S ta te  Transaction 
Privilege Tax Collections 

General Fund* 
Counties 
Ci t i es  

TOTAL 

*The Education Excise Tax of $240,826,672 i s  earmarked f o r  
educa t i  on. 

a.  Distribution of Transaction Privilege Tax Revenues t o  the  S t a t e  

The fol  1 owing tab1 e shows the components of the  Privilege Tax 

revenues as  percentages of t o t a l  s t a t e  revenue: 

TABLE V-5 

Transaction Privilege Tax Revenues As 
a Percentage of Total S ta te  Revenue, 1978 

Percent of Total ** 
Tax - Amount S ta te  Revenues 
Transaction Privilege Tax $247,570,254 16.7% 
Education Excise Tax 240,563,322 16.2 
Special Education Excise Tax 81,056,526 5.5 
Use Tax* 8,577,759 0.6 
Rental Occupancy 169,562 0.01 

*One-half of the  Use Tax i s  earmarked f o r  the Education Excise Tax 
fund. In t o t a l ,  $17,155,518 was collected f o r  tangible personal 
property purchased outside the  s t a t e .  

**Total s t a t e  revenues here include a l l  s t a t e  general and special  
revenue and a id  col l  ections of $1,482,291,323. Source DOR annual 
report.  



b. Distribution of State Transaction Privilege Taxes to  Counties 

The 1977-78 a1 location of $83,240,578 for  counties was distributed 
as follows: 

TABLE V-6 

Distribution of State Transaction Privi 1 ege Taxes to  Counties 

Apache County 
Cochise County 
Cocon ino County 
Gi 1 a County 
Graham County 
Green1 ee County 
Maricopa County 
Mo have County 
Navajo County 
Pima County 
Pinal County 
Santa Cruz County 
Yavapai County 
Yuma County 
TOTAL 

The revenue from the Transaction Privilege Tax i s  required by s t a tu t e  

to  be used to  r e t i r e  county bonds and pay outstanding warrants. If there i s  
a surplus, the money may then be credited to  the general fund of the county. 
In preparation of the budget, each county board of supervisors includes an 

estimate of expected sales  tax revenues. Any obligation paid from the tax 
revenues must be a specific item of the county's budget.' The Transaction 
Privilege Tax revenues represent an average of 17% of each county's revenues. 
(Source : Arizona Association of Counties) 



D i s t r i b u t i o n  o f  Sales Tax Col l e c t i o n s  f o r  1977-78 

@ COUNTY/ % TO TOTAL COUNTY / % TO TOTAL 
CITY-TONN AMOUNT D!SfRIBUT!CII* - CITY-TOWN Al40UFiT DISTRIBUTIGNf 

APACHE 
Eagar f 
S p r i n g e r v i l  l e  . 
St .  Johns 

!:i42iCSFA cant .  
k o t t s d a l e  
I i u r p r i s e  
Tempe 
To1 1 eson 
H i  ckenburg 
Y ~ u n g  town 

MOHAVE 
K i  ngrnan 

NAVAJO 
Hol brook 
Show1 ow 
Snowflake 
T a y l o r  
Winslow 

COCHISE 
Benson 
B i  s bee 
Doug1 as 
Huachuca C i t y  
S i e r r a  V i s t a  
Tombs tone 
W i  11 cox 

COCONI NO 
F l a g s t a f f  
Fredoni a 
P ~ g e  
W j f  ?, jcns P I M  

Marana 
Oro V a l l e y  
South Tucson 
Tucson 

GI LA 
Globe 
Hay den 
Ili ami 

. Payson 
Winkelman . 

PINAL 
Casa Grande 
Cool i dge 
E l  oy 
F lo rence  
Kearny ' 

Mamma t h  
Super i  o r  

GRAHAM 
Pima 53,760.23 .087 
Saf ford.  221,751 .E6 .358 
Tha tche'r 106,865.65 . I 73  

GREENLEE 
Cl  i f ton  189,688.01 .306 
Duncan 28,819.08 .047 

SANTA CRUZ 
Nogal es 
Patagonia 

ClAR I COPA 
Avondale 247,066.94 
Buckeye . 96,905.62 
Chandler 747,01.5.55 
E l  Mirage 145,737.47 
G l l a  Bend 66,936.24 
G i  1 b e r t  134,341.46 
Glenda 1 e 2,509,397.42 
Goodycar 87,286.37 
Gua da 1 upe 159,796.75 
Mesa 3,757,244.83 

'Paradise Val l e y  340,121 . l o  
Peor ia  289,283.29 
Phoenix 21,935,760.43 

YAVAPAI 
Chino V a l l e y  
C la r kda le  
Cottonwood 
Jerome 
Pres co t t 

Y UMA 
Parker  
Somerton 
We1 1 t o n  
Y uma 

TOTAL 

*The percentage o f  revenue r e c e i v e d  by each c f  t y  o r  town i s  based on 
popu la t ion .  



CRITERIA 

1. Revenue Generation: 

a ,  Will revenues from the sales  tax expand as the demand fo r  government 
services expands? 
The sales tax i s  a good source of increased revenue during periods 
in which the population of the s t a t e  i s  experiencing s ignif icant  
growth . 
Individuals moving into the s t a t e  will expect to  receive the same 
government services tha t  are  currently provided to  residents of the 
s ta te .  This wi 11 increase the revenue requirements of the government. 
Individuals moving into the s t a t e  will also expend s ignif icant  sums 
of money to  purchase products sold by Arizona businesses. Because 
these additional sales will increase the taxable receipts of businesses, 
the revenues from the sales  tax will expand t o  meet the additional 
revenue requirements of the government. 
However, i f  the demand fo r  government services (we1 fare ,  unempl oyment , 
etc.)  i s  increasing due to  a decline i n  the level of economic growth, 
the sales  tax may not be a good source of increased revenues, since 
individual purchases will ordinarily decline i f  personal income i s  
reduced. 

b. Will revenues from the sales  tax expand as the price of government 
services increase? 
A general increase in the price of goods will resu l t  i n  an increase 
in government expenditures in order to  maintain current levels of 
services. Because the sales tax is levied on the gross receipts 
from the sale  of goods, a general increase in the price of goods 
will a lso resu l t  i n  an increase in the revenues produced by the 
sales tax. 

2. Social Equity: 

a. Is  the sales tax affordable from current cash flow? 
The sales  tax is effectively paid by individuals i n  the form of increased 
prices f o r  goods a t  the time of purchase. Thus, i f  the taxpayer has 
suff ic ient  income available to  purchase taxable comnodities, the sales  
tax will be paid from current cash flow a t  the time the purchase is  
made. If income i s  not available to  pay the fu l l  price of taxable items 
w i t h  the tax included, the individual may l imit  his purchases and 
thereby avoid tax l i ab i l i t y .  However, if the taxpayer i s  unable t o  
l imit  his purchases of goods beyond a basic m i n i m u m  amount required fo r  
subsistence, he will be subject t o  the tax on th i s  amount regardless of 
his income or the hardship which th i s  l i a b i l i t y  may represent. 



b. I s  the  sales t a x  borne by i n d i v i d u a l s  w i t h  common circumstances 
equivalent? 

The s t a t e  sales t a x  r a t e  on any given i t em i s  cons is ten t  throughout the  
s ta te .  Thus, i n d i v i d u a l s  who purchase the  same types o f  commodities 
i n  comparable q u a n t i t i e s  w i l l  pay equivalent  s t a t e  sales taxes. The 
t o t a l  sales tax  burden may d i f f e r  f o r  i n d i v i d u a l s  whose purchases are  
s i m i l a r ,  however, because o f  d i f fe rences i n  the  sales tax  r a t e  l e v i e d  
on selected commodities by l o c a l  j u r i s d i c t i o n s .  

c. W i l l  i n d i v i d u a l s  who receive greater  bene f i t s  from government serv ices 
pay greater  sales taxes? 

Because sales taxes are  n o t  earmarked f o r  p a r t i c u l a r  government serv ices,  
i t  i s  d i f f i c u l t  t o  determine t o  what ex tent  i n d i v i d u a l s  who pay t h e  
tax  b e n e f i t  from government serv ices provided. 

3. Ease o f  Administ rat ion:  

Can the sales t a x  base be determined w i thou t  d i f f i c u l t y ?  

The sales tax  i s  based on the  gross s e l l i n g  p r i c e  of a  commodity. The 
t a x  i s  e f f e c t i v e l y  p a i d  a t  the  t ime o f  sale. Because the  p r i c e  o f  commodities 
i s  f i x e d  p r i o r  t o  sale,  a  d i r e c t  measure o f  the  value o f  t he  t a x  base i s  
ava i l ab le  a t  the t ime the  t a x  i s  paid. 

4. Consistenc.~ w i t h  Sta te  Goals: 

a. I s  a  substant ia l  p o r t i o n  o f  t he  sales tax  pa id  by the  res idents  
o f  o ther  s ta tes? 

The sales tax  i s  e f f e c t i v e l y  pa id  by i n d i v i d u a l s  i n  the  form o f  i n -  
creased pr ices  f o r  goods a t  t he  t ime o f  purchase. Non-residents who 
v i s i t  the  State o f  Arizona w i l l  pay sales taxes on a l l  taxable items 
t h a t  they purchase from businesses w i t h i n  the  s t a t e  dur ing  t h e i r  stay. 
I n  1977-78, s t a t e  sales t a x  revenues a t t r i b u t e d  t o  non-resident t o u r i s t s  
were estimated a t  $96,700,000. 

b. W i l l  t he  sales tax  produce revenues w i thout  de t r imen ta l l y  a f f e c t i n g  
business? 

Because the  sales tax  i s  p a i d  from the gross rece ip ts  o f  taxable businesses, 
the  t a x  could have a  negative impact on t h e  growth of business i f  i t  can- 
n o t  be passed t o  i n d i v i d u a l s  i n  the  form of a  p r i c e  increase o r  other-  
wise recovered through a  reduct ion  i n  costs. 



SECTION SIX 

INCOME TAX 

The income tax i s  designed t o  extract revenues from individuals and 
corporations i n  Arizona, based upon the i r  level of taxable income, fo r  the 
purpose of funding the general operations of s t a t e  government. Generally 
speaking, a l l  individuals and corporations must pay income taxes t o  the State 
of Arizona based upon tha t  portion of the i r  income tha t  i s  derived from taxable 
sources w i t h i n  the s ta te .  

H i  s tor i  ca1 Overview 

The f i r s t  income tax in Arizona was enacted by the Eleventh Legislature 
i n  1933. Chapter 39, Laws of 1933, imposed the income tax and stated the object 
of the newly imposed tax. The object of the original tax and the purpose for  
i t s  imposition as stated i n  Section Three of the 1933 act  are as follows: 

"The object for  which the said tax is  imposed i s  t o  
a s s i s t  in defraying the cost of maintenance of the 
State Government, and t o  lessen the burden in this 
regard resting upon tangible property." 

I t  appears tha t  the drafters of th i s  original income tax i n  Arizona were 
concerned about the reliance of government on the property tax. 

This f i r s t  income tax imposed different rates  upon individuals and cor- 

porations, which were subject t o  the tax. The ra te  schedule for  individuals 
started a t  one per cent on the f i r s t  thousand dollars of net income and pro- 
gressed to  f ive and one-half per cent on a l l  net income in excess of ten 
thousand dollars. Corporations were subject t o  a tax of two per cent on the 
f i r s t  one thousand dollars of net income, with the maximum ra te  of s i x  per 
cent on a l l  income over s ix  thousand dollars.  The tax was repealed shortly 
qf ter  i t s  enactment and replaced with an income tax i n  which the individual 
tax rates  rose more slowly and stopped a t  four and one-half per cent, while 
the overall rates for  corporate income were reduced between one-half and one 
per cent on a1 1 levels of income. 

Adjustments t o  the basic income tax code were made u n t i l  1954 when the 



Income Tax Act of 1933 was repealed and replaced w i t h  the Income Tax Act of 
1954. The 1954 Act was modeled closely af te r  the Federal Income Tax Code. 
A t  the same time, the corporate and individual income tax rates were also 
in~reased.  

Numerous amendments were made to the "Income Tax Act of 1954" from the 
time of i t s  enactment through 1978. In 1965 and again i n  1967, the income 
tax ra te  schedules for  both individuals and corporations were changed. The 
rates for  individuals, enacted i n  1967, s t i l l  apply. They range from two 
per cent on the f i r s t  thousand dollars of taxable income to  eight per cent 
on a l l  income i n  excess of s ix  thousand dollars. The Laws of 1974 changed 
the corporate income tax rates. These rates  range from two and one-half per 
cent on the first thousand dollars of taxable income t o  ten and one-half per 

cent on a11 taxable income i n  excess of s ix  thousand dollars. 
The most recent recodification of the income tax s ta tu tes  i n  Arizona 

occurred i n  1978. T h i s  law became effective January 1, 1979 and i ts  impact 
will be f e l t  for  the f i r s t  time during the f i l ing  year, 1980. The law provided 
for  a reorganization of the income tax s tatutes  and the adoption of federal 
adjusted gross income as the s tar t ing point for  calculating Arizona income 
tax 1 i ab i l i t i e s .  Under the new code, federal adjusted gross income is equal 
to  "Arizona gross income." This is  commonly referred t o  as "piggybacking." 
Certain adjustments are then made to "Arizona gross income" t o  compensate for  
dffferences between the Federal Income Tax Code and the Arizona Income Tax 

Code. After these adjustments are  made, the resulting amount i s  Arizona ad- 
justed income, which i s  fundamentally equivalent t o  the amount tha t  would have 
been calculated i n  the absence of the new law. Thus ,  the recodification and 
new f i l i n g  procedure did not substantially impact upon the nature or  intent 
of the income tax code i n  Arizona. The legislation also provided for an exten- 
sion of the optional tax table and the development of a shortened income tax 
form, both of which would further simplify the f i l i n g  process fo r  many Arizona 
residents. 

Another recent enactment of particular interest  was the passage i n  1978 
and the extension in 1979, of the "inflation indexing" of the Arizona income 
tax. The purpose fo r  the legislation was to ,  a t  l eas t  par t ia l ly ,  offset  the 
impact tha t  continued inflation and a progressive income tax structure have 
on taxpayers. This i s  accompl i s  hed by indexing the standard deduction, 



personal exemptions and the various tax credi ts  t o  the consumer price index. 
In other words, the value of these deductions and credi ts  increases as inf la-  
ti on continues. 

Specifically, for  the tax year 1978, the standard deduction, the personal 
exemption, the credi t  for  taxpayers over 65 years of age, the renters '  c redi t ,  
and the credi t  fo r  dependents, were a l l  increased by a factor of 10.1 per cent. 
Ten and one-tenth per cent i s  the amount tha t  the Phoenix Metropolitan Consumer 
Price Index, as  computed by the Bureau of Business and Economic Research a t  
Arizona State University, increased from the second quarter of 1977 t o  the 
second quarter of 1978. For example, the impact tha t  the legislation had on 
the personal exemption was such tha t  i t  was increased from $1,000 t o  $1,101. 

In addition t o  the extension of "inflation indexing" for  an additional 
year, several other changes were made to  the Arizona Income Tax Code during 
the 1979 regular legis lat ive session. Chapter 145 provided fo r  the adoption 
of several changes that  were made t o  the Federal Income Tax Code during 1978 
into the Arizona income tax code. Chapter 164, in addition to  extending "in- 
f la t ion indexing," provided fo r  the renters ' c r e d i t  t o  be increased from a 
base of f i f t y  dollars to  seventy-five dol larso Chapter 191 provided f o r  an 
income tax deduction of up t o  one hundred dolars for  an individual or  two 
hundred do1 la rs  for  a married couple f i l i n g  joint ly,  fo r  contributions made 
t o  s t a t e  and local polit ical campaigns. Chapter 136 c lar i f ied  the statutory 
sections relating to  solar energy income tax credi t s  and extended the expiration 
date of those credi ts  by f ive  years, until 1989. Further, the Chapter provided 
for  conmercial buildings to  qualify fo r  the credi t  until 1986 and extended 
the sales  tax exemption for  solar energy devices u n t i l  1989. Chapter 43 increased 
the allowable end-of-year carryover w i t h i n  the Income Tax Fund from two hundred 
thousand do1 l a r s  to  f ive  hundred thousand dollars.  Chapter 14 conformed the 
treatment of certain qua1 i f  ied small business corporations, under the Arizona 
income tax s ta tu tes  to  the treatment provided i n  the Federal income tax s tatutes .  

Description of the Arizona Income Tax 

The Arizona income tax is  levied upon individuals and corporations earning 
income within the State  of Arizona. Single individuals w i t h  an adjusted 

gross income in excess of one thousand dol lars ,  or two thousand dollars 

if married, or  whose gross income is  i n  excess of f ive thousand dol lars ,  

are required to f i l e  an income tax return w i t h  the Department of Revenue. 

VI-3 



Fiduciaries a re  required t o  f i l e  income tax returns on behalf of any indivi- 
dual f o r  which they are responsible i f  such individual would otherwise have 
been required t o  f i l e  a return. Fiduciaries a re  also required to  f i l e  a return @ 
fo r  every e s t a t e  which has taxable income in excess of one thousand dollars 
during the tax year; or  any trust which has taxable income i n  excess of one 
hundred dollars during the tax year; or any trust or  es ta te  which has a gross 
income i n  excess of f ive thousand do1 l a r s  during the tax year. Finally, fiduci- 
a r i e s  are  responsible fo r  the f i l i n g  of an income tax return f o r  every decedent, 
f o r  the year i n  which death occurred i f  the decedent would have otherwise been 
required to  f i l e  an income tax return. Partnerships are  required t o  f i l e  an 
annual return and the income of the partnership is taxable as i f  i t  had been 
distributed t o  each of the individuals who are  en t i t led  to  share in the income 
of the partnership. Corporations are required t o  f i l e  an annual return regardless 
of the i r  level of income. Generally, governmental en t i t i e s  and non-profit 
organizations a re  exempt from the f i l  ing requirements of the Arizona income 
tax. Additionally, insurance companies subject t o  the insurance premium tax 
are  exempt from the Arizona income tax. All exempt organizations, w i t h  the 
exception of religious organizations and organizations related t o  religious 

or  certain educational organizations, are  required t o  f i l e  an informational 
return. 

Tax Base 

The base used f o r  determining tax l i a b i l i t y  under the Arizona income tax 
i s  net taxable income. Net taxable income is  determined by means of several 

calculations. The f i r s t  of these calculations i s  a determination of gross 
income. In the absence of "piggy-backing" legis lat ion such as was enacted 
in 1978, the determination of gross income i s  usually made by inspection of 

a l l  the various amounts of income received by a taxpayer from various sources. 
Certain categories of income are  incl udabl e within gross income and certain 
categories of income are  excludable from gross income. 

Once gross income has been determined, adjustments are  made to  gross 
income t o  arr ive a t  "adjusted gross income." The primary purpose these 

adjustments serve is  t o  allow the part ia l  exclusion or inclusion of certain 
categories of income . For example, prior t o  the enactment of the "piggy-backing" 
legis lat ion i n  Arizona, mili tary pay was included i n  the definit ion of Arizona 



gross income; however, any military pay received while on active duty, up 

to  one thousand do1 l a r s  per year, was to  be excludable from gross income for  
tax purposes. Thus ,  the ent i re  amount of military pay was included as a part 
of gross income and an adjustment for  up  to  one thousand dollars of active 
duty pay was a1 lowed. 

However, due to the enactment of the "piggy-backing" legislation in 1978, 
the two steps used to calculate adjusted gross income, are no longer required. 

Instead, federal adjusted gross income i s  equal to  Arizona gross income. To 
this  amount certain adjustments are then made t o  compute Arizona adjusted gross 

. income. These adjustments have two purposes. The f i r s t  purpose is t o  compensate 
for  types of income tha t  are includable in federal gross income and excludable 
under the Arizona income tax code - or for  amounts which are excludable from 
federal gross income b u t  are includable under the Arizona income tax code. 
The second purpose i s  to  compensate for  differences between the adjustments 
made to  gross income in determining adjusted gross income pursuant t o  the Federal 
income tax code and the Arizona income tax code. For example, certain adjustments 
are allowed under the federal law which have t radi t ional ly not been allowed 
under Arizona law. Such an adjustment would have been used when computing 
federal adjusted gross income and therefore theamount deducted must be added 
back when computing Arizona gross income. 

A l i s t ing  of the adjustments tha t  must be made t o  federal adjusted gross 
income i n  order t o  arrive a t  Arizona adjusted gross income is  provided i n  Appen- 
dix VI-1. 

As discussed above, i f  the "piggy-backing" legislation had not been 

enacted i n  1978, i t  would be necessary t o  f i r s t  determine Arizona gross income, 
based upon certain includable and excludable types of income, and then compute 
Arizona adjusted gross income by making certain prescribed adjustments. 

In Arizona, gross income i s  defined as  "all  income from whatever source 
derived" except for  tha t  which i s  specifically excluded. In the broad sense, 
gross income means a l l  wealth which flows in to  the taxpayer, other than a 
mere return of capital or an unrealized appreciation in value. Appendix VI-2 
presents a 1 is t ing of included and exempt sources of income i n  Arizona. 

The next step a f t e r  determining Arizona adjusted gross income, is the 
deduction of certain amounts i n  order to  determine net taxable income. These 



deductions a r e  allowed fo r  cer ta in  specified expenses t h a t  a re  incurred by 
the taxpayer during the  t ax  year. Individual taxpayers have the  option of 
calcula t ing the  deductible amount i n  e i t h e r  of two ways. Individuals may claim 
the  standard deduction o r  may itemize t h e i r  deductions. For the  tax year  1978, 
the standard deduction was equal t o  11 per cent  of Arizona adjusted gross income 
minus federal  income taxes paid and cer ta in  other special deductions, up t o  
a maximum of $551 f o r  a s ing le  individual o r  $1,181 f o r  a married couple f i l i n g  
jo in t ly .  The standard deduction is  one of the amounts impacted by " inf la t ion 
indexing;" therefore,  the  amount of the  standard deduction is subject  t o  change 
due t o  the  r a t e  of in f la t ion ,  a s  measured by the  Metropolitan Phoenix Consumer 
Price Index. 

Appendix VI-3 presents a l i s t i ng  of itemized deductions t ha t  a r e  a1 1 owed 
f o r  taxpayers who do not claim the  standard deduction. 

Tax Rates 

Once the  a1 lowable amounts, discussed above, have been deducted from Arizona 
adjusted gross income, the  resu l t ing  f igure  i s  net  taxable income. The next 
s tep  i n  determining Arizona income tax 1 i ab i l  i t y  i s  the  application of the 
appropriate tax  ra te .  Two s e t s  of tax  r a t e s  e x i s t  i n  Arizona. One 
i s  applied t o  the  ne t  taxable income of corporations and the  other  is applied 
t o  the  net  taxable income of a l l  other persons. The following t ab l e  shows 

the income tax r a t e s  f o r  both corporate and individual taxpayers. 

ARIZONA INCOME TAX RATES 

Corporate 
Tax Rates 

2.5% 
4.0 
5.0 
6.5 
8.0 
9.0 

10.5 

Tax Credits  

Net 
Income 
$0 - 1,000 

1 - 2,000 
2 - 3,000 
3 - 4,000 
4 - 5,000 
5 - 6,000 
over 6,000 

Individual 
Tax Rates 

2.0% 
3.0 
4.0 
5.0 
6.0 
7.0 
8.0 

The f i gu re  t h a t  r e su l t s  from the  application of the  appropriate t ax  r a t e  
t o  net  taxable income i s  gross tax  l i a b i l i t y .  The next s tep  i n  determining 



Arizona income tax 1 iabi l  i ty is the subtraction of certain a1 lowable c redi t s  
from gross tax l i a b i l i t y  i n  order to  determine net tax l i ab i l i t y .  Net tax 

m l i a b i l i t y  is the f ina l  amount of tax tha t  is levied upon the taxpayer. This 
is the same amount tha t  individual taxpayers typically compare t o  the amount 
that  was withheld from wages, in order t o  determine i f  they will receive a 
refund or  owe additional tax. Generally speaking, tax credi ts  a re  granted 
f o r  the same reason as deductions. 

Appendix VI-4 presents a l i s t i n g  of the credi ts  allowed individual tax- 
payers. 

ADMINISTRATION 

Income tax returns are  required to  be f i l ed  on or  before the f i f teenth  
day of the fourth month following the close of the tax year. A l l  individuals 
are  required to  base the i r  tax year on the calendar year and t h u s  are required 
t o  f i l e  on or before the f i f teenth  day of April. Corporations may base t h e i r  
tax year on the i r  f iscal  year. 

The Arizona income tax i s  administered by the Arizona Department of 

Revenue, which i s  responsible fo r  promulgating rules and regulations f o r  
i t s  application. 

The proceeds of the Arizona income tax are  shared w i t h  the incorporated 
c i t i e s  and towns w i t h i n  Arizona. The amount shared is  equal t o  f i f teen  per 
cent of the net proceeds of the income tax, which was collected two years prior 
to  the current f i sca l  year. This amount i s  annually deposited into the Urban 
Revenue Sharing Fund and distributed among the incorporated c i t i e s  and towns 
within the s t a t e ,  based upon population. Additionally, sixteen per cent of 
the gross proceeds of the income tax are  annually deposited into the State  

Income Tax Fund. The amounts within this fund  are used t o  pay refunds and 
adjustments. All amounts i n  the State  Income Tax Fund i n  excess of f ive  
hundred thousand dollars a t  the end of each f iscal  year a r e  deposited into 
the State  General Fund. Aside from the deposits into these two funds, a l l  
co11ections from the income tax are  deposited into the State  General Fund. 

During f i sca l  year 1977-78, the income tax resulted in net deposits t o  
the State  General Fund of $254,741,577 and dis t r ibut ions t o  the incorporated 

c i t i e s  and towns within the s t a t e  of $31,405,355. The amount deposited into 
the State  General Fund was equal t o  approximately th i r ty  per cent of a l l  revenues 



received i n  the State  General Fund or approximately eighteen per cent of a l l  
revenues received by the s ta te .  

INCIDENCE 

When examining any tax, i t  i s  important to  analyze the incidence of tha t  
tax on taxpayers. Generally speaking, the incidence of a tax is meant t o  
indicate exactly what individuals or  groups bear the ultimate burden of the 
tax. 

The income tax on individuals i s  designed to impact more heavily on high 
income individuals than on low income individuals. The final incidence of 
the income tax on individuals, of course, res t s  w i t h  the individuals legally 

responsible f o r  the tax. 
The final incidence of the corporate income tax is n o t  as clear ,  Three 

major a1 ternatives ex i s t  with respect t o  the incidence of the corporate income 

tax. The burden of the corporate income tax can be passed along t o  the consumers 
of the corporation's products i n  the form of higher prices. A1 ternatively,  
the incidence of the corporate income tax may be borne by the shareholders 

of the corporations Is stock, in the form of lower dividends; or the corporation 
may reduce i ts  retained earnings as a resu l t  of being required to  pay the 
income tax. A reduction in retained earnings ultimately impacts upon the holders 
of the corporation's stock. A firm may a1 so attempt to  recoup the tax by 
reducing i ts  total  wage b i l l  through lay-offs or  reduced work weeks. 

CRITERIA 

1. Revenue Generation: 

a. Will revenues from the income tax expand as the demand f o r  government 
services expands? 

The income tax i s  a good source of increased revenues during periods 
in which the population of the s t a t e  is  experiencing significant 
growth. 
Individuals moving into the s t a t e  will expect t o  receive the same 
government services tha t  a re  currently provided t o  residents of the 
s ta te .  This will increase the revenue requirements of the government. 
Individuals moving'into the s t a t e  will also receive earnings which 
will add to  the income tax base. T h u s ,  income tax revenues will increase 
to  meet the additional requirements of the government. 



If  the demand for  government services (welfare, unemployment, etc.  ) 
i s  increasing due to  a decline i n  the level of economic growth, however, 
the income tax will be a poor source of additional revenues, since a 
decline i n  personal income will resul t  in fewer income tax receipts. 

b. Will revenues from the income tax expand as  the price of government 
services increases? 
A general increase i n  the level of prices will ordinarily resul t  i n  a 
deinand for  increased wages. As the level of wages increases, the income 
tax base wi 1 l expand producing additional revenues. These revenues 
can then be used to  pay fo r  the increased cost of providing government 
services which also will resul t  from increases i n  the price level. * 

2. Social Equity: 

a. I s  the income tax affordable from current cash flow? 

The income tax i s  based on the level of income received by the individual. 
Because a percentage of income i s  withheld from each individual's paycheck 
a t  the time of receipt,  the b u l k  of the individual ' $  to ta l  tax l i a b i l i t y  
is automatically paid from current cash flow. 

b. I s  the income tax borne by individuals w i t h  common circumstances 
equivalent? 
Because income is generally regarded as a f a i r l y  good measure of c i r -  
cumstance and individuals fal l ing within the same income range are taxed 
a t  the same ra te  i f  they have similar deductions, i t  i s  safe t o  assume 
tha t  individuals with common circumstances have roughly equivalent income 
tax burdens. 

c. Wi 11 individual s who receive greater benefits from government services 
pay greater income taxes? 
Because income taxes are not earmarked for  particular government services, 
i t  i s  d i f f i cu l t  to  determine t o  what extent individuals who pay the tax 
benef i t from government services provi ded. 

3. Ease of Administration: 

Can the income tax base be determined without diff icul ty? 

The gross income received by individuals is  relat ively easy t o  verify 
because of the requirement tha t  a W-2 form showing wages paid by each 
employer be included w i t h  each income tax form f i led .  Income received by 
individuals other than wages may be more d i f f i c u l t  t o  verify,  however. 
The accuracy of amounts claimed as deductions, credi ts ,  etc.  may also be 
d i f f i cu l t  to  determine. 

* 
I t  should be noted, however, tha t  the inflation tracking ab i l i ty  of the income 
tax has been reduced somewhat due to  inflation indexing. 



4. C~nsistency with State Goals: 

a. Is a substantial portion of the income tax paid by resigents of 
other states? 
Non-residents are taxed on income only to the extent that that income 
was derived from sources within the state. 
Corporate income taxes represent an added cost t o  business. In order 
t o  cover this additional cost, businesses may reduce purchases of supplies 
or wages paid to employees; they may raise the price of goods and 
services provided; or they may reduce the prof i t s  or dividends avail- 
able to owners and shareholders. Thus, firms which are owned by out- 
of -state residents, which purchase suppl ies from out-of-state vendors 
and which produce a good or service consumed in whole or  in part out 
of s ta te ,  will provide the best opportunity to egport the income tax. 

b. Will the income tax produce revenues without detrimentally affecting 
business? 
Corporate income taxes are paid directly from the proceeds o f  businesses. 
The abil i ty of commercial properties to pass the income tax to others 
i s  dependent upon the demand for and supply of the good or service 
provided. If the sales of the good or service are sufficient t o  
cover a l l  costs of production including the cost of paying income taxes, 
there will be no detrimental effect to business, 



APPENDIX V I - 1  

ADJUSTMENTS TO FEDERAL ADJUSTED GROSS INCOME 

TO ARRIVE AT ARIZONA ADJUSTED GROSS INCOME 

I. INDIVIDUALS 

A. Add i t ions  t o  federal adjusted gross income. 

1. The d iv idend exclus ion which i s  al lowed by the i n t e r n a l  revenue code. 
($100 s ing le ,  $200 j o i n t  r e t u r n )  

2. Moving expenses when moving i n t o  o r  o u t  o f  the  Sta te  (moving expense$ 
incur red  on moves w i t h i n  the  State need n o t  be added back). 

3. A bene f i c i a ry ' s  share o f  t r u s t  o r  es ta te  income when the  t r u s t  o r  
es ta te  has subtracted the  amount from i t s  Arizona gross income. Also those 
amounts of t r u s t  o r  es ta te  income which a re  a1 lowed as deductions by the  
i n t e r n a l  revenue code (reference sub t rac t i on  number 4) .  

4. The amount o f  ga in  r e l a t e d  t o  an outstanding i n s t a l l m e n t  receivable,  
which had no t  p rev ious ly  been recognized as income, upon the death o f  t h e  
taxpayer ( reference sub t rac t i on  number 23). 

5. The income t h a t  must be recognized due t o  a  d i f f e r e n c e  between t h e  
l o s s  carryover  computed under the Arizona code and t h e  federa l  l o s s  carryover  
upon t h e  e f f e c t i v e  date o f  t he  Arizona income t a x  a c t  o f  1978 ( re ference 
sub t rac t i on  number 23). 

6. The i n t e r e s t  income received f rom bonds and o the r  o b l i g a t i o n s  o f  
p o l i t i c a l  subdiv is ions of the  Uni ted State,  which are  loca ted ou ts ide  of 
A r i  zona . 

7. Federal income tax  refunds t h a t  were p a r t  o f  t h e  federa l  income t a x  
deduct ion on the Arizona r e t u r n  i n  a  previous year.  

8. The income t h a t  must be recognized due t o  a  d i f f e r e n c e  i n  the ad jus ted  
basis  o f  depreciable proper ty  computed under the  Arizona code and t h e  federa l  
code upon the  e f f e c t i v e  da te  o f  the  Arizona income t a x  a c t  o f  1978 (reference 
sub t rac t i on  number 11). 

9. The amor t iza t ion  o f  pol 1  u t i o n  con t ro l  devices, s o l a r  energy devices, 
and c h i l d  care f a c i l  i t i e s ,  deducted pursuant t o  the  federa l  code when the  
taxpayer e lec ts  t o  amort ize over  a  pe r iod  of 5 years fo r  purposes o f  the  
Arizona income tax  ( reference sub t rac t i on  number 14). 



10. The amount by which the  adjusted basis  of nondepreciable p roper ty  
computed pursuant t o  the  i n t e r n a l  revenue code exceeds t h e  ad jus ted  bas is  
computed pursuant t o  the  Arizona code upon the s a l e  o f  the  proper ty  ( reference 
s u b t r a c t i o n  number 13). 

11. The "o rd ina ry  income" p o r t i o n  o f  a  lump sum d i s t r i b u t i o n  of c e r t a i n  
annu i ty  p lans which was excluded from federa l  ad justed grass income. 

(Ordinary income = ( taxab le  amount o f  d i s t r i b u t i o n  X no. years i n  p lan  s ince  12/31/73.) 
t b t a l  number o f  years i n  pl 'an ' 

12. The p o r t i o n  o f  m i l i t a r y  a c t i v e  du ty  pay which i s  exempted income 
by the i n t e r n a l  revenue code ( c e r t a i n  pay w h i l e  i n  a combat zone, w h i l e  
h o s p i t a l i z e d  because o f  se rv i ce  i n  a combat zone, o r  w h i l e  i n  a miss ing  o r  
p r i sone r  o f  war s t a t u s ) .  

13. Net opera t ing  losses taken pursuant t o  the i n t e r n a l  revenue code 
. (sub t rac ted  accord ing t o  d i f f e r e n t  r u l e s  under t h e  Arizona code, reference 

s u b t r a c t i o n  number 9) .  

14. Annui ty  income received du r i ng  the taxab le  year  which, a long w i t h  
a l l  b e n e f i t s  rece ived i n  a1 1 t a x  years, was i n  excess o f  t he  taxpayer 's  t o t a l  
c o n t r i b u t i o n s  t o  the p lan  (app l ies  o n l y  t o  those annu i t i es  w i t h  respec t  t o  
which t h e  f i r s t  payment was rece ived p r i o r  t o  December 31, 1977, re fe rence 
s u b t r a c t i o n  number 14). 

15. The excess o f  a  p a r t n e r ' s  share of par tnersh ip  income as def ined 
by the  Arizona code over  the  income as def ined by the i n t e r n a l  revenue code 
(reference s u b t r a c t i o n  number 16). 

16. The excess o f  a  p a r t n e r ' s  share of pa r tne rsh ip  losses as def ined 
by  the  i n t e r n a l  revenue code over t h e  losses as defined by the Arizona  ode 
(reference s u b t r a c t i o n  number 17). 

17. The percentage dep le t i on  deduct ion taken pursuant t o  t h e  i n t e r n a l  
revenue code (subt rac ted  accord i  ng t o  d i f f e r e n t  r u l  es under the  A r i  zona code, 
reference s u b t r a c t i o n  number 18) .  

18. Deferred e x p l o r a t i o n  expense, determined pursuant t o  t he  i n t e r n a l  
revenue code, t h a t  exceeds $75,000 when the  e l e c t i o n  has been made t o  de fe r  
those expenses no t  i n  excess o f  $75,000 (subt rac ted  on a r a t a b l e  bas is  l a t e r  
as tho  ores o r  minera ls  a r e  so ld,  re fe rence s u b t r a c t i o n  number 19). 

B. Subtract ions f rom fede ra l  ad jus ted  gross income. 

1. The exemptions f o r  b l i n d  persons ($500 base), persons over 65 
($1,000 base) and dependents ($600 base). 

2. Con t r i bu t i ons  made t o ,  and t h e  bene f i t s  of the s t a t e  re t i r emen t  
system, s t a t e  re t i r emen t  plan, judge 's  re t i r emen t  fund, p u b l i c  safety  personnel 
re t i r emen t  system, o r  a county o r  c i t y  re t i r emen t  plan. 



--- - 
3. Annui ty  income from the  U . S .  c i v i l  se rv i ce  re t i r emen t  system re t i r emen t  

and d i s a b i l i t y  fund, up t o  a  maximum o f  $2,500. 

4. A bene f i c i a ry ' s  share o f  t r u s t  o r  es ta te  income recognized by the  
i n t e r n a l  revenue code (reference a d d i t i o n  number 3). 

Q 5. D i s t r i b u t i o n s  from an i n d i v i d u a l  re t i r emen t  account o r  a  s i m i l a r  
q u a l i f y i n g  re t i r emen t  p lan  equal t o  t he  t o t a l  c o n t r i b u t i o n s  made t o  t h e  p l a n  
p r i o r  t o  December 31, 1977, which were inc luded i n  computing Arizona taxab le  
i ncome . 

6. The f i r s t  $1,000 of compensation received by an i n d i v i d u a l  f o r  h i s  
~ e r v i c e s  as a  member of t he  armed fo rces  ( inc ludes  reserves, na t i ona l  guard, 
e t c .  1 

7. I n t e r e s t  income from U.S. government ob l i ga t i ons .  

8. Federal income taxes wi thheld,  pa id  o r  accrued du r i ng  the taxab le  
year  . 

9.  Net ope ra t i ng  loss  carryovers computed pursuant t o  the Arizona code 
( re fe rence a d d i t i o n  number 13). 

10. The amount o f  any income t a x  refunds received from s ta tes  o t h e r  
than Arizona which was inc luded i n  federa l  ad jus ted  gross income. 

11. The amount by which the  Arizona ad jus ted  bas is  o f  deprec iab le  p rope r t y  
exceeds t h e  federal  ad jus ted  bas i s  upon the  e f f e c t i v e  da te  o f  the  Arizona income 
t a x  a c t  of 1978 (reference a d d i t i o n  number 8).  

12. Deferred e x p l o r a t i o n  expenses t h a t  were added t o  Arizona gross 
income may be subt rac ted  on a  r a t a b l e  bas is  as the  ores o r  minera ls  a re  sold. 

13. The amount by which the  ad jus ted  bas is  o f  nondepreciable p rope r t y  
computed pursuant t o  the  Arizona income t a x  code exceeds the ad jus ted  basis  
computed pursuant t o  t h e  i n t e r n a l  revenue code upon the  s a l e  of t h e  p rope r t y  
( reference a d d i t i o n  number 10) 

14. The c o s t  o f  s o l a r  energy devices, p o l l u t i o n  c o n t r o l  devices, and 
c h i l d  care  fac i  1  i t i  es amort ized over  f i v e  years (reference a d d i t i o n  number 9). 

15. Annui ty  income inc luded i n  federa l  ad jus ted  gross income pursuant 
t o  t he  i n t e r n a l  revenue code i f  the f i r s t  payment from the annu i t y  was 
rece ived p r i o r  t o  December 31, 1977. (The federa l  code governing t h e  t r e a t -  
ment o f  annu i t y  income d i f f e r s  from the  Arizona code, t h i s  s u b t r a c t i o n  p lus  
a d d i t i o n  number 14 e f f e c t i v e l y  taxes t h e  income rece ived t h a t  exceeds the  
c o n t r i b u t i o n s  made by t h e  taxpayer. ) 

16. The excess of a  p a r t n e r ' s  share o f  pa r tne rsh ip  income as def ined 
by the i n t e r n a l  revenue code over t h e  income as de f ined  by the  Ar izona code 
( re fe rence a d d i t i o n  number 15). 

17, The excess o f  a  p a r t n e r ' s  share of pa r tne rsh ip  losses as def ined 
by the  Arizona code over  t he  losses as def ined by t h e  i n t e r n a l  revenue code 
( re fe rence a d d i t i o n  number 16).  

18. The percentage d e p l e t i o n  al lowance t h a t  i s  permi t ted  under t h e  
Arizona code. The percentage a l lowed va r i es  w i t h  t he  t ype  o f  m inera l  o r  o re  
he i  ng mined ( re fe rence a d d i t i o n  number 17). 



19. The amount of expense and expense recapture inc luded i n  income 
pursuant t o  the i n t e r n a l  revenue code f o r  mine exp lo ra t i on  expense ( a d d i t i o n  
number 18 and subt rac t ions  numbers 12, 18 and 19 r e j e c t  f ede ra l  t reatment 
of  exp lo ra t i on  expense and e s t a b l i s h  Ar izona's  code on t h e i r  t reatment fo r  
income t a x  purposes ) . 

20. The expenses and dep le t i on  connected w i t h  the  development of 
geothermal resources. 

6 
21. The amount o f  income from a  "domestic i n t e r n a t i o n a l  sales corpora t ion"  

inc luded i n  the  income if i t s  shareholders pursuant t o  t he  i n t q r n a l  revenue 
code (taxed as corporate income pursuant t o  the Arizona code). 

22. The amount of r e t i r e d  o r  r e t a i n e r  pay received a f t e r  December 31, 
1977 and a l l  amounts received as b e n e f i t s  o f  the su rv i vo r  b e n e f i t  p lan  o r  
the  r e t i r e d  serviceman's fami ly  p r o t e c t i o n  p lan  by a r e t i r e d  member of the 
uniformed serv ices o r  h i s  su rv i vo r ,  t o  the  ex ten t  t h a t  Arizona income taxes 
were pa id  on the  amount o f  t he  reduc t i on  i n  the p a r t i c i p a n t ' s  re t i r emen t  o r  
r e t a i n e r  pay due t o  p a r t i c i p a t i o n  i n  e i t h e r  plan. 

23. The gain r e a l i z e d  on an i n s t a l l m e n t  rece ivab le  upon the death of 
a  taxpayer which has a l ready been recognized ( reference a d d i t i o n  number 4). 

24. The d i f f e r e n c e  between c a p i t a l  l oss  carryovers computed pursuant t o  
the  Arizona code and the  i n t e r n a l  revenue code when the Arizona car ryover  i s  
l a r g e r  (reference a d d i t i o n  number 5) .  

11, CORPORATIONS 

A. Add i t ions  t o  Federal Adjusted Gross Income. 

1. Addi t ions t o  Arizona gross income - ind i v idua ls ,  i tems 6 through 
10 and 13 through 18. 

2. The amount o f  d iv idend income received from d ~ m e s t i c  corpora t ions  
which the  i n t e r n a l  revenue code a1 lows as a  deduction. The deduct ion can 
vary from approximately 60% t o  100% depending upon the ownership and ngture  
o f  the business, and the type o f  d iv idend.  

3 .  Income taxes pa id  t o  o ther  s ta tes ,  l o c a l  governments, and fo re ign  
governments which were deducted i n  computing federa l  taxab le  income. 

4. Char i tab le  c o n t r i b u t i o n s  as def ined by the i n t e r n a l  revenue code 
(subt rac ted  according t o  d i f f e r e n t  r u l e s  under the  Arizona cade, reference 
sub t rac t i on  number 3) .  

5 .  Expenses, t h a t  would otherwise be deduct ib le,  which were i ncu r red  
by f i n a n c i a l  i n s t i t u t i o n s  i n  t he  product ion  o f  tax-exempt income, The amount 
of the  non-deduct ible expense i s  ca l cu la ted  pursuant t o  a  formula inc luded 
i n  the  Arizona code which propor t ions  expenses according t o  type o f  income 
received ( reference sub t rac t i on  number 6) .  

6. Amounts pa id  t o  a  domestic i n t e r n a t i o n a l  sales corporq t ion  which i s  
c o n t r o l l e d  by  the payor corpora t ion  i f  the domestic i n t e r n a t i o n a l  sa les 
corpora t ion  i s  n o t  requ i red  t o  r e p o r t  i t s  taxab le  income t o  the  s t a t e  because 
i t s  ir?casrne i s  rlst a t t r i b u t a b l e  t o  the  s ta te .  



B . Subtract ions f rom Federal Adjusted Gross Income. 

1. Subtract ions from Arizona gross income - ind i v idua ls ,  i tems 7 
through 21. 

2. The d iv idend income received from Arizona corporat ions.  

3. Char i tab le  con t r i bu t i ons  as defined by the Arizona income tax  code 
( reference a d d i t i o n  number 4) .  

4. The amount o f  a c a p i t a l  l oss  carryover  computed according t o  the  
Arizona code, n o t  t o  exceed $1,000. 

5. The amount of  the fo re ign  tax c r e d i t ,  al lowed by the i n t e r n a l  revenue 
code, used t o  o f f s e t  the  federa l  income tax  l i a b i l i t y .  

6. The amount of  expenses r e l a t i n g  t o  tax-exempt income as ca l cu la ted  
pursuant t o  t he  i n t e r n a l  revenue code (reference a d d i t i o n  number 5 ) .  

7. Dividends received from a corpora t ion  t h a t  i s  c o n t r o l l e d  by the  
r e c i p i e n t  corpora t ion .  



APPENDIX VI-2 

SOURCES OF INCOME SUBJECT TO 

INCOME TAX AND EXEMPT SOURCES OF INCOME 

A. INCLUDED SOURCES OF INCOME 
- 
1. Compensation f o r  serv ices - inc ludes wages, sa la r i es ,  commi ssions, 

bonuses, te rminat ion  o r  severance pay, rewards, j u r y  fees, t i p s ,  pensions, 
re t i rement  pay, fees, compensation based on a percentage o f  p r o f i t ,  p r izes ,  
awards, d i s t r i b u t i o n s  from employee t r u s t s ,  and compensation f o r  c h i l d r e n ' s  
serv ices ; 

2. Gross income der ived from business - genera l l y  means t o t a l  sales l ess  
the c o s t  o f  goods sold,  p lus  any o ther  "outs ide"  income; 

3 .  Gains der ived from dea l ing  i n  p roper ty  - the  ga in  on the sa le  o r  
exchange o f  p roper ty  (both t a n g i b l e  and i n t a n g i b l e )  i s  genera l l y  the  excess 
o f  the amount r e a l i z e d  over t h e  cos t  o r  adjusted bas is  o f  the proper ty ;  

4. I n t e r e s t  income - inc ludes i n t e r e s t  on savings o r  bank deposi ts ,  
coupon bonds, open accounts, promissory notes, mortgages, corporate bonds 
and debentures, condemnation awards, 1 egacies , 1 i f e  insurance proceeds, 
refunds o f  federa l  taxes, and usur ious i n t e r e s t ;  

5. Rents - inc ludes r e n t a l s  received o r  accrued f o r  the r e n t a l  o f  r e a l  
o r  personal proper ty ;  

6. Royal t ies - inc ludes r o y a l t y  rece ip t s  from books, s t o r i e s ,  plays, 
copywrights, trademarks, formulas, patents, and from the  e x p l o i t a t i o n  o f  
na tura l  resources ; 

7 .  Alimony and separate maintenance payments - these payments a re  genera l l y  
inc luded i n  the gross income o f  the  r e c i p i e n t ;  

8. Annui t ies - general ly, a1 1 annu i ty  payments c o n s t i t u t e  gross income, 
i nc l  ud i  ng annu i t i es  pa id  by re1  i gious, c h a r i t a b l e  and educat ional corpora t ions  ; 

9. Income from l i f e  insurance and endowment cont rac ts  - genera l l y  
inc luded except f o r  death bene f i t s ;  

10. Income from discharge o f  indebtedness - income may be r e a l i z e d  when 
a taxpayer 's  indebtedness i s  discharged, t he  discharge o f  indebtedness may 
take the  form o f  a r e a l i z e d  ga in  o r  compensation; 

11. D i s t r i b u t i v e  share o f  par tnersh ip  qross income - inc ludes the  ne t  
amount of gross income t h a t  a par tner  must recognize based upon h i s  ownership 
percentage o r  o the r  agreement; 

12. Income i n  respect  o f  a decedent - gross income i tems must be 
recognized by the  r e c i p i e n t  i f  they are  n o t  p rope r l y  i n c l u d i b l e  i n  the  
decedent's gross i ncome; 



13. Income from an i n t e r e s t  i r  a; es ta te  o r  t r u s t  - d i s t r i b u t i o n s  from 
an es ta te  o r  t r u s t  a re  i n c l u d i b l e  i n  tk,e gross income o f  the r e c i p i e n t .  

141 Dividends - Gross income inc ludes cash dividends, dividends i n  kind, 
s tock dividends, s tock redemptions. I n  c e r t a i n  cases, dividends w i l l  i nc lude 
a d i s t r i b u t i o n  o f  s tock o r  r i g h t  t o  acqui re stocks. 

15. Pensions and re t i r emen t  pay - Pensions and re t i r emen t  allowances p a i d  
by Government o r  p r i v a t e  persons are  no t  inc luded i n  gross income when the  
taxpayer d i d  n o t  c o n t r i b u t e  t o  the  pension o r  the  cos t  of t h e  pension was no t  
deduct ib le  t o  the  employer. 

6. EXCLUSIONS FROM GROSS INCOME 

1. Cer ta in  Death Benefi ts - The law excludes from gross income death 
benef i ts  pa id  under a p r i v a t e  1 i f e  insurance con t rac t  and death benef i ts  
up t o  $5,000 pa id  under a l i f e  insurance con t rac t  o f  an employer f o r  employees. 

2. G i f t s  and Inher i tances - The value o f  p roper ty  acquired by g i f t ,  
bequest, devise o r  i nhe r i t ance  i s  excludable i n  r e p o r t i n g  gross income. 

3.  Compensation f o r  IM ju r i es  o r  Sickness - The law excludes from gross 
income amounts received from acc ident  o r  hea l th  insurance, o r  workmen's com- 
pensat ion as compensation f o r  personal i n j u r i e s  o r  sickness p lus  amounts 
received f o r  damages f o r  such i n j u r i e s  o r  sickness. Under c e r t a i n  l i m i t a t i o n s  
gross income w i  11 no t  inc lude amounts received under acc ident  o r  h e a l t h  plans. 

4. Cont r ibu t ions  by an Employer t o  Accident and Heal th Plans - Gross 
income does n o t  i nc lude  con t r i bu t i ons  by the  employer t o  acc ident  o r  h e a l t h  
plans fo r  compensation (through insurance o r  otherwise)  t o  h i s  employees f o r  
personal i n j u r i e s  o r  sickness. 

5. Rental Value of  Parsonages - The law excludes the  r e n t a l  va lue o f  
a home o r  the  r e n t a l  al lowance provided t o  a m i n i s t e r  as p a r t  o f  h i s  compensation. 

6. Income from Discharge o f  Indebtedness - No amount i s  inc luded i n  
gross income by reason of  discharge of indebtedness if the indebtedness was 
i ncu r red  o r  assumed by a corpora t ion  o r  by an i n d i v i d u a l  i n  connect ion w i t h  
p rope r t y  used i n  h i s  t rade o r  business. 

7. Improvement by Lessee on Lessor 's  Proper ty  - Gross income does no t  
i nc lude  income, o ther  than ren t ,  der ived by a l esso r  o f  r e a l  p roper ty  upon 
the  te rminat ion  o f  a lease represent ing  the  value o f  p roper ty  a t t r i b u t a b l e  
t o  improvements made by the lessee. 

8. Income Taxes Paid by Lessee Corporat ion - I f  a lessee co rpo ra t i on  
pays income taxes imposed on the  lessor ,  the  l esso r  s h a l l  n o t  inc lude the  
amount of payment i n  gross income. 

9. Recovery o f  Bad Debts, P r i o r  Taxes, Del i nquency Amounts - A taxpayer 
may exclude from gross income amounts received a t t r i b u t a b l e  t o  a recovery 
du r ing  the t a x  year  o f  a bad debt, p r i o r  tax, o r  del inquency amount, t o  the 
ex ten t  o f  the recovery exc lus ion o f  such debt, t a x  o r  amount. 



10. Income o f  State,  M u n i c i p a l i t i e s ,  Etc. - Income der ived from any 
p u b l i c  u t i l i t y  o r  t he  exerc ise o f  any essen t i a l  governmental f u n c t i o n  occu r r i ng  
t o  the Federal government o r  any s t a t e  and pol i t i c a l  subd iv is ion  o f  t he  s t a t e  
o r  Federal government. 

11. Scholarship and Fel lowship Grants - Subject t o  var ious prov is ions  , 
an i n d i v i d u a l ' s  gross income need not  i nc lude  amounts received under scho lar -  
ships and fe l lowsh ips .  The amount excluded i s  l i m i t e d  t o  an amount equal 
t o  $300 times the  number o f  months the  fe l l owsh ip  o r  scholarship i s  i n  ef fect .  

12. Cont r ibu t ions  t o  the Cap i ta l  of a Corporat ion - Any amount o f  money 
o r  o ther  proper ty  received from any person by a regu la ted  p u b l i c  u t i l i t y  
which provides water o r  sewage d isposal  serv ices i s  no t  inc luded i n  the  gross 
income o f  the  corpora t ion .  The c o n t r i b u t i o n  i s  sub jec t  t o  c e r t a i n  requirements. 

13. Meals o r  Lodging Furnished fo r  the Convenience o f  the  Employer - 
The employee may exclude from gross income the value o r  amount o f  any meal 
o r  lodg ing  fu rn ished t o  him fo r  the  convenience o f  the  employer, i f  the  meals 
a re  furnished on the  premises and the  lodg ing  i s  requ i red  as a c o n d i t i o n  o f  
employment. 

14. Amounts Received under Q u a l i f i e d  Group Legal Services Plan - Gross 
income of an employee, spouse o r  h i s  dependents does no t  inc lude amounts 
cont r ibu ted  by an employer on behalf  o f  the  employee for  q u a l i f i e d  group 
l e g a l  serv ices p lan  o r  the  value o f  l e g a l  serv ices provided o r  pa id  f o r  
under the plan. 

15. Gain from the  Sale o r  Exchange of Residence o f  An I n d i v i d u a l  55 
Year o r  Older - A t  t he  e l e c t i o n  o f  a taxpayer, who has a t t a i n e d  the  age o f  
55 years, a one t ime exc lus ion  from gross income i s  a1 lowed o f  up t o  $100,000 
o f  the p r o f i t  r e s u l t i n g  from the sa le  of a personal residence, under c e r t a i n  
cond i t ions .  

16. Cer ta in  Reduced Uniformed Services Retirement Pay - I n  the  case 
o f  a member o r  former member o f  the  uniformed serv ices o f  the  Uni ted States, 
gross income does no t  inc lude the  amount o f  any reduc t i on  i n  h i s  r e t i r e d  
o r  r e t a i  ner pay. 

17. Amounts Received Under Insurance Contracts for  Cer ta in  L i v i n g  
Expenses - Gross income does n o t  inc lude those amounts provided by an insurance 
con t rac t  f o r  l i v i n g  expenses o f  a person whose p r i n c i p l a  residence was destroyed 
by f i r e ,  storm o r  o the r  casual ty .  

18. Welfare and Ret ra in ing  Programs - General bene f i t  payments made t o  
i n d i v i d u a l s  under the  Area Redevelopment Ac t  o r  Manpower Development and 
T ra in ing  Act  o f  1962 a re  n o t  inc luded i n  the gross income of the r e c i p i e n t .  
Also excluded are  c e r t a i n  b e n e f i t s  rece ived under Socia l  Secur i ty ,  D isas ter  
Re1 i e f  Act, Housing and Comuni ty Development Act, and Medicare bene f i t s .  

19. Unemployment and Layoff Benefi ts - Unemployment compensation i s  
taxable t o  a sing1 e taxpayer w i t h  income over  $20,000 and marr ied taxpayers 
f i l i n g  a j o i n t  r e t u r n  w i t h  income over $25,090. The amount of unemployment 
compensation i n c l u d i b l e  i n  income would be the  l e s s e r  of t h e  unemployment 
compensation rece ived o r  one ha l f  of the  amount by which the  taxpayer 's  
income exceeds the  above 1 i m i  t s .  



20. Veterans Compensation and Bene f i t s  - Cer ta in  veterans benef i t s  
a r e  n o t  inc luded i n  gross income. These i n c l u d e  educat ional bene f i t s ,  muster ing 
o u t  pay and compensation received f o r  i n j u r i e s  i ncu r red  w h i l e  serv ing  i n  a 
combat zone. 

21. Ret irement Bene f i t s  - Ret irement b e n e f i t s  o f  c e r t a i n  programs a re  
excluded from gross income. 

C. OTHER ADJUSTMENTS 

1. Trade o r  Business Deductions - A l l  o rd ina ry  and necessary expenses 
a t t r i b u t a b l e  t o  t r ade  and business. This  deduct ion does no t  i nc lude  t h e  
i tems noted i n  the deduct ion employees business expenses. See A.R.S. 43-1054. 

2. Trade o r  Business Deductions f o r  Employees - Expenses i n c u r r e d  by 
an employee i n  c a r r y i n g  o u t  h i s  business. Th is  adjustment i s  handled hs a 
deduct ion under A.R.S. 43-1055. 

3. Long-Term Cap i ta l  Gains - This adjustment was f u r t h e r  ad jus ted  under 
A.R.S. 43-1025 r e l a t i n g  t o  n e t  opera t ing  loss .  The amount a l lowed as a 
deduct ion from the l o s s  i n  the s a l e  o r  exchange s h a l l  n o t  exceed t h e  amounts 
i n c l u d i b l e  from such sales o r  exchanges. 

4. Losses from Sale o r  Exchange o f  Proper ty  - A deduct ion i s  a l lowed 
fo r  t he  losses r e a l i z e d  from the  s a l e  o r  exchange of proper ty .  See A.R.S. 
43- 1025, paragraph 5. 

5. Deductions A t t r i b u t a b l e  t o  Rents and Royal t i e s  - Cer ta in  amounts 
a re  deduc t i b le  r e l a t i n g  t o  the  expenses and losses i ncu r red  t o  p rope r t y  he ld  
f o r  t he  produc t ion  o f  r e n t s  and r o y a l  t i e s .  

6. Ce r ta in  Deductions of L i f e  Tenants and Income B e n e f i c i a r i e s  o f  
Proper ty  - Cer ta in  d e p l e t i o n  and dep rec ia t i on  deduct ions a re  a l lowed f o r  
l i f e  tenants o f  p roper ty  and income b e n e f i c i a r i e s  o f  an es ta te  o r  t r u s t .  
See A.R.S. 43-1027 and A.R.S. 43-1021, paragraph 17. 

7 .  Pensions, P r o f i t  Sharing, Annui ty  and Bond Purchases Plans of Sel f -  
Employed I n d i v i d u a l s  - Various deduct ions a r e  a1 lowed f o r  c o n t r i b u t i o n s  made 
on b e h a l f  o f  c e r t a i n  employees t o  the  pension, p r o f i t  shar ing,  annu i t y  and 
bond purchase plans o f  self-employed i n d i v i d u a l  s. 

8. Moving Expenses Deduction - Cer ta in  expenses may be deducted from 
gross income. A.R.S. 43-1021, paragraph 2, adds t o  Arizona gross income the 
moving expenses f o r  persons moving i n  and o u t  o f  the s t a t e  t o  t h e  ex ten t  t h a t  
t he  expenses deducted i n  computing federa l  ad jus ted  gross income exceed the 
reimbursement f o r  such expenses inc luded i n  f ede ra l  ad jus ted  gross income. 

9.  Pension, P r o f i t  Sharing Annui ty  and Stock Bonus Plans o f  Small 
Business Corporat ions - A deduct ion o f  the  excess o f  amounts inc luded i n  
gross income as p a r t  o f  t he  payments t o  such plans over  t h e  payments which 
were made a f t e r  t he  person no longer  belongs t o  the  plan. 



10. Retirement Savings - Deductions a re  al lowed f o r  c e r t a i n  re t i r emen t  
savings. 

11. Lump Sum Deduction - Cer ta in  po r t i ons  o f  lump sum d i s t r i b u t i o n s  
from pension plans may be deducted. 

12. Penal t ies F o r f e i t e d  Because o f  Premature Withdrawal o f  Funds from 
Time Savings Accounts o r  Deposits - Various deductions a r e  al lowed due t o  
1 osses i ncurred from t ransact ions entered fo r  p r o f i t ,  a1 though n o t  connected 
w i t h  business o r  made t o  the  ex ten t  t h a t  such losses i nc lude  amount f o r f e i t e d  
due t o  premature withdrawal from t ime savings accounts o r  deposits.  

13. Alimony - Taxpayer may deduct alimony payments inc luded i n  the  gross 
income o f  h i s  former spouse sub jec t  t o  c e r t a i n  l i m i t a t i o n s .  



APPENDIX V I - 3  

ITEMIZED DEDUCTIONS FROM 

ADJUSTED GROSS INCOME 

A. DEDUCTIONS 

1. Optional Standard Deduction (43-1041) - The law a1 lows e lec t ive  
deductions of $500 i f  adjusted gross income i s  $5,000 o r  more; 10% of the 
taxpayer 's  adjusted gross income i f  i t  i s  under $5,000; two times 10% of one- 
hal f  of the  t o t a l  adjusted gross income of both j o i n t  taxpayers i f  i t  i s  l e s s  
than $10,000; $1,000 on a j o i n t  re turn  i f  the gross income i f  $10,000 or  more. 

2. I n t e r e s t  (43-1042) - 100% of the  i n t e r e s t  paid o r  accrued on indeb- 
tedness may be deducted from gross income. However, the  deduction wil l  not 
be a1 lowed on i n t e r e s t  connected w i t h  indebtedness on non-taxable income. 

3. Taxes (43-1043) - The law allows a deduction from gross income fo r  
taxes o r  l icenses paid o r  accrued during the year.  The deductions wil l  not 
incl  ude: 

a )  Income taxes imposed by any other  s t a t e ,  country o r  t e r r i t o r y  
(other  than Arizona) ; 

b) Estate,  inher i tance ,  1 egacy, succession, and g i f t  tax;  
c )  Taxes tending t o  increase the value of property, such as 

s t r e e t  improvement taxes ,  except in cases where the  improve- 
ment i s  f o r  the e n t i r e  d i s t r i c t ;  

d )  Employee contributions t o  soci a1 secur i ty ,  r a i  1 road ret irement,  
and s e l f  employment contributions;  amounts levied f o r  old age, 
survivors,  di sabi 1 i t y ,  and hospital insurance; 

e)  Sales taxes on items purchased (provided the tax  i s  separate ly  
s t a ted  a t  the  time of purchase) i f  the  item i s  not purchased 
i n  connection w i t h  the consumer's t rade o r  business. 

4. Deduction fo r  Casualty Losses (43-1044) - Losses of property by an 
individual due to  casualty o r  t h e f t  and not connected w i t h  the  property of 
a t r ade  o r  business a r e  deductible.  The l o s s  deductible i s  determined by 
the  excess adjusted bas is  of  the  property over the amount rea l ized from the  
property. 

The "amount rea l ized"  i s  the sum of the amount received from the d i s -  
posit ion of the property plus the f a i r  market value of the property. The 
"adjusted basis" of the property i s  the  cos t  of the  property a l t e r ed  by 
ce r t a i n  fac to rs  depending on the par t i cu la r s  of the property. 

5. Wagering Losses (43-1045) - The losses from wagering a r e  deductible 
to  the extent  of the  gains of the  wagering. 

@ 6. Contributions and Gi f t s  (43-1046, 43-1123) - Contributions and g i f t s  
a r e  deductible up t o  20% of adjusted gross income f o r  individuals and 5% f o r  
corporations. 



7. Po l i t i ca l  Contributions (new t h i s  year)  - A deduction of u p  t o  $100 
fo r  an individual o r  $200 fo r  a j o i ~ t  return i s  arlowed f o r  contributions to  
S t a t e  and local po l i t i ca l  campaigns and organizations. 

8. Adoption Expenses (43-1047) - The law allows a deduction fo r  adoption 
expenses i n  excess of 5% of the adjusted gross income with a maximum of $2,500 
fo r  j o in t  re turns  and $1,250 on separate returns.  (43-1047) 

9. Deduction fo r  Estate Tax (43-1Q48) - An individual receiving an 
* amount o r  i tern from a decedent's e s t a t e  must include the amount o r  value 

of the item i n  gross income. However, a percentage of such income i s  deduc- 
t i b l e  t o  avoid paying a tax twice on the same income; once under gross income 
and once under the e s t a t e  tax (43-1312). The amount deductible is  equal t o  
the r a t i o  of the Arizona Estate Tax which resul ted from the net value of the 
items or  amounts included i n  gross income bears to  the value fo r  e s t a t e  tax 
purposes of the items o r  amounts from the decedent's e s ta te .  

10. Medical Expenses (43-1049) - A deduction wi  11 be a1 lowed f o r  a1 1 
medical expenses, including ce r ta in  amounts paid f o r  medical insurance, not 
compensated by insurance o r  otherwise. 

11. Deduction fo r  the Care of Qual i f ied  Dependents (43-1050) - The law 
a1 lows a deduction fo r  the wages paid t o  a housekeeper, nursemaid, 1 icensed 
nursery school o r  r e s t  home fo r  the ca re  of dependents u p  t o  16 years of age; 
o r  any dependent physically or  mentally incapable of s e l f  care ;  i f  such care  
a1 lows the taxpayer t o  be gainfully employed and i f  the household income 
does not exceed $6,000 per year. The deduction shal l  not exceed $100 per . . 

12.  Taxes and In t e r e s t  Paid t o  Cooperative Apartment Corporations 
(43- 1051) - A tenant-stockholder may deduct amounts representing ce r ta in  
taxes and i n t e r e s t s  of the corporation. 

13. Dividends Received (43-1052) - Dividends a r e  deductible i f  they 
a re  received from a corporation whose income i s  subject  t o  Arizona's income 
tax.  

14. Expenditures Incurred i n  Ins ta l  l a t ion  of Solar Energy Devices 
(43-1053) - A taxpayer may e l e c t  to  amortize the adjusted bas is  of any so l a r  
energy device t o  the extent  t ha t  such a deduction has not been taken in  
ar r iv ing a t  Arizona adjusted gross income. 

15. Expenses i n  the Collection o r  Production of Income (43-1054) - 
The law allows a deduction fo r  a l l  ordinary and necessary expenses incurred 
i n  the production of income or f o r  the management, conservation o r  maintenance 
of property f o r  such purpose. 

16. Deduction f o r  Employee Business Expense (43-1054) - The law allows 
a deduction f o r  a1 1 ordinary and necessary expenses incurred by an employee 
in the  course of business except: 

a )  Expenses incurred by an employee b u t  reimbursed by the  employer; 
b) Expenses of t r a v e l ,  meals, lodging while away from home, pair  

o r  incurred by the taxpayer in connection w i t h  employment; 
c )  Transportation expenses; 
d )  Expenses incurred by the employee as the r e s u l t  of a service  

which requires the  employer t o  s o l i c i t  business away from the 
empl oyer ' s pl ace of business. 



17. Amortizable Bond Premium (43-1056) - The amount of an amortizable 
bond premium for a taxable year shall be a1 lowed as a deduction. In the case 
of tax-exempt bonds, the amortizable bond premium shall not be allowed as a 
deduction. 

18. Personal Exemptions (43-1057) deduction - The law a1 lows an exemption 
of $1,000 for an individual; married couples or the head of the household are  
a1 lowed $2,000 (43- 1057). 

B . ADJUSTMENTS* 

1. Net Operating Loss Deduction (included in adjusted gross income 
43-1021) - Operating losses in excess of the allowable deduction over gross 
income may be carried over 5 years and deducted a f t e r  reduction by certain 
adjustments to  prevent deductions of losses absorbed by income not taxed. 

2. Depreciation (a1 1 depreciations included in adjusted gross income) - 
The law a1 lows a reasonable a1 lowance for exhaustion, obsolescence, wear and 
tear  of business and income producing property. The allowance i s  that amount 
s e t  aside in a taxable year i n  accordance with a reasonable consistent plan 
so that  the aggregate of the amounts se t  aside, plus the salvage value, w i l l ,  
a t  the end of the estimated useful 1 i f e  of the depreciable property, equal the 
cost or other basis of the property. Depreciation on certain items include: 

a )  Depreciation of Tangible Property - This depreciation allowance 
applies only to that  part of the property which i s  subject to wear 
and tear ,  to decay or decl i ne from natural causes, etc.  The 
allowance does not apply to inventories or stock in trade, to  
land, apart  from the improvements or physical development added 
to i t ,  t o  natural resources which are  subject to allowances for  
depletion. 

b )  Depreciation of Intangibles - Intangible assets which have a 1 imited 
- 1 i f e  in the production of income may be depreciated. For example, 

copyrights or patents. 
c )  Leased Property Depreciation - Capital expenditures fo r  the erection 

of permanent structures on leased property are recoverable through 
depreciation or  amortization. 

d )  Depreciation in Special Cases - Special provisions a re  made for  the 
depreciation of patents, copyrights and farm property. 

e )  Capital Losses (adjustment under net operating loss 43-1025) - The 
law allows deductions to individuals and corporations for losses 
incurred in the sa le  of capital assets .  The amount deductible, 
because of losses from sales  or exchanges of capital assets ,  shall  
not exceed the amount includible because of gains from such sales  
or  exchanges. Losses from securi t ies  which became worthless a re  
deductible as the exchange or sale  of a capital asset .  Capital 
losses may be carried forward to succeedins years. 

*Originally, these i tems were deductions from adjusted gross income, but w i t h  
piggy-backing they become adjustments t o  gross income. 



3. Depletion (adjustment under net  operating loss  43-1025 and 43-1028) - 
The law allows a deduction of a reasonable a1 lowance i n  the case of mines, 
o i l ,  gas and geothermal resource we1 1 s ,  other natural deposits  f o r  depletion 
and depreciation improvement. The deduction fo r  deplet ion shal l  not exceed 
the amount which would be allowable i f  computed without reference t o  discovery 
value o r  t o  percentage depletion. 

4. Pollution Control Fac i l i t i e s  (included in adjusted gross income 
43-1030) - Any taxpayer may e l e c t  to  amortize the  adjusted basis  of a water 
o r  a i r  pollut ion control f a c i l i t y  over a 60-month period. 

5. Moving Expense (included in adjustments t o  gross income 43-1021) - 
Moving expenses deductible in connection w i t h  commencement of employment o r  
self-employment, in a new location (reimbursement must be included i n  income). 

6. Blind Exemptions (included i n  adjustments t o  gross income 43-1023) - 
The law allows a $500 exemption fo r  the taxpayer o r  spouse who i s  blind. 

7. Exemption fo r  those 65 o r  Older (included i n  adjustments t o  gross 
income 43-1023) - A $1,000 exemption i s  a1 lowed fo r  a taxpayer o r  spouse who 
has a t ta ined the age of s ix ty-f ive .  

8. Dependency Credit (included i n  adjustments t o  gross income 43-1023) - 
A $600 exemption t o  the taxpayer i s  allowed fo r  each dependent. 

9. Exemption fo r  Estates and Trusts  (included in ad jus tments  t o  gross 
income 43-1332) - The exemption f o r  an e s t a t e  i s  $1,000 and f o r  a t r u s t  $100, 
except i n  cases where the net  taxable income of a t r u s t  i s  $200 o r  l e s s ,  the 
exemption shall  be $200. 



APPENDIX VI-4 

INCOME TAX CREDITS 

I. Residents 

A .  Credits for  Income Taxes Paid to Another State or Country (43-1071) 
The law allows a 100% credi t  to  residents for  income taxes paid 
other s ta tes  or counties on income derived from sources within that  
s t a t e  or country which i s  taxed irrespective of the domicile of the 
taxpayer. No credi t  i s  allowed i f  the other s t a t e  or country permits 
Arizona residents c redi t  against i t s  taxes for  Arizona income taxes 
paid. The a1 lowable c redi t  may not exceed that  proportion of the 
Arizona tax which the income taxable by both s ta tes  bears to the 
ent i re  income taxed by Arizona. 

1.  Credit for Income Taxes Paid to Another State or  Country by 
an Estate or Trust (43-1071) 
A credi t  i s  allowed estates  and t rus t s  or the resident beneficiary 
of a t rus t  or es ta te ,  for  net income taxes paid other s ta tes  or 
countries, with 1 imitations contingent upon the proportion taxable 
by both jurisdictions.  

2. Credit for  Income Taxes Paid to Another State or Country by 
a Parnership (43-1071) 
A c red i t  i s  allowed to resident partnerships for net income taxes 
paid another s t a t e  or country subject to proportional l imitations 
based on the partner 's  dis t r ibut ive share. When the income of a 
parnership i s  taxable to the partners, a c redi t  will be allowed 
to the partners for  taxes paid to another s t a t e  or country. The 
partner 's  c redi t  i s  limited to his percentage in teres t  in the 
income of the partnership and a fract ion,  the numerator of which 
i s  his partnership income and the denominator of which i s  his 
Ari zona gross i ncome. 

B. Sknior Citizens Credit for  Property Taxes (43-1072) 
A c red i t  i s  allowed to  senior c i t izens ,  certain disabled persons, or 
persons receiving Social Security under T i t l e  16 for  property taxes 
or  rent paid, or both, on the homestead. The tax credi t  i s  computed 
from a credi t  schedule based on household income. The tax credi t  
wi 11 not exceed $225. 

C .  Renter's Credit (43-1073) 
Renters a re  allowed a c redi t  of 10% of rent  paid or $75, whichever 
i s  less .  



D. Solar Energy Devices Credit (43-1074) 
A c red i t  will be allowed to residents for  solar enerqv devices installed 
in the i r  Arizona residences. The credi t  will be equii to thir ty-f ive 
percent of the cost of such device in 1978 and such credi t  shall 
decrease a t  a ra te  of 5% per year. The maximum credi t  will n o t  exceed 
$1,000. Couples who f i l e  separate returns b u t  could f i l e  a joint  
return will only be allowed to claim one-half the credi t  that would 
have been allowed for a joint  return. Devices instal  led in commercial 
buildings may qualify for  a 20% income tax credi t  until 1986. A 
credi t  for  the instal la t ion of solar energy and/or cooling devices 
under R15-2-128.03 may be used in l ieu of the solar energy devices 
credi t .  The deduction i s  computed in the same manner. 

E.  Credit for  Instal la t ion of Residential Insulation and Devices (43-1075) 
A c red i t  will be allowed to residents for  the instal la t ion of insulation 
and certain devices. The credi t  shall be equal to 25% of a l l  improve- 
ments and shall not exceed $100. 

11. Non-Residents 

Credit for  Income Taxes Paid to  Home State by Non-Resident (43-1096) 
Non-residents are  allowed a 100% credi t  for taxes paid to  the i r  home 
s t a t e  only i f  the home s t a t e  does not tax income from Arizona residents 
derived from sources within the home s t a t e  or allows Arizona residents 
a c redi t  against i t s  income taxes, b u t  not i f  a double credi t  would be 
allowed; the credi t  will be subject to the proportional limitations 
noted in the provisions for residents. 

111. Taxes Withheld From Wages 

The amount withheld from wages i s  a1 lowed as a c redi t  against the 
tax owed on the taxpayer's income. 



use fue l ,  the vendor) are responsible for  collecting the tax and submitting payment 
to  the Motor Vehicle Division of the Department of Transportation. 

Incidence 
In practice, the fuel and use fuel taxes are added directly t o  the price 

of the fuel. The tax on gas01 ine i s  thus paid who1 ly  by individuals who 
consume gasoline. Use fuels,  on the other hand, are consumed primarily by 
motor carr iers  (trucks, buses, etc. ) who are 1 iable for  the ent i re  tax but 
may be able to  pass th is  expense to  the i r  customers in the form of a price 

increase fo r  transport services. 
Collection and Distribution 

All fuel taxes, other than those collected from fuel used i n  watercraft 
and a i r c ra f t ,  are deposited in the Highway User Revenue Fund. During 1977- 
78 fuel taxes in the amount of $119,835,512 were distributed t o  the Highway 
User Revenue Fund. This i s  equal to  6.95% of total  s t a t e  revenues. Under 
law a l l  monies deposited in the Highway User Revenue Fund are distributed 

as follows: 
11% to the State Highway Patrol Fund 
57% to  the State Highway Fund 
15% to the counties 
17% t o  the incorporated c i t i e s  and towns 

Revenues allocated t o  the counties are further distributed based on the 
proportion that  the sale  of motor vehicle fuel and the estimated consumption 
of use fuel i n  each county bears to  the total  sales of motor vehicle fuel 

and the estimated consumption of use fuel throughout the s t a t e  during the 
preceding calendar month. 

One half of the revenues allocated to  the incorporated c i t i e s  and towns 
i s  distributed on the basis of the population tha t  each bears to  the population 

of a l l  c i t i e s  and towns within the s ta te .  The remaining half i s  apportioned 
f i r s t  on the basis of the county origin of sales  of motor vehicle fuels  within 
the s ta te .  This amount i s  further apportioned among the several incorporated 
c i t i e s  and towns within each county by the proportion tha t  the population 
of each c i ty  or town bears t o  the total  population of a l l  c i t i e s  and towns 
within the county. 



Criteria 
1. Revenue Generation : 

a. Does the revenue from fuel taxes increase as the demand for  government 
services expands? 
The fuel tax was originally levied on a per gallon basis because 
the number of gallons of fuel purchased increased relat ive t o  the 
distance traveled. Thus, the tax base increased with the amount 
of road use and provided additional revenues f o r  road repairs. However, 
i n  recent years, the number of gallons of fuel required t o  travel a 
given distance has begun to  decline and the fuel tax revenues available 
for a given amount of road use are declining as well. 

b. Will revenues from the fuel tax expand over time as the price of 
government services increases? 
Fuel tax revenues will not expand as the general price of goods increases 
because fuel taxes are levied on a per unit basis and do not r e f l ec t  
the effects  of any increase in the purchase price of fuel.  

2. Social Equity: 
a. I s  the fuel tax affordable from current cash flow? 

The fuel tax i s  effectively paid by individuals in the form of i n -  
creased fuel prices a t  the time of purchase or in the case of use fuel 
taxes i t  may be paid in the form of increased prices for  goods transported 
by motor carr ier .  Thus,  i f  the taxpayer has suff icient  income available 
t o  purchase fuel or  goods transported by motor car r ie r ,  the fuel tax 
will be paid from current cash flow a t  the time the purchase i s  made. 
If income is not available to  pay the fu l l  price of fuel w i t h  the tax in- 
cluded, the individual may l imi t  his purchase of fuel or goods and thereby 
avoid tax l i a b i l i t y .  However, i f  the taxpayer is unable to  l imit  his 
purchase of fuel or goods beyond a basic minimum amount, he will be sub- 
jec t  to  the tax on th i s  amount regardless of his income or  the hardhsip 
which th i s  1 iabi l  i ty may represent. 

b. I s  the fuel tax b ~ r n e  by individuals with common circumstances equiva- 
lent?  
Because the tax r a t e  levied per gallon i s  equal throughout the s t a t e ,  
a l l  individuals who travel the same number of miles will be subject to  
tax l i a b i l i t i e s  which are roughly equivalent i f  they own vehicles with 
similar mileage ratings. However, the taxes paid by an individual who 
gets 12 miles to  the gallon will be twice as much f o r  a given distance 
traveled as  the taxes paid by an individual who gets 24 miles to  the 
gallon over the same distance. 

c. Will individuals who receive greater benefits from government services 
pay greater fuel taxes? 

Because fuel taxes are dedicated t o  use fo r  a specific government 
service (road construction and repair and highway safety enforcement) 



i t  is possible to  distinguish relationships between taxes paid and 
benefits received. In the case of fuel taxes and use fuel taxes, 
individuals who travel a greater number of miles and/or drive heavier 
vehicles will ordinarily demand more road construction and repair. 
Usually, these same individuals will purchase a greater number of gal l o n e  
of fuel and will t h u s  pay greater fuel taxes. Thus ,  benefits received 
and taxes paid will bear a direct  relationship to  each other. 

3. Ease of Administration: 

Can the fuel tax base be determined without d i f f icu l ty?  
Because the fuel tax and use fuel tax a re  levied on a per unit basis, 
the tax base is  relat ively easy t o  determine. Some d i f f i cu l t i e s  a re  
experienced in administering the use fuel tax, however, because of the 
provision that  in te rs ta te  motor car r ie rs  are  subject t o  the tax only on 
fuel used for  miles traveled within the s tate .  

4. Consistency w i t h  State Goals: 

a. Are substantial portions of the fuel tax and use fuel tax paid by 
the residents of other s ta tes?  
To the extent tha t  non-residents using roads w i t h i n  the s t a t e  purchase 
gasol ine or consume user fuel duringtheir t ravels ,  they will be subject 
t o  the fuel or use fuel taxes, the revenues from which can be used t o  
pay fo r  increased road repairs associated w i t h  the additional mi 1 eage 
traveled by non-residents. However, non-residents wi 11 not pay any 
part of the costs of increased road repairs caused by increased travel 
by residents. 

b. Will the fuel tax produce revenues without detrimentally affecting 
business? 
To the extent that  the cost of gasoline i s  a cost of doing business, 
the prof i tab i l i ty  of businesses will be direct ly  affected by a change 
in the price of gasol ine. Thus, i f  an increase i n  the fuel tax or use 
fuel tax paid by fuel dis t r ibutors  i s  subsequently added to  the price 
of fuel ,  the prof i tabil  i ty of businesses which rely on this source of 
fuel will decline or the business will ra i se  i t s  prices t o  cover the 
cost of the increase in fuel prices. The impact of such an increase 
will be most direct ly  real ized by the transportation industry. 



B.  VEHICLE LICENSE TAX 

Description 

The vehicle license tax i s  levied i n  l i eu  of property taxes on the assessed 

valuation of vehicles registered within the s tate .  The assessed valuation 

of a vehicle i s  defined by s t a tu t e  as 60 percent of the manufacturer's base 

r e t a i l  price during the year in which the vehicle i s  i n i t i a l l y  registered, 
and thereafter the value i s  reduced by 25 percent in each successive year. 

The license tax on vehicles i s  provided for  in the Arizona State  Constitution 

though administrative provisions are  prescribed in s ta tute .  

The effective tax ra te  has been $4 per $100 of assessed valuation since 

1947. 

Admini stration 

The vehicle 1 icense tax i s  collected by the county assessor 's  off ice 

each year a t  the time vehicles are registered. The county assessors' offices 

use schedules of the factory advertised delivery price published by the National 

Auto Dealers Association t o  determine the base value of vehicles subject 

t o  the tax. All collections received by the county assessor from the tax 

are  transferred to  the County Treasurer for  further distribution. 

Incidence 

The vehicle 1 icense tax i s  a d i rec t  tax on owners of vehicles. Because 

the assessed valuation of vehicles i s  reduced substantially each year a f t e r  

purchase, owners of new vehicles will pay a relat ively large proportion of 

the total  tax collections. For example, the owner of a new car  with a base 
r e t a i l  price of $5,000 will pay a 1 icense tax of $120 in 1979, while the 

owner of an automobile with a base r e t a i l  price of $5,000 i n  1975 will pay 

a license tax of $38 i n  1979. Vehicle license taxes paid by motor car r ie rs  

and other vehicles owned by businesses will l ikely be passed to  consumers 

of goods transported by the car r ie r  in the form of a price increase. 

Col 1 ec t i  on and D i  s t r i  buti on 

The vehicle license i s  authorized by s ta tu te  b u t  collected a t  the county 

level. Total tax collections from th i s  source amounted t o  $52,777,676 during 



1977-78. Of th i s  amount $23,516,096 was distributed to  the s t a t e ' s  general 
fund. State  general fund collections of the vehicle license tax account 
for  1.36% of total  s t a t e  revenues. e 

Beginning w i t h  f i sca l  year 1977-78, col lections from 1 icense taxes levied 
on vehicles within each county were distributed i n  the following manner: 

'20 percent to  the s t a t e  genera1 fund* 
'An additional 25 percent t o  the s t a t e  general fund t o  be used fo r  school 
financial assistance 

'25 percent to  the county general funds 
'25 percent to  the incorporated c i t i e s  and towns w i t h i n  each county appor- 
tioned on the basis of population 

'5 percent to  the county assessor 's  off ice fo r  registration and t i t 1  ing 
expenses* 

A separate formula provides f o r  the distribution of license taxes levied 
on motor car r ie rs  operated i n  in te rs ta te  commerce. Collections from in ters ta te  
operators are  distributed in the f o l l  owing manner: 

'25% to  the s t a t e  general fund 
'25% to  the county general funds 
'25% to  the several comon and high school d i s t r i c t s  
'25% to  the several incorporated c i t i e s  and towns 

However, i t  woul d appear tha t  i n  practice, the in te rs ta te  col 1 ect i  ons 
are  distributed in the same fashion as  are  the " intrastate"  collections. 

Cri ter ia  

1 . Revenue Generation : 
a. Will revenues from the vehicle 1 icense tax expand as  the demand fo r  

government services expands? 

Generally, the vehicle 1 icense tax base will expand i f  the number of 
vehicles licensed within the s t a t e  increases. This may be related to  
increases in the demand f o r  government services in two ways. F i r s t ,  
a greater number of vehicles will require greater expenditures for  high- 
way construction, t r a f f i c  services, etc.  A1 though vehicle 1 icense taxes 
are not specifically dedicated to  road repair and construction, i t  would 
be possible to  use any increase in revenues resulting from an increased 
number of licensed cars t o  fund expansions in road construction, high- 
way safety enforcement or  other services which are  required as a resu l t  

*If the county assessor 's  off ice e lec ts  to  t ransfer  vehicle registration and 
t i t l i n g  duties t o  the Department of Transportation, the 5 percent of collections 
allocated to  the county assessor 's  off ice will be surrendered to  the s t a t e  genera 
fund. 



of additional vehicles on the road. New vehicles traveling on s t a t e  
highways may also be indicative of an increase i n  the number of 
people 1 iving within the s ta te .  The additional revenues obtained 
from licensing of new vehicles on the tax r o l l s  can be used to  finance 
the additional government services associated with population increases 
in general . 
Will vehicle l icense tax revenues expand as  the cost of government 
services increases? 
Generally, an increase i n  the overall price level will be accompanied 
by an increase i n  the price of vehicles. Such an increase i n  the 
price of vehicles will resul t  in an expansion i n  the base value 
subject t o  the vehicle 1 icense tax and may resu l t  in increased revenues 
from t h i s  source, assuming tha t  the purchase of new vehicles does 
not decline. Any increase in revenues can then be used to  fund the 
added cost of government services,  which i s  a1 so related to  a genera1 
increase in the level of prices. 

2. Social Equity: 

a .  I s  the vehicle license tax affordable from current cash flow? 

To the extent tha t  the vehicle license tax may be regarded as  an 
added cost of purchasing a new vehicle during the f i r s t  year of purchase, 
i t  may be argued tha t  the purchase would not be made i f  suff ic ient  
income were not available to  pay a l l  associated costs. However, t o  
the extent tha t  motor vehicle license taxes are  similar t o  property 
taxes and are  not paid a t  the time of purchase in ensuing years, the 
taxpayer will be l i ab le  fo r  vehicle l icense taxes on any vehicle owned, 
regardless of income. The vehicle license tax d i f fe rs  from the property 
tax,  however, i n  that  vehicle license tax l i a b i l i t y  decreases automatic- 
a l ly  over time. 

b. Is  the vehicle license tax borne by individuals with common circumstances 
equivalent? 

Because the r a t e  of taxation levied on vehicles i s  consistent throughout 
the s t a t e  and the taxable value i s  standardized f o r  any given type of 
vehicle, owners of any two vehicles which were comparable i n  value 
during the year i n  which they were originally produced will be subject 
t o  equivalent tax l i a b i l i t i e s  during a l l  subsequent years. The re- 
spective tax 1 iabil  i t i e s  borne by individuals may be inequitable, 
however, t o  the extent tha t  individuals purchasing vehicles w i t h  op- 
tional equipment a re  taxable upon the same value as individuals purchasing 
a comparable vehicle without optional equipment. 

c. Will individual s who receive greater benefits from government services 
pay greater vehicl e 1 icense taxes? 
To the extent tha t  individuals who own a greater number of vehicles 
are 1 i kely t o  require a greater amount of government services i n  the 
form of road construction, highway safety enforcement, e tc . ,  i t  may 



be argued that  those individuals who pay the most vehicle license 
taxes also receive greater benefits from government services. How- 
ever, vehicle license tax revenues are not specifically dedicated to  
road construction and repair and highway safety enforcement, t h u s  any 
connection which does ex i s t  between benefits received from government 
services and vehicle 1 icense taxes paid must be viewed as indirect. 
Also, because the tax l i a b i l i t y  fo r  any given vehicle declines as the 
age of the vehicle increases, the revenues from the vehicle 1 icense 
tax may decline while the demand fo r  government services (road con- 
struction, etc.  ) remains constant or increases. 

3. Ease of Administration: 

Can the vehicle 1 icense tax base be determined without diff icul ty? 

Because the National Auto Dealers' Association publishes schedules of the 
factory advertised delivery price, which are  used by county assessors to  
determine the manufacturer's base r e t a i l  price, a measure of the vehicle 
license tax base is readily available. The counties are,  therefore, able 
to  administer the tax without any serious diff icul ty .  

4. Consistency wi ths ta te  Goals: 

a. Is  a substantial portion of the vehicle license tax paid by residents 
of other s ta tes?  
Registration of vehicles i s  primarily restr ic ted to  residents and only 
those individuals required t o  regis ter  the i r  vehicles with the State 
of Arizona are subject t o  the vehicle 1 icense tax. However, vehicle 
license taxes levied on motor car r ie rs  and other vehicles used for  
business purposes may be part ia l ly  paid by non-residents, i f  added 

a 
to  the price of goods sold to  individuals in other s ta tes .  

b. Will the vehicle 1 icense tax produce revenues without detrimental ly 
affecting business? 
Because the vehicle 1 icense tax i s  a s ignif icant  cost of business to  
the transportation industry and may be passed t o  other businesses 
which purchase services from the transportation industry, the profit-  
ab i l i t y  of the purchasers may be detrimentally affected by an increase 
in the vehicle license tax. The detrimental impact on businesses may 
be reduced or el iminated, however, i f  the tax can be passed to  individuals 
purchasing goods i n  the form of a price increase without an offsett ing 
decline in demand. 



C .  MOTOR CARRIER LICENSE TAX 

Description 
The motor car r ie r  1 icense tax i s  levied on the gross receipts of common 

or contract car r ie rs  of passengers or  property, operating within the state*. 
When any car r ie r  operates partly within and partly outside the s t a t e ,  a l l  
receipts of business beginning and ending within the s t a t e  are taxable. The 
r a t io  of mileage within the s t a t e  to  the en t i re  mileage over which business 
i s  done ,taken times the receipts from a1 1 business passing through, into 
or out of the s t a t e , i s  also taxable. The ra te  a t  which the receipts of car r ie rs  
of property are  taxed i s  2.5 percent. The ra te  applied to  the gross receipts 
of passenger car r ie rs  i s  2.25 percent. Private car r ie rs  (those owned by 
the business fo r  which goods are  transported) are not subject t o  the tax. 

Administration 
The motor car r ie r  license tax i s  payable to  the Motor Vehicle Division 

of the Department of Transportation. Owners of motor car r ie rs  are  required 
to  f i l e  returns identifying the i r  taxable receipts and must submit payment 
by the 25th of each month f o r  the tax 1 iabi l  i t y  incurred during the previous 
month. Col lections received by the Motor Vehicle Division are  transferred 
t o  the Highway User Revenue Fund,  which i s  fur ther  distributed by the State  
Treasurer. 

Incidence 
The motor car r ie r  license tax i s  effectively a sales  tax on the service 

of transporting property and passengers. The tax may not be added t o  the 
price of the service provided without being subject t o  fur ther  taxation. 
Because the tax represents an additional cost of doing business, however, 
the car r ie r  industry will attempt to  increase the price of services provided 
i n  order to  recoup as much of t h i s  cost as possible. In th i s  case, the taxpayer 
will be required t o  pay a portion of the tax in the form of increased prices 
fo r  ca r r i e r  services or  goods transported by car r ie r .  

*The motor car r ie r  l icense tax i s  scheduled to  be replaced by a ton-mile 
tax i n  1982 according to  legislation passed in the 1979 regular leg is la t ive  
session. The ton-mile tax will apply to  private car r ie rs  as well as common 
and contract carr iers .  



Collections and Distribution 
The motor car r ie r  1 icense tax i s  1 evied only a t  the s t a t e  level. During 

1977-78 total  collections from the tax amounted to  $15,386,441 or .89 percent 
of total  s t a t e  revenues. All collections from this tax are deposited in 
the Highway User Revenue Fund. This fund i s  distributed as follows: 

'11 percent t o  the State Highway Patrol Fund (D.P.S.) 
'57 percent to  the State Highway Fund (A.D.O.T.) 
'15 percent to  the counties 
'17 percent t o  the incorporated c i t i e s  and towns 

Revenues allocated to  the counties are  further distributed based on the 
proportion that the sa le  of motor vehicle fuel and the estimated consumption 
of use fuel in each county bears to  the total  sales of motor vehicle fuel 
and the estimated consumption of use fuel throughout the s t a t e  during the 
preceding cal endar month. 

One half of the revenues allocated to  the incorporated c i t i e s  and towns 
i s  distributed on the basis of the population that  each bears to  the population 
of a l l  c i t i e s  and towns within the s ta te .  The remaining half i s  apportioned 
f i r s t  on the basis of the county origin of sales  of motor vehicle fuels  within 
the s ta te .  This amount i s  further apportioned among the several incorporated 
c i t i e s  and towns within each county by the proportion tha t  the population 0 
of each c i ty  or town bears to  the total  population of a l l  c i t i e s  and towns 
within the county. 

Cri ter ia  
1 . Revenue Generation : 

a. Will the motor car r ie r  license tax expand as the demand f o r  government 
services expands? 
Motor car r ie r  license tax receipts a re  specifically devoted t o  road 
construction and repairs,  and highway safety enforcement. Generally, 
demand f o r  these services will increase as the number of motor carr iers  
using Arizona roads increases. To the extent tha t  an increase in the 
number of car r ie rs  resul ts  i n  increased receipts from ca r r i e r  services, 
the revenues available from the car r ie r  tax will also increase. An 
increase i n  demand f o r  road construction services, e tc . ,  could also 
resul t  from an increase i n  miles traveled by car r ie rs  within the s ta te .  
This, too, would probably be accompanied by an increase in gross re- 
ceipts as more goods were transported, t h u s  increasing the taxable 
base from which revenue will be derived. 



b. Will the revenues from motor car r ie r  license taxes expand as the 
price of government services increases? 
A general increase i n  the price of goods, which will cause an increase 
in the cost of government i s  1 ikely t o  be accompanied by an increase in 
the cost of services, including motor car r ie r  services. Because gross 
receipts from motor ca r r i e r  services a re  the base on which the motor 
car r ie r  license tax i s  levied, an increase in revenues from this tax 
will follow. 

2. Social Equity: 

a. I s  the motor car r ie r  license tax affordable from current cash flow? 
Because the motor car r ie r  license tax i s  an added cost of doing business, 
i t  will be added to  the price of car r ie r  services, i f  possible, and 
therefore will be borne by the consumer in the form of increased 
prices f o r  passenger services or goods transported by motor car r ie r .  
Thus, i f  the taxpayer has suff ic ient  income available to  purchase passen- 
ger services or  goods transported by motor car r ie r ,  the motor car r ie r  
license tax will effectively be paid from the taxpayets current cash 
flow a t  the time the purchase i s  made. If  income i s  not available to  
pay the fu l l  price of these goods and services, with the tax included, 
the individual may l imi t  his  purchase and consequently avoid tax 
l i a b i l i t y .  However, i f  the taxpayer i s  unable to  l imit  his purchase of 
such goods and services beyond a basic minimum amount, he will be sub- 
jec t  t o  the tax on th i s  amount regardless of his income or  the hardship 
which this 1 iabil  i t y  may represent. 

b. Is  the motor car r ie r  license tax borne by individuals with common 
circumstances equivalent? 
All common car r ie rs  transporting passengers are taxed a t  the same rate .  
Thus, the increase in passenger fare  borne by individuals using the 
same type of passenger services should be roughly equivalent b u t  may 
vary depending on the ab i l i t y  of each car r ie r  service to  absorb the 
cost of paying th i s  tax without increasing prices. All motor car r ie rs  
transporting property are  also taxed a t  the same rate.  Thus, individuals 
whose total  consumption of goods transported by motor ca r r i e r  i s  roughly 
equivalent i n  value should experience comparable increases in the price 
of these goods when the price i s  adjusted to  r e f l ec t  the increased cost 
of transporting these goods due t o  payment of the ca r r i e r  tax. This, 
too, may vary depending on the ab i l i t y  of the ca r r i e r  t o  absorb the 
tax without a price increase. 

c. Will individual s who receive greater benefits from government services 
pay greater motor car r ie r  license taxes? 
Revenues from motor ca r r i e r  l icense taxes are  specifically dedicated 
to  road construction and repair and highway safety enforcement. Be- 
cause the motor car r ie r  license tax i s  based on gross receipts,  car r ie rs  
who receive greater benefits will pay higher license taxes i f  i t  can be 
assumed that  industries which receive the greatest  income from regular 
road use benefit most from highway construction and repair.  



3. Ease of Administration: 
Can the motor car r ie r  1 icense tax base be determined without diff icul ty? 
Motor car r ie r  license taxes are levied on the gross receipts of motor 
carr iers .  As the price of motor carr ier  services i s  established prior 
to  sale ,  a measure of the taxable base is  readily available i f  accurate 
records are kept of the amounts received fo r  car r ie r  services which are 
subject to  the tax. Motor car r ie r  companies must keep accurate records 
of receipts i n  the course of business, and are required by law t o  furnish 
reports of these receipts and other related information to  the Department 
of Transportation. Some diff  icul ty may be experienced, however, in deter- 
mining the taxable base because of the provision that  in ters ta te  motor 
car r ie rs  may apportion the i r  receipts according t o  the percent of miles 
traveled w i t h i n  the s ta te .  

4. Consistency with State Goals: 
a. I s  a substantial portion of the motor car r ie r  license tax paid by 

residents of other states? 
Motor carr iers  operating i n  both in ters ta te  and in t ras ta te  commerce 
are subject t o  the motor car r ie r  l icense tax only on that  portion 
of gross receipts derived f rom passengers or goods transported w i t h i n  
the s tate .  The percentage of miles traveled by carr iers  w i t h i n  Arizona 
to total  miles traveled, will be used t o  determine the proportion of 
gross receipts derived from passengers or goods transported within the 
s tate .  Thus, non-residents will be subject t o  the tax on passenger 
miles traveled by carr iers  within Arizona and on goods transported 
by motor carr iers  which use Arizona roads, to  the extent tha t  motor 
car r ie r  taxes are incorporated into the price of these goods and 
services. 

b ,  Will the motor car r ie r  1 icense tax produce revenues without detrimental ly 
affecting business? 
Because the motor car r ie r  license tax i s  a direct  cost of doing business 
to  the motor car r ie r  industry, the profitabil i t y  of th i s  industry will 
be affected by a change in the tax. If the motor car r ie r  industry is 
not able to  absorb th i s  additional cost without a price increase, then 
the cost of goods transported by motor car r ie r  will also increase and 
the profi tabi l i ty  of industries producing these goods may be affected 
as we1 1 . 
On the other hand, the beneficial impacton business from road repairs 
and construction, e tc .  may more than compensate the industry f o r  the 
cost of the tax. 



D. LUXURY TAXES 

Description 
1 . Tobacco Products : 

Luxury taxes on tobacco products a re  levied a t  the  fol lowing r a t e s :  

'136 on each 20 c igare t t es  o r  f ract ional  par t  thereof 
'16 on each ounce of smoking o r  chewing tobacco 
'46 on each ounce of plug o r  twist tobacco 

'26 on each 20 small c igars  weighing not more than three pounds per 
thousand 

'16 on every three c igars  r e t a i l i ng  a t  f i ve  cents o r  l e s s  each 
'16 on c igars  r e t a i l i ng  a t  more than f i ve  cents each 

The e f fec t ive  r a t e  of taxation on c igare t t es  is ac tua l ly  s l i gh t l y  l e s s  
than s ta ted  because c iga re t t e  who1 esal e r s  must purchase tax stamps t o  indicate  
payment of the  tax and these stamps a re  discounted i n  order t o  compensate 
the wholesaler f o r  the  administrative cos t  of at taching these stamps t o  each 
package of c igare t t es .  

2. Liquor: 
Luxury taxes on 1 iquor a r e  levied a t  the  following r a t e s :  

'156 on each 16 ounces, o r  f ract ional  par t  thereof,  f o r  malt ex t rac t s  
'$2.50 on each gallon of spi r i tuous  1 iquor w i t h  a proportionate r a t e  
f o r  greater  o r  l e s se r  quan t i t i es  

'12 36 on each 8 ounces, o r  f ract ional  par t  thereof,  f o r  vinous l iquor  
having an alcohol content greater  than 24 percent 

'426 per gallon and a t  a proportionate r a t e  f o r  any l e s se r  o r  greater  quanti ty 
f o r  vinous l iquor  having an alcohol content of l e s s  than 24 percent 

'8 t  on each gallon of malt l iquor  

Administration 
Luxury taxes levied on alcohol and tobacco products other than c iga re t t e s ,  

a re  paid monthly t o  the Department of Revenue by wholesalers purchasing such 
products f o r  resale .  Wholesalers a re  l i a b l e  f o r  the  tax on a l l  such luxury 
items sold during the  preceding month and a sworn statement must accompany 
the  payment a t t e s t i ng  t o  the  accuracy of the tax remittance. 

Luxury taxes on c igare t t es  a r e  paid when wholesalers purchase stamps 
from the  Department of Revenue. These stamps must be affixed t o  each package 



of cigarettes by the wholesaler before resale,  to  indicate payment of the 
tax. Metering machines may also be used for  th is  purpose, i f  more practical. m 
Incidence 

The luxury tax i s  required by s ta tu te  t o  be added t o  the sales price 
of tobacco products and 1 iquor and i s  therefore borne who1 ly  by the consumers 
of these products. 

Collections and Distribution 
Legislation was passed in 1973 to preempt taxation of luxuries t o  the s t a t e  

alone. During 1977-78, $36,790,865 or 2.13% of total  s t a t e  revenues was 
received from the luxury tax on tobacco products. Collections from the luxury 
pax on 1 iquor amounted to $19,149,392 or 1.11% of total  s t a t e  revenues. A11 

collections from luxury taxes on tobacco products and liquor are deposited 
in the s t a t e  genera1 fund. According t o  s ta tu te ,  3.5$ of the 13$ tax levied 
on each 20 cigarettes i s  to  be used fo r  s t a t e  school aid. The remaining 
collections from the luxury tax on cigarettes and tobacco products are to  
be used fo r  unemployment compensation, we1 fare re1 ief  and other purposes 
a s  provided by law. Three and one-half cents of the tax collected on each 
gallon of spirituous 1 iquor and each 8 ounces of vinous 1 iquor with an alcohol 
content greater than 24 percent i s  a lso specifically dedicated t o  s t a t e  school @ 
aid. The remaining revenues from the luxury tax on liquor are to  be used 
for  unemployment compensation, welfare re l ie f  and other purposes prescribed 
by law. The s tatutes  outlining the purposes fo r  which luxury tax revenues 

are t o  be used are largely ignored in practice. 

Criteria : 
1 . Revenue Genera t i  on : 

a. Will revenue received from the luxury tax on tobacco products and 
liquor expand as the demand for  government services expands? 
Because luxury tax revenues are not specifically dedicated t o  any 
particular government service, i t  i s  d i f f i cu l t  t o  determine i f  revenues 
from these taxes expand in relation t o  increases in the demand for  
government services. I t  may be possible, however, to  establish a 
relationship between increases in some government provided services 
and increases i n  luxury tax revenues. T h i s  relationship can be shown 
i f  the increased consumption of luxuries, which produces additional 
revenues, will i t s e l f  create a demand for  additional government services. 



For example, if the demand f o r  health related services increases 
w i t h  the consumption of c igaret tes  and alcohol or i f  more t r a f f i c  
safety enforcement i s  required as  alcohol consumption increases, 
some increase in luxury tax revenues may be experienced as the 
demand for  government services increases. However, i f  an increase 
in the consumption of certain luxuries i s  more closely related to  
a higher level of personal income, then revenues from these i tems 
may increase during times of economic prosperity when demands for  
government services (we1 fare ,  unempl oyment, etc.  ) are re1 atively 
low. 

b. Will revenues from luxury taxes increase as the price of government 
services increases? 

Luxury taxes are levied on a per unit  basis and are not based on 
receipts from the sa le  of 1 uxuries. A1 though the price of luxuries 
may increase as the general level of prices r i s e s ,  t h i s  will not r e su l t  
in increased luxury tax revenues i f  the number of units purchased remains 
constant. Thus, an increase i n  the price of government services re- 
sul t ing from an increase in the genera1 price of goods will not be met 
by increased luxury tax revenues. 

2. Social Equity: 
a.  I s  the luxury tax affordable from current cash flow? 

The luxury tax i s  effectively paid by individuals in the form of increased 
prices a t  the time of purchase. Thus, if the taxpayer has suff ic ient  
income available to  purchase tobacco products and 1 iquor, the tax will 
be paid from current cash flow. If income i s  not available to  pay the 
fu l l  price of luxuries with the tax included, the individual may l imi t  
his purchase of 1 uxuries and thereby avoid tax 1 iabi l  i ty .  
Because luxuries, by defini t ion,  are items which are  generally considered 
to  be unnecessary for  subsistance, i t  i s  unlikely tha t  taxpayers will be 
necessarily subjected t o  payment of the luxury tax. 

b. I s  the luxury tax burden borne by individuals with common circumstances 
equivalent? 
Because the tax ra te  levied on any given luxury i s  consistent on a 
statewide basis,  individuals who purchase the same types of luxury 
items i n  comparable quantit ies will be subject t o  equivalent tax 
burdens. 

c. Will individual s who receive greater benefits from government services 
pay greater luxury taxes? 
I t  i s  possible tha t  some relationships ex i s t  between benefits received 
from government services and 1 uxury taxes paid. For example, c igaret te  
smokers may rely more heavily on government-provi ded health services, 
individuals who consume alcohol may be arrested fo r  D.W. I . .  

These relationships are  probably tenuous, however, and in general 
1 uxury taxes paid probably bear 1 i t t l e  d i rec t  relationship t o  benefits 
received from government services. 



3. Ease of Administration: 

Can the luxury tax base be determined without diff icul ty? 

Because the luxury tax i s  levied on the number of units purchased 
and the ra te  applied t o  each u n i t  i s  well-defined, the value of the 
taxable base i s  re lat ively easy to  determine. 

4. Consistency with State  Goals: 

a. Is  a substantial portion of the luxury tax on alcohol and tobacco 
products paid by residents of other s ta tes?  

Any non-resident purchasing luxuries i n  the S ta te  of Arizona will 
be taxed on the amount purchased. I f  i t  can be assumed tha t  individuals 
vis i t ing the s t a t e  consume signif icant  amounts of 1 iquor and tobacco 
products, then i t  follows tha t  a portion of the total  luxury tax 
burden will be borne by non-residents. 

b. Wi 11 the 1 uxury tax generate revenues without detrimentally affecting 
business? 

Because the luxury tax i s  re lat ively large and s ta tu tor i ly  required 
to  be added to  the price of luxury products sold, the demand fo r  1 iquor 
and tobacco products has probably been reduced and the prof i tab i l i ty  
of the l iquor and tobacco industries may be somewhat 1 imited as a 
resul t .  Aside from these two industries,  however, i t  i s  unlikely that  
there has been any significant impact on the growth of business within 
the s t a t e  due t o  the 1 uxury tax. 



E. INSURANCE PREMIUM TAXES 

Description 
The insurance premium tax resembles a sales tax in tha t  i t  i s  1 evied on 

the gross receipts of insurance companies from the sa1 e of insurance pol ic ies .  
The insurance premium tax i s  levied only on premiums derived from policies 
covering 1 iabil i t i e s  existing within the s tate .  T i t l e  insurance annuities 
and reinsurance programs are not subject to  the tax. Cancellations, returned 
premiums and refunds are deductible from gross receipts for  purposes of taxation. 

In the State of Arizona, the ra te  a t  which the net receipts from insurance 
pol ic ies  are taxed depends upon the type of insurance purchased and the type 

of insurance company from which the policy was procured. The following rates 
are  applicable: 

'1 .O% of net premiums paid to  domestic insurance carr iers  maintaining a 
home office within the s t a t e ,  and premiums (other than those paid by 
government enti t i e s )  which are p a i d  t o  hospital , medical , dental and 
optometric service corporations organized under the 1 aws of th i s  s ta te .  

'2.0% of net premi ums, except motor vehicle insurance premiums, paid t o  
foreign and a1 ien insurance carr iers  and domestic insurers who f a i l  to  
maintain a home off ice in Arizona. 

'2.5% of net premiums f o r  motor vehicle insurance paid to foreign and 
a1 ien insurance carr iers  and domestic insurers who f a i l  to  maintain a home 
office in Arizona. 

'3.0% of net premiums paid to  brokers sel l ing surplus l ine  insurance and 
on net premiums paid by corporations insured under contracts procured from 
unauthorized insurers. 

A domestic insurance car r ie r  i s  an insurer formed under the laws of th i s  
s ta te .  A foreign insurance car r ie r  i s  an insurer formed under the laws of 
another s t a t e  of the United States. A surplus l ine  insurance car r ie r  i s  an 
insurer se l l  ing pol ic ies  not readily available from authorized insurers. (For 
example, a pianist  may insure his hands through Lloyd's of London.) An un-  
authorized insurance car r ie r  i s  any insurer which has not been issued a cer- 
t i f  icate of authority from the director of the insurance department of th i s  
s tate .  

Retaliatory taxes and fees are  imposed on insurance car r ie rs  chartered 
by s ta tes  or  foreign countries which impose taxes and fees on Arizona insurance 



car r ie rs  in excess of those which Arizona imposes on similar forms of insur- 
ance. Retaliatory rates  equal the rates  imposed on Arizona insurance carr iers  
by the respective s t a t e s  or countries. Retaliatory rates  are also levied 
by other s t a t e s  when Arizona rates exceed the rates charged by other s ta tes  e 
op comparable forms of insurance. 

GUARANTY FUNDS 
A separate assessment is levied against property and casualty insurance 

companies to  reimburse the property and casual ty insurance guaranty fund 

for  the payment of claims against insolvent insurers. Additional assessments 
a re  also levied against 1 i f e  and d isabi l i ty  insurance companies i n  amounts 
suff ic ient  t o  reimburse the 1 i f e  and d isabi l i ty  insurance guaranty fund fo r  

the payment of claims against insolvent insurers. Each insurer subject t o  
these assessments i s  granted a decrease i n  premium tax 1 iabi l  i t y  equal to  
twenty percent of the assessments fo r  the year in which they are  levied and 
twenty percent of the assessments per year f o r  each of the succeeding four 
years. 

Administration 
Each year, insurance companies must f i l e  annual statements showing total  

direct  premium income received during the previous calendar year. Authorized 
domestic insurers a re  l i ab le  for  taxes on or before March 31, on premiums 
received during the previous calendar year. All other insurers are  l iab le  

t 
fo r  payment of taxes on or before March 1. The Insurance Department i s  responsible 
fo r  collection and administration of the tax. 

Incidence 

Because the insurance premium tax i s  levied on insurance companies, i t  
represents an additional cost of doing business which will be recouped by 
iqsurance companies through increases in the rates  charged fo r  insurance 
policies. To the extent that  an insurance company is able to  raise  its rates 
without substantially reducing the demand f o r  insurance, the premium tax 
will effectively be paid by purchasers of insurance. 

Collections and Distribution 
Insurance premium taxes are  collected only a t  the s t a t e  level.  The bulk 

of the taxes collected are  deposited to  the s t a t e ' s  general fund; however, 
taxes on f i r e  insurance premiums are  donated to  the Firemen's Re1 ief  and 



Pension Fund. The Public Safety Personnel Retirement System receives 20% 
of the tax collected on motor vehicle insurance premiums paid to  foreign 
and a1 ien insurance car r ie rs  and domestic insurance car r ie rs  who f a i l  t o  
maintain a home office i n  t h i s  s ta te .  Monies deposited in the Firemen's 
Relief and Pension Fund are prorated among the several incorporated c i t i e s  
and towns and legally organized f i r e  companies i n  proportion to  the amount 
of f i r e  insurance tax collected from insurance on property therein. 

Insurance premium tax collections during 1977-78 amounted to  $26,623,007 
or 1.54% of total  s t a t e  tax collections. Of th i s  amount, $1,655,017 was 
distributed to  the Pub1 i c  Safety Personnel Retirement System and $1,247,847 
was distributed to  the Firemen's Relief and Pension Fund. The remaining 
amount ($23,720,143) was deposited to  the s t a t e  general fund. 

Cri ter ia  
1 . Revenue Generation : 

a. Will revenues from the insurance premium tax expand as the demand 
for  government services expands? 
Insurance premium taxes are  general revenues and are  not dedicated to  
any specific purpose. Therefore, i t  cannot be determined i f  revenues 
from th i s  source will expand to  suff ic ient ly  finance the particular 
area of government expenditures to  which they are  dedicated. Increases 
in revenues from th i s  source may have some connection with increased 
demands f o r  general government services insofar as increases in 
insurance purchases a re  a t  times related to  new taxpayers coming 
into the s t a t e  and new taxpayers will require expanded government 
services. However, t o  the extent tha t  insurance serves as a substi- 
tu te  for  government services (e.g. health insurance may a l lev ia te  the 
fo r  government-provided heal t h  services) ,  an increase i n  the premium 
tax may be associated w i t h  a decl ine i n  demand fo r  government services. 
Also, i f  i t  may be said tha t  insurance purchases are  related t o  income 
and that  outlays fo r  insurance will increase as personal income r i ses  
and will decrease as income f a l l s ,  then tax revenues from insurance 
premiums will not expand as the demand fo r  government services increases 
since 1 ow-income fami 1 ies  usually require more government services 
(we1 fare ,  unemployment, etc. ) and wi 11 pay fewer premium taxes. Overall , 
there i s  probably l i t t l e  connection between expanded demand f o r  govern- 
ment services and expanded revenues from this source. 

b. Will revenues from the insurance premium tax expand as the price of 
government services increases? 

A general increase in the price of goods will probably be accompanied 
by an increase i n  the price of insurance. Because the insurance 



premium tax i s  levied on gross proceeds from sales of insurance, 
increasing insurance prices will probably resul t  in greater tax 
revenues from this source which can be used t o  help finance the 
increased cost of government services also associated with a 
general price increase. 

2. Social Equity 
a. I s  the insurance premium tax affordable from current cash flow? 

The insurance premium tax i s  effectively paid by the individual in 
the form of increased prices a t  the time of purchase of insurance. 
Thus ,  i f  the taxpayer has suff icient  income available t o  purchase 
insurance, the tax on insurance premiums will be paid from current 
cash flow. If income i s  not available t o  pay the f u l l  price of 
insurance with the tax included, the individual may l imit  his purchase 
of insurance and thereby avoid tax 1 iabil  i ty .  However, i f  the taxpayer 
i s  unable to  1 imit his  purchase of insurance beyond a basic minimum 
amount, he will be subject t o  the tax on t h i s  amount regardless 
of his income or the hardship which this l i a b i l i t y  may represent. 

b. Is the insurance premium tax burden borne by individuals with common 
circumstances equivalent? 
Individuals with equivalent incomes who purchase comparable insurance 
policies may be subject t o  different levels of insurance taxes de- 
pending upon the nature of the company from which the insurance i s  
purchased (domestic, foreign, a1 ien, etc.  ) . The amount paid for  
insurance, and consequently the tax, will also vary depending upon 
the element of r isk involved in providing a given form of insurance 
pol icy . 

c. Will those individual s who receive greater benefits from government 
services pay greater insurance premium taxes? 
Again, because insurance premium taxes are general revenues and are 
not dedicated to  any specific purpose, i t  is  d i f f i cu l t  t o  relate  
revenues from th i s  source t o  any specific benefit. I t  i s  also unlikely 
tha t  increases in the purchase of insurance which are the basis fo r  
increases i n  revenues from this source give r i s e  to  any requirements 
for increased government services . In f ac t ,  fewer government services 
may be needed because of the ab i l i ty  to  substitute insurance for  
certain government services. Therefore, there i s  probably l i t t l e  
re1 ation between taxes paid and benefits received. 

3 .  Ease of Administration: 

a. Can the insurance premium tax base be determined without diff icul ty? 

The insurance premium tax i s  levied on gross receipts from sales of 
insurance policies;  as the price of insurance i s  established prior 
to  sale ,  a measure of the taxable base i s  available before payment 
of the tax i f  accurate records are  kept of the premiums paid fo r  
policies subject t o  the tax. 



4. Consistency with State Goals: 
a.  I s  a significant portion of the insurance premium tax paid by 

the residents of other s ta tes?  
The insurance premium tax i s  levied only on policies covering 
1 iabil  i t i e s  existing within the S ta te  of Arizona. Policies cover- 
ing l i a b i l i t i e s  existing within other s t a t e s  or countries are  
taxable under Arizona law only i n  retal  iation fo r  taxes imposed on 
Arizona insurance car r ie rs  or i f  they are not subject t o  taxation 
i n  the s t a t e  or country where they are located. Because a1 1 s t a t e s  
levy insurance premium taxes of some form, the Arizona insurance pre- 
m i u m  tax is rarely applied to  policies covering l i a b i l i t i e s  existing 
outside of Arizona, except in the case of re ta l ia t ion ,  and t h u s  the 
tax burden borne by non-residents i s  re lat ively insignificant,  

b. Does the insurance premium tax ra i se  revenues without affecting 
business detrimentally? 
The only industry direct ly  affected by the insurance premium tax i s  
the insurance industry. Because the tax i s  levied on insurance com- 
panies, i t  i s  a cost of doing business and could have a detrimental 
effect  i f  levied a t  an excessive ra te  causing insurance prices to  
increase t o  a level which i s  intolerable t o  the consumer. 
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