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PREFACE 

At the time when the Arizona Legislature was preparing for its recent Special 

Session on Tax Reform and Education Finance, the National Conference of State 

Legislatures issued a memorandum offering cost-sharing grants to applicants who 

were interested in conducting research in the areas of school finance and property 

tax reform. The Arizona Legislature applied to NCSL for a cost-sharing grant and 

received an award of $33,800 in May of 1978. The award was to help finance the 

development of computer models which were to be used to simulate the impacts of tax 

reform proposals developed prior to and during the Special Session. 

This document is submitted in fulfillment of the grant requirements outlined 

in the original agreement between NCSL and the Arizona Legislature. The document 

contains background information on the factors that led to the Special Session, 

outlines the research efforts undertaken in preparation for the Session, and 

describes the reforms that are the end product of the Session and were ratified by 

the voters on June 3, 1980. It is hoped that this document will serve as a 

useful source of information for other states preparing to engage in a similar 

exercise in the future. 



INTRODUCTION 

A. THE NEED FOR REFORMS 

In early 1978, the Arizona Legislature began making plans to undertake a 

wide-ranging reform of the state's taxation and education finance systems. A 

special Legislative session was scheduled for the fall of 1979 to deal exclusively 

with the following issues: 

1. Local government spending limits. 

2. Taxation reforms (primarily property tax reforms). 

3. Education finance reforms. 

The need for extensive changes in these areas was precipitated by a series of 

social and economic events that impacted heavily on Arizona's existing systems of 

taxation and education finance. The impact of these events is discussed in the 

following sections. 

GOVERNMENT SPENDING 

Perhaps the single largest economic concern of the 1970's was inflation. 

During the period 1975-1979, the Phoenix metropolitan consumer price index 

increased at an average annual rate of 9.3%. As goods and services became 

increasingly expensive to consumers relative to nominal income, public attention 

inevitably focused on ways to reduce marginal expenditures in order to maintain 

real income levels. Taxes and government spending were obvious targets. - 
Unfortunately,inflation also affects government, increasing the cost of 

government purchases that go into the goods and services provided to the public. 

The effect is an overall increase in the level of government spending. In 

addition, a state like Arizona, with a rapidly expanding population, must provide 

services to more and more people. This increase in population also translates into 

increased levels of government spending. 

In view of these increases in demand and in the cost of government services, 

Arizona governments have generally been reluctant to voluntarily curb their 

expenditures. Between N 1970 and 1978, the state's General Fund operating budget 

increased at an annual rate of 14.6%. The General Fund budget grew from 4.7% of 

total state personal income in FY 1970 to 5.1% in FY 1978. Similarly, total county 

expenditures grew by 17% on an annual basis between 1970 and 1978. School district 

expenditures increased at an annual rate of 9.8% between FY 1975 and FY 1979. 



In response to the rapid growth of state spending, Arizona voters 

overwhelmingly approved Proposition 101 in November of 1978. Proposition 101 

amended the State Constitution to limit the expenditures of the state government 

(General Fund and Nan-General Fund) to 7% of total state personal income.L1 A copy 

of the limitation appears on page 7. 

While Proposition 101 addressed the spending ~olicies of the state, it did 

nothing to limit the fiscal activities of local governments. Although existing 

laws imposed limited budget controls on county and city governments,y these 

controls were largely regarded as ineffective due to the large number of 

expenditures excluded from the limits. Thus, the development of adequate spending 

limits for local governments became a primary objective of the Special Session. 

TAXATION REFORM 

Although reforms to the state's sales tax and income tax systems were 

considered during the Special Session, the demand for tax reform initially centered 

on the state's property tax system. One reason for the focus on property taxes is 

the relatively heavy dependence on property tax revenues by Arizona's local 

governments. The property tax accounted for 66% of total local government's own 

source revenues in 1977. Thus, rapid increases in local government expenditures 

result in related increases in the amount of property taxes that must be collected 

to support local governments. 

In addition, Arizona taxpayers have a long history of disenchantment with the 

property tax. This disenchantment can be attributed to several factors. 

Foremost among these factors is the impact of inflation on the tax liability 

of property owners. In Arizona, the current market value of real property and 

improvements is the basis for levying property taxes. While the general price 

index rose by 43.4% between 1975 and 1979, home values increased on the order of 

110%. Although rising property valuations will not result in increased tax bills 

if the tax rate is comensurately reduced, local governments have traditionally 

demonstrated a general reluctance to significantly reduce tax rates. 

11 Appropriations subject to the 7% limitation during FY 1979-80, the fiscal year - 
of implementation, totaled $1.44 billion, or 6.99% of total state personal 

income. 

21 Fiscal controls on county and city governments in Arizona have been in effect - 
since 1934. 



Compounding this problem is the recent change in the demographic composition 

of the state. With an expanding number of individuals retiring in Arizona, an 

increasing portion of the state's population is living on fixed incomes. With 

inflation increasing the value of property that is subject to taxation, the tax 

burden soon becomes unaffordable to these individuals. In addition, many of the 

services demanded by these individuals are provided by local retirement 

communities. Consequently, these individuals do not rely heavily on public 

services that are funded with property tax revenues (i.e. primary and secondary 

education). As a result, the property tax is not popular among this section of the 

population. 

Another problem that is associated with Arizona's property tax is the tax's 

built-in tendency toward inequitable treatment of individual taxpayers. Because 

the property tax is based on the appraised value of properties, differences in the 

level of appraisal can result in unequal tax burdens for similar properties. 

Recent studies prepared by the Legislature indicate that wide disparities in 
11 appraised values exist throughout the state- . The disparities are caused, in 

part, by the variety of appraisal techniques employed throughout the state and the 

inherent difficulty in accurately estimating the market value of all properties on 

an annual basis. 

A final factor that contributed to the dissatisfaction with the property tax 

system in Arizona, is the use of a classified property tax system. Prior to the 

Special Session, the Arizona property tax system classified property into nine 

separate categories. Each of these categories is shown below with its 

corresponding assessment rate. 

11 Internal Association of Assessing Officers, Analysis of Valuations Uniformity - 
and Evaluation of Mass Appraisal Techniques in the State of Arizona, February 

1978; and, 

Price Waterhouse and Co., Findings and Recommendations from the Management 

Audit: Arizona Department of Revenue, Property and Special Tax Division. 



Class Property Type 

Flight property; private car company 

property; producing mines and timber 

Railroads 

Telephone and telegraph company property; 

gas, water and electric company property; 

pipeline company property 

General Commercial and industrial property 

Agricultural property and vacant land 

Residential property; non-profit handicapped 

or elderly care facilities 

Rental residential property 

Historic property 

Producing oil and gas company property 

Assessment 

Rate 

In Arizona, the assessment rate determines the portion of property value that 

is subject to taxation for properties within the class. Because the assessment 

rate is higher for commercial and industrial properties, the property tax 

"discriminates" against these types of properties in favor of residential 

properties. The assessment rate also varies among classes of industrial and 

commercial properties. This means that a larger relative tax burden is borne by 

selected types of industries relative to other types of commercial and industrial 

properties. Owners of commercial and industrial properties have long opposed the 

classified tax system on the basis that the additional taxes are passed forward to 

final consumers and simply result in hidden taxation. 

In recent years the Legislature has attempted to make the property tax more 

palatable to taxpayers by enacting a number of relief measures that are designed to 

offset escalating property values. These measures, which reduce the impact of 

inflation on property tax assessments, include: inflation indzxing of property 

values, a truth-in-taxation law, and a sizeable property tax reduction program for 
1 / homeowners- . 

1/ In fact, Arizona homeowner tax bills have remained remarkably stable during - 
the 1970's due to tax reductions authorized by the Legislature. 



Unfortunately, these relief programs are generally viewed by the public as 

temporary solutions to a problem in need of a more long-term solution. The failure 

of these relief measures to elicit significant support from taxpayers prompted the 

Legislature to give top priority to major property tax reforms during the course of 

the Special Session. 

EDUCATION FINANCE REFORMS 

The education finance system in the state of Arizona is closely linked with 

the property tax system. The local property tax is a major revenue source for 

school districts and community colleges. Increases in the cost of education have 

placed increased demands on the property tax. This increased reliance on local 

property tax revenues has limited the ability of the Legislature to make 

modifications to the property tax system without severely impacting education 

finance . 

In order to limit school districts' reliance on local property tax revenues, 

the Legislature, in 1974, passed a package of reforms to the education finance 

system. The package provided an increased level of state support for education and 

established limits on the growth of expenditures in the general education budget. 

-This school finance plan only partially solved the problem of property tax 

reform, however. Although the limitations on budgeted expenditures applied to all 

districts, districts with above-average per pupil expenditures were required to 

finance their expenditures in excess of the average with local property tax 

revenues. As a result, the property tax burden borne by these districts increased 

relative to other districts. 

In addition, spending in unrestricted areas of the budget, such as 

transportation, budgeted capital outlay, special education (later limited), and 

override allowances, was financed primarily or entirely with local property tax 

revenues. Expenditures in these areas increased tremendously during the last half 

of the 1970's. For example, transportation expenditures in the state alone grew by 

approximately 17.7% per year from 1974-75 to 1978-79. Budget override amounts were 

unlimited and, once approved, were included in the district budgets and tax rates 

for all subsequent years. Because of the increases in all of these areas, local 

property tax levies continued to grow at uncontrolled rates and created unequal 

property tax burdens throughout the state. 



Community college districts in Arizona also experienced significant growth 

during the 19701s, both in student population and operational expenditures. 

Expenditures increased by approximately 12% per year from 1973-74 to 1977-78. The 

revenue from local property taxes levied in support of community colleges grew by 

approximately 17% per year during the same period. Unlike school districts, the 

community college districts had no state imposed budget or expenditure limitations. 

In order to meet school district and community college expenditure needs while 

reforming the property tax system, it was necessary to consider a shift away from 

the local property tax in financing education. For this reason, education finance 

reform also became a major issue in the 1979 Special Session. 



APPENDIX 1 

STATE SPENDING LIrlITATION 

Art. 9,s 16 CONSTITUTION 

Proposed by 1.nn.a 1966. I1.C.R. No. 10. 
tiled Aoril 22. 1966. 
Law Revlew Commentaries 

J'rop~rty t n x  clna~lflrn(lonr. conall- 
tu110nnIIty. 13 r \ r l ~ . L P ~  iWv. 5:s 
(1911). 

1 17. Economic estlrnatet commlsslon; approprlatlon Ilrnltatlon; powors and 
dulles of comnllsslon 

Section 17. Thc ccor~orriic cstinlntcs col~~nrlssion s1111ll I r  c~tnhllslietl by Inw, 
with n mcl~lbcrsl~ip of not to csrrrtl  tl~r: I I I ( . I I I ~ ~ ~ .  nr~tl sl1:11I elctcrrni~~r nnd 
pui~llsli prior to Fcbril:try I of c : ~ r i ~  ycnr tllc cstinlntc.tl tot111 n c r r o ~ r ~ ~ l  IllcolnC 
for  the Sollowing fisr:rl ycnr. 1 % ~  April 1 of pitcfr ycilr tllc coo4111issin11 sllnll . 
dctcr~liirrc nncl lrrrblisl~ n f i~ ln l  rvtinlate of tllc totrti ~rcrsou:~l ~ I I C O I I I ~  for the 
follo~ving fisc111 yerr ,  \VIIICII C S ~ I I I I : I ~ C  ~11:iIl be I I S C ~  iri  r o r ~ ~ p ~ ~ t i r ~ g  tlrc nl>~~rc)prin- 
tions limlt for thc 1cgisl:tturc. For the pl~qroscs o l  this scctlor~. "totnl l~crsorlnl 
illco~nc" nlcnns tlic dollnr nnlount that \\.ill bc re;)ortccl 81% t o t~ t l  irlror~le by ' 

persons for tllc stntc of Arizon:l by the L'. S. dcpnrt lnr t~t  of cumlrlcrcc or Its 
successor ngcncr. For purposes or this section. "stntc t t ~ s  rcvcnues" sllnll be . .defined by Invi. 

Thc lcgislsture shnll not, by npproprtntion for  nny fiscnl gcnr. cnrlsc the 
Cxpenclltllrc of s ta te  tns  rcvcllrlcs for tllnt fisc:11 yc :~r  to esccecl scvcri per ccnZ ' 

of the total pcrsonal incon~c of t l ~ c  s t ~ i t c  for suci: fiscal ycnr ns dctcrr~~irrctl by 
the cconon~lc estinli~tcs commissioli, cuccpt rlpon nffirrr~:ltivc vote oil c:icl~ S I I C ~ I  

appr0pri:il ion of two-tlrirtls of tllc r~~cnrkrb i t ip  of c ~ ~ c l i  ilollrc of the 1cgisl;lture. 
In ordcr to  pcrnilt tllc t rans fc rc~~cc  of ~ w r e r n ~ ~ ~ r n t n l  fllnctiorlr bt\vcc3c~ the - 

fw1cr:ll nrttl stntc gorer~l~nctrts nntl I)ct\rcc~l tllc s ta tc  ~nvcrn taco t  :111tl i ts po- 
' flticnl ~ a b d i ~ i s i o r ~ s  \ritliout.al~ritl~i11:: tile p~irposc of this ucctiot~ to litnit stntC 

spct~dlng to n percciit:lgc of tot:11 pcrsnn:~l ititnn!~, thc Irgis i :~t l~rc ~11:1i1 pro- 
Vldc for ndJ~~s t rnc~i t s  I)? tlre ccono~l~ic cstilll;ttc.i C O I I I I I I I ~ S ~ ~ I I  of t l r ~  :~pl)rnpri:i- 
ti0n perccntngc fi~iiitnfton of totnl llcrsonnl illconle consistcat \\-itit the folio\\'- 
Ing principles: 

1. If. by ordcr of nny collrt or by Icgislnti\-c cnnc-ttrrcnt. the costs of n 
PrOprntll nre tnirrbfcrvrti fro111 11 pc~litic:~l ~ ~ ~ l r c l i r i s i ~ r l  of this st:tte to tlrc st:~te, 
, the approprintion pcrrcatngc lifl~it:ltior~ I I I : I ~  11v C O I I I I I I C ~ I S I I ~ : ~ ~ ~ ~ ~  Irrcrc:rscd 

Provided tlrc t n s  rcvcrrtrcs of tlrc nffcctcit po1itlc:il subt l ivls io~~s nre com- 
mcllsumtcly tlccrcnscd. 

2. If. by order of any collrt o r  by 1c~isl:ttirc cn:~cttuct~t. tllc costs of n pro- - 
. Erfinl Ore tr:itlsfcrrctf frorli t11c s t :~ tc  to :I ~~tditic:rl sc~lttlivi:;io~~ of this st:ttc, 

,the nl)froprtntio~~ otlrwntago I i~~ri t r~t lon ul~:~,Il IIC cor>rr~~c~~u~crntc-l>. clr*crt~:tsctl. : 
9' and t l ~ c  tiis rntcs of the ~ ~ o l i t i a t l  slrl~di\*ision nl:iy k c o n r ~ n c ~ ~ s ~ ~ r n l c l y  In- ' 

crc:1sCl1. 
3. I f  fctlrrnl tnscs n w  rctl~fcrtl on co~~tlitinli  t l i~rt ~ I I C  st:ttr I t~cre :~sc  CS- 

~ l t ( l i t l l r ~ ~  by 1111 I I I I I ~ I I I I ~  ~ t l e ~ i v ~ ~ l ~ i ~ t  t o  t11c f ~ + t l ~ r : ~ l  r t ~ t l ~ ~ ~ t i o ~ i ,  t i ~ c  :i{)i~roprin- 
tl011 jwrcvrtnx~* Iir~~it:~tiort I I I I I ~  IT  I I I ( - ~ I ~ : I ~ ~ I I  lry ~1tc11 I I I I I O I I I I ~ .  

. 4. I f  tllc c o w  of 11 ~rro:rnn~ nre tr:tr~sfvrvt~tl fror~r tile s tntc  to tllc -fctlcrl~l 
Aovcrnnrcnt. thc :tpprol~riirrlni~ l)crrcul:lgc lil~~ir:ttitr~i sl1:11I bc c o ~ ~ r r i ~ r ~ ~ s u r n t c l y  
dccrcnscd. 

- 5 ,  TItc n d f ~ t ~ t t ~ ~ ~ * ~ i t  prnvltlr~l for 111 tlllri sc.rtloll sllnll IH? nlc~tlc 111 tlrc flrst 
fisc~il ycrtr of t r r ~ r ~ s f i v  o r  n~)c.rlttio~~. SIITII a c l J t ~ r t ~ ~ ~ c ~ ~ r t  s11:tll R - I I I ~ I ~ I ~  I11 01- 
f ~ t  for cnch s t~l)- . (~(~~rt '~~t  ~ I S C I I I  )'PIIT. AildVd. ~ ' l f f t i o ~ ~  SOV. 17, 197s; ~ ) ~ O C ~ I I I I I I ~ -  
tlon dritc--.\'ov. ':!I, 1DiB . . .  . . • ... . . . . 

(Enacted by a vote of the people of Arizona on Nov. 17, 1978) 



B. THE SPECIAL SESSION ON TAX REFORM AND EDUCATION FINANCE 

1. BACKGROUND 

In order to address the many complex issues of tax reform and 

education finance, legislative leaders outlined the basis for a special 

legislative session to deal with these issues. The special session was 

scheduled for the fall of 1979. 

In February 1978, the Legislative Council Committee established the 

Joint Select Committee on Tax Reform and School Finance. Members were 

appointed by the Speaker of the House and the President of the Senate, 

and a staff was assigned to the Committee. The staff was comprised of 

existing House and Senate research staff members, as well as individuals 

drawn from other state agencies and new personnel hired expressly for the 

project. The charge of the Joint Select Commitee ( J . S . C . )  and its staff 

was to assemble data and background information for use in the study of 

tax and education finance reform and to prepare reform alternatives. 

2. RESEARCH OUTLINE 

Following organization of the JSC, a research program was designed. 

The research program emphasized the collection of detailed taxation and 

education data and the construction of computer models for use in 

analyzing legislative alternatives. The specific models required to 

complete the project were determined based on the reform objectives 

outlined by the Committee. A list of the Committee's objectives and the 

corresponding data and information requirements is shown on page 10. 

In general, the following models formed the basis of the analysis: 

1. Property tax models 

2. The individual income tax model 

3. The sales tax model 

4. The tax burden model 

5. The education budget simulation model 

6. City and County expenditure models 



The development and use of these models is described in detail in 

the Research Effort Section of this report. 

In order to develop all of the necessary data and complete the 

analysis of reform alternatives in time for the Special Session, the 

Joint Select Committee staff constructed a timetable for the completion 

of research projects. The research schedule outlined for the education 

finance project group is shown in Exhibit I on page 11. The research 

schedule outlined for the tax reform project group is shown in Exhibit I1 

on page 12. It should be noted that these research schedules were highly 

optimistic and the research program actually extended from January 1979 

to early 1980. 



Joint Select Committee on Tax Reform 
and School Finance - Objectives 

A. General Considerations in Constructing a - 
Taxation System: The Principles of Taxation 

1. Relate taxes to ability to pay 
2. Relate taxes to benefits received 
3. Provide equity and fairness (vertical 

and horizontal equity) - 
4. Maximize total revenues 
5. Simplify administration 
6. Encourage economic development - 
7. Provide social equity 
8. Maximize tax exportation 

B. Specific Goals and Considerations 

1. Property Taxation - 
a. Reduce reliance on property taxes at 

state and local level and stabilize 
the problem 

b. alter the property classification 
system 

c. lower property taxes on homeowners 
d, improve horizontal equity 
e. institute measures to make the 

system more related to ability to 
Pay 

2. Other Areas of Taxation 
a. develop replacement revenues to - 

compensate for shift away from 
property taxes. The principles of - 
taxation should be used as governing 
criteria 

b. modification to the income tax - 
sys tem 

c. modification to the sales tax system 
d. modification of user charges - 

Education Finance 
a. provide equal education opportuni- - 

ties for all students 
b. maintain local administrative - 

control of school districts 
c. stabilize costs of education 
d. equalize tax burdens for educa- - 

tional costs among districts 
e. expand equalization program to 

other or all areas of school dis- - 
trict financing 

f. consolidation of school district 
boundaries for funding 

Data and Information Requirements 

Review public finance literature and 
develop concept paper which defines and 
describes the principles of taxation 
and provides an analysis of various 
types of taxes as they relate to the 
principles. 

Historical profile of state and local 
revenues. 

Reliance comparison: state and local 
taxes 

Construct computerized data abstracts 
and impact models 

Legal Class Abstract 
Use Code Abstract 
Class 5 Abstract 

Prepare income tax system tests 

Prepare corporate income tax system 
tests 

Construct tax burden model 

Construct sales tax data base and 
prepare sales tax tests 

Prepare list of state and local user 
charges; source of authorization; 
analyze levels 

DOE equalization project data 

Prepare update of DOE equalization 
project 

Obtainlprepare school district budget 
abstracts 

Prepare inventory of school buildings 
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RESEARCH EFFORT 

1. INTRODUCTION - CRITERIA FOR EVALUATING TAX ALTERNATIVES 
The stated objective of tax reform is to produce a tax structure that is an 

improvement over the current system. In order to achieve this objective, it is 

important to establish criteria that can be used to evaluate both the current tax 

structure and any new alternatives under consideration. Because these criteria 

serve as a basis for determining whether a given tax will better meet the demands of 

the taxpayer, it is important to identify exactly what it is that the taxpayer 

expects from a tax and incorporate these demands into the criteria. Basically, 

these demands can be narrowed to the four major objectives outlined below: 

1) Revenue Generation - The revenues produced by the tax should be 

sufficient to pay for the services demanded by the taxpayer. 

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

3) Ease of Administration - The tax to 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 state. 

Taking each of these in turn, it is helpful to identify the characteristics 

which a tax must possess in order to meet the objectives outlined above. 
.. 

Revenue Generation 

In the case of revenue generation, a tax must satisfy two characteristics in 

order to consistently produce enough revenues to pay for the service demanded by 

the taxpayer. 

First, the revenues produced by the tax must expand as the demand for services 

increases. A good illustration of a tax which possesses this characteristic is the 

local property tax. Ordinarily, property taxes are levied at the local level for 

the purpose of financing school expenditures. New families with school age 

children that move into the district will raise the total level of school 

expenditures, thereby increasing the need for additional revenues. However, the 

in-migrant families frequently require new housing, thereby adding property value 

to the tax base and generating additional revenues. The individual income tax, on 

the other hand, does not possess this characteristic. With the income tax, 

increases in the demand for government services and increases in the tax base tend 

to follow different cycles. During a recession, for example, the level of 

unemployment will increase and the number of individuals demanding income 

assistance is likely to expand. At the same time, however, the level of taxable 



income may be falling and the amount of revenues produced by the income tax 

declining. 

A second characteristic a tax must possess in order to continually produce 

enough revenues to pay for the services demanded by the taxpayer is that the 

revenues must increase as the price of the service demanded increases, The sales 

tax is a good example of a tax which possesses this characteristic. Because a sales 

tax is levied on the gross receipts from the sale of goods, a general increase in 

the price of goods will generally result in an increase in the revenues produced by 

the sales tax. This increase in revenues can then be used to pay for the higher 

cost of providing government services, which is also associated with a general 

increase in the price of goods. 

A good example of a tax that does not possess this characteristic is the fuel 

tax. Currently, the Arizona fuel tax is collected based on the number of gallons of 

gasoline purchased, not on the gross receipts from the sale of gasoline. 

Therefore, a general increase in the price of goods (including gasoline), which 

will increase the cost of government services, will not necessarily result in an 

increase in revenues from the fuel tax. 

Social Equity 

In the case of social equity, three characteristics must be present if taxes 

are to be fair 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 that possesses this characteristic is the individual 

income tax. Because a percentage of income is withheld from each individual's 

paycheck at the time of receipt, the bulk of the individual's total tax liability 

is automatically paid from current cash flow. 

The property tax, on the other hand, may not possess this characteristic. If 

an individual who owns property is unemployed at the time when property taxes 

become due, he will be liable for payment of the tax regardless of the fact that he 

may be unable to pay the tax from current cash flow. 



A second characteristic that a tax must possess in order to meet the objective 

outlined for social equity is that the tax burden borne by individuals with common 

circumstances must be equivalent. Again, the individual income tax is a good 

example of a tax that possesses this characteristic. Because income is generally 

regarded as a fairly good measure of circumstance and individuals falling within 

the same income range are taxed at the same rate, it is relatively safe to assume 

that individuals with common circumstances have roughly equivalent income tax 

burdens. 

The school district property tax is a prime example of a tax which does not 

possess this characteristic. Because the tax rate levied on a given property 

depends upon the level of school expenditures and in particular on the total amount 

of property valuation subject to tax within the district, two parcels of equal 

value located within separate school districts may have totally different tax 

burdens. Differences in appraisal techniques may also result in two property 

parcels of comparable value being subjected to different tax liabilities. 

The third characteristic that taxes should possess if they are to be 

considered equitable, is that, all other things being equal and given that an 

individual can afford to pay a tax, the taxpayer receiving more services should be 

taxed at a higher level. Economists refer to this tenet of taxation as the 

"benefits of taxation." Some caution must be used in evaluating taxes according to 

this characteristic because of the difficulty of identifying specific benefits that 

are derived from the levy of a given tax. Particularly in the case of taxes which 

are designed to raise large amounts of general revenue, it is difficult to 

determine the relationship between costs to the taxpayer and benefits received. 

The fuel tax is a good example of a tax that possesses this characteristic. 

Receipts from fuel taxes are generally used for road maintenance and construction. 

We can probably assume that individuals who travel a greater number of miles will 

ordinarily demand more road construction and maintenance services. Because the 

fuel tax is levied on gallons of gasoline sold, these same individuals will likely 

pay greater fuel taxes as well, as the number of gallons purchased increases. 

Conversely, the individual income tax does not possess this characteristic. 

Ordinarily, individuals with lower incomes require more government services 

(income assistance, indigent health care, etc.). These individuals will not be 

required to pay greater income taxes to finance these services, because the income 

tax is designed so that individuals with lower incomes will pay lower income taxes. 



Ease of Administration 

Basically, only one characteristic must be present if a tax is to satisfy the 

objective outlined for ease of administration - the value of the tax base should be 
relatively easy to determine. 

The sales tax is a good example of a tax which possesses this characteristic. 

The sales tax is a direct tax on the gross selling price of a good. Because this 

price is fixed prior to sale, no discretion is permitted in determining the value 

of the tax base. 

The property tax, on the other hand, is levied on the assessed valuation of a 

property which is based on the property's current market value. If the property 

has not been sold recently, no direct measure of the current market value of the 

property will be readily available and therefore, the exact value of the tax base 

will be somewhat difficult to determine. 

Consistency with State Goals 

The final criteria established for evaluating taxes is consistency with state 

goals. If a tax is to meet the objective outlined for this criteria, two 

characteristics will ideally be present. 

First, a substantial portion of the total tax levy will be paid by the 

residents of other states. A good example of a tax which possesses this 

characteristic is the sales tax on hotels. Because hotels are normally frequented 

by the residents of other states 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 is a good example of a tax which does not 

possess this characteristic. Non-residents are taxed on income only to the extent 

that this income is derived from sources within the state. 

In addition to this characteristic, a tax should not inhibit the growth of 

business or discourage new businesses from locating in the state, if it is to be 

consistent with state goals. 

A good example of a tax which possesses this characteristic is the estate tax. 

This tax is levied on the personal possessions of deceased individuals and 

therefore, has no direct effect on the growth of business. 

Other taxes such as the unemployment insurance tax, are paid directly from the 

proceeds of businesses subject to the tax and, therefore, may serve to inhibit the 

growth of the business if they become excessive. 



Conclusion 

Although it is unlikely that any given tax will satisfy all of the above 

criteria, it is nevertheless helpful to evaluate tax alternatives in terms of these 

criteria in order to identify strengths and weaknesses of the options under 

consideration. In so doing, it may be possible at times to eliminate elements of a 

tax that are contrary to 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, 

for example, it may be possible to assure that revenues from the fuel tax will 

expand over time as prices of government services continue to increase. 

It is also possible that a tax which satisfies a given set of criteria may be 

more suitable for certain purposes, and evaluating all tax alternatives in terms of 

a standard set of criteria will provide some basis for selecting the best tax for 

the purposes at hand. For example, if a tax is needed for the primary purpose of 

raising large amounts of general revenues, it might be a good idea to select a tax 

which is affordable to the individual taxpayer from current cash flow, because the 

larger the revenue requirements, the more likely it becomes that payment of the tax 

will represent a hardship to the individual. Thus, the income tax might be the best 

tax to levy when large amounts of general revenues are required. 

In the case of a general tax reform, evaluating the alternatives under 

consideration in terms of a standard set of criteria, will serve as a basis for 

developing a mix of taxes that satisfies all of the criteria to the greatest degree 

possible in order to produce a tax structure that more fully meets the demands of 

the taxpayer. 

In order to evaluate each alternative in terms of these criteria it is 

necessary to have accurate information on the impacts that the alternative will 

have on tax revenues and individual tax burdens. It is also helpful to consider the 

administrative aspects of the alternative and its potential impact on state growth 

and development. 

The following sections outline the techniques that were used to generate this 

information for each of the major tax reform alternatives considered by the Arizona 

Legislature during the Special Session. The sections are divided by property tax 

issues, income tax issues, and sales tax issues. Each section contains a summary 

of the current system of taxation, a description of the techniques used to simulate 

the impacts of proposed tax alternatives and an example of the types of data that 

were generated using these simulation techniques. 



2 .  PROPERTY TAX ISSUES 

As i n  other s t a t e s  the property tax in Arizona i s  levied on the 

taxable assessed valuation of properties within the s t a t e .  Perhaps d i f -  

fer ing from other s t a t e s ,  Arizona has a c lear  separation between the 

concepts of full cash value and assessed valuation. The full cash value 

of property i s  the market value of the property as appraised by the County 

Assessor or the De~artment of Revenue. Assessed valuation i s  equal t o  a 

percentage of the f u l l  cash value, and represents tha t  portion of the 

value subject t o  taxation. 

The property tax base, or the assessed valuation system i n  Arizona 

i s  unique in tha t  i t  i s  defined by several classes of property. For any 

parcel of property, the percent of f u l l  cash value that i s  subject t o  

taxation will depend on the use t o  which the property i s  p u t  and the 

subsequent c lass i f ica t ion  of t h a t  use. Each c lass  has a separate assess- 

ment r a t i o  assigned t h a t  defines the percentage of  f u l l  cash value that i s  

subject t o  taxation. 

Classif icat ion allows the s t a t e  t o  t r e a t  the several types of pro- 

perty d i f fe rent ly  f o r  taxation, thereby influencing the proportion of taxes 

paid by each c lass  of property. To date ,  only eight  s t a t e s ,  including 

Arizona, have adopted comprehensive c l a s s i f i ed  tax systems. Eighteen other 

s t a t e s  have implemented par t ia l  c l a s s i f i ca t ion  schemes. 

In Arizona, there are nine c la s s i f i ca t ions  o f  property fo r  taxation 

as shown below: 
S 



Class 

PROPERTY CLASSIFICATIONS FOR TAXATION I 
Assessment Ratio Property Types 

f l  ight property; producing mines 
and timber 

telephone and telegraph company 
property gas, water, and e l e c t r i c  
company property; pipeline company 

I 
property I 
commercial and industrial  property 

agricul tural  property I 
resident ial  property; non-profit 
handicapped or e lder ly care faci  1 i t i e s  I 
rental  resident ial  property 

private car  companies, ra i l roads 
h i s t o r i c  p r o p e r t y  
producing 011 and gas company 
property 

T h i s  system i s  the r e su l t  of an evo lu t ionprocess  tha t  was undertaken I 
in Arizona froel the ear ly days of statehood. Throughout t h i s  developnent 

process two issues continued t o  surface - the level of appraisal and the I 
c lass i f ica t ion  of property. 

a. 1. I 
Historically,  the appraisal of property was a very arb i t ra ry  process 

and dependent upon the discret ion of the local appraiser. Prior to  s t a t e -  
I 

hood in Arizona, the county sher i f f  was authorized as the tax assessor 

and col lector .  Under the ear ly system, each property owner was respon- 

I 
s i b l e  fo r  f i l i n g  an a f f idav i t  of his property with the county sheriff ,  I 
The resul tant  l i s t  of propert: ivaluesv~ithin the county comprised the 

property tax base. 
I 

In 1912, the year of statehood, the State  Tax Commission was formed 

t o  supervise the collection of property taxes. All similar properties were 

I 
I 



t o  be valued equally a t  f u l l  cash value. The Tax Commission was authorized 

t o  appraise a i 1 producing nines, ra i l roads,  telegraph and telephone com- 

panies, express companies and private car  companies in the s t a t e .  

Appraisal of a l l  other properties was charged to  the counties. 

The f i r s t  Tax Commission discovered tha t  property appraisals varied 

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

an attempt t o  equalize appraisals,  the Commission ordered tha t  a l l  pro- 

perty be assessed equally a t  50% of i t s  fu l l  cash value. Altliough an 

e f f o r t  was made to  comply with t h i s  order, which resulted in a substantial  

increase i n  assessed valuation, not a l l  counties conformed fu l ly .  To give 

the State  Tax Commission the power t o  supervise the county boards of equali- 

zation, an amendment to  the Constitution was presented t o  the voters in 

the 1912 elect ion.  The amendment passed, and i n  1913 the State  Tax Com- 

mission was granted broader powers. 

By 1913, s ta tutory classes existed for  express companies, private car 

companies, banks and general property. Properties in each of t h e s e c l a s s e s  

were t reated d i f fe rent ly .  Express companies were taxed on gross proceeds 

in l ieu  of ad valorem taxes. Private car companies were also s u b j e c t  t o  a 

separate tax in l ieu  of the property tax.  Banks were taxed on capi tal  

stock, and general properties were assessed and taxed under general law. 

Each taxing mechanism and c l a s s i f i ca t ion  was selected f o r  purposes of 

simplicity and convenience. 

In 1933, the Intangible Property Tax Act created seven classes of 

intangible property, each bearing a d i f fe rent  tax ra te .  This law repre- 

sented the f i r s t  attempt to  use the c lass i f ica t ion  system to  modify the 

burden of taxes among taxpayers. In the following year,  however, the 

ac t  was struck down by the State  Supreme Court on the grounds tha t  the 

c lass i f ica t ion  system that  was established was arb i t ra ry  and tha t  there 



was no meclianism for taxpayers' appeals. It is interesting to note how- I 
ever, that although the act was declared unconstitutional, the court did 

rule that a classification system was constitutional as were different I 
tax rates for different classes. 

In 1950, the Legislature distinguished between manufactories and 

other types of property, and as a result modified the tax burden of businesses. I 
The 1950 act provided that machinery used in the operation and maintenance 

of any manufactory could be assessed for tax purposes at 50% of its book I 
value. Excluded from the definition of a manufactory were businesses 

engaged in the following activities: 

- mining, smelting, quarrying, etc. 
- furnishing utilities to consumers 
- telephone or telegraph service 
- pipeline operations 
- publication 
- job printing or advertising 
- slaughtering 
- contracting 
Thus, while the State Tax Commission was trying to establish uniformity 

of assessments, the state was providing for differences.in the treatment I 
of properties by altering the assessment ratios applicable to different 

types of property. Differences in assessments persisted, thereby altering 

the relative property tax burden, both between and within counties, and I 
between classes of property. 

In 1959, the Southern Pacific Railroad challenged the property tax 

assessment system in court on the grounds that the railroads were being I 
assessed higher than other properties. The Arizona Supreme Court ruled 

that the system was discriminatory and must be prohibited in the future I 
since it was not provided for in statute. The legislature, concerned 

by the decision, ordered a reappraisal of all properties within the state I 
in preparation for reform. The revaluation was to be conducted by the I 
newly established Division of Appraisal and Assessment Standards which . . 

became the Department of Property Valuation in 1967. 



In 1968, a f t e r  the revaluation was completed, the leg is la ture  began 

research to  develop a c lass i f ica t ion  system which would essent ia l ly  preserve 

the exis t ing tax burden. The property tax r o l l s  were divided into four 

classes ,  each c lass  to  be appraised a t  f u l l  cash value. A separate assess- 

ment r a t i o  was then applied t o  each c lass i f ica t ion  to  determine assessed 

valuation. The four c lass i f ica t ions  of property established in 1967 and 

t h e i r  assessment r a t io s  a re  as follows: 

Class 1: Assessment r a t i o  - 60% 
Flight property, private car  companies, rai  1 road properties 
used in the continuous operation o f  the l ine ,  producing 
mines, and standing timber 

Class 2:  Assessment r a t i o  - 40% 
Telephone and telegraph companies, gas water and ' e lec t r ic  
u t i l i t i e s  and pipelines 

Class 3: Assessment r a t i o  - 25% 
Commercial or industr ia l  property other than tha t  included 
in Class 1 ,  2 o r  4, including resident ial  rental  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 or 3 

This c las i f ica t ion  system was protested by the railroads t o  the 

Arizona Supreme Cour t  in 1969. The Supreme Court, however, upheld the 

c lass i f ica t ion  system. 

Legislation in 1968 required tha t  the county assessors update property 

valuations annually. This was found to  be very expensive in terms of 

personnel and budgets. The Director of the Department of Property Valuation 

wanted t o  update one-third of a l l  properties each year, thus revaluing each 

piece of property every three years. An Attorney General's opinion 

concluded tha t  such a system would be permissable. The three-year reval- 

uation was challenged in court ,  however, on the grounds tha t  i s  was unfair 

t o  those taxpayers revalued i n  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. 

Prior t o  the time the case was overturned however, the Department of 



Property Valuation made a major e f f o r t  t o  i n s t i t u t e  annual reappraisals 

of property. To do t h i s ,  the department adopted a sales  comparison multi- 
I 

1 inear regression model t o  estimate residential '  property values. 

The f i r s t  use of t h i s  technique was fo r  the tax year 1973. The 
I 

new system produced values tha t  were approximately 25 percent higher than I 
those derived under the old system. To compensate the homeowner fo r  the 

sudden increase in values, the l eg i s l a tu re  began the homeowner rebate -tax 
I 

program. 

Since 1973 the leg is la ture  has continued to  a l t e r  the original four 

c l a s s  system. Presently i n  Arizona there a re  nine formal classes of I 
property d i f fe ren t ia ted  in  t h e i r  tax treatment by the i r  usage. 

The Arizona property tax system has always had an additional c l a s s  
I 

of property; t ha t  i s ,  property exempt from taxation. The Constitution I 
e i the r  provides or allows the l e g i s l a t i r e  t o  grant property tax exemp- 

t ions for  the following categories: 

1) Federal,  s t a t e ,  county and municipal property; 

I 
2 )  Property of char i tab le ,  education and re l ig ious  organiza- I 

t ions  which is not held or used for p r o f i t ;  

3 )  Household goods owned by the user and used so le ly  for I 
noncommercial purposes; 

. 4 )  Inventories;  

5 )  Property belonging t o  ce r t a in  widows and widowers*; 

6 )  Property belonging t o  ce r t a in  honorably discharged 

members of the armed forces;  
I 

7 )  Property belonging t o  ce r t a in  disabled individuals*. 

*The exemptions for  widowers and disabled persons i n  1980  a s  a  
I 

r e s u l t  of the spec ia l  session on tax reform and school finance. I 



b. Description of the Current Property Tax System 

After the appraisal of a l l  property and the adoption of budgets by 

jur i sd ic t ions ,  a l l  taxing jur isdict ions tha t  have the power to  levy a 

tax establ ish the i r  tax rates .  

The r a t e  se t t ing  procedure for  each jur isdict ion i s  essent ia l ly  the 

same. The tax r a t e  i s  expressed as do1 l a r s  per $100 of assessed valuation. 

The tax r a t e  when applied to  assessed valuation should produce adequate 

funds to  meet the revenue requirements of the taxing jur isdict ion.  The 

revenue requirements a re  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 jur isdict ion i s  a l so  known. Because the tax r a t e  

i s  established as dol la rs  per-one hundred dollarc of assessed valuation, 

the assessed valuation i s  divided by 100. This number i s  then divided 

into the net revenue requirements of the jur isdict ion t o  determine the 

tax ra te .  

In summary, the property tax r a t e  i s  s e t  i n  the following manner: 

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

Necessary Property Tax Levy 
Assessed Valuation f' 100 

A parcel of property may f a l l  within several pol i t ica l  jur isdict ions 

tha t  have the power t o  levy a property tax.  For example, a property owner 

i s  l i ab le  for  taxes levied by the s t a t e ,  the county, a c i t y ,  a school 

d i s t r i c t ,  a community college 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 for  the purpose of supplying a local ly  needed f a c i l i t y  or 

service.  Types of special d i s t r i c t s  include: 



Anti noxious (weed) d i s t r i c t s  
E l e c t r i c a l  d i s t r i c t s  
F i r e  d i s t r i c t s  
Flood c o n t r o l  d i s t r i c t s  
Hospi ta l  d i  s tr i  c t s  
Improvement d i s t r i c t s  
I r r i g a t i o n  d i s t r i c t s  
I r r i g a t i o n  and wa te r  d i s t r i c t s  
L ib ra ry  d i  s t r i  c t s  
Road d i s t r i c t s  
S a n i t a t i o n  d i  s t r i  c t s  
S t r e e t  l i g h t i n g  and improvement d i s t r i c t s  
Si  dewal k d i s t r i c t s  
Water d i  stri  cts  
Water conse rva t ion  d i s t r i c t s  

To determine t h e  p rope r ty  t a x  1  i a b i l  i t y  o f  a  p a r t i c u l a r  parce l  s u b j e c t  

t o  d i f f e r e n t  ' taxing j u r i s d i c t i o n s ,  a  t a x  a r e a  code i s  a s s igned .  The t a x  a r e a  I 
code r e p r e s e n t s  a  s p e c i f i c  geographic  boundary i n  which s e v e r a l  t a x  j u r i s d i c t i o n s  I 
e x i s t .  The t a x  a r e a  code i s  used t o  i d e n t i f y  t h e  t a x  r a t e s  appl i c a b l e  t o  

t h e  a s se s sed  va lue  o f  a  p rope r ty .  I 
The t a x  r a t e  may vary  s u b s t a n t i a l l y  between t ax ing  a r e a s .  In 1978, f o r  

example, f o r  a l l  school d i s t r i c t s  comprised o f  both an elementary and a  high 
I 

schoo l ,  the high t a x  r a t e  was $22.05 i n  Union No. 62 i n  Maricopa County, and I 
t h e  low r a t e  was $2.825 f o r  Morenci Unif ied D i s t r i c t  No. 18 i n  Greenlee County. 

The t a x  r a t e  i s  a  func t ion  o f  the budgeted needs o f  t h e  community, and t h e  I 
amount and type  o f  p rope r ty  i n  t h e  d i s t r i c t s .  

Tota l  c o l l e c t i o n s  from the p rope r ty  t a x  dur ing  1977-78 amounted t o  $778 

m i  11 ion .  The d i  s t r i  bu t i  on o f  p rope r ty  t a x  col  1  ecti ons among t ax ing  d i  s tri c t s  I 
i s  shown below: 

Amoun t 

S t a t e *  
Counties  
C i t i e s  
School D i s t r i c t s  395,961,952 
Communi t y  Col 1  eges  56,457,874 
Spec ia l  Districts 18,830,759 
Unorgan i  zed T e r r i t o r y  1,775,431 

TOTAL $778,416,825 

% of  Total  

*The s t a t e  r eba t ed  $57.5 mi1 1 ion back t o  homeowners during 1977-78. I 



A significant portion of the total tax levied on property 

owners is never collected or is returned to taxpayers because 

of the effects of several tax relief programs. The relief 

programs fall essentially into two categories, property tax 

relief through the income tax system and the homeowner's rebate 

program. 

Property Tax Relief through the Arizona Income Tax has 

essentially three components: 

Homeowners Property Tax Deduction - When computing Arizona 
income tax liability, property taxes paid are a deductible 

expense from adjusted gross income. 

Property Tax Credit - for homeowners age 65 or older, 
with sole income of less than $3,750 or a joint income of 

less than $5,000, there is a property tax credit that is 

dependent upon the level of income. The maximum credit as 

set forth in statute is $225. 

Renters Credit - each renter may receive an income tax credit 
of ten percent of rent paid, or $75, whichever is less. 

The property tax credit and the renters credit have been 

inflation indexed since 1978. Currently the maximum amounts of 

credit are $276 and $92 respectively. 

The homeowners property tax reduction program originated in 

1973 when legislation was enacted to relieve homeowners from the 

effects of significantly 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 to pay a portion of the 

school district property tax levy which would otherwise be paid 

by homeowners. The homeowners property tax reduction was originally 

made possible by revenues received from the Federal Revenue 

Sharing Program. Total fundsappropriated for this purpose are 

shown below for each year in which the program has been in effect. 



Property Tax Reduction Totals 

In addition to  these programs the leg is la ture  has attempted to  retard 

the inf lat ionary increases i n  property valuations by using the concept of 

I 
deflators .  In 1978 the leg is la ture  mandated tha t  a l l  valuations be reduced I 
by dividing valuations by 1.05. In 1979 the process was repeated w i t h  

a 1.15 deflator .  I t  was hoped t h a t  these adjustments would reduce property 
I 

tax levies  because local o f f i c i a l s  would be hesi tant  t o  commensurately 

increase the i r  tax rates .  A1 though i t  cannot be substantiated, i t  i s  widely 

I 
believed tha t  the program was a success. I 
c. Description of t h e  Property Tax ~ o d e l s  

Early in the planning stages fo r  the special session i t  was recognized 

tha t  the major e f fo r t  of the session would be directed toward the property 

tax system in Arizona. Leadership and s t a f f  both f e l t  t ha t  major e f fo r t s  

should be undertaken to  develop a computerized property tax data base and 

simulator. 

The planning fo r  the data base and the simulator revolved around three 

basic a c t i v i t i e s ;  identifying the simulations and display requirements ;, 

identifying, col lect ing,  and editing the data required for  the display, 

I 
and sirnulati on ; designing the simulators. -v I 

This section of the report w i  11 describe these a c t i v i t i e s .  

1. Identifying the simulation and display requirements 
I 

This ac t iv i ty  was undertaken very ear ly in the process and consisted of 

--es tha t  could b a thorough analysis by s t a f f  and l e g i s l a t o r s  of pass ible  chaaA, 

I 
made in the property tax system. 



The process consisted of analysing the components of the property tax 

system and possible changes tha t  could be made in each. The process included 

l i t e r a t u r e  searches, review of previous l eg i s l a t ive  i n i t i a t i v e s ,  discussions 

with in t e res t  groups and lobbyists and ultimately w i t h  a se r ies  of public 

hearings held throughout the s t a t e .  

From these sources of input,a broad range of a l ternat ives  were analysed. 

I t  was concluded tha t  the session would address the property tax in one o r  

more of the following areas and the simulator designed should have the capacity 

to  address any of them. The areas ident i f ied  were: 

1. t a x l e v i e s  
2 .  tax ra tes  
3. fu l l  cash value levels 
4. c lass  composition 
5. assessment ra t ios  
6. assessed valuations 
7. education finance system 

Some examples of the al ternat ives  and simulations tha t  were hoped t o  be 

analysed in each of these areas included: 

1. Tax levies:  levy 1 imitations; changes in levy composition 
( i  . e . ,  transference of funding responsib~ I i t i  e s j  
projection of 1 evy requirements. 

2 .  Tax ra tes :  ra te  cei l ings f o r  jur isdict ions or  taxpayers; 
sp l i t t i ng  ra tes  by c lass ;  adjusting rates  by 
sales  r a t i o  and analysis.  

3. Full cash values: adjusting by sales  r a t i o  reports;  controll ing 
i ncreases ; reducing re1 ation to  market value; 
projecting future increases . 

4. Class composition: restructuring of classes .  

5. Assessment ra t io :  changing r a t i o  1 evel s ; reducing number of 
r a t io ;  weighing ra t ios  by sales  r a t i o s .  

6.  Assessed valuations: adjusting by sales  r a t io s ;  controll ing 
increases; reducing re1 ation to  fu l l  cash 
value through increased exemptions or 
homestead exemptions ; projecting valuation 
1 evel s . 

7. Education finance system: changing s t a t e  aid dis t r ibut ion formula; 
equalizing rates;  changing budget 
constraints ; projecti  ng requi rements fo r  
tax levies and s t a t e  aid.  



These alternatives, which were primarily quantitatively oriented, were 

supplemented by nonquantitative alternatives such as "truth in taxation" 
I 

laws, reversing the function of rates determining levies, mandating stronger 

equity measures and adjustments in the assessing process, and specifying 
I 

specific valuation formulas. I 
Once th i s  range of options was established, identifying the requirements 

for display of the alternatives was considered. I t  was determined t h a t  the 
I 

results of the simulations had t o  be presented in essentially two manners: 

1) by jurisdiction and by type of jurisdiction, and 2 )  by taxpayer i n  specific 
I 

locations. I t  was further determined t h a t  each of these displays should be I 
cross tabbed by county and by class of taxpayer. 

2. Identifying, Collecting and Editing Data 
I 

After completing the process of identifying the simulator and display 

requirements, s taff  began to identify a n d  col l ec t  the required data. 
I 

In order t o  build the simulator t o  meet the contingencies outlined, I 
the following data was determined to  be necessary for  the major property 

tax model. 

Jurisdictional abstracts (secured roll  , secured and unsecured 
roll )information needed - identifiers ; jurisdiction name, 
authority number 
- valuationby parcel counts, ful l  cash value, 
exemption amounts, assessed valuations, adjusted assessed 
valuations 

2. Area code abstracts (available for secured roll only) 
information needed - identif iers:  area code number, county 
of 1 ocati on ,  jurisdictions composing area code (authority 
number and name) 
- valuations by legal class parcel counts, full  cash value, 
exemption amounts, assessed valuations, adjusted assessed 
valuations 

3 .  Jurisdiction tax rates - information needed - identifiers 
jurisdiction name, authority number 
- t a x  rates 



4. Homeowner Reduction Amounts & Rates 
information needed - i d e n t i f i e r s  ju r i sd ic t ion  name, au thor i ty  
number 
- reduction r a t e s  and d o l l a r  amounts 

5. Bond pr inc ip le ,  i n t e r e s t  & redemption charges 
information needed - i d e n t i f i e r s  j u r i sd i c t i on  name, au thor i ty  
number 
- land payment amounts - t o t a l  payments per year  and sources 
of revenue used f o r  repayment 
- bond tax r a t e s  - i f  ava i lab le  

. Valuations used i n  levying 
information needed - i d e n t i f i e r s  j u r i sd i c t i on  name, au thor i ty  
number 
- valuation amounts 

7 .  Sales  Ratio Reports 
information needed - i d e n t i f i e r s  j u r i sd i c t i on  name, au thor i ty  
number 
- sa l e s  r a t i o  repor ts  by legal  c l a s s  

8. Class f i v e  valuation a b s t r a c t  (secured r o l l )  
information needed - i d e n t i f i e r s  j u r i sd i c t i on  name, au thor i ty  
number - c l a s s  valuations - divided i n to  $100 increments w i t h  amount 
of valuation t o t a l  f a l l s  between the  brackets of valuation 

9.  Other Information 
information needed - teacher  ret irement and OASI costs  of counties 

- super ior  cons t ra in t s  of r a t i o s  

After  i den t i f i c a t i on  of data needs, s t a f f  i den t i f i ed  potential  data  

sources and began the  co l lec t ion  process. I t  was determined ear ly  on t h a t  

c e r t a in  components of the data requi rements were unavai 1 abl e .  Primary among 

these elements were the  s a l e s  r a t i o  repor t s .  

Information regarding s a l e s  r a t i o  ana lys i s  was not s u f f i c i e n t l y  re1 iabl  e 

o r  precise  to  be u t i l i z e d  as the  basis  f o r  adjustment of tax  r a t e s ,  f u l l  cash 

values , assessment r a t i o s  o r  assessed val uations.  

Of the information t ha t  was avai lab1 e ,  i t  was determined t h a t  i t  could and 

would be obtained from the  following areas :  



DATA - 
- Abstracts ( jur i sd ic t ional  legal 

c lass  and use code) 

- Jurisdict ional  tax ra tes  

- Class f ive  valuation abstract  

- Homeowner reduction rates  

- Bond Principle and in t e res t  

- Sales r a t i o  reports 

- Other budget information 

SOURCE 

DOR 

METHOD 

Computer 

Transfer 

Legis. Staff  

Jur isdict ions Survey 

U/A 

County Budgets Review and 
fol 1  ow-up 

Concurrent w i t h  the planning of the special session, the S ta te  Depart- 

ment of Education undertook the development of a school finance simulator. 

This simulator, to  be driven by student counts, budget information and 

assessed valuation was evaluated by l eg i s l a t ive  s t a f f  in the summer of 1978. 

From t h i s  evaluation, i t  was determined t h a t  the two models, the education 

simulator a n d  the property tax  simulator, could be unified for  analysis 

purposes. The education simulator represents the only major component of 

the electronic  data processing simulator tha t  was not constructed in-house- 

An out1 ine of the model i s  included in Appendix I. 

Once the data was collected, edited and niountnzd i n  an electronic  form, 

construction of the models began. A t  t h i s  point in time, the a1 ternatives 

examined i n  the ear ly stages of the research e f f o r t  were reviewed and three 

basic pol icy decisions were made by Leadership. 

The f i r s t  decision i s  t ha t  there would be no restructuring of the compo- 

s i t i on  o f  the property tax c lass i f ica t ions .  This meant for  example, no 

consideration would be given to removing cer tain general commerci a1 properties 

(1  i  ke warehouses) from the Class 3 c lass i f ica t ion  fo r  general commerci a1 , In 

making th i s  decision i t  became unnecessary to  manipulate the jur isdict ion use 

code abstracts .  The information remained available b u t  was not mani~ul ated. 



The second decision was t o  not pursue the granting of general homestead 

exemptions. As in the case of the f i r s t  decision, t h i s  made i t  unnecessary 

to devote s igni f icant  resources t o  the programming of a homestead model, though 

the cl ass f ive  abstract of incremental val ues remained avai 1 able. 

The th i rd  decision was to  not pursue any sortof adjustments based on 

sales  r a t i o  analysis since re l iab le  data was not available.  

After these decisions were made, s t a f f  analysed the remaining requirements 

and eventually decided upon two basic processing models: The summary model 

and the area code model. The models were or ig ina l ly  designed and bu i l t  t o  

display the data that  had been col lected,  a1 though eventually they were transformed 

into simulators. 

The summary model became the basic model in which data was to  be displayed 

and manipulated. I t s  primary focus was jur isdict ional  i n  nature. I t  i l l u s t r a t e d  

taxpayer c lass  tax payments and average payments, and levies by the various 

types o f  jur isdict ions.  The primary data flowing into the mode1 were the 

abstracts  (by 1 egal cl a s s ) ,  tax r a t e s ,  homeowner reduction r a t e s ,  1 and 

payments, and teacher retirement information. 

The display format adopted fo r  the summary run i s  depicted in Exhibit 1. 

As can be seen, th i s  format i s  a summarization of a l l  available information by 

jur isdict ion type and by legal c lass  within a county. 

The upper display shows f o r  Maricopa County in 1979. 

A .  Class iden t i f i e r  
B. The net fu l l  cash value of each class .  This i s  a calculated 

amount derived through the fo l l  owing formula: 

FCV- (EAV S A d j  S AR) = NFCV 
where FCV = fu l l  cash value 

EAV = exemption (widows, veterans, re1 i gi ous , 
. pub1 i c  building, e t c )  assessed value 

ADJ = adjustment factors  f o r  assessed valuation 
(1979=1.15) 

AR = the assessment ratio 
NFCV= net taxable full cash value 



C .  The adjusted assessed valuation of each class .  This i s  the net taxable 
assessed valuation reduced by the adjustment fac tor  
(1978=1.05; 1979=1.15; 1980=1.0) 

D. The gross tax dol lars  of each c lass .  This i s  a  calculated amount 
derived by multiplying the adjusted assessed valuation of each 
c lass  in each jur isdict ion by the respective tax r a t e  of the 
jur isdict ion and summing the products. 

E. The percentage tha t  gross tax dol la rs  are  of net fu l l  cash value of 
each class .  

F. The operating tax dol lars  of each c lass .  This i s  calculated in the 
same manner as gross tax dol lars  b u t  each gross tax ra te  is reduced 
by the bond tax r a t e  (see below). 

G. The percentage tha t  operating do1 l a r s  are  of net fu l l  cash value of 
each class .  

The "bond dol lars"  or nonoperating dol la rs  paid by each c lass .  Originally 
t h i s  was determined to  include only bond dol la rs ,  eventually a l l  special 
d i s t r i c t  levies  were included under t h i s  concept. Calculated in the 
same manner as gross tax dol lars  and operating do1 l a r s  . The bond tax rates  
( i f  not spec i f ica l ly  levied fo r  by the jur i sd ic t ion)  were calculated by 
dividing bond i n t e r e s t  and redemption amounts (not a1 1  ocated from earmarked 
revenue sources) by the valuations u t i l i zed  by the jur isdict ion to  s e t  
i t s  tax ra te .  

I .  The percentage tha t  "bond" dol lars  are  of net f u l l  cash value of each c lass .  

m. The lower half of Exhibit 1 shows much the same information except i t  was 

s t r a t i f i e d  by jur isdict ional  type. 

A t  minimum two runs were required f o r  each of the actual tax years 

(1978, 1979) fo r  which data was collected. T h e  f i r s t  of these runs was made 

without regard t o  the homeowner property tax reduction program and the second 

run was made reducing the payments of c lass  5 by the provisions of t h i s  program. 

Exhibits 2 and 3 are examples of the display from the summary r u n  which 

offered more de ta i l  of the information presented in Exhibit 1. Exhibit 2 

depicts the payments to  the various jur isdict ional  types by class  of property 

within a  county and exhibi t  3 depicts the payments received from the various 

classes of property by jurisdictional types. 

In addition to  t h i s  basic output from the summary depiction model, various 

detailed se t s  of output could be obtained. Primary among these were information 

on individual jur isdict ional  1  eve1 s .  
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The area code model became the basic model f o r  depiction of tax burden 

by specif ic  taxpayer. Area codes represent geographic l ocations containing 

unique tax ra tes .  Unique tax rates  a re  the r e su l t  of overlapping taxing 

jur isdict ions.  

Exhibit 4 shows the basic index f i l e  used in the area code run. I t  

contains the county number (07 i s  Maricopa), area code number, the authority 

numbers and names of the jur isdict ions composing each area code, and the tax 

rates associated with each jur isdict ion in the area code. 

This index f i l e  when applied to  the area code legal c lass  abstract  

would produce the resu l t s  contained in Exhibit 5 or Exhibit 6 .  These exhibi ts  

i l l u s t r a t e  tax burden by c lass .  Exhibit 5 presents the information in abstract  

form showing legal c l a s s ,  parcel count, net taxable fu l l  cash value, and tax 

dol la r  and percentage of f u l l  cash value amounts by the three basic 

categories examined. Exhibit 6 shows essent ial ly  the same information in more 

compact form and county number, area code, primary school d i s t r i c t ,  legal c lass  

(8 being class  5 with rebate) parcel count, gross tax dol lars  w i t h  percentage 

of net fu l l  cash value, and operating tax dol lars  w i t h  percentage of net 

fu l l  cash value. 

Exhibit 7 i s  a county-wide frequency dis t r ibut ion based on parcel count. 
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After both of these depiction models were built and verified for tax 

year 1980 with proposed l eg i s l a t ive  changes. 

d. Data analysis on property tax valuations and property tax burden 

As mentioned previously, the summary model became the primary simulation 

model. The area code model was linked with the summary model to receive new 

index f i l e s  of simulated tax ra tes  to depict  impacts of proposed changes made 

to the system. 

In the summary model three primary changes were made: 1 )  1980 f u l l  cash 

value levels were projected, 2 )  changes i n  jurisdictional levy composition and 

controls were tested,  and 3)  tax rates  were changed. 

Once these a l te ra t ions  were performed, r e su l t s  were fed into the area 

code run t o  project impacts on taxpayers. 

1 )  Projection of 1980 f u l l  cash value levels 

The projection of 1980 f u l l  cash value levels was performed with three 

separate methodologies, each using the best information available.  

Locally Assessed Properties 

With the cooperation of the Arizona Department of Revenue and several of 

the s t a t e ' s  County Assessor's off ices ,  i t  was possible t o  obtain preliminary 

1980 loca11y assessed property abstracts .  These abstracts  became the fundamental 

data used to  project 1980 valuations. 

These January 1980 abstracts  were compared with the January 1979abs t rac ts  

and a growth ra te  was determined. Before adopting th is  growth r a t e ,  a comparison 

was made between the January 1979 abs t rac t  and the August 1979 secured abstract .  

If the deviation between these two abstracts  was greater than 1074, the secured 
' 

August 1973 abstract  was used to  determine the growth ra te  with the 1980 January 

abstract .  



These  growth  r a t e s  were d e t e r m i n e d  by c lass  o f  p r o p e r t y ,  

by s c h o o l  d i s t r i c t  ( e l e m e n t a r y  or u n i f i e d )  and by c i t y .  

Once a g rowth  r a t e  was d e t e r m i n e d  by compar ing  n e t  f u l l  

c a s h  v a l u e s  t o  n e t  f u l l  c a s h  v a l u e s ,  t h e  r a t e  was a p p l i e d  t o  

t h e  Augus t  1979 s e c u r e d  a b s t r a c t s  by c lass ,  by s c h o o l  d i s t r i c t  

and  c i t y .  T h i s  c a l c u l a t i o n  p roduced  a  f o r e c a s t e d  1980 s e c u r e d  

a b s t r a c t  w i t h  no  c o n s t r a i n t s  on v a l u a t i o n  growth .  

T o  t h i s  amount was added t h e  1979 u n s e c u r e d  p r o p e r t y  a s  

i t  was added ta t h e  1979 r o l l  by t h e  Depar tment  o f  Revenue. 

T h i s  f i g u r e  t h e n  r e p r e s e n t e d  a  f o r e c a s t e d  1980 s e c u r e d  and 

u n s e c u r e d  a s s e s s m e n t  r o l l  ( f o r  l o c a l l y  a s s e s s e d  p r o p e r t i e s )  w i t h  

no  c o n s t r a i n t s  on  v a l u a t i o n  growth .  

To f o r e c a s t  t h e  1980 l o c a l l y  a s s e s s e d  r o l l  w i t h  t h e  1 0 %  

v a l u a t i o n  i n c r e a s e  l i m i t a t i o n ,  i t  was n e c e s s a r y  to  compare a v e r a g e  

p a r c e l  v a l u e s  by class, by s c h o o l  d i s t r i c t  and  c i t y  on t h e  August  

1979 s e c u r e d  r o l l  and  t h e  f o r e c a s t e d  Augus t  1980 s e c u r e d  r o l l .  

T h a t  p r o c e d u r e  used  t h e  f o l l o w i n g  s t e p s :  

1. De te rmine  a v e r a g e  p a r c e l  v a l u e  by c lass ,  by s c h o o l  

d i s t r i c t  and  c i t y  i n  1979.  

2. De te rmine  a v e r a g e  p a r c e l  v a l u e  by class, by s c h o o l  

d i s t r i c t  and c i t y  i n  1980. 

3 .  Dete rmine  r a t e  o f  change .  

4.  I f  r a t e  o f  change  was l e s s  t h a n  l o % ,  u s e  f o r e c a s t e d  

August  1980 v a l u a t i o n s ,  add 1979 u n s e c u r e d  v a l u e  and t h e  r e s u l t  

i s  t h e  1980 s e c u r e d  and u n s e c u r e d  v a l u a t i o n .  

5. I f  t h e  r a t e  o f  c h a n g e  was g r e a t e r  t h a n  l o % ,  m u l t i p l y  

t h e  1980 p a r c e l  c o u n t  by t h e  1979 a v e r a g e  p a r c e l  v a l u e  p l u s  l o % ,  
add 1979 u n s e c u r e d  v a l u e  and t h e  r e s u l t  is t h e  1980 s e c u r e d  and 

u n s e c u r e d  v a l u a t i o n .  

C e n t r a l l y  A ~ s e s s e d  P r o p e r t i e s  Class 2  P r o p e r t i e s  

I n  f o r e c a s t i n g  1980 class 2 p r o p e r t y  v a l u a t i o n s  t h e  c o o p e r a t i o n  

o f  t h e  s t a t e ' s  t h r e e  l a r g e s t  e l ec t r i c  u t i l i t i e s  and l a r g e s t  t e l e -  
I 

communica t ion  u t i l i t y  was s o l i c i t e d .  These  f o u r  u t i l i t i e s  c a l c u l a t e d  

t h e i r  combined 1979 v a l u a t i o n  by s c h o o l  d i s t r i c t  and c i t y  and r e p o r t e d  I 



their combined valuation as a percentage of the total class two 

valuation in the school district and city. 

The 1980 valuation of the individual utilities was then fore- 

casted by the participants--the electric utilities utilizing 

the proposed valuation formula contained in S.B. 1001, the tele- 

communication utility utilizing an unspecified methodology. The 

participants then reported a percentage increase in their combined 

full cash values between 1979 and 1980. 

The 1979 class 2 valuations were then broken down into two 

subsets: one set based upon the reported combined valuation of 

the entitites cooperating with the forecast; the other based upon 

the difference between actual 1979 valuation and that of the 

participants. 

The first subset of class 2 valuations then had the growth 

rates applied that were determined by the participants, the second 

had a flat 5% increase applied. 

The subsets were then added and placed onto the forecasted 

1980 secured and unsecured rolls. 

Centrally Assessed Properties Class 1 and Railroads 

Since there would be an understandable reluctance on the part 

of other centrally assessed property owners to report expected 

increases in full cash values between 1979 and 1980, their aid 

in forecasting valuations was not solicited. 

Instead, conversations were held with individuals familiar 

with the class 1 and railroad valuation trends and single county 

wide growth factors were settled upon for these classes. 

These growth rates, by county and by class were: 



County $ Class 1 - R R County # Class 1 R R  - 
1 .978% 1.050 8 1 .050 1.050 

Results 

Once a l l  of these  project ions  were performed by c l a s s ,  by school d i s t r i c t  

and c i t y ,  the valuations of the elementary and unified school d i s t r i c t s  were 

summed t o  achieve county wide t o t a l s .  

The  t ab l e  below presents the county wide net  f u l l  cash values by c l a s s  in 

1979, i n  1980 without valuation cons t r a in t s ,  and i n  1980 w i t h  the  10% valuation 

increase cons t ra in t s .  

Once the 1980 f u l l  cash value l eve l s  were projected,  i t  became r e l a t i v e l y  

simple t o  p ro jec t  assessed valuat ions ,  i . e .  apply the  assessment r a t i o s .  The 

simulator was designed t o  u t i l i z e  any combination of assessment r a t i o s .  



NET FULL CASH VALUES 

1980 \1/O C o n s t r a i n t s  1980 W/ 10% C o n s t r a i n t  

Apache 

To t a  1 

Cochise 1 
2 
3 
4 
.5 
6 
7 

To t a  1 

Coconino 1 50,388 52,002 
2 

52,002 
451,731 ,181 481 ,770,985 481,770,985 

3 198,119,558 223,798,793 21 3,636,038 
4 136,759,170 154,411,440 
5 

145,330,659 
352,610,673 41 0,404,896 405,853,292 

6 57,364,713 62,215,944 
7 

62,138,854 
20,905,509 21 ,950,784 21,950,784 

To t a  1 1,217,541,190 31,354,604,845 1,330,732,614 

Gi 1 a 

Tota l  

Graham 1 
2 
3 
4 
5 
6 
7 

To t a  1.- 

Greenlee 1 
2 
3 
4 
5 
6 
7 

Tota l  



1980 W/O C o n s t r a i n t s  1980 W /  10% C o n s t r a i n t  

Maricopa 1 
2 
3 
4 
5 
6 
7 

Total 

Mohave 1 
2 
3 
4 
5 
6 
7 

Total 

Navajo 1 
2 
3 
4 
5 
6 
7 

To ta 1 

P i  ma 1 
2 
3 
4 
5 
6 
7 

Total  

Pinal 1 
2 
3 
4 

5 
6 
7 

To t a  1 

Santa 1 
Cruz 2 

3 
4 
5 
6 
7 

Total 



Coun ty/C 1 ass 

Yavapai 1 
2 
3 
4 
5 
6 
7 

To t a  1 

State 1 
2 
3 
4 
5 
6 
7 

1980 W/O Constraints 1980 W/ 70% Constraint 



2 )  Changes in jur isdict ional  levy composition and  controls 

A policy decision was made during the session that the net operational I 
levies of counties, c i t i e s  and community colleges should f a l l  under s t r i c t  

levy l imitat ion.  As alluded to previously, the total  1978 and 1979 levies  had 
I 

been divided into operational levies and bond lev ies .  For counties, the 1979 

amount budgeted fo r  teacher retirement and OASI costs were deducted from the 

operational levy to r e f l ec t  a  policy commitment to t ransfer  these costs t o  the I 
s t a t e .  

The 1979 primary property tax levy was allowed to increase under the pra= I 
visions of the so-called 7% levy l imitat ion.  

That limitation states that growth in property tax levies from the 
I 

1979 base year t o  1980 will be limited t o  7% per year, b u t  not to  exceed the 

growth i n  the assessed valuation. 

A program was designed t o  take the 1979 NFCV and apply any new assessment 
I 

ra t ios  under consideration, determine the ra te  of growth to the 1980 valuation I 
using the same assessment r a t io  ( se t t ing  a  maximum of 7%) and increases the 

1979 operation tax levy by tha t  amount. The 198n tax ra te  was then calculated. I 
3)  Tax Rate changes 

The tax rates  could be changed fo r  one of three reasons: 

a )  because of the levy controls contained in the preceding sect ion,  

b )  because of determined revenue needs (as in the case of the s t a t e  rate) or 

c )  because of the school finance formula adopted. I 
In any of these changes the new rates  impacts could be displayed in e i ther  

the summary run or  the area code runs. 
I 

Appendix I1 contains a listing of the computer runs which were 1 
available from the property tax model. 



THE ARIZONA SCHOOL FINANCE SIMULATOR 

I. Purpose of Simulator 

When talking about a change in a school financing system we need to  know the impact 
of that  change. W e  need . . . 
A. An estimate of revenues available for expenditure for each district by source: 

1. State aid 
2. District property tax  
3. Federal aid 
4. Other revenues 
5. Total 

These should be further broken down t o  the areas where they will be expended, 
i.e., General Operations, Special Ed., Transportation and Capital areas. 

B. An estimate of what i t  will cost the state in district aid. 

C. Ail estimate of the impact of change on the property tax levies of the various 
classes of property in the  district. 

D. An estimate of control effect.  

E. An estimate of the degree of equalization attained. 

1. Did i t  narrow tax rates? 
2. What did i t  do t o  spending levels? 

I .  Types of School Districts in Simulator 

A. Unified (Type 02) 

1. Elementary (02-E) ' 
2. High School (02-H) 

0. Elementary not in a high school district (Type 03) 

1. Elementary (03-E) 
2. High School (03-H) 

C. Elementary (Type 04) 

1. Elementary (04-E) 
2. Teaching high school portion of elementary (04-H) 

D. High School (Type 5) 

1. Teaching elementary portion of high school (05-E) 
2. High School (05-H) 



Simulation Output 

A. Assessed Valuation (Exhibit 1) 

1. 1977-78 Actual A.V. by Class 

a. Capability t o  simulate 1-10 classes. 
b. Six assessment ratio groups identified. 

(1) Oil producing A.V. included in Mines and Railroads. 
(2) Rented and Leased Residential included in Commercial and Indus- 

trial. 
(3) Salt River Project: net effective A.V. of exempt properties placed 

in Class 10. 

2. 1977-78 Modified A.V. 

a. Intended to reflect what class A.V. should have been if valuation 
techniques used by county assessor had been uniform and in accordance 
with the law. 

b. The ability t o  use this feature depends on information from Department 
of Revenue. 

3. 1977-78 Adjusted A.V. 

Intended t o  reflect policy change on assessment ratios, on classifications, 
and on district authority t o  tax  specific property classes. 

B. Revenue Availability (Exhibit 2) 

1. Although the t ime dimensions of the  output example are: 

a. 1977-78 Actual - base year actual against which policy proposals can be 
compared. 

b. 1977-78 Proposed - the  impact of proposed change in system if i t  had 
been in ef fec t  during the  base year. 

c. 1980-81 Projected - what the proposed program will be in anticipation 
of first year of implementation. 

Any base year can be established by parameter input and any projected year 
can be established for the  future, contingent on forecasting parameters. 

d. 1977-78 Adjusted Special Education - because of unacceptably poor 
budgetary estimates, i t  was necessary t o  adjust the  Special Ed. levy 
(see Section IV-B- 1-dl-(2)-(el for detailed explanation). 

2. Horizontally, revenue is listed by source categories, see Exhibit 3 for 
definition of data bank items that  comprise revenue categories. The 
revenue is totaled for each fund and a revenue per ADM is computed. 



C. Tax Impact (Exhibit 4) 

1. Capability to  measure impact on 1-10 classes of property. 

2. Tax rate per $100 

a. 1977-78 Actual - tax  ra te  levied by district. 
b. 1977-78 Proposed - what the tax ra te  would have been if finance 

proposal had been in effect. 
c. 1980-81 Projected - estimated tax ra te  in projected year of implemen- 

tation. 
d. 1977-78 Adjusted Special Education - poor budget estimates required 

adjusting Special Education Levy. (See Section IV-B-l-d)-(2)-(e) for 
detailed explanation.) 

3. Levy stated in thousands of dollars for each class of property for each fund. 

4. Grand Total plus change in rate and levy imposed by the s ta te  - reflects ra te  
and levy impact from change in s ta te  property tax rate. 

IV. Simulator Data Base 

These a re  the district data banks from which the simulator draws financial data for 
computation. 

A. The districts have been broken down into their component elementary and high 
school pieces by the  following procedures. 

1. General Fund (001) 

a. 02, 04 and 05 - proportional relationship established between elemen- 
tary and high school BCL1s. Ratios applied to  combined budget t o  
obtain E and H components. 

b. 03 - High school tuition expenses were established and then revenues 
were obtained to  meet these expenses. 

2, Special Education (002) - Applicable t o  02, 03, 04 and 05 District Types. 

Proportional relationship established between elementary and high school 
weighted ADM1s. Ratios applied to combined budget data to  obtain E and H 
components. 

3. Pupil Transportation (004) - Applicable t o  02, 03, 04 and 05 District Types. 

Breakdown to  E and H components based upon telephone survey of school 
districts. They were asked to  give their district's percent split of Transpor- 
tation expenditures between their E and H students. 



4. Capital Outlay (410) - Applicable t o  02, 04 and 05 District Types. 

Most Unified Districts have more than 500 students. So we assumed that  
there probably exists a relationship between these districts and the  stand- 
alone Elementary and High School Districts whose ADM's exceed 500. 
Therefore, the  Capital Outlay (410) Expenditures per ADM were established 
for the  stand-alone districts. A ratio was established by dividing the  
average Capital Outlay Expenditure per Elementary ADM by the average 
Capital Outlay Expenditure per High School ADM. This ratio was applied as  
a weight to  the High School ADM. Next a percent of total  was established 
between the  Elementary and weighted High School ADM1s. It was this 
percentage tha t  was then used t o  allocate Capital Outlay between the  E and 
H components. 

5. Capital Levy (420) - For 02 District Type only. 

Half went t o  the  elementary component and the  other half went t o  the  high 
school piece. 

6. Adjacent Ways (430) - For 02 District Type only. 

Half went t o  the  elementary component and the  other half went t o  the  high 
school piece. 

7. Other Projects Funds (490) - For 02 District Type only. 

Elementary and high school broken out by ratio of BCL's. 

8. Debt Service (500) - For 02 District Type only. 

Elementary and high school broken out by ratio of BCL1s. 

B. Description of Data Base Elements used in the Arizona School Finance 
Simulator. 

The data  base elements are  divided into two functional areas; those actually used 
in the  process of simulation and other data maintained for statistical analysis. 

These data are arrayed in two files: the Master Fund Report (Exhibit 5) arrays 
all budaetarv data in accordance with the Fund, Function, and Object Code as 
delinedvby ~ r i z o n a ' s  Uniform System of ~ i n a n c i a l  Recording, and the Master File 
Reoort (Exhibit 6) contains other information necessary t o  the operation of 
simulator which may not appear on a District's budget documentation. 

1. Data Elements for Simulator Output 

a. Financial (Exhibit 5, except where noted otherwise.) 

(1) General Fund (001) - Regular operations of a school district 
including Administration, Instructional and Operational teansac- 
tions. 

(a) Basic State Aid (4310) - a school district's actual entitlement 
t o  State Aid. 



(b) Other Sta te  Aid 
(i) General Fund Other (4390) 
(ii) Special Education Other (4390) - Bilingual 
(iii) Special Education Gifted (4330) 

(c) Federal Aid - the District's Fiscal Year Entitlement 
(i) P.L. 81-874 and P.L. 81-815 (4410) 
(ii) P.L. 73-167 (4420) 

(d) Levy - actual Levy, not collections 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(e) Other Revenue 
(i) Cash Balance (1100) - a school district's beginning Fiscal 

Year cash balance 
(ii) Interest on Investments (41 30) 
(iii) County School Fund (4210) 
(iv) Special County School Reserve Fund (4230) 
(v) Other Local (4190) - other local receipts such a s  rentals, 

sales of plant and equipment, special fees, intergovern- 
mental agreements, etc. 

(2) Special Education (002) - Transactions related to  providing Special 
Education instruction. 

(a) Basic State Aid (4320 and 4310) 

(b) Other State Aid (4390) 

(c) Federal Aid 
(i) P.L. 81-874 and P.L. 81-815 (4410) 
(ii) P.L. 73-167 (4420) 

(dl Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(e) Other Revenue 
(i) Cash Balance (1 100) 
(ii) Interest on Investments (4130) 
(iii) County School Fund (4210) 
(iv) Special County School Reserve Fund (4230) 
(v) Other Local (4190) 

(3) Pupil Transportation (004) - a fund used t o  record transactions 
related to transporting students. 

(a) Basic State Aid (43 10) 

(b) Other State Aid (4390) 



(c) Federal Aid 
(i) P.L. 81-874 and P.L. 81-815 (4410) 
(ii) P.L. 73-167 (4420) 

(dl Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(e) Other Revenue 
(i) Cash Balance (1 100) 
(ii) Interest on Investments (4130) 
(iii) County School Fund (421 0) 
(iv) Specid  County School Reserve Fund (4230) 
(v) Other Local (41 90) 

(4) Capital Outlay (410) - A record of all transactions relating to the  
acquisition of Capital Outlay items. 

(a) Other State Aid (4390) 

(b) Federal Aid 
(i) P.L. 81-874 and P.L. 8 1-815 (4410) 
(ii) P.L. 73-167 (4420) 

(c) Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(d) Other Revenue 
(i) Cash Balance (1 100) 
(ii) Interest on Investments (41 30) 
(iii) County School Fund (4210) 
(iv) Special County School Reserve Fund (4230) 
(v) Other Local (41 90) 

(5) Capital Levy (420) - School Districts a re  allowed t o  levy a 
supplemental tax up t o  30C: (60c for Unified Districts) per $100 of 
A.V. each year upon its taxable property. 

(a) Other State Aid (4390) 

(b) Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(c) Other Revenue 
(i) Cash Balance (1100) 
(ii) Interest on Investments (4130) 
(iii) Other Local (4190) 



(6) Adjacent Ways (430) - record of transactions relating to special 
assessments to  finance the  improvement of public streets, alleys, 
etc., which a re  adjacent to  school property. 

(a) Other State Aid (4390) 

(b) Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (4160) 
(iii) Payments in Lieu of Taxes (4170) 

(c) Other Revenue 
(i) Cash Balance (1 100) 
(ii) Interest on Investments (4130) 
(iii) Other Local (41 90) 

Title I (1 10) - Federal Aid (Exhibit 6) 

Title I Migrant (120) - Federal Aid (Exhibit 6) 

Johnson-OiMalley (Supplemental) (200) - Federal Aid (Exhibit 6) 

Title VI-B (210) - Federal Aid (Exhibit 6) 

Title VII (Bilingual) (220) - Federal Aid (Exhibit 6) 

Vocational Education (240-270) - Federal Aid (Exhibit 6) 

Title IV (Indian Education) (280) - Federal Aid (Exhibit 6 )  

State Projects (Career Education) (320) - other State Aid (Exhibit 
6) 

State Projects (Other) (390) - other State Aid (Exhibit 6 )  

Debt Service (500) - records the payment of interest and principal 
on all General Obligation debts. 

(a) Other State Aid (4390) 

(b) Levy 
(i) Real Estate Taxes (4150) 
(ii) Personal Property Taxes (41 60) 
(iii) Payments in Lieu of Taxes (4170) 

(c) Other Revenue 
(i) Cash Balance (1 100) 
(ii) Interest on Investments (4 130) 
(iii) Other Local (4190) 

b. Student counts used in simulation process (Exhibit 6) 

(1) General Fund (001) 

(a) Unadjusted Resident State Aid Avg. Daily Membership (ADM) 
(i) Kindergarten 
(ii) Grades 1-3 
(iii) Grades 4-6 
(iv) Grades 7-8 
(v) Grades 1-8 
(vi) Grades 9-12 



(b) Grades 9-12 Vocational Education - duplicated counts of 
Vocational Education equivalent enrollments, clustered by cost  
similarities, 
(i) 1 Enrollment - Agriculture, and Trades and Industries 
(ii) 2 Enrollment - Health Occupations 
(iii) 3 Enrollment - Distributive Education, Home Economics, 

Business and Office Education, and Diversified Occupa- 
tions 

(c) Regular Multi Grade Elementary - in small districts where the  
classroom may include more than one grade, they report their  
ADM as Multi Grade. 

(d) Special Education Self-contained - in many Special Education 
classes t h e  concept of grade is not applicable, so these ADlM 
are reported as Multi Grade. 

(e) Enrollment Trend - tendency of a District's ADM growth, 
based upon t h e  District's last  three years of ADM. 

(2) Special Education (002) - unadjusted S ta te  Aid ADM by handi- 
capping category. Each category is listed as ADM for  Self- 
contained, Resource and Tuition Out. 

(a) Educable Mentally Handicapped (EMH) 
(b) Emotionally Handicapped (EH) 
(c) Hearing Handicapped (HH) 
(dl Homebound (HBD) 
(e) Multiply Handicapped (MH) 
(f) Physically Handicapped (PH) 
(g) Trainable Mentally Handicapped (TMH) 
(h) Learning Disabled (LD) 
(i) Speech (SPH) 
(j) Visually Handicapped (VH) 

c. Assessed Valuations and Tax Rates  (Exhibit 6 ,  except  where noted 
otherwise) 

( I)  All property in the  S ta te  of Arizona is assigned t o  a property class. 
Each legal class is defined by property use and is associated with 
an  assessment rat io  which is multiplied by the  full cash value of 
t he  property t o  obtain t h e  assessed valuation. 

(a) Class 1 - Mines and Railroads 
(b) Class 2 - Utilities Used in Funds 001, 
(c) Class 3 - Other Commercial 002, 004, 410, 420, 
(dl Class 4 - Agriculture 430 and 500 
(el Class 5 - Residental 
(f) Class 10 - Salt  River Project 

(2) Tax Rates  a r e  multiplied by the Assessed Valuation t o  obtain each 
property class's levy payment (Exhibit 4) 

(a) General Fund (001) Levy payments 
(b) Special Education (002) calculated for  
(c) Pupil Transportation (004) Class 1, Class 2, 
(dl Capital Outlay (410) Class 3 Class 4, 
(e) Capital Levy (420) Class 5, and lieu 
(f) Adjacent Ways (430) payment for  
(g) Debt Service (500) Class 10 



d. Other Financial - financial information necessary t o  the operation 
of t h e  simulator which may not appear on a district's budget documents 
(Exhibit 6 ,  except  where noted otherwise). 

(1) General Fund (00 1) 

(a) BCL - a District's Elementary and/or High School Budget Cost 
Level (BCL), t h e  state mandated expenditure constraint. 

(b) BCL Projected - a District's BCL expanded t o  the  budget year 
under existing provisions of t h e  law assuming a constant ADM. 

(c) BCL Projected Alternate - a district's BCL expanded t o  the  
projected year under existing provisions of t he  law and by 
forecasted changes in ADM. 

(dl S t a t e  Aid 1 - forecasted S ta te  Aid t o  be used in projected 
year Hold Harmless option. 

(e) Ruralfurban - code used t o  identify rural and urban districts 
t o  be used in a funding scheme based on rural/urban cost  
differentials (Exhibit 5). 

(2) Special Education (002) 

(a) Allowable Special Education Cost - the  District's state 
mandated expenditure constraint. 

(b) Allowable Special Education Cost P J l  - a District's allowable 
Special Education cost expanded t o  the projected year under 
existing provisions of the  law, assuming a constant ADM. 

(c) Allowable Special Education Cost PJ2  - a District's allowable 
Special Education cost expanded t o  t he  projected year under - - 
existing provisions of t he  law and by forecasted changes in 
ADM. 

(dl Special Education Aid 1 - forecasted S ta t e  Aid t o  be  used in 
projected Hold Harmless option. 

(e) Special Education Adjusted Levy - in developing their adopted 
revenue budgets, districts made such poor est imates  of S t a t e  
Aid tha t  the  district's levy was grossly over or understated. 
For this  reason, i t  was necessary t o  adjust t he  levy. 

2. Data  Elements for Statistical Analysis 

a. All Simulator input and output is accessible for statistical analysis. 

b. Additional Revenue and Expenditure line i tems not used in the  
simulator but available for  statistical analysis. 

( I )  General Fund (001) (Exhibit 5). 

(a) Revenues 
(i) Tuition In (41 11, 41 12, and 41 13) - receipts received for 

t h e  education of Nonresident students. 
(ii) Transfers from Other Funds (4700) - within legal provi- 

sions, monies received from another fund within the  
school district. 



(b) Expenditures 

(i) Certified Salaries (5100) 
(ii) Classified Salaries (5200) These are listed by 
(iii) Employee Benefits (5300) function: 
(iv) Supplies and Materials (5400) 100-Administration 
(v) Utilities and Communications 200-Instruction 

(5500) 300-Instruction 
(vi) Tuition (5600) Support 
(vii) Other Expenditures (5700) 400-Operation 
(viii) The above categories are  further 

broken down into more specific items 

(2) Special Education (002) 

(a) Revenues - same as  General Fund 
(b) Expenditures - same as  General Fund 

(3) Pupil Transportaton (004) 

(a) Revenues - same as General Fund 
(b) Expenditures - same as General Fund plus Furniture and 

Equipment (5800) 

4 Federal Projects 100-200 (100) - total of all Federal Projects 

(a) Revenues 

(i) Cash Balance (100) 
(ii) Other Local (4190) 
(iii) Special County School Reserve Fund (4230) 
(iv) State Grants-In-Aid (4340) 
(v) P.L. 73-167 (4420) 
(vi) Federal Grants-In-Aid (4430) 
(vii) Transfers from Other Funds (4700) 

(b) Expenditures - all Object Codes summated t o  single total 
(5000) 

5 State and Other Special Projects (300) - records transactions of 
projects other than Federal Projects 

(a) Revenues - Other Local (4190) 
(b) Expenditures - same as Federal Projects 

(6) Capital Outlay (410) 

(a) Revenues - same as General Fund 
(b) Expenditures - same as  Federal Projects 

(7) Capital Levy (420) 

(a) Revenues - only transfers from Other Funds (4700) 
(b) Expenditures - same as  Federal Projects 



(8) Adjacent Ways (430) 

(a) Revenues - same as Capital Levy 
(b) Expenditures - same a s  Federal Projects 

(9) Other Projects (490) - transactions for Capital Projects other than 
those included under Capital Outlay, Capital Levy, and Adjacent 
Ways. 

(a) Revenues 

(i) Cash Balance (1 100) 
(ii) Interest on Investments (41 30) 
(iii) Real Estate  Taxes (4150) 
(iv) Personal Property Taxes (4160) 
(v) Payments in Lieu of Taxes (4170) 
(vi) P.L. 81-874 and P.L. 81-815 (4410) 
(vii) P.L. 73-167 (4420) 
(viii) Federal Grants-in-Aid (4430) 
(ix) Transfers from Other Funds (4700) 

(b) Expenditures - same as Federal Projects 

(10) Capital  Outlay (500) 

(a) Revenue - same as General Fund 
(b) Expenditures - same as Federal Projects 

c. Additional Financial Data  Elements (Exhibit 6) 

(1) SSL - the  District's base year Gross S ta te  Support Level (SSL). The 
gross SSL is computed by taking t h e  District's ADM and multiplying i t  
by the  dollars of S t a t e  Support for  each student. 

I (2) Low Income Index - intended t o  be an index number reflecting a 
District's average family income (presently not computed). 

d. Additional Student Counts (Exhibit 6) 

(1) General Fund (00 1) 

(a) ResidentjNon-Resident ADM - a District's es t imate of anticipated 
resident and non-resident tuition in ADM, submitted in conjunction 
with their adopted budgets. 

(b) S ta te  Aid ADM - a District's es t imate of i ts  S ta te  Aid ADM used 
in computing their adopted budgets. 

(c) Resident Attending - a District's Unadjusted Resident S ta te  Aid 
ADM; includes Special Education Self-contained. 

(dl Resident Tuition Out  - a District's Unadjusted Resident S t a t e  Aid 
ADM tha t  a r e  Tuition Out; includes Special Education Self- 
contained. 

(e) Non-Resident Tuition In - a District's Unadjusted Non-Resident 
S t a t e  Aid ADM t h a t  a r e  Tuition In; includes Special Education Self- 
contained. 

(2) Pupil Transportation (004) - t he  number of eligible students transported 
by t h e  District on approved bus routes. 



V. The Simulator's Capabilities and Procedures 

A. Assessed Valuation (return t o  Exhibit 1) 

1. 1977-78 Actual A.V. comes directly from Master File Report and is divided 
by ADM from Master File Report. 

2. 1977-78 Modified A.V. 

a. Factors can be applied to  each property class of the 1977-78 Actual 
A.V. t o  modify up or down actual A.V. of the class. These factors may 
be common t o  all districts or district specific. 

b. A.V. per ADM derived with ADM from Master File Report. 

3. 1977-78 Adjusted A.V. 
a. Factors can be applied t o  each property class of the 1977-78 Modified 

A.V. to  adjust i t  up or down. These factors are  only common t o  all 
districts. 

b. A.V. per ADM derived as above. 

B. Property Tax Impact (return t o  Exhibit 4) 

1. Computation of tax rates and class levies 

a. 1977-78 Actual - obtain tax ra te  from Master File Report and multiply 
times each property class A.V. to  obtain levy for each class. 

b. 1977-78 Proposed - 
(1) Total computed levy (see Section V (2-5 Levy) divided by 1977-78 

Adjusted A.V. s tax  rate. 
(2) Tax rate times each property class A.V. to  obtain levy for each 

class. 
c. 1980-81 Projected - 

(1) 1980-81 Projected A.V. = factor times 1977-78 Adjusted A.V. or 
district specific factor is common t o  all districts. 

(2) Tax Rate = total 1980-81 computed levy divided by 1980-81 
Projected A.V. 

3 Because of uncertainty of future of each individual class A.V., only 
the  tax  rate and total levy are given. 

d. 1977-78 Adjusted Special Education 
(1) Tax ra te  = Special Education Adjusted Levy from Master File 

Report divided by 1977-78 Actual A.V. 
(2) Tax ra te  times each property class A.V. t o  obtain levy for each 

class. 

2. Statewide Tax Rate 
a. This feature allows for an additional statewide ra te  that  is a parameter 

input applicable only t o  and common to  all elementary districts. 
b. 1977-78 Proposed - add the s t a t e  ra te  t o  group total ra te  and multiply 

times each property class* 
c. 1980-81 Projected - add the s ta te  ra te  to  the Grand Total Rate  and 

multiply times the  total 1980-81 A.V. 



C. Revenue Availability and Control 

1. Specified for General Fund and Special Education Fund only at this t ime 

a. Basic Aid Equation is: 
District S ta te  Aid = W*(WADM)(SSL) - QTR(A.V.1 
The major elements a r e  intended to  be utilized as follows: 

(1) W* is the aggregate weight for a district  to  ref lect  allowances for 
cost variations among districts. Examples include: district  size 
(ADM), enrollment trend (declining), geographical location (isola- 
tion), senority of teaching staff (mix of teachers on salary 
schedule). 
W* = WSl + W*2 + W13 + W X 4  + WS5 where: 

(a) W* must not = 0 

(b) W* is a control parameter;  i t  may be common t o  all districts 
or district  specific. 

(c) W*+S designed t o  weight for cost differentials attributable t o  
size differences. It  can be input as a parameter t h a t  is 
common t o  all districts or district  specific. Or i t  can be 
calculated by inputting parameters common t o  all districts,  
whose computation would take  the  form: 
0 Dist. ADM Parameter  Inputl 

= Weightl = Parameter  Input 

Parameter  Input Dist. ADM Parameter  Input2 
l= Weight2 = Parameter  Input 

Parameter  Input* Dist . ADM Parameter  Input3 
= Weight3 = Parameter  Input 

Where Parameter  Inputj  Dist. ADM = Weight0 ='0.00 

(dl W* is a location weight meant t o  compensate for cost 
dif?erences attributable to  an  urban or rural location. It  is 
common t o  all districts or district  specific. 

(el W* is an enrollment trend weight t o  handle a funding scheme 
t h a t  would account for  enrollment trend problems. It  can be 
common t o  all districts or district  specific. 
In addition, i t  can be calculated automatically as common t o  
all districts by the following process: 

If Enrollment Trend - 0 = Weightl = Parameter  Input 
If Enrollment Trend - Para. Inputl = Weight2 = Parameter  Input 
If Enrollment Trend - Para. Input2 = Weightj = Parameter  Input 
If Enrollment Trend - Para. Input3 = Weight4 = Parameter  Input 

where the  enrollment trend is obtained from Master File Report. 

(f) Wt5 is an option tha t  allows the  projection of ADM. It  is a 
parameter  input common t o  all districts or district specific. 

Up t o  this point both the General Fund and Special Education 
formulas a r e  t he  same. 

(g) Although WXI-WX4 have been designated for  specific weight- 
ing purposes, they can also be used as weights for purposes 
other than those specified. 



b. WADPvl is an aggregate district weight to  reflect existing or intended cost 
differentials among programs. (Programs are  defined as grade level groups 
or  specific program catagories) where: 

WADM = Wl(ADMl) + W2(ADM2). . . + Wi(ADMi) 

(1) General Fund WADM 

(a) WADM = Wl(ADMl) + W2(ADM2) . . . +W15(ADM15) 

(b) ADM 16 - ADMZ5 a re  alternatives t o  ADM6-ADMI5 

so paramaters W6-W15 can be set against ADM16-ADM25. 

(2) Special Education WADM 

WADM = Wl(ADM1) = W2(ADM2). . . + W30 (ADM30) 

c. SSL is the dollar State Support Level per student in Average Daily 
Membership. It is fully flexible to  permit a base support level which is to  be 
adjusted by weights (W* and WADM) or is not, depending on the policy 
proposal. It  is a parameter common to  all districts. Input is separate for 
the  proposed and projected years. 

d. QTR is the Qualifying Tax Rate  that  establishes the district's effort toward 
the  support level. 

(1) It can be a parameter input common t o  all elementary districts and 
separate but common for all high school districts for the proposed and 
projected years. It  is a separate input for the General and Special 
Education funds. 

(2) It  can be internally computed. In Section 2. c. below, alternative 
"methodsN of establishing levels of expenditures a re  discussed. In 
setting an allowable support level above or below the computed support 
level, there is a need t o  modify the input QTR if a district's support 
level is established above or below the level computed by the basic 
equation. As specified now, the  input QTR is adjusted proportionately 
up or down with the  district's allowable support level. 
QTR = (Factor) (.xxxx) 

(a) .xxxx is a tax  ra te  input common to  all elementary districts and 
separate but common for high school districts, Input separately for 
proposed and projected years. 

(b) Factor is computed separately for each district for proposed and 
projected years. It is the  ratio of the allowable gross State Support 
Level, W*(WADM)(SSL) as finally determined by method and option 
in 2. c. below, t o  the  computed gross Sta te  Support Level, 
W*(WADM)(SSL) as computed in Method 1. 

e. A.V. is the district's Assessed Valuation 

(1) 1977-78 Proposed = 1977-78 Adjusted A.V. 
(2) 1980-81 Projected = 1980-81 Projected A.V. 



2. The existing spending level of a district  will generally nat correspond t o  the  
computed gross S ta te  Support Level (W*(WADM)(SSL)) of the  basic equation. 
The simulator allows for the selection of various "methods" and "options" 
within tfmethods" to  establish the  support level which is t o  be used t o  
compute S ta t e  Aid for each district. These "methods" ref lect  different 
possibilities for  expenditure control which in turn a f fec t  the  property t a x  
levy requirement for each  district. Four different "methods" a r e  available. 

a. Method I 

(1) Sta te  Aid: All districts a r e  supported at their computed 
w* (WADM)(SSL) 

(2) Expenditure Control Provision 

(a) Option A: All districts required t o  spend a t  their computed 
W*(WADM)(SSL) 

(b) Option B: 
(i) Districts spending less than computed W*(WADM)(SSL) 

must increase t o  this level. 
(ii) Districts spending more than their computed 

W*(WADM)(SSL) may continue t o  expend at their existing 
level. 

(3) Levy is t ied t o  Expenditure Control Provision: 

Levy = (Allowable Spending established by selected option) - (Basic 
S t a t e  Aid + Other  Revenue computed for proposed and projected 
years). 

( I )  S ta te  Aid: 

(a) Option A: All districts will be  supported at their computed 
W*(WADM)(SSL) 

(b) Option B: All districts will be supported at W*(WADM)(SSL) or 
their  BCL, whichever is less. 

(2 )  Expenditure Control Provision: All districts a r e  constrained t o  
their existing spending level. 

(3) Levy is t ied t o  Expenditure Control Provision: 
Levy = (Allowable Spending established by selected option) - (Basic 
S t a t e  Aid + Other Revenue computed for proposed and projected 
years). 

c. Method 111 

(1) S ta te  Aid: 

(a) Option A: All districts will be supported at their computed 
W*(WADM)(SSL) 

(b) Option B: All districts where their computed W*(WADM)(SSL) 
4 BCL will be  supported at their computed W*(WADM)(SSL). 
In those districts where W*(WADM)(SSL) > BCL, the  district  
can be supported at some level between their BCL and 
W*(WADM)(SSL). 



(2) Expenditure Control Provision: 

(a) Existing Spending defined: 
(i) 1977-78 = Basic State Aid + Levy + Other Rev. 
(ii) 1980-81 = 1980-81 BCL + 1977-78 Authorized Spending in 

excess of the  1977-78 BCL. 

(b) Where Existing Spending 4 W*(WADM)(SSL) 
(i) Option A: Allowable Spending can be established a t  any 

level between BCL and W*(WADM)(SSL) 
(ii) Option B: Allowable Spending = Existing Spending 

(c) Where Existing Spending > W*(WADM)(SSL) 
(i) Option A: Allowable Spending = Existing Spending 
(ii) Option B: Allowable Spending can be established a t  any 

level between W*(WADM)(SSL) and Existing Spending 
level. 

(3). Levy is tied t o  Expenditure Control Provision: 
Levy = (Allowable Spending established by selected option) - (Basic 
State Aid + Other Revenue computed for proposed and projected 
years). 

d. MethodIV 

(1) State Aid: 

(a) Compute a Maximum Support Level tha t  is some specified 
percent in excess of W*(WADM)(SSL) 

(b) If the district's BCL > Maximum Support Level, then Allow- 
able Support Level = Maximum Support Level 

(c) If the district BCL( Maximum Support Level, then Allowable 
Support Level = BCL + some % of difference between 
Maximum Support Level and BCL 

(2) Expenditure Control Provision: 

(a) Existing Spending defined: 
(i) 1977-78 = Basic State Aid + Levy + Other Rev. 
(ii) 1980-8 1 = 1980-81 BCL + 1977-78 Authorized Spending in 

excess of 1977-78 BCL. 

(b) For those districts whose Exsiting Spending 7 Maximum 
Support Level, then they may spend a t  Allowable Support 
Level. 

(c) For those districts whose Existing Spending ( Maximum 
Support level, then: 
(i) Option A: Allowable Spending = Existing Spending 
(ii) Option B: Allowable Spending may not exceed Maximum 

Support Level. 

(3) Levy is tied to  Expenditure Control Provison: 
Levy = (Allowable Spending established by selected option) - (Basic 
State Aid + Other Revenue computed for proposed and projected 
years). 



3. Other special options for establishing the  Support Level have also been built 
into the simulator for added flexibility. 

a. Negative Aid (Recapture) - this allows State Aid to  be negative and 
these negative monies would flow to  the  s ta te  to  be distributed t o  those 
d is t r ic tsb i th  positive aid needs. 

b. Impact Aid Deduction - this option will allow a district's computed 
State Aid to  be reduced by some percent of i ts  Federal 874 Impact Aid. 

c. Minimum - this option guarantees a minimum specified amount of State 
Aid per student regardless of the  district's formula entitlement. 

d. Hold Harmless - this option authorizes a district to  receive all or any 
portion of i ts  entitlement t o  State Aid under the  current aid formula 
even if the proposed State Aid formula would allow for less. 

4. The remaining revenue sources for the proposed and projected years a re  
determined in the following way. 

a. Other State Aid 

(1) 1977-78 Actual from Master Fund Report. 

(2) 1977-78 Proposed = (Factor) (1977-78 Actual), the factor is a 
parameter input common t o  all elementary districts with a sepa- 
ra te  but common one for high school. 

(3) 1980-81 Project = (Factor) (1977-78 Actual), the factor is a para- 
meter input common t o  all elementary districts with a separate but 
common one for high school. 

b. Federal Aid 

(1) 1977-78 Actual for Master Fund Report. 

(2) 1977-78 Proposed = (Factor) (1977-78 Actual), the factor is a 
parameter input common t o  all elementary districts with a sepa- 
ra te  but common one for high school. 

(3) 1980-81 Projected = (Factor) (1977-78 Actual), the factor is a 
parameter input common t o  all elementary districts with a 
separate but common one for high school. 

c. Other Revenue 

(1) 1977-78 Actual from Master Fund Report. 

(2) 1977-78 Proposed is same as  1977-78 Actual. 

(3) 1980-81 Projected = (Factor) (1977-78 Actual), the factor is a 
parameter input common to  all elementary districts with a 
separate but common one for high school. 



5. Pupil transportation (Fund 004) I 
a. Basic State Aid Equation i s :  

District State Aid = Gross State Transportation Support - QTR ( A . V . )  
Uhere: 

( 1 )  Gross s ta te  transportation support i s  a d i s t r i c t  specific 
I 

s ta te  supported expenditure level. 

( 2 )  QTR i s  the Qua1 i  fyi ng  Tax Rate t h a t  establ i  shes the 
Dis t r ic t ' s  effort  toward the support level . 

I 
( 3 )  A . V .  i s  the Dis t r ic t ' s  Assessed Valuation I 

b .  Expenditure Control Provision: I 
(1 ) Compute existing expenditures 

(a )  77-78 proposed = 77-78 (ACT) Basic State Aid + 
77-78 (ACT) Fed. Aid + 77-78 (ACT)  Levy + 
77-78 (ACT)  Other Rev. 

( b )  80-81 Projected = District Specific Factor X 77-78 Proposed I 
( 2 )  Define a1 lowabl e spending level I 

(a) 77-78 Proposed = 77-78 Gross State Transportation Support 

(b) 80-81 Projected = 80-81 Gross State Transportation Support 1 
(3) Establ ish allowable expenditures for levy computation ; 

selection i s  option: I 
( a )  Option 1 - I f  existing expenditures i s  less than 

a1 lowable spending, then use existing expenditures I 
( b )  Option 2 - Existing expenditures i s  greater than 

a1 1 owabl e,  then use existi  ng expenditures 

( c )  Option 3 - Existing expenditures i s  less than allowable 
spending, then use allowable spending X factor 

I 

( d )  Option 4 - Existing expenditures i s  greater than 
a1 lowable spending, then use allowable spending 

I 
X factor 

Q 

c.  Levy i s  tied t o  expenditure control provision levy = allowable 
I 

expenditure - (basic s ta te  aid + federal aid + other revenue) I 
d .  Cther special options 

( 1  ) Negative aid (.recapture) 

( 2 )  Impact aid deduction 



6.  C a p i t a l  o u t l a y  (Fund 410) 

a .  B a s i c  S t a t e  Aid Equa t ion  i s :  
D i s t r i c t  S t a t e  Aid = W* (ADM) (SSL) - OTR (A.\!.) 

( 1 )  W* is an  a g g r e g a t e  w e i g h t  

( 2 )  ADFl i s  t h e  District 's u n a d j u s t e d  s t a t e  a i d  Average D a i l y  Rembership 

( 3 )  SSL is  t h e  d o l l a r  S t a t e  S u p p o r t  Level  p e r  s t u d e n t  i n  
Average Dai 1  y  Ftembershi p  

( 4 )  QTR is Qua1 i f y i n g  Tax R a t e  t h a t  e s t a b l i s h e s  the D i s t r i c t ' s  
e f f o r t  toward t h e  s u p p o r t  l e v e l  

( 5 )  A . V .  i s  t h e  D i s t r i c t ' s  a s s e s s e d  v a l u a t i o n  

b. E x p e n d i t u r e  Con t ro l  P r o v i s i o n :  

(1  ) Compute e x i s t i n g  e x p e n d i t u r e s  : 

( a )  77-78 Proposed = 77-78 ACT) B a s i c  S t a t e  Aid + 
77-76 (ACT) F e d e r a l  Aid + 77-78 (ACT) Levy + 
77-78 (ACT) O t h e r  Revenue 

( b )  80-C1 P r o j e c t e d  = F a c t o r  X 77-78 Proposed 

( 2 )  D e f i n e  a1 lowab le  s p e n d i n g  l e v e l  

( a )  77-78 Proposed Al lowab le  Spend ing  = W* (AD!!) (SSL) 
a s  computed 

( b )  80-81 P r o j e c t e d  A1 1  owabl e Spending = \rl* (AD!!) (SSL) 
a s  computed 

( 3 )  E s t a b l  i s h  a l l o w a b l e  e x p e n d i t u r e  f o r  l e v y  c o m p u t a t i o n ;  
s e l e c t i o n  is o p t i o n  

( a )  O ~ t i o n  1  - I f  e x i s t i n g  e x p e n d i t u r e s  a r e  l e s s  t h a n  
aTlor.table s p e n d i n g ,  t h e n  u s e  e x i s t i n g  e x p e n d i t u r e s  

( b )  Opt ion 2  - I f  e x i s t i n g  e x p e n d i t u r e s  a r e  g r e a t e r  t h a n  
a1 1  owabl e s p e n d i n g  , t h e n  u s e  e x i  s t i  ng e x p e n d i t u r e s  

( c )  Opt ion  3  - I f  e x i s t i n g  e x p e n t i t u r e s  a r e  less t h a n  
a1 1  owabl e s p e n d i n g ,  t h e n  u s e  a1 lowabl e s p e n d i n g  X f a c t o r  

( d )  Opt ion 4  - I f  e x i s t i n g  e x p e n d i t u r e s  a r e  g r e a t e r  t h a n  
a1 1  owabl e s p e n d i n g ,  t h e n  u s e  a1 1  owabl e s p e n d i n g  X f a c t o r  

c .  Levy is  t i e d  t o  e x p e n d i t u r e  c o n t r o l  p r o v i s i o n  l e v y  = a l l o w a b l e  
e x p e n d i t u r e  - ( b a s i c  s t a t e  a i d  + f e d e r a l  a i d  + o t h e r  r e v e n u e )  

d. O t h e r  s p e c i a l  o p t i o n s :  

(1 ) N e g a t i v e  a i d  ( r e c a p t u r e )  

( 2 )  Impact  a i d  d e d u c t i o n  



A P P E N D I X 2  

Computer Runs for  Special Sessiori on Taxes and School Finance 

(Data is c lass i f ied  by separate categories and by tax  years) 

Runs 1978 1979 1980 
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3. INCOME TAX ISSUES 

Description of the Existinq Arizona Income Tax S.ystem 

The following discussion out1 ines the Arizona Income Tax system by 

subject area. Since there were no major changes made during the special 

session, the income t a x  currently exists as described. The single change 
which was made i s  described in Appendix Three item F, the credit for point 
of sale equipment, which was enacted as part of the repeal of the sales tax 
on food. 

Fi 1 inn Requirements 

The Arizona income t a x  i s  levied upon individuals and corporations 
earning income within the State of Arizona. Sinale individuals with a n  

adjusted gross income in excess of one thousand dollars,  or two thousand 

dollars, i f  married, or whose gross income i s  i n  excess of five thousand 
do1 lars ,  are required t o  f i l e  an income t a x  return with the Department of 

Revenue. Fiduciaries are required t o  f i l e  income t a x  returns on behalf of 
any individual for which they are responsible i f  such indiviclual would other- 

wise have been required t o  f i l e  a return. Fiduciaries are a1 so required t o  
f i l e  a return for every estate which has taxable income in excess of one 
thousand do1 lars  during the t a x  year; or any t rus t  which has taxable income 
in excess of one hundred dollars during the tax year; or any t rus t  o r  estate 

which has a gross income in excess of five thousand dollars during the t a x  
year. Finally, fiduciaries are responsible for the f i l ing of an  income tax 

return for  every decedent, for the year in which death occurred i f  the decedent 
would have otherwise been required t o  f i l e  a n  income t a x  return. Partnerships 

are required to f i l e  an annual return and  the income of the partnership i s  
taxable as i f  i t  had been distributed t o  each of the individuals who are 
entitled t o  share in the income of the partnership. Corporations are required 

t o  f i l e  an annual return regardless of their level of income. Generally, 

governmental ent i t ies  and non-profit organizations are exempt from the f i l inq 
requirements of the Arizona income tax. Additionally, insurance companies 

subject to the insurance premium t a x  are exempt from the Arizona income t a x .  
All exempt organizations, wi t h  the exception of re1 iaious organizations and 

organizations related t o  religious o r  certain educational organizations, are 
required t o  f i  1 e an informational return. 

- -  



Tax Base 

The base used f o r  determi n ina  t a x  1 i a  b i l  i t y  under the Ar izona income 

t a x  i s  n e t  t axab le  income. Net t axab le  income i s  determined by means o f  

several  c a l c u l a t i o n s .  The f i r s t  o f  these c a l c u l a t i o n s  i s  a de terminat ion  

o f  gross income, which by d e f i n i t i o n  i s  equal t o  f ede ra l  ad jus ted  gross 

income i n  the  case o f  t he  i n d i v i d u a l  and fede ra l  t axab le  income fo r  a 

corpora ti on. 

Once gross income has been determined, adjustments a re  made t o  gross 

income t o  a r r i v e  a t  "ad jus ted  aross income". These adjustments have two 

purposes. The f i r s t  purpose i s  t o  compensate f o r  types o f  income t h a t  a r e  

i n c l u d a b l e  i n  f ede ra l  gross income and excludable under the  Ar izona income 

tax  code o r  f o r  amounts t h a t  a re  exc ludable f rom fede ra l  aross income b u t  

a re  i nc ludab le  under the  Arizona income tax  code. The second purpose i s  t o  

compensate f o r  d i f f e rences  between the  adjustments made t o  gross income i n  

determin inq ad jus ted  gross income pursuant  t o  the  Federal income tax  code 

and t h e  Ar izona income tax  code. For example, c e r t a i n  adjustments a re  a l lowed 

under the fede ra l  law which have t r a d i t i o n a l l y  n o t  been a l lowed under Arizona 
w 

law. Such an adjustment would have been used when computing fede ra l  ad jus ted  

gross income and t h e r e f o r e  the  amount deducted must be added back when computing 

Arizona gross income. 

A l i s t i n g  o f  the  adjustments t h a t  must be made t o  fede ra l  ad jus ted  gross 

income i n  o rder  t o  a r r i v e  a t  Arizona ad jus ted  gross income i s  prov ided i n  

Appendix One. 

The nex t  s tep  a f t e r  determin ing Arizona ad jus ted  oross income, i s  the 

deduct ion o f  c e r t a i n  amounts i n  o rder  t o  determine n e t  t axab le  income. These 

deduct ions a r e  a l lowed f o r  c e r t a i n  s p e c i f i e d  expenses t h a t  a r e  i ncu r red  by 

the  taxpayer d u r i n g  the  tax  year .  I n d i v i d u a l  taxpayers have the  o p t i o n  of 

c a l c u l a t i n g  the  deduc t i b le  amount i n  e i t h e r  o f  two ways. I n d i v i d u a l s  may 

c la im  the standard deduct ion o r  may i t e m i z e  t h e i r  deduct ions.  The base 

amount o f  the  standard deduct ion i s  equal t o  $500 f o r  a s i n g l e  i n d i v i d u a l  

o r  $1000 f o r  a mar r ied  couple f i l i n g  j o i n t l y .  The standard deduct ion i s  

one of t he  amounts impacted by " i n f l a t i o n  indexing" ;  therefore,  the amount 

of t he  standard deduct ion i s  sub jec t  t o  chanoe due t o  the r a t e  o f  i n f l a t i o n ,  

as measured by the  Me t ropo l i t an  Phoenix Consumer P r i c e  Index. 



Appendix Two p re sen t s  a 1 i s t i n g  o f  a1 lowed i temized  deduc t ions ,  exemptions 
and ad jus tments .  

Tax Rates 

Once t h e  a l lowable  amounts, d i s cus sed  above, have been deducted from 

Arizona a d j u s t e d  g ros s  income, t h e  r e s u l t i n a  f i a u r e  i s  net t a x a b l e  income. 

The next s t e p  i n  determining Arizona income t ax  l i a b i l i t y  i s  the a p p l i c a t i o n  

of  t h e  a p p r o p r i a t e  t a x  r a t e .  Two s e t s  of  t a x  r a t e s  e x i s t  i n  Arizona. One 

i s  app l i ed  t o  t h e  n e t  t a x a b l e  income of co rpo ra t i ons  and the  o t h e r  i s  a p p l i e d  

t o  the n e t  t a x a b l e  income f o r  a l l  o t h e r  persons .  The fo l lowing  t a b l e  shows 

t h e  income t ax  r a t e s  f o r  both c o r p o r a t e  and ind iv idua l  t axpayers .  

ARIZONA INCOME TAX RATES 

Corporate  Ind iv idua l  
Tax Rates Net Income Tax Rates 

$0 - 1,000 
1 - 2,000 
2 - 3,000 
3 - 4,000 
4 - 5,000 
5 - 6,000 
Over 6,000 

Tax C r e d i t s  

The f i g u r e  t h a t  r e s u l t s  from t h e  a p p l i c a t i o n  of t h e  a p p r o p r i a t e  t a x  

r a t e  t o  n e t  t a x a b l e  income i s  g ros s  t a x  l i a b i l i t y .  The next  s t e p  i n  d e t e r -  

mining the Arizona income t a x  1 i a b i l i  t y  i s  t h e  s u b t r a c t i o n  of c e r t a i n  a1 lowable 

c r e d i t s  from g ros s  t a x  l i a b i l i t y  i n  o r d e r  t o  de te rmine  n e t  t a x  l i a b i l i t y .  

Net t a x  1 i a b i l i  t y  is t h e  f i n a l  amount of t a x  t h a t  i s  l e v i e d  upon t h e  taxpayer .  

Appendix Three p r e s e n t s  a l i s t i n g  o f  t h e  c r e d i t s  allowed ind iv idua l  

t axpayers .  

Admini s t r a t i o n  

Income t a x  r e t u r n s  a r e  r equ i r ed  t o  be f i l e d  on o r  before  t h e  f i f t e e n t h  . 

day of  the f o u r t h  month fo l lowing  t h e  c l o s e  o f  t h e  t ax  y e a r .  All i n d i v i d u a l s  

a r e  r equ i r ed  t o  base t h e i r  t a x  y e a r  on t h e  ca l enda r  y e a r  and thus  a r e  r equ i r ed  

t o  f i l e  on o r  before  t h e  f i f t e e n t h  day of  Apri 1 .  Corpora t ions  may base t h e i r  

t ax  y e a r  on t h e i r  f i s c a l  y e a r .  



The Ar izona income tax  i s  adminis tered by the  Ar izona Department o f  

Revenue, which i s  respons ib le  f o r  promulgat ing r u l e s  and r e g u l a t i o n s  f o r  

i t s  appl i c a t i o n .  

The proceeds of t he  Arizona income t a x  a r e  shared w i t h  the  incorpora ted  

c i t i e s  and towns w i t h i n  Arizona. The amount shared i s  equal t o  f i f t e e n  per  

cen t  of t he  n e t  proceeds of the  income tax,  which was c o l l e c t e d  two years 

p r i o r  t o  t he  c u r r e n t  f i s c a l  year .  This  amount i s  annua l ly  deposi ted i n t o  

t h e  Urban Revenue Shar ing Fund and d i s t r i b u t e d  among the  incorpora ted  c i t i e s  

and towns w i t h i n  the  s t a t e ,  based upon popu la t ion .  Add i t i ona l  l y ,  s i x t e e n  

per  cen t  o f  the  gross proceeds o f  the  income tax  a r e  annua l ly  deposi ted i n t o  

the  Sta te  Income Tax Fund. The amounts w i t h i n  t h i s  fund are  used t o  pay 

refunds and adjustments. A l l  amounts i n  the  s t a t e  Income Tax Fund i n  excess 

of f i v e  hundred thousand d o l l a r s  a t  the end o f  each f i s c a l  year  a re  deposi ted 

i n t o  the  S ta te  General Fund. Aside from the  depos i ts  i n t o  these two funds, 

a l l  c o l l e c t i o n s  f rom the  income tax  a r e  deposi ted i n t o  the Sta te  General Fund. 



APPENDIX ONE 

ADJUSTMENTS TO FEDERAL ADJUSTED GROSS INCOME 
TO ARRIVE AT ARIZONA ADJUSTED GROSS INCOME 

I. INDIVIDUALS 

A. Add i t i ons  t o  fede ra l  ad jus ted  gross income 

1. The d iv idend exc lus ion  which i s  a l 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  of the s t a t e  (moving 
expenses i ncu r red  on moves w i t h i n  the  Sta te  need n o t  be added back) .  

3. A b e n e f i c i a r y ' s  share of t r u s t  o r  e s t a t e  income when the  t r u s t  o r  
e s t a t e  has subt rac ted  the  amount from i t s  Ar izona gross income. Also those 
amounts o f  t r u s t  o r  e s t a t e  income which are  a l lowed as deduct ions by the  
i n t e r n a l  revenue code ( re ference s u b t r a c t i o n  number 4) .  

4. The amount o f  ga in  r e l a t e d  t o  an ou ts tand ing  i n s t a l l m e n t  rece i vab le ,  
which had n o t  p r e v i o u s l y  been recoqnized as income, upon the  death of t he  
taxpayer (reference s u b t r a c t i o n  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 the  
l o s s  car ryover  computed under the  Arizona code and the f e d e r a l  l o s s  c a r r y -  
over 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 
s u b t r a c t i o n  number 23) .  

6. The i n t e r e s t  income rece ived from bonds and o the r  o b l i g a t i o n s  of 
p o l i t i c a l  subd iv is ions  o f  the  Un i ted  States,  which a r e  l oca ted  o u t s i d e  of 
Arizona. 

7. Federal income t a x  refunds t h a t  were p a r t  o f  the federal  income 
tax  deduct ion on the Arizona r e t u r n  i n  a p rev ious  year .  

8. The income t h a t  must be recognized due t o  a  d i f f e rence  i n  t he  
ad jus ted  bas is  o f  deprec iab le  p rope r t y  computed under the A r i  zona code and 
the fede ra l  code upon the  e f f e c t i v e  da te  o f  the  Ar izona income t a x  a c t  of 
1978 ( reference s u b t r a c t i o n  number 11) .  

9. The amor t i za t i on  o f  p o l l u t i o n  c o n t r o 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 federal  code when the  
taxpayer e l e c t s  t o  amort ize over a  p e r i o d  o f  f i v e  years fo r  purposes of t h e  
Arizona income tax  ( reference s u b t r a c t i o n  number 14).  



10. The amount by which the adjusted basis of nondepreciable property 
computed pursuant to  the internal revenue code exceeds the adjusted basis 
computed pursuant to the Arizona code upon the sa l e  of the property (reference 
subtraction number 13).  

I 
11. The "ordinary income" portion of a lump sum dis tr ibut ion of certain 

annuity plans which was excluded from federal adjusted gross income. 
I 

no. ears in Ian since 12/31 73) 1 Ordinary tncome=(taxable amount of dis t r ibut ion X -x 
12. The portion of mil i tary active duty pay which i s  exempted income 

by the internal revenue code (cer tain pay while in a combat zone, while 
hospitalized because of service in a combat zone, or while i n  a missing or 
prisoner of war s t a t u s ) .  I 

13. Net operating losses taken pursuant to the internal revenue code 
(subtracted accordina to  d i f fe rent  rules under the Ari zona code, reference 
subtraction number 9 ) .  

14. Annuity income received durinq the taxable year which, along with 
a l l  benefits received in a l l  tax years,  was in excess of the taxpayer's 
total  contributions to  the plan (appl ies  only to those annuities w i t h  respect 
t o  which the f i r s t  payment was received prior to December 31, 1977, reference 

I 
subtraction number 14).  I - 

15. The excess of a par tner 's  share of partnership income as defined 
by the Arizona code over the income as defined by the internal revenue code 
(reference subtraction number 16). I 

16. The excess of a par tner 's  share of partnership losses as defined 
by the internal revenue code over the losses as defined by the Arizona code 
(reference subtraction number 1 7 ) .  I 

17. The percentage depletion deduction taken pursuant to  the internal 
revenue code (subtracted according to d i f fe rent  rules under the Arizona code, 
reference subtraction number 18).  

I 
18. Deferred exploration expense, determined pursuant to the i nternal 

revenue code, t ha t  exceeds $75,000 when the election has been made to defer 
those expenses not i n  excess of $75,000 (subtracted on  a ratable  basis l a t e r  

I 
as the ores or  minerals a re  sold, reference subtraction number 19).  I 

B. Subtractions from federal adjusted gross income. 

1. The exemptions fo r  blind persons ($500 base),  persons over 65 
($1,000 base) and dependents ($600 base) . 

2.  Contributions made to ,  and the benefits of the s t a t e  retirement 
system, s t a t e  retirement plan, judge's retirement fund, pub1 i c  safety per- 
sonnel retirement system, or a county or c i ty  retirement plan. 

3. Annuity income from the U.S. c iv i l  service retirement system 
retirement and d i sab i l i t y  fund, up  t o  a maximum of $2,500. 



4.  A b e n e f i c i a r y ' s  share of t r u s t  o r  es ta te  income recoqnized by t h e  
i n t e r n a l  revenue code ( reference addi t i o n  number 3 ) .  

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 q  re t i r emen t  p lan  equal t o  the  t o t a l  c o n t r i b u t i o n s  made t o  the  
p lan  p r i o r  t o  December 31, 1977, which were inc luded i n  computing Arizona 
taxabl  e  i ncome. 

6. The f i r s t  $1,000 o f  compensation rece ived by an i n d i v i d u a l  f o r  
h i s  serv ices,  as a  member o f  the armed fo rces  ( i nc ludes  reserves,  n a t i o n a l  
guard, e tc .  ) . 

7. I n t e r e s t  income from U.S. government o b l i g a t i o n s .  

8. Federal income taxes w i thhe ld ,  p a i d  o r  accrued d u r i n g  the  taxab le  
year.  

9. Net ope ra t i nq  l o s s  car ryovers  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 tax  refunds rece ived f rom s ta tes  o the r  
than Arizona which was inc luded i n  fede ra l  ad jus ted  qross income. 

11. The amount by which the  Ar izona ad jus ted  bas i s  of deprec iab le  
proper ty  exceeds the  fede ra l  ad jus ted  bas is  upon the e f f e c t i v e  da te  of t he  
Arizona income tax  a c t  o f  1978 ( re ference 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 r e  
sold.  

13. The amount by which the  ad jus ted  bas is  o f  nondepreciable p rope r t y  
computed pursuant  t o  t h e  Arizona income tax  code exceeds the  ad jus ted  bas i s  
computed pursuant t o  t he  i n t e r n a l  revenue code upon the s a l e  o f  t he  p rope r t y  
( re fe rence 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 e s  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  f e d e r a l  ad jus ted  gross income pursuant  
t o  the  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 fede ra l  code qoverni  ng t h e  t r e a t -  
ment o f  annu i t y  income d i f f e r s  from t h e  Arizona code, t h i s  s u b t r a c t i o n  p l u s  
a d d i t i o n  number 14 e f f e c t i v e l y  taxes the  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 o f  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 the  income as de f ined by the  Arizona code 
(reference addi t i o n  number 15) .  

17. The excess o f  a  p a r t n e r ' s  share o f  pa r tne rsh ip  losses as def ined 
by the  Arizona code over the  losses as de f ined by the  i n t e r n a l  revenue code 
(reference 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  pe rm i t t ed  under the  
Arizona code. The percentage a l lowed v a r i e s  w i t h  the type o f  minera l  o r  
o re  being m i  ned ( re ference addi t i o n  number 17) .  
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19. The amount of expense and expense recapture  i nc luded  i n  income 
pursuant  t o  t he  i n t e r n a l  revenue code f o r  mine e x p l o r a t i o n  expense ( a d d i t i o n  
number 18 and s u b t r a c t i o n  numbers 12, 18 and 19 r e j e c t  f e d e r a l  t rea tment  o f  
e x p l o r a t i o n  expense and e s t a b l i s h  A r i zona ' s  code on t h e i r  t reatment  f o r  
income tax  purposes) . 

20. The expenses and d e p l e t i o n  connected w i t h  the development of 
geothermal resources. 

21. The amount o f  income from a "domestic i n t e r n a t i o n a l  sa les corpora- 
t i o n "  inc luded i n  the  income i f  i t s  shareholders pursuant  t o  the i n t e r n a l  
revenue code ( taxed as corpora te  income pursuant  t o  t he  Ar izona code). 

22. The amount o f  r e t i r e d  o r  r e t a i n e r  pay rece ived a f t e r  December 31, 
1977 and a l l  amounts rece ived as bene f i t s  o f  the s u r v i v o r  b e n e f i t  p lan  o r  
the  r e t i r e d  serviceman's f a m i l y  p r o t e c t i o n  p l a n  by a r e t i r e d  member of t he  
uniformed serv ices  o r  h i s  s u r v i v o r ,  t o  t he  e x t e n t  t h a t  Arizona income taxes 
were p a i d  on the  amount of the reduc t i on  i n  the p a r t i c i p a n t ' s  r e t i r e m e n 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  p lan.  

23. The g a i n  r e a l i z e d  on an i n s t a l l m e n t  rece i vab le  upon the  death of 
a taxpayer which has a l ready  been recognized ( re ference 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 o s s  car ryovers  computed pursuant  t o  
t he  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 ) .  

I I .  CORPORATIONS 

A. Add i t i ons  t o  Federal Adjusted Gross Income 

1. Add i t ions  t o  Arizona gross income - i n d i v i d u a l s ,  i tems 6 through 
10 and 13 through 18. 

2. The amount o f  d i v idend  income rece ived from domestic corpora t ions  
which the  i n t e r n a l  revenue code a l lows as a deduct ion. The deduct ion can 
vary  f rom approximate ly  60% t o  100% depending upon the ownership and nature  
of the  business, and the  type of d iv idend.  

3. Income taxes p a i d  t o  o the r  s ta tes ,  l o c a l  governments, and fo re ign  
governments which were deducted i n  computing fede ra l  t axab le  income. 

4. Char i t ab le  c o n t r i b u t i o n s  as de f i ned  by the  i n t e r n s 1  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 code, reference 
s u b t r a c t i o n  number 3 ) .  

5. Expenses, t h a t  would o therwise  be deduct ib le ,  which were i n c u r r e d  
by f i n a n c i a l  i n s t i t u t i o n s  i n  the  product ion  o f  tax-exempt income. The amount 
of the  non-deduct ib le expense i s  c a l c u l a t e d  pursuant t o  a formula inc luded 
i n  the  Ar izona code which p ropo r t i ons  expenses according t o  type of income 
rece ived ( re fe rence  s u b t r a c t i o n  number 6) .  

6. Amounts pa id  t o  a domestic i n t e r n a t i o n a l  sa les co rpo ra t i on  which 
i s  c o n t r o l l e d  by the payor co rpo ra t i on  i f  the domestic i n t e r n a t i o n a l  sa les 
co rpo ra t i on  i s  n o t  requ i red  t o  r e p o r t  i t s  t axab le  income t o  the s t a t e  because 
i t s  income i s  n o t  a t t r i b u t a b l e  t o  the s ta te .  



B.  Subtractions from Federal Adjusted Gross Income 

I 1. Subtractions from Arizona gross income - individuals, items 7 through 
21. 

2 ,  The dividend income received from Arizona corporations. 

3 .  Charitable contributions as defined by the Arizona income tax code 
(reference addition number 4 ) .  

4. The amount of a  capital  loss carryover computed according to  the 
Arizona code, not to exceed $1,000. 

5. The amount of the foreign tax credi t ,  allowed by the internal revenue 
code, used to of fse t  the federal income tax l i a b i l i t y .  

6. The amount of expenses relat ing to tax-exempt income as calculated 
pursuant to the internal revenue code (reference addition number 5 ) .  

7 .  Dividends received from a corporation tha t  i s  controlled by the 
recipient corporation. 



APPENDIX TWO 

ITEMIZED DEDUCTIONS, EXEMPTIONS A N D  ADJUSTr.IENTS 

1.  Optional Standard Deduction - The law allows e lec t ive  deductions 
of $500 i f  adjusted gross income i s  $5,000 or more; 10% of the taxpayer's 
adjusted gross income i f  i t  i s  under $5,000; two times 10% of one-half of 
the to ta l  adjusted gross income of both jo in t  taxpayers i f  i t  i s  less  than 
$10,000; $1,000 on a j o i n t  return i f  the gross income i s  $10,000 or more. 

2. Interest  - 100% of the in t e res t  paid or accrued on indebtedness 
may be deducted from gross income. However, the deduction will not be 
allowed on in teres t  connected with indebtedness on non-taxable income. 

3. Taxes - The law a1 lows a deduction from gross income fo r  taxes 
or l icenses paid or  accrued during the year. The deductions will not 
i ncl ude: 

a )  Income taxes imposed by any other s t a t e ,  country or  t e r r i to ry  
(other than Arizona) ; 

b )  Estate,  inheritance, legacy, succession, and g i f t  tax; 
c )  Taxes tending to increase the value of property, such as s t r e e t  

improvement taxes,  except in cases where the improvement i s  for  
the en t i re  d i s t r i c t ;  

d )  Employee contributions to  social security , ra i  1 road r e t i  rement , 
and self-employment contributions; amounts levied for  old age, 
survivors, d i sab i l i t y ,  and hospital insurance; 

e )  Sales taxes on items purchased (provided the tax i s  separately 
s ta ted a t  the time of purchase) i f  the item i s  not purchased in 
connection with the consumer's trade or business. 

4. Deduction for  Casualty Losses - Losses of property by an individual 
due to  casualty o r  the f t  and not connected with the property of a trade or 
business are  deductible. The loss deductible i s  determined by the excess 
adjusted basis of the property over the amount realized from the property. 

The "amount realized" i s  the sum of the amount received from the dis-  
position of the property plus the f a i r  market value of the property. The 
"adjusted basis" of the property i s  the cost of the property al tered by 
certain factors  depending on the part iculars  of the property. 

5. Wagering Losses - The losses from wagering are  deductible equal t o  
the amount of gains from wagering. 

6 .  Contributions and Gifts - Contributions and g i f t s  are  deductible 
u p  t o  20% of adjusted gross income for  individuals and 5% for  corporations. 

7 .  Poli t ical  Contributions - A deduction of u p  t o  $100 for  an individual 
or $200 fo r  a joint  return i s  allowed for contributions to  State  and local 
pol i t ical  campaigns and organizations. 



8. Adoption Expenses - The law allows a deduction f o r  adoption ex- 
penses in excess of 5% of the adjusted gross income with a maximum of $2,500 
for  jo in t  returns and $1,250 on separate returns. 

9 .  Deduction fo r  Estate Tax - An individual receiving an amount or  
i tern from a decedent's e s t a t e  must include the amount or value of the item 
in gross income. However, a percentage of such income i s  deductible to  avoid 
paying a tax twice on the same income; once under gross income and once 
under the e s t a t e  tax. The amount deductible i s  equal t o  the r a t io  
of the Arizona Estate Tax wh~ch resulted from the net value of the items or 
amounts included in gross income bears t o  the value fo r  e s t a t e  tax purposes 
of the items or  amounts from the decedent's es ta te .  

10. Medical Expenses - A deduction will be allowed fo r  a l l  medical 
expenses, including cer tain amounts paid for  medical insurance, not compen- 
sated by insurance or otherwise. 

11. Deduction f o r  the care of Q ~ a l  i f ied  Dependents - The law a1 lows a 
deduction for  the wages paid to  a housekeeper, nursemaid, licensed nursery 
school or r e s t  home f o r  the care of dependents u p  t o  16 years of age; o r  
any dependent physically or mentally incapable of se l f  care;  if  such care 
allows the taxpayer to  be gainfully employed and i f  the household income 
does not exceed $6,000 per year. The deduction shall  not exceed $100 per 
year. 

12. Taxes and In teres t  Paid to  Cooperative Apartment Corporations - 
A tenant-stockholder may deduct amounts representing cer tain taxes and 
in teres ts  of the corporation 

- 
13. Dividends Received - Dividends are deductible i f  they are  received 

from a corporation whose income is subject to  Arizona" income tax. 

14. Expenditures Incurred i n  Instal la t ion of Solar Energy Devices - 
A taxpayer may e l ec t  to  amortize the adjusted basis of any solar  energy 
device to  the extent tha t  such a deduction has not been taken in arriving 
a t  Arizona adjusted gross income. 

15. Expenses in the Collection or  Production of Income - The law 
allows a deduction f o r  a l l  ordinary and necessary expenses incurred in the 
production of income o r  for  the management, conservatfon or  maintenance of 
property fo r  such purpose. 

16. Deduction fo r  Employee Business Expense - The law allows a deduction 
for a l l  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 ave l ,  meals, lodging while away from home, paid 

or incurred by the taxpayer in connection with employment; 
c )  Transportation expenses ; 
d )  Expenses incurred by the employee as the resu l t  of a service 

which requires the employer to  s o l i c i t  business away from the 
employer's place of business. 



17. Amortizable Bond Premium - The amount of an amortizable bond 
premium fo r  a taxable year shall  be a1 lowed as a deduction. In the case 
of tax-exempt bonds, the amortizable bond premium shal l  not be allowed as 
a deduction. 

18. Personal Exemptions - The lan a1 lows an exemption of $1,000 f o r  
an individual; married couples or the head of the household are  allowed 
$2,000. 

19. Net Operating Loss Deduction - Operating losses in excess of the 
allowable deduction over gross income may be carried over 5 years and de- 
ducted a f t e r  reduction by certain adjustments to  prevent deductions of losses 
absorbed by income not taxed. 

20. Depreciation - The law allows a reasonable allowance fo r  exhaustion, 
obsolescence, wear and t ea r  of business and income producing property. 
The allowance i s  t ha t  amount s e t  aside i n  a taxable year in accordance- w i t h  
a reasonable consistent plan so tha t  the aggregate of the amounts s e t  
aside,  plus the salvage value, w i l l ,  a t  the end of the estimated useful l i f e  
of the depreciable property, equal the cost or other basis of the property. 
Depreciation on cer tain items include: 

a )  Depreciation of Tangible Property - Thi s depreciation a1 lowance 
applies only to  tha t  part  of the property which i s  subject to wear 
and t ea r ,  t o  decay or decline from natural causes, e t c .  The 
allowance does n o t  apply to  inventories or stock in t rade,  t o  
land, apart  from the improvements or physical development added 
to i t ,  to  natural resources which are subject t o  allowances for  
depletion. 

b )  Depreciation of Intangibles - Intangible assets which have a limited 
l i f e  in the production of income may be depreciated. For example, 
copyrights or  patents,  

c )  Leased Property Depreciation - Capital expenditures f o r  the erection 
of permanent s t ructures  on leased property are  recoverable through 
depreciation or amortization. 

d )  Depreciation in Special Cases - Special provisions are  made fo r  the 
depreciation of patents,  copyrights and farm property. 

e )  Capital Losses (adjustment under net operating loss - The 
1 aw a1 lows deductions to  individuals and corporations fo r  1 osses 
incurred in the sa l e  of capital  asse ts .  The amount deductible, 
because of losses from sales  or exchanges of capital  asse ts ,  shall  
not exceed the amount includible because of gains from such sales  
or exchanges. Losses from secur i t ies  which became worthless are  
deductible as the exchange or sa l e  of a capital  asset .  Capital 
losses may be carried forward to  succeeding years.  

21. Depletion - The law allows a deduction of a reasonable allowance 
in the case of mines, o i l ,  gas and geothermal resource wells,  other natural 
deposits fo r  depletion and depreciation improvement. The deduction fo r  
depletion shall  not exceed the amount which would be allowable i f  computed 
without reference to  discovery value or to  percentage depletion. 

22. Pollution Control Fac i l i t i e s  - Any taxpayer may e l e c t  t o  amortize 
the adjusted basis of a water or  a i r  pollution control f a c i l i t y  over a 60- 
month period. 



23 .  Moving Expense - Moving expenses d e d u c t i b l e  in  connect ion with 
commencement o f  employment of  self-employment , i n  a new 1 o c a t i  on (reimbusement 
must be i n c l  uded i n  income).  

24. Bl ind  Exemptions - The law a l lows  a $500 exemption f o r  t h e  taxpayer  
o r  spouse who i s  b l i n d .  

25. Exemption f o r  Those 65 o r  Older - A $1,000 exemption i s  a1 lowed 
f o r  a t axpayer  o r  spouse who has a t t a i n e d  t h e  age of  s i x t y - f i v e .  

26. Dependency Exemption - A $600 exemption to  t h e  taxpayer  i s  a1 lowed 
f o r  each dependent.  

27. Exemption f o r  E s t a t e s  and T r u s t s  - 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  c a s e s  where t h e  n e t  t a x a b l e  income of 
a t r u s t  i s  $200 o r  less, the exemption s h a l l  be $200. 



APPENDIX THREE 

INCOME TAX CREDITS 

I.  Residents 

Credits fo r  Income Taxes Paid to Another State or  Country 

The law allows a 100% credi t  to residents fo r  income taxes paid other 
s t a t e s  or counties on income derived from sources within tha t  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 allowable c redi t  may not exceed 
that  proportion of the Arizona tax which the income taxable by both s t a t e s  
bears to the en t i re  income taxed by Arizona. 

1. Credit for  Income Taxes Paid to Another State  or Countrv by an 
Estate or Trust 

A c red i t  i s  allowed es ta tes  and t r u s t s  or  the resident beneficiary 
of a t r u s t  or e s t a t e ,  for  net income taxes paid other s t a t e s  or countries,  
w i t h  l imitations contingent upon the proportion taxable by both jur isdict ions.  

2. Credit fo r  Income Taxes Paid to Another State  or  Country by a 
Partnership 

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 1 imitations based 
on the partner 's  d is t r ibut ive  share. When the income of a partnership 
i s  taxable t o  the partners,  a c red i t  will be allowed to  the partners 
fo r  taxes paid to  another s t a t e  or country. The partner 's  c redi t  i s  
limited to  his percentage in t e res 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 Arizona gross income. 

B. Senior Citizens Credit for  Property Taxes 

A c red i t  i s  allowed to senior c i t i zens ,  cer tain 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 c red i t  
schedule based on household income. The t a x  c redi t  will not exceed $225. 

C.  Renter's Credit 

Renters are  allowed a c redi t  of 10% of rent  paid or $75, whichever i s  
1 ess .  



D. So la r  Enerqy Devices C r e d i t  

A c r e d i t  i s  a1 lowed t o  r e s i d e n t s  f o r  s o l a r  ener?y devices i n s t a l l e d  
i n  t h e i r  Ar izona residences. The c r e d i t  w i l l  be equal t o  t h i r t y - f i v e  per  cent  
of the c o s t  o f  such dev ice  i n  1978 and such c r e d i t  s h a l l  decrease a t  a  r a t e  
o f  5% per  year .  The maximum c r e d i t  w i l l  n o t  exceed $1,000. Coup1 es who 
f i l e  separate r e t u r n s  b u t  cou ld  f i l e  a  j o i n t  r e t u r n  w i l l  o n l y  be a l lowed t o  
c l a i m  one-hal f  t he  c r e d i t  t h a t  would have been a l lowed f o r  a  j o i n t  r e t u r n .  
Devices i n s t a l l e d  i n  commercial b u i l d i n a s  may q u a l i f y  f o r  a  20% income tax  
c r e d i t  u n t i  1  1986. A c r e d i t  f o r  the  i n s t a l  l a t i o n  o f  s o l a r  energy and/or 
c o o l i n g  devices under R15-2-128.03 may be used i n  1  i e u  o f  the  s o l a r  energy 
devices c r e d i t .  The deduct ion i s  computed i n  the same manner. 

C r e d i t  f o r  I n s t a l  1  a t i o n  of Res iden t i a l  I n s u l a t i o n  and Devices 

A c r e d i t  i s  a l lowed t o  res iden ts  f o r  the  i n s t a l l a t i o n  o f  i n s u l a t i o n  
and c e r t a i n  devices. The c r e d i t  s h a l l  be equal t o  25% o f  a l l  improvements 
and s h a l l  n o t  exceed $100. 

C r e d i t  f o r  P o i n t  o f  Sale Equipment 

A c r e d i t  i s  a l lowed t o  grocers f o r  c e r t a i n  ~ o i n t  o f  sa le  equipment 
ordered o r  upgraded between May 31, 1979 and January 1, 1983. The c r e d i t  
i s  equal t o  35% of the  c o s t  of t he  equipment, n o t  t o  exceed $1,150 f o r  an 
i n d i v i d u a l  p iece  o f  equipment. 

11. Non-Residents 

C r e d i t  f o r  Income Taxes Paid t o  Home S ta te  by Non-Resident 

Non-residents a r e  a l lowed a  100% c r e d i t  f o r  taxes p a i d  t o  t h e i r  home 
s t a t e  o n l y  i f  the  home s t a t e  does n o t  tax  income from Arizona res iden ts  
der ived f rom sources w i t h i n  the home s t a t e  o r  a l lows Arizona r e s i d e n t s  a  
c r e d i t  aga ins t  i t s  income taxes, b u t  n o t  i f  a double c r e d i t  would be allowed; 
the  c r e d i t  w i l l  be sub jec t  t o  the p r o p o r t i o n a l  l i m i t a t i o n s  noted i n  the  
p rov i s ions  f o r  res iden ts .  



COLLECTION AND USE OF THE INDIVIDUAL INCOME TAX FILE DATA 

The f o l l o w i n g  two sec t ions  deal w i t h  the c o l l e c t i o n  and manipu la t ion  

of the  data i n  the  i n d i v i d u a l  income tax  f i l e .  The appendices prov ide  a  

p o r t i o n  o f  the  d e t a i l  t h a t  was used t o  c rea te  and app ly  the  f i l e .  

Data C o l l  e c t i o n  

The i n d i v i d u a l  income tax  f i l e  was comprised o f  13,955 income tax  r e t u r n s  

fo r  tax  year  1977. The tape con ta in ing  the  f i l e  data made a v a i l a b l e  a l l  

p e r t i n e n t  da ta  from each of the  re tu rns .  Names, addresses and taxpayer 

i d e n t i f i c a t i o n s  were s t r i p p e d  so t h a t  c o n f i d e n t i a l i t y  cou ld  be maintained. 

The Department of Revenue r e t a i n e d  a  companion tape t h a t  conta ined document 

numbers t o  a l l o w  o r i g i n a l  records t o  be p u l l e d  should v e r i f i c a t i o n  be requ i red  

The sample was a  non-propor t ional  sample which was s t r a t i f i e d  by t o t a l  

gross income and f i l i n g  s ta tus .  The Department of Economic S e c u r i t y  prov ided 

the  s t a t i s t i c a l  ana lys i s  upon which the  sample was based. The sample was 

drawn and coded by the  Department of Pevenue. The data was subsequently 

e d i t e d  and v e r i f i e d  by a  comparison w i t h  popu la t i on  summaries. Tests and 

checks were implemented both  by the  Department o f  Revenue and the  J o i n t  

Se lec t  Committee Staff  t o  screen o u t  problem r e t u r n s  and t o  c o r r e c t  f a u l t y  

data where possi  b l  e. 

Appendix One prov ides a  documentation of t h e  i n d i v i d u a l  sample f i l e .  

F i e l d s  1 through 22 were p a r t  o f  a  permanent master f i l e  and the  remaininq 

f i e l d s  were on tapes  tha t -were  c rea ted and accessed f o r  s p e c i f i c  programs. 

Appendix Two 1 i s t s  the popu la t i on  we igh t  t a b l e s  t h a t  were used t o  increase 

the sample r e s u l t s  t o  r e f l e c t  the un i ve rse  of r e t u r n s  f i l e d .  I n  some programs 

f u r t h e r  adjustments were made fo r  popu la t i on  growth and growth i n  persona1 

income and i n f l a t i o n .  

Program In fo rma t ion  

The i n d i v i d u a l  income tax  f i l e  was used as a  data base t o  analyze var ious  

issues i n  income taxa t i on .  Several appl i c a t i o n  programs were developed t o  

est imate the  impacts of proposed chanqes i n  the  t a x  s t r u c t u r e .  Some o f  t he  

s imu la t ions  t h a t  were performed inc luded:  



- changing tax  r a t e s  and income brackets; 

- removing the  fede ra l  income tax  deduction; 

- exc lud ing  p o r t i o n s  o f  income earned from i n t e r e s t ,  d iv idends,  

pensions and annui ti es ; 

- c a l c u l a t i n g  consumer expendi tures based upon income. 

I n  a d d i t i o n  th ree  programs were designed t o  es t imate  t h e  revenue l o s s  

from var ious  income tax  c r e d i t s  f o r  food sales taxes paid.  

The m a j o r i t y  o f  the  programs were designed and r u n  as the  resu l  t o f  a 

p a r t i c u l a r  request  f o r  in fo rmat ion  f rom a l e g i s l a t o r  o r  cons t i tuency  group. 

Should i n t e r e s t  i n  the  sub jec t  of income t a x a t i o n  cont inue,  i t  i s  poss ib le  

t h a t  arrangements w i l l  be made w i t h  the  Department of Revenue t o  prov ide  a 

sample o f  income tax  r e t u r n s  t o  t h e  L e g i s l a t u r e  on an annual bas is .  

A sample o f  some o f  t h e  programs t h a t  were run  i s  i nc luded  i n  Appendix 

Three. Appendix Four prov ides t h e  f i l e  index, and Appendix F i v e  i l l u s t r a t e s  

examples o f  t h e  ou tput  o f  several  s imu la t i ons .  
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Income 

APPENDIX T!dC 

POPULATION WEIGHT TABLE 

Marri ed/Head 



t 

Program: AEATAX 

Purpose: To compare pPsftosed- tax r a t e  scheme proposed by Arizona I 
_ Education Alliance w i t h  current ra tes .  

Input: Individual Sample Fi le  ( TAXDS K )  

- (TAX DS 2 ) 

. 8 . .  
Output: Reports showing AEA proposed ra tes  compared to  current 

' I 
ra tes  . 
Columhs : 1. Number of Taxpayers 

2. Income 

3. Old  Tax 

4. New Tax 

5. Net 

6. Percentage 

Proposed Rates : 

--- 
Taxable Prescn t 
I n c c c : ~  8.1 L C $  
p- - 

Tax on Top 
of  Bracket Tax - cigct - Tax - 

2 % $20 
I 



Program: AND IST 

Purpose : Compute number o f  f i  1 ers w i t h  pens ions  and a n n u i t i e s ,  average  

pens ions ,  annuni t y  and median annu i ty .  A s e p a r a t e  u t i l i t y  SORT 

is done on an annu i ty  f i l e  c r e a t e d  by t h i s  program t o  o b t a i n  

the median. 
I 

Input :  I nd iv idua l  Sample Fi 1 e (TAXDSK) 

Pension and Annuity F i l e  (PENANU) .. . 

C r e d i t s  Fi 1 e (TAXDS2) 

Output :  1 .  Annuity F i l e  l i s t i n g  a11 a n n u i t i e s  (MEDIAN) 

2. Report showing number o f  t axpaye r  w i t h  a n n u i t i e s  

o r  pensions and t h e  average  a n n u i t y  o r  pension. 

After a s o r t  o f  t h e  MEDIAN f i l e  t h e  median i s  determined 

by f i n d i n g  t h e  middle  r eco rd  u s ing  t h e  e d i t o r .  



Program: CAP 

Purpose: Increased cap on income tax from 8% t o  10% i n  $1,000 increment 

f o r  single and $2,000 fo r  married. 

Input: Abstract 1977 income tax ( w i t h  inf l a t f  on index) (FTNDAT) 
. '  

' I 
M i  t h  deflator .  

Outpu t :  Two reports w i t h  a l i s t i n g  of a l l  brackets and the e f fec t  on 

taxable income and tax l i a b i l i t y  for  s ingle and marri.ed. I 



Program: CORTAX 

Purpose: A u t i l i t y  program to correct math errors  and errors  of 

omission when there was su f f i c i en t  date t o  do so. This 

was 'run against  the Individual Sarnpl e Fi le .  Those t h a t  
. I 

could not be corrected were deleted. ~ e s s  than : I% were 

del eted . 
Input: Individual Sarnpl e Fil e (TAXDSK) 

O u t p u t :  1. Individual Sample Fi le  [TAXDSK) 

(when records were corrected. ) 

2. Report showing number and type of error .  



Program: FAMNBR 

Purpose: The program shows the'number of individuals  i n  f ami l ies  a t  

d i f f e r e n t  l eve l s  of adjus ted gross income f o r  1977 and 1978. 
I 

Adjusted gross income f o r  1978 was determined f o r  each f i l e r  

by multiplying 1977 adjusted gross income by an index. The 
I 

. . 
. . 

output was used t o  determine the  number bf individuals  3 
e l i g i b l e  f o r  a  t ax  c r e d i t  t h a t  i s  ava i lab le  t o  individuals  

below a  ce r ta in  level  of adjusted gross income. 
I 

Input: INDIVIDUAL SAMPLE FILE (TAXDSK) ' I  
POPULATION TABLE (WGTBLE) 

Output: Report showing t he  information described above f o r  t he  

f o l l  owing adjusted gross income brackets:  

$10,000 o r  1  ess  

$12,000 - $14,080 

Over $14,000 



Program: FEDCT 

Purpose: Compare t a x  1 i a b i l  i t y  t o  s t a t e  w i t h  Federal income t a x  

deduct ions  and wi thou t  f e d e r a l  income t a x  deduct ion .  Show 

pe rcen t  of Line 50 is of Line 53. 

Ind iv idua l  Sampl e  Fi 1  e  (TAXDSK) , , .  .. , 

Input :  ., . , :. , . . . 

Output: 

Federal  Deduction F i l e  (FEDUCT) 

Popula t ion  Weight Table  (WGTBLE) 
- - 

Report  showing t o t a l  f o r  Lines  50 through 53 f o r  s i n g l e  

t axpaye r ,  mar r i ed  t axpaye r  and t o t a l .  



Program: HILLTX 

Purpose: Compare S e n a t o r  H i l l  ' s  t a x  r a t e s  t o  c u r r e n t  r a t e s .  

Input :  . Ind iv idua l  Sample F i l e  (PAXDSK) 

C r e d i t  F i l e  (TAXDS2) 4 

0 6 .  . Popula t ion  Weight Tab1 e(WGTBLE) _ . ... 

Output: Repor t s  (Marr ied and S i n g l e )  showing d i f f e r e n c e  i n  net 

t a x a b l e  income and t a x  l i a b i l i t y .  

Proposed Rates:  - 

S i n g l e  t axpaye r s  Tax r a t e  is  incremented 1% f o r  eve ry  $2,000 

i n  t a x a b l e  income up t o  a maximum o f  15% a t  $30,000. Married I 
t axpaye r s  a r e  incremented 1% f o r  every $4,000 up t o  a maximum I 



Program: HILL2 
. 

Purpose: Same as  HILLTX only w i t h  d i f f e r e n t  tax  r a t e s .  

Input: Individual Sampl e Fi 1 e (TAXDSK) 

(TAXDS2) - Credi t  F i l e  
4 

c.' . . . 
Population Weight Tab1 e (WGTBLE) 

I , - .  

O u t p u t :  Reports showing d i f f e r ence  in  taxable  income and tax  

l i a b i l i t y .  

Proposed Tax Rates: 

Single  taxpayers t ax  r a t e  i s  incremented by 1% f o r  every 

$1,500 up t o  a maximum of  15% a t  $22,500. Married tax-  

payers a r e  incremented 1% f o r  every $3,000 u p  t o  a maxi- 

mum of  $45,000. 



Program: HILLWO 

Purpose: Same a s  HILLTX only without Federal  Deductions. 

Input: Same a s  HILLTX 

O u t p u t :  Same a s  HILLPX 
. t  

I 
. . + . I  

Same a s  HILLTX . .- ., . <. . ' . Rates : . -  
I .  



Program: INDIST 

Purpose: Show dis tr ibut ion of in t e res t  income: 1 )  Number of tax- 

payers w i t h  i n t e re s t  income, 2 )  average and in t e res t  
4 

income (done in separate u t i l i t y  s o r t  and e d i t ) .  . . 

Input: Individual Sample Fi le  (TAXDSK) 

Dividend and In teres t  Fi 1 e (DIVINT) 

O u t p u t :  L is t  of Taxpayers with in t e res t  (MEDIAN) . . 
, . 

. . 
Report showing number of taxpayers w i t h  int-erest and 

average in teres t  per taxpayer. 

MEDIAN was sorted and middle record was found with 

. e d i t o r t o o b t a i n m e d i a n .  



Program: INEXCL 

Purpose: To determine e f f e c t  of an i n t e r e s t  exclusion (with a $1500 cap) I 
on cur ren t  taxable income and tax l i a b i l i t y .  I 

. Input: Ind+vidual Sample F i  l e (TAXBS K) 
. , 

'(TAXDS2) ' ' Credits  F i l e  

Population Weight Tab1 e (WGTBLE) 

Dividends and I n t e r e s t  F i l e  (DIVINT) . 

Output: Reports (Single and Married) comparing t he  current  taxable  

income and tax l i a b i l i t y  t o  one w i t h  an i n t e r e s t  exclusion 
I 

(up t o  $1500 max). I 



Program: INCONT 

Purpose: To determine number of taxpayers t h a t  gave 20% o r  more 

and 20% or  l e s s  of t h e i r  gross income i n  contr ibut ions .  

I t  a l so  computes the  e f f e c t  on taxable income and t ax  

l i a b i l i t y  i f  a  cap of 20% of gross income was imposed. 
6 .  

Input: Individual Sampl e  Fil e (TAXDSK) 

Credits  F i l e  (TAXDS2 ) 

Population Weight Table ( WGTBLE) 

Contributions F i l e  ( CONTRB ) 

Output: Four repor ts ;  one f o r  s i ng l e  taxpayers and one fo r  married 

taxpayers showing the  number, income and contr ibut ions  of 

taxpayers who gave 20% o r  more of t h e i r  gross income i n  

contributions.  Two more r epo r t s ,  the  same as above, except 

on taxpayers who gave 20% o r  1  ess  of  t h e i r  gross income i n  

contr ibut ions .  



Program: INFLAT 

Purpose: To produce information wh-ich can b' used t o  calculate  

the change i n  tax revenues resul t ing  from inflat ion 

indexing. The program makes two calculations for  each 

year from 7979 through -1983: b . , I .. . _. -. 
- 

1. Increase income fo r  inf la t ion  and determine 

the to ta l  tax l i a b i l i t y  of a l l . f i l e r s  without 

inf lat ion indexing of exemptions, deductions 
- - -  

and credi ts .  

2. Increase income for  inf la t ion  and use an i n -  

f1 ation index on exemptions, deductions and 
-- - 

credi ts  and compute total  tax l i a b i l i t y  of 
- - -  

a l l  f i l e r s .  
. - 

Input: INDIVIDUAL S A M ~ L E  FILE (TAXDSK) 

POPULATION WEIGHT TABLE (WGTBLE) 

CREDITS FILE (TAXDSZ) 

O u t p u t :  Two reports showing resul t s  o f  calculations outlined 

above under "Purpose". 



Program: JENING 

Purpose: Contrast  Jennings ' proposed t a x  r a t e  t o  cur ren t  r a t e s  

and see  e f f e c t  on tax  l i a b i l i t y .  
- - -  

(TAXDSK) Input: Individual Sample F i l e  
a .. 1 . 

a I 
. s . . ,- - , . . - , .. 

4 ,  , . 
Credi ts  F i l e  (TAX DS 2 ) 

. . 
(WGTBLE) 'Population Weight Table 

I O u t p u t :  Two repor t s ;  - one - f o r  s i ng l e  taxpayers and one f o r  married,  

showing e f f ec t s  of proposed t a x  on t ax  l i a b i l i t y .  

Proposed Tax Rates: 
. - . . - - 

S i  ngl e Married 

No Income . . -  . No .Income 
- -  - 

$ 0 - $ 2 , 0 0 0  $ 0 - $4,000 

2 ,000-  3,000 4,000 - 6,000 

3,000 - 4,000 6,000 - 8,000 

6,000 - 7,000 12,000 - 14,000 

7,000 - 8,000 74,000 - 16,000 

8,000 - 9,000 16,000 - 18,000 

9,000 - 10,000 18,000 - 20,000 

10,000 - 11,900 20,000 - 22,000 

11,001 & Above 22,000 & Above 

r -  Rate - 
0% 

0 

1 
2 

3 



Program: MARFAM 

Purpsoe: To determine t he  level of family income t h a t  i s  equivalent  
. . 

t o  adjusted gross income ;o t h a t  t h e  impact of tax  c r e d i t s  I 
which a r e  based on adjusted gross income can be shown in  

- & 

r e l a t i on  t o  family income. The program. computes t he  number 
- 

o f  individuals a t  each level  of family income who a r e  el ig-  

i b l e  f o r  the  t ax  c r ed i t .  

Input: INDIVIDUAL SAMPLE FILE (TAXDSK) 
- - -  - 

- .  
POPULATION WEIGHT TABLE (WGTBLE) - 

FAMILY  INCOME TABLE (FAMS 12)'  I 
Output: - - Report showing the  -. number - . of individuals  i n  e_ac_h of t h e  

- - 
following family income brackets who a r e  and who a r e  not I 
e l i g i b l e  f o r  a t ax  c r e d i t .  

- 1. $12,000 o r  l e s s  

6. Over $16,000 

E l i g i b i l i t y  fo r  the  tax c r e d i t  was determined based on I 
each f i l e r ' s  level  of adjusted gross income. I 



Program: 

Purpose: 

Input: 

. . 

O u t p u t :  

Determines the number of individuals who a r e  e l ig ib le  fo r  each 

level of tax c red i t  under three separate tax c red i t  schedules; 
4 

In each schedule, the level of tax c red i t  received i s  based on 

the gross income and family s i ze  of the  f i l e r .  The program s e t s  . 

u p  a table for each tax c red i t  schedule showing the number of 

people within each income and family s i ze  brackets. The in- 

come a n d  family s i ze  brackets ~ s e d  i n  s e t t i ng  u p  each 

table  a re  shown in the schedules on the following pages, which 

a re  taken from The Sales Tax on Food: Options fo r  Reducing 

the Tax Burden. 

INDIVIDUAL SAMPLE FILE (TAX DS K )  

POPULATION NEIGHT TABLE (WGTBLE) 

CREDITS ' BY FAMILY S I Z E  
AND INCOME (FOR VER-  
MONT, HA'XAI I AND ACTUALS) (TVAL ) 

Sets up the tables described above under "Purpose". 





Program: PENA 

Purpose: Show e f f e c t s  on various income groups of Senator  Pena's 

proposed t ax  r a t e s  schedule. 
4 

Input: Individual Sample Fi 1 e (TAX DS K )  , t, . . -  . _ 
I 

Credi ts  F i l e  (TAXDS2) 
. .  

Population Weight Tab1 e (WGTBLE) 

Output: Two repor t s ;  one f o r  s i n g l e  and one f o r  married, showing 

d i f f e r e n t  brackets and r a t e s  cornpared t o  cu r r en t  r a t e s .  

Shows e f f e c t  on taxable  income and tax  l i a b i l i t y  by i n -  

come and tax  l i a b i l i t y  by income brackets .  

Proposed Rates : 

(See next  page.) 



IF  TilE IlET 1IlCO:IE.IfI 
EXCESS OF CREDITS I S :  
tlOT O V E R  $1 ,000 
.OVER $1 ,000 OUT NOT 

OVER 52,000 
OVER $2,000 G U T  NOT 

OVER S3 ,OCO 
OVER $3,000 O U T  NOT 

OVER $4,000 
OVER $4,0GO BUT IiOT 

OVER $5,000 
OVER S5,CCO BUT COT 

OVER $6,000 
OVER $6,060 O U T  NOT 

OVER $7,000 
OVER $7 ,OCO BUT NOT 

OVER $10,000 
OVER S ? O  ,900 B U T  NOT 

OYER $1 5,000 
OVER $15 ,CCO BUT NOT 

OVER 520,000 
OVER $20 ,C3i) B u r  !lOT 

OVER $25,090 
OVER S25,COO BUT NOT 

OVER $30,000 
OVER S20,030 BUT NOT 

OVER $35,039 
OVER $35,030 BUT NOT 

OVER $40,000 
OVER $40 ,CCO GUT .NOT 

OVER $45,0113 
OVER 545,090 BUT l10f 

OVER 550,OCO 
OVER s s ~ , o g o  r r o ~  

OVER 555,000 
O V E R  $55,000 C U T  I'IGT 

O V E R  SGO ,030 
OVCR SG0,OCO r3UT 1107 

O\/CR $65 ,OCO 
O V C R  $65,000 G U T  IIOT 

OVCIt $70 ,COO 
OVCR $70,000 GLT i10T 

O V E R  SSO ,CCIO 
ovcn $1;. , cco om rlor 

OVCR 530,OCO 

THE TAX IS: I 
2% 
$20. PbUS 3% OF EXCESS. 

OYER $1,000 
$50, PLUS 4",F EXCESS 

' ~ OVER $2,030 
$90, PLUS 5ZOF EXCESS 

OVER $3,000 
$140 ,*PLUS 6: OF EXCESS 

- OVER 54,030 
$200, PLUS 7% OF EXCESS 

OVER $5,000 
$270, PLUS 8% OF EXCESS 

OVER $6,000 
$350, PLUS 8.5': OF EXCESS 

OVER $7,000 

e 
C 

$605 , .PLUS 9': OF EXCESS -.- I 
OVER $1 0,000 

$1,855, PLUS 3.55 Of EXCESS I 
OVER-$1 5,000 

. $7,530, PLUS 10% OF EXCESS 
OVER $20,000 - 

$2,030, PLUS 1 0 . 5 X F  EXCESS 1 
OVER 525,000 

$2,555,  PLUS 7 1 %  OF EXCESS 
OVER 530.000 

$3,105, PLUS 1 1.5: OF EXCiSC 
OVER $35,000 

$3,680,  PLUS 122 OF EXCESS 1 
OVER $?0,000 a 

$4,289, PLUS 12.5% OF E X C E S  
OVER $45,000 

$4,905, PLUS 13Z OF EXCESS 
OVER $50 ,0C3 

C 
$5,555, PLUS 13.5: OF EXCESS i 

O V E R  $55  ,COO I 
$6 ,230,  PLUS 14: OF EXCESS 

OVER $60 ,COO 
$6,330,  PLUS 1 4 . 5 2  OF EXCESS 

OVER $65,000 

i 
- $7.655, PLUS 1 5 %  OF EXCESS 1 

O V E R  Si0,OQO 
$9,155, PLUS 1 5 . 5 5  OF EXCESS 

OVER $80,000 
. > . I 



I Program: 

Purpose: 

Input: 

PRPCAP - 

Show e f fec t s  on taxable income and tax l i a b i l i t y  of property 

tax exclusion based on property tax - family income u p  t o  a 

maximum of $750. Program i s  currently s e t  u p  for  only over 

65's, however, with a one 1 ine change i t  can be made' t o  r u n  
. . 

against a11 taxpayers in individual sample f i l e .  

Individual Sample Fi 1 e (TAX DS K )  . . 

Credits Fi le  (TAXDSZ) 

~ o ~ u l a t i o n  lleight Table (WGTBLE) 

Property Tax Fi le  (ESTATE) 

Family Size F i l e  ( FAMS I Z )  



APPENDIX FOUR 

FILE IIIDEX 

A b s t r a c t  1977 Income Tax F i l e  (FTNDAT) 

A b s t r a c t  F i l e '  ( P a r t  1 1 )  (TAXPYR) 

C r e d i t s  F i l e  (TAXDSZ) 
C o n t r i b u t i o n s  F i l e  (CONTRB ) 
C r e d i t s  by Family  S i z e  (TVAL) 

Dividend S i z e  T a b l e  (DIVINT) 

Family  S i z e  T a b l e  (FAMS I Z )  
F e d e r a l  Deduc t ion  F i  1 e (FEDUCT) 

I n d i v i d u a l  Sample F i l e  (TAXDSK) 
Pens ion  and A n n u i t y  F i l e  (PENANN)  

P o p u l a t i o n  Weight T a b l e  (WGTBLE) 
P r o p e r t y  Tax F i l e  (ESTATE) 

(CONTRB ) 
(DIVINT) 

(ESTATE) 
(FAMS 12)  
(FEDUCT ) 

(FTNDAT) 

(PENANN) ' 

(TAXDSK ) 

(TAXPY R) 
(TAXDSZ) 
(TVAL ) 
(WGTBLE ) 

C o n t r i b u t i o n s  F i l e  
Dividend S i z e  T a b l e  

P r o p e r t y  Tax F i l e  
Family S i z e  T a b l e  
F e d e r a l  Deduc t ion  F i  1 e 
A b s t r a c t  1977 Income Tax F i l e  
P e n s i o n  and A n n u i t y  F i l e  
I n d i v i d u a l  Sample F i l e  

A b s t r a c t  F i l e  ( P a r t  11) 

C r e d i t s  F i l e  
C r e d i t s  by Family S i z e  

P o p u l a t i o n  Weight Tab1 e 



The following rate schedule was tested on the income tax sample f i l e  
t o  determine the revenue impact: 

Taxable Income 
I 

Si ngl e Married 
Rate - 

I 
1% 0 - $ 2,000 0 - $ 4,000 
2% $ 2,001 - 4,000 $ 4,001 - 8,000 
3% 4,001- 6,000 8,001 - 12,000 
4% 6,001 - 8,000 12,001 - 16,000 

I 
5% 8,001 - 10,000 16,001 - 20,000 
6% 10,001 - 12,008 20,001 - 24,000 
7 % 12,001 - 14,000 24,001 - 28,000 

I 
8% 14,001 - 16,000 28,001 - 32,000 
9% 16,001 - 18,000 32,001 - 36,000 
10% 18,001 - 20,000 36,001 - 40,000 

I 
11% 20,001 - 22,000 40,001 - 44,000 
12% 22,001 - 24,000 44,001 - 48,000 
13% 24,001 - 26,000 48,001 - 52,000 
14% 26,001 - 28,000 52,001 - 56,000 

I 
15% Over $28,000 Over $56,000 I 

T h i s  rate structure was tested on the 1977 tax returns with the deduction 
for the federal income taxes paid eliminated. The combined effect of the new 
rate structure and the elimination of the federal deduction would have reduced 
C O ~  lections of income tax revenue i n 1978 by approximately $12,000,000. 

I 
Since the t e s t  rate structure called for the eliminatiori of the federal I 

deduction, for  comparison purposes the following charts ut i l  i ze taxable income 
lus the amount of the federal deduction as the point of reference. (This 

[oul d represent taxab? e income under the parameters of the new structure. ) 
The charts i l lus t ra te  the average 1 iabi l i  ty for  a given average income level 

I 
based on the ranges programed. 

I 



SI:!ULATION 1 (COiJT 'D) 

Income Tax Liabi l i ty  - Single Taxpayers 

Taxable Income Current Rates and* Test Rates w i t h  - -  - 

Plus Federal Treatment of Federal % of Federal Deduction % of 
Deduction Deduction - - - T.I.+F.D. .. Eliminated T. I.+F.D. % Chanqe 

$ 1,495 $ 17 1.1% $ 5 0.3% (70.6)% 
3,475 7 5 - -=-:=2;2 - - -  36 1.0 (52.0) 
5,463 150 2.7 87 1.6 (42.0) 
7,475 -. - 329 4.4 159 2.1 (51.7) 
9,498 367 3.9 255 2.7 - -- -- - - .- (30.5) 

- 11,499 - - 478 - :zr4;2 - 373 3.2 (22.0) 
13,448 576 4.3 487 3.6 -- - 

(15.5) 
14,492 -- - . - 637 : . - - -  - 4;4- . - -  58 1 4.0 ( 8.8) 
17,065 783 4.6 808 4.7 3.2 
21,973 1,028 4.7 1,421 6.5 . 38.2 
27,043 - - - -  -1.-- 4.5 ;- - : . - -11,229 -_  .-. - -  2,161 8.0 75.8 

- -32,671 - - -  - - -. - - 1,694 5.2 3,014 9.2 77.9 
36,931 1,591 - = 4 , 3  - -  3,694 10 .O 132.2 
41,433 IS7 2 1 - - - 4 , 2  4,226 10.2 145.6 
48,825 2,376 - - -  4.9 5,510 11.3 131.9 

i f - -84 ,057  - 4,395 - - - 5.2 10,733 12.8 144.3 
- - - - - 

- 
- Income Tax Liabi l i ty  - Married Taxpayers 

~ a x a b l  e Income Current Rates and* Test Rates w i t h  
Plus Federal Treatment of Federal . % of Federal Deduction % of 
Deduction Deduction T.1.i-F.D. Eliminated T.I.+F-D. %Change 

$ 3,019 $ 36 1.2% 8 18 0.6% (50.0)% 
-. 4,984 92 - - . 1.8 47 0.9 (48.9) 
- - - 7,047 is1 - - -  - 2.1 91 1.3 (39..7) 

9,002 234 2.6 14 1 1 .-6 (39.7) 
12,972 399 .- - . -  3.1 27 1 2.1 (32.1) 

- 16,939 610 3.6 436 2.6 (28.5) 
20,929 840 4.0 649 3.1 (22.7) 
24,955 1,052 4.2 896 3,6 (14.8) 
28,990 1,326 - 4.6 - 1,197 4 , 1  

- 34,202 
( 9.7) 

1,455 4.3 1,606 4.7 10.4 
44,837 2,054 4.6 2,979 6.6 45.0 
53,597 2,720 5.1 4,334 8.1 59.3 
63,667 . 3,017 4.7 5,879 9.2 94.9 
75,924 3,180 4.2 7,717 10.2 142.7 
85,649 3,805 4.4 9,169 10.7 141.0 
94,572 4,419 4.7 10,521 11.1 138.1 

147,988 -- 6,977 4.7 17,992 12.2 157.9 
. . 

- . - - 
The following tables show the change in income t a x  l i a b i l i t y  within various 

income brackets caused by the t e s t  r a t e  s t ruc ture .  As in the previous tables ,  
the reference income i s  taxable income plus the amount of the federal deduction. 

*actual 1 iabi l  i t i e s  based on 1977 returns,  calculated on taxable income only. 



SINGLE TAXPAYERS 
I 

-- ---- 
Taxable Income Plus - -  - -  Number of . - 

Federal Deduction - - - - - - - - . 
Returns - - - .  - - - Income Tax Liabi l i ty  - - - - - 

8 0 - -- $ 5,000 --------- 2-lLl.2-3 - $/3,012,300$- 
- 

--- 
5,001 - 10,000- - - 63,682 (6,319,700) 

10,001 - 15,000 22,089 - * (2,069,300 
15,001 - 20,000 5,505 - - 136,700 
20,001 - 25,000 - .  l-,8-70 - - 735 - 500 . - 
25,001 - 30,000 , - - . - 739 - - 688.700 
30,001 - 40,000 761 - 1,242,400 

I 
- - - 

: Over $40,000 - - 826 - .  - - 4,544,600 - -  I 
- - $(4,053,400)1 . 

307-, 59 5 -. - - -  . . - .  - 
- * . - - .  - - - - - -  . - . - - -  - - 

- - -.-- - - ' MARRIED TAXPAYERS 
- - - 

I 
- .  - - - 

~ a x a b l  e Income Plus Number of Increased (Decreased) - 

Federal Deduction - - Returns Income Tax Liabi l i ty  
- .  - 

- 0  - . . -  . - -  - - 

I 
- -  - -  

$ - 0 -  $ 10,000 29 5; 240 - -  - -$(1Oy575,000) 
10,001 - 20,000 146,055 (20,105,400) 
20,001 - 30,000 - 37,843 - (6,138,300) 

I 
30,001 - 40,00_0 ._- - - - - - . - - -  - 1,187 - 

40,001 - 50,000 3,611 
- 1;1~1,4~0____I 

- - -  - .  - - r .50,001 ; - 60,000 - -  -- - - - - -  -' - - -  - - 3,338,300 
1,580 - z  70,000-~- , - - . -  - - -  - .  - -  _ _ _ _  - 

2; 550,200 ' .-60,001 - . - - - -  - 1,241 -3,552,500 
l i  70 001 - 80,000 - s _  --- 5 6 4  >.,559,000- - 

80,001 - 90,000 45 1 2,418,800 
I 

90,001 - 100,000 - 339 2,068,600 
Over $100,000 1,016 - 11,190,800 I 



SIMULATION 2 

The fo l lowing  two " c i r c u i t  breaker"  schedules  were t e s t e d  t o  determine 
t h e  c o s t  of each program: 

Cred i t  Allowed f o r  Percentage  Exceeding 

Household Income Schedule I Schedule 2 

The t e s t  was based on s e c  ndary sample informat ion- f rom d a t a  ga thered  P from t h e  " Ins ide  Phoenix 1978" survey.  Due t o  t h e  n a t u r e  of t h e  d a t a ,  a 
range of approximately $2-3 m i l l i o n  on e i t h e r  s i d e  of t h e  e s t i m a t e s  should 
be used a s  a s a f e t y  f a c t o r ,  The e s t ima te s  a r e  based on 1977 popu la t ions ,  
incomes, r e n t s ,  and t a x  l i a b i l i t i e s  and assume 100% p a r t i c i p a t i o n  by a l l  
q u a l i f i e d  persons age  65 and over .  

Schedule 1 Schedule 2 

Estimated Cost 
T o t a l  Estimated Claimants 
Estimated T o t a l  Housholds 

Age 65 o r  Over 

It should be noted t h a t  t h e s e  amounts were c a l c u l a t e d  us ing  proper ty  
t a x  l i a b i l i t i e s  t h a t  included the  e f f e c t  of t h e  homeowners p rope r ty  t a x  
r eba t e .  Some f a c t o r s  t h a t  would a f f e c t  t h e  d a t a  when e s t ima t ing  t h e  c o s t  
i n  1979 inc lude  t h e  increased  popula t ion  (up approximately 7%) ,  t h e  v a l u e  
of p rope r ty  t a x  l i a b i l i t i e s  (probably lower i n  most c a s e s  due t o  t h e  inc reased  
amount of t h e  r e b a t e ) ,  and increased  r e n t s .  I t  i s  assumed t h a t  t h e s e  f a c t o r s  
would o f f s e t  t o  some degree and t h e  e s t i m a t e s  g iven  should hold f o r  1979 
given t h e  range of $2-3 m i l l i o n  s t a t e d .  

The p re sen t  p rope r ty  t a x  c r e d i t  (140 PTC) provided by A.R. S. 43-1072 
c o s t  t h e  S t a t e  of Arizona $8.3 m i l l i o n  f o r  income t a x  year  1977. There 
were approximately 41,000 c la imants .  

To provide  t h e  same amount of t o t a l  r e l i e f  a s  g iven  under schedule 1 
of t h e  t e s t  t o  t h e  same 41,000 c l a iman t s  would c a l l  f o r  a t a x  c r e d i t  of 
approximately $45-410 compared t o  t h e  p re sen t  $25-225 c r e d i t .  The average 
amount of r e l i e f  per  c laimant  would have t o  be inc reased  from $202 t o  
approximately $365. 

- 

'published by Phoenix Newspapers , I n c  . 



Nine and ten per cent rates  were added to the current individual income 
tax r a t e  s t ructure t o  determine the revenue gain tha t  would resu l t .  Attached 
are the current rates and the rates used fo r  t h i s  t e s t .  

The ef fec t  of the t e s t  ra te  s t ructure would have been to  increase revenue 
by an estimated $14,400,000 during the 1977 income tax year.  

The following shows the impact the t e s t  ra te  s t ructure would have on 
various individual ' s  income tax 1 i  abi 1 i  ty :  

INCOME TAX LIABILITY 

TAXABLE INCOME 

$ 5,000 

CURRENT RATES TEST RATES 
MARRIED SINGLE MARRI ED SINGLE 

$ 140 $ 200 $ 140 $ 200 



SII!ULF.TION 3 (CONT ' 3 )  

UIBFPIT RATF STRUCTUFL 

-. 

% & G I  E MARRIED 

3,001 - 4,000 

4,001 - 5,000 
5,001 - - 6,000 

OVER $6,000 

6,001 - 8,000 

8,001 - 10,000 

10,001 - 12,000 

OVER $12 , 000 

PROPOSFD RATE STRUCTURE 

I A X A B E  I NCOMF 

SLEJllE MARRIED 

2,001 - 4,000 

4,001 - O j O O G  

6,001- 8,000 
8,001 - 10,000 

10,001 - 12,000 

12,001 - 14,000 

14,001 - 16,000 

OVER $16,000 



SIMULATION 3 (CONT ' D) 

The following t a b l e  shows t h e  addi t ional  income t a x  1 i a b i l i t y  t h a t  

would be borne by s i n g l e  taxpayers within p a r t i c u l a r  brackets  o f  t axab le  

income : 

S I H G l  E TAXPAYERS 

TOTAL 



SIMULATION 3 (CONT 'D) 

The fo l lowing  t a b l e  shows t h e  a d d i t i o n a l  income t a x  l i a b i l i t y  t h a t  
would be borne by taxpayers  w i th in  p a r t i c u l a r  b racke t s  of t a x a b l e  income: 

SINGLE TAXPAYERS 

Taxable Income 

$ 0 - $ 7,000 

7,001 - 10,000 

Over $40,000 

TOTAL 

Taxable Income 

$ 0 - $ 1 4 , 0 0 0  

14,001 - 20,000 

20,001 - 30,000 

30,001 - 60,000 

Over $60,000 

TOTAL 

Number of Addi t iona l  Income 
Returns F i l e d  Tax L i a b i l i t y  

MARRIED TAXPAYERS 

Number of 
Returns F i l e d  

Add i t iona l  Income 
Tax L i a b i l i t y  



The following ra te  schedule was tested on the personal income tax sample 
f i l e  to  determine the impact: 

Taxable Income (Federal Deduction Eliminated) 
Rate , Single llarried - 

7501 - 9000 

9001 - 10500 
10501 - 12000 

12001 - 13500 
13501 - 15000 
15001 - 16500 

16501 - 18000 

18001 - 19500 
19501 - 21000 

Over $21000 

15001 - 18000 
18001 - 21000 

21001 - 24000 
24001 - 27000 

27001 - 30000 
30001 - 33000 

33001 - 36000 

36001 - 39000 
39001 - 42000 

Over - $42000 

The r a t e  s t ructure was tested on 1977 personal income tax returns.  The 
values of taxable income l i s t ed  include the e f fec t  of the elimination of the 
deduction for federal income taxes paid. The e f fec t  of eliminating the federal 
deduction and imposing the more progressive r a t e  s t ructure would have increased 
income tax revenue i n  1978 by approximately $29.3 mil l ion. 

The following charts i l l u s t r a t e  the average 1 iab i l  i t y  fo r  a given average 
income level' based on the " t e s t "  taxable income with the federal deduction 
eliminated. For comparison purposes, the average tax l i a b i l i t y  under 
the current treatment of rates  and federal deduction i s  also shown. 



"Test" Taxable 
Income 

"Test" % o f  "Test" Current % of "Pest" 
Liabi l i ty  Taxable Income Liabil i t y  Taxable Income 

0.4% 

1.6% 

2.2% 

2.7% 
3.8% 

3.6% 
3.9% 
4.1% 

4.2% 
4.3% 
4.4% 

4.6% 

4.8% 
4.6% 

4.7% 
4.7% 
4.2% 

5.5% 

4.0% 
5.2% 

i n  L iabi l i ty  

-c I 



"Test" Taxable 
Income 
$ 1,394 

4,456 
7,528 

10,457 

SIllULATION 4 (CONT 'D)  

Married Taxpayers 
% (Reduc.)~ 

"Test" % of "Test" Current % of "Test" Increase 
Liabi l i ty  Taxable Income Liabi l i ty  Taxable Income i n  Liab. 

$ 1  0.1% $ 6 0.4% (83.3%) 

I The following tables show the change in  income tax l i a b i l i t i e s  within various 
income brackets caused by the t e s t  r a t e  schedule. Again, the reference taxable 
income levels a re  the " t e s t "  incomes which have the federal deduction eliminated. 



"Test" 
Taxable Income 

Over $37,500 

"Test" 
Taxable Income 

$ 0 - $ 6,000 

6,000 - 12,000 

12,001 - 18,000 

18,001 - 24,000 

24,001 - 30,000 

30,001 - 36,000 

36,001 - 45,000 

45,001 - 55,000 

55,001 - 75,000 

75,001 - 95,000 

Over 95,000 

S i n g l e  Taxpayers 

Number of Returns  I n c r e a s e d / ( ~ e c r e a s e d )  Liability 

$ ( I ,  978,100) 

(3,599,600) 

(1  28,000) 

1,386,300 

1,280,500 

1,075,300 

1,443,700 

5,100,200 

$ 4,580,300 

Married Taxpayers 

Number of Returns  ~nc reased / (Dec reased )  L i a b i l i t y  



S IMULATI ON 5 

The following rate schedule was tested on the 1977 individual income 
tax master f i l e  data t o  determine the revenue impact: 

Rate - 
Taxable Ircome 

S i  ngl e Married 

$0 - $2,000 $0 - $4,000 
$2,001 - $4,000 $4,001 - $8,090 
$4,001 - $6,000 $8,001 - $12,000 
$6,001 - $8,000 $12,001 - $16,000 
$8,001 - $10,000 $16,001 - $20,000 

$10,001 - $12,000 920,001 - $24,000 
$12,001 - $14,000 $24,001 - $28,000 
$14,001 - $16,000 $28,001 - $32,000 
$16,001 - $18,000 $32,001 - $36,000 
$18,001 - $20,000 $36,001 - $40,000 
$20,001 - $22,000 $40,001 - $44,000 
$22,001 - $24,000 $44,001 - $48,000 
$24,001 - $26,000 $48,001 - $52,000 
$26,001 - $28,000 $52,001 - $56,000 

Over $28,000 Over $56,000 

I f  th is  rate structure had been in effect during the 1977 income t a x  ( year, collections vould have been reduced by approximately $89,800,000. 

The following i l lus t ra tes  the effect  the t e s t  rate structure would have I o n i n d i v i d u a l ' s i n ; o m e t a x l i a b i l i t y a t v a r i o u s l e v e l s o f t a x a b l e i n c o m e :  

I Income Tax Liability 

Ta xab 1 e I ncome Current Rates Test Rates 

I Married -- Single Married S i  1191 e 



SIMULATION 5 (CONT'D) 

The fo l lowing  t a b l e  shows t h e  changes i n  income t a x  l i a b i l i t y  w i t h i n  

v a r i o u s  t axab le  income b racke t s :  

S ing le  Taxpayers 

Taxable Income 

$ 0 - $ 5,000 
5,001 - 10,000 

10,001 - 15,000 
15,001 - 20,000 
20,001 - 25,000 
25,001 - 30,000 
30,001 - 40,000 

Over $40,000 

Taxable Income 

$ 0 - $10,000 
10,001 - 20,000 
20,001 - 30,000 
30,001 - 50,000 
50,001 - 60,000 
6%, 001 - 80,000 

Over $80,000 

Number of Increased/(Decreased)  
Returns F i l e d  Income Tax L i a b i l i t y  

Married Taxpayers 

Number of Increased/(Decreased)  
Returns F i l e d  Income Tax L i a b i l i t y  



The fol lowing informat ion  concerning changes i n  t h e  S t a t e  income t a x  
s t r u c t u r e  was compiled: 

1. The e f f e c t  of e l i m i n a t i n g  t h e  f e d e r a l  income t a x  deduct ion f o r  
i n d i v i d u a l  taxpayers  would have been an  i n c r e a s e  i n  revenue of approximately 
$87.6 m i l l i o n ,  based on r e t u r n s  rece ived  f o r  t h e  1977 income t a x  year .  

2. Exempting t h e  f i r s t  $5,000 of dividend and i n t e r e s t  income rece ived  
by i n d i v i d u a l s  would have had t h e  e f f e c t  of reducing c o l l e c t i o n s  from t h e  
1977 income t a x  by $24.0 m i l l i o n .  

3. There were 802,019 i n d i v i d u a l  S t a t e  income t a x  r e t u r n s  f i l e d  f o r  
t a x  year  1977. There were an a d d i t i o n a l  22,155 co rpora t e  r e t u r n s  f i l e d  t h a t  
year .  I f  a $1 check-off f o r  p u b l i c  f i nanc ing  of campaigns had been i n  e f f e c t  
t h a t  yea r ,  a maximum of $824,174 could have been c o l l e c t e d  f o r  t h a t  purpose. 
The f e d e r a l  exper ience  wi th  t h e  frequency of t h e  check-off w a s  approximately 
31% (based on 1975, t h e  l a t e s t  year  a v a i l a b l e ) .  I f  t h a t  percentage  would 
be v a l i d  f o r  Arizona, $255,494 would have been r a i s e d  i n  1978. 



4 .  SALES AND USE TAXES 

This  s e c t i o n  p re sen t s  an overview of the  s a l e s  and use taxes  l ev i ed  w i t h i n  

A r  izona . Included a r e  : 

A. SALES TAXES 

1. Transac t ion  P r i v i l e g e  Tax 

2. Education Excise Tax 

3. S p e c i a l  Excise Tax f o r  Education 

B. USE TAX 

C. RENTAL OCCUPANCY TAX 

A. SALES TAXES 

I n  Arizona, the  s a l e s  t a x ,  t h a t  t a x  imposed upon the  gross  proceeds of s a l e  or  

gross  income from s a l e s ,  i s  composed of  t h r e e  i n d i v i d u a l  taxes :  a  t r a n s a c t i o n  

p r i v i l e g e  tax ;  an educa t iona l  e x c i s e  t ax ;  and a  s p e c i a l  e x c i s e  t a x  f o r  educa t ion .  

For purposes of  eva lua t ion  and examinat ion,  i n  t h i s  s e c t i o n ,  t hese  t h r e e  taxes  a r e  

grouped toge ther  because of c e r t a i n  commonalities i n  the  a r e a s  of a d m i n i s t r a t i o n ,  

c o l l e c t i o n  and inc idence .  The use  t a x  and the  r e n t a l  occupancy t a x  a r e  addressed 

i n d i v i d u a l l y .  

The Transac t ion  P r i v i l e g e  Tax. The Transac t ion  P r i v i l e g e  Tax, a  s a l e s  t a x ,  was 

f i r s t  au thor ized  i n  1933. The t a x  i s  based upon t h e  p r i v i l e g e  extended t o  t h e  

s e l l e r  t o  engage i n  the bus iness  of s e l l i n g  t a n g i b l e  personal  p rope r ty .  The 

l i a b i l i t y  f o r  t h e  t a x  l i e s  with the  s e l l e r  and is app l i ed  t o  t he  g ros s  r e c e i p t s  of 

s p e c i f i e d  a c t i v i t i e s .  The r a t e s  of  t he  Transac t ion  P r i v i l e g e  Tax a r e  s e t  by 

s t a t u t e  and range from t o  2%. Tax revenues a r e  shared wi th  c i t i e s ,  towns and 

coun t i e s .  Transac t ion  P r i v i l e g e  Tax c o l l e c t i o n s ,  i nc lud ing  p e n a l t i e s ,  i n t e r e s t  

and l i c e n s e s ,  dur ing  1977-78 amounted t o  $247.6 m i l l i o n .  The revenue from the  

Transac t ion  P r i v i l e g e  Tax i s  t o  be used t o  pay f o r  o b l i g a t i o n s  of the  s t a t e  and 

county governments, t o  pay f o r  t h e  expenses of t he  s t a t e  and the  c o u n t i e s ,  t o  

reduce the  levy on proper ty  f o r  pub l i c  school  educa t ion ,  and t o  reduce or  e l i m i n a t e  

t he  s t a t e  and county proper ty  t a x  r a t e .  



Educat ion Excise Tax. Another s a l e s  t a x ,  t he  Educat ion Excise Tax was au thor ized  

i n  1959. This  t a x  i s  a l s o  imposed upon t h e  g r o s s  proceeds of s a l e s  or  g ros s  income 

from the a c t i v i t i e s  of v a r i o u s  bus ines ses .  For most bus ines s  c l a s s i f i c a t i o n s ,  the  

educa t ion  e x c i s e  t a x  r a t e  is s e t  by s t a t u t e  a6 100% of  t h e  t r a n s a c t i o n  p r i v i l e g e  

t a x  r a t e .  Exceptions a r e  mining, t imber ing ,  r e n t a l  o f  r e a l  p rope r ty ,  and feed 

wholesa l ing ,  on a l l  of which t h e  r a t e  i s  50% of t he  p r i v i l e g e  t a x  r a t e .  The 

Educat ion Excise Tax i s  earmarked f o r  educa t iona l  purposes.  Co l l ec t ions  i n  1977-78 

amounted t o  $240.6 m i l l i o n ,  inc luding  p e n a l t i e s  and i n t e r e s t .  

S p e c i a l  Excise Tax f o r  Education. A t h i r d  s a l e s  t a x  was enacted i n  1968, t he  

Spec ia l  Excise Tax f o r  Education. This  s p e c i a l  e x c i s e  t a x  i s  a l s o  l ev i ed  on t h e  

g ros s  r e c e i p t s  of s e l e c t e d  bus iness  c l a s s i f i c a t i o n s  a t  r a t e s  s e t  by s t a t u t e  of 1% 

or 2%. The t a x  r a t e  f o r  copper mining, copper sme l t e r ing  and copper product ion i s  

1%, but  has  been reduced t o  f o r  the  period June 1, 1978 through June 30, 1980. 

Rece ip ts  from t h e  Spec ia l  Excise Tax f o r  Education a r e  depos i ted  t o  t h e  S t a t e  

General Fund bu t  a r e  not dedica ted  t o  any s p e c i f i c  purpose. I n  1977-78, 

c o l l e c t i o n s  amounted t o  $81.1 m i l l i o n .  These t h r e e  t axes  toge ther  produced t o t a l  

c o l l e c t i o n s  of $569.2 m i l l i o n  and the  s t a t e  share  provided nea r ly  one-third of 

t o t a l  s t a t e  revenues. The aggrega te  r a t e  f o r  each bus iness  c l a s s i f i c a t i o n  a g a i n s t  

which any one of the  t h r e e  s a l e s  taxes  i s  l ev i ed  and the  component p a r t s  of the  

t o t a l  r a t e  a r e  shown i n  Table 1. 

Exemptions 

The fol lowing a c t i v i t i e s  and commodities a r e  exempt from payment of the s a l e s  

t a x  by s t a t u t e :  

1. The s a l e  of s tocks  and bonds. 

2. Personal  or p ro fe s s iona l  s e r v i c e s .  

3.  A s e r v i c e  provided i n  connect ion wi th  the  r e t a i l  s a l e  of t a n g i b l e  

pe r sona l  p rope r ty ,  o the r  t han  mining, u t i l i t y ,  conrmunications, p r i v a t e  

c a r ,  p i p e l i n e s ,  t r a n s p o r t a t i o n ,  pub l i sh ing ,  job p r i n t i n g ,  a d v e r t i s i n g ,  

prime c o n t r a c t i n g ,  and t h e  p rov i s ion  of s e r v i c e s  i n  connect ion with t h e  

s a l e  of food or d r ink .  

4. The s a l e  of a  warranty or  s e r v i c e  c o n t r a c t  with a term f a c t o r  cos t  of 

$400 or l e s s .  



TABLE 1 

TAXABLE ACT I V I T  I ES 

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

I 'EFFECTIVE JUNE 1, 1978 THROUGH JUNE 30, 1980, THE SPECIAL 
EDUCATION EXCISE TAX I S  REDUCED BY ONE-HALF PERCENT 

I FOR COPPER M I N I N G ,  COPPER SMELTERING AND COPPER PRODUCTION 
FOR ANY PURPOSE, 



The s a l e  of p r e s c r i p t i o n  drugs.  

The s a l e  of p re sc r ibed  p r o s t h e t i c  app l i ances .  

The s a l e  of i n s u l i n  and the  s a l e  of i n s u l i n  sy r inges  i f  purchased wi th  

i n s u l i n .  

The s a l e  of p r e s c r i p t i o n  eyeglasses  or c o n t a c t  l enses .  

The s a l e  of hea r ing  a i d s .  

The s a l e  of  p re sc r ibed  h o s p i t a l  beds,  b races ,  c r u t c h e s ,  wheelcha i rs ,  o r  

c o r r e c t i v e  shoes.  

S a l e s  of gaso l ine  on which a  f u e l  t a x  has  been lev ied .  

Common or  c o n t r a c t  motor c a r r i e r s  s u b j e c t  t o  t he  Motor C a r r i e r  License 

Tax. 

S a l e s  of t a n g i b l e  personal  proper ty  t o  a  l i censed  con t r ac to r  f o r  

subsequent i n c l u s i o n  i n  a  s t r u c t u r e  i n  f u l f i l l m e n t  of a  c o n t r a c t .  

S a l e s  i n  i n t e r s t a t e  or  f o r e i g n  commerce, which a r e  exempted from a  s a l e s  

t a x  by the  U . S .  or  Arizona Cons t i t u t ion .  

Personal  p rope r ty  purchased, l ea sed  or r en t ed  by a  non-profi t  c h a r i t a b l e  

h o s p i t a l  or  a h o s p i t a l  opera ted  by the s t a t e  or  p o l i t i c a l  subdiv is ion .  

S a l e s  of t a n g i b l e  personal  proper ty  by non-profi t  c h a r i t a b l e  

i n s t i t u t i o n s .  

Sa l e s  made d i r e c t l y  t o  t he  U.S. Government by manufac turers ,  mod i f i e r s ,  

assemblers ,  or r e p a i r e r s ,  and s a l e s  t o  t he  manufac turers ,  e t c . ,  when such 

s a l e s  a r e  a  component p a r t  of subsequent s a l e s  t o  the U.S. Government. 

S a l e s  t o  the U.S. Government by o the r  than  manufacturers ,  mod i f i e r s ,  

assemblers ,  o r  r e p a i r e r s  a r e  exempt t o  t he  e x t e n t  of 50% of t he  t ax .  

P r i n t i n g ,  when so ld  f o r  r e s a l e .  

The cos t  of labor  employed i n  cons t ruc t ion  improvements or  r e p a i r s ,  which 

s h a l l  be e s t a b l i s h e d  a s  t h i r t y - f i v e  percent  of gross  proceeds from s a l e s .  

The s a l e  p r i c e  of land paid by contr8ictors not t o  exceed the  f a i r  market 

va lue .  

Subcont rac t ing ,  when performed under the c o n t r o l  of a  prime c o n t r a c t o r .  

Events sponsored by the  Arizona Coliseum and Expos i t ion  Center Board or  

County F a i r  Commissions. 



Theat re  f i lms  (which a r e  not  taxed a s  personal  r e n t a l  p rope r ty )  i f  t he  

t h e a t r e s  i n  which they  a r e  run  a r e  taxed under t he  t r a n s a c t i o n  p r i v i l e g e  

t a x  s t a t u t e .  

Proper ty  cons t ruc ted  or improved by an owner-builder,  i f  he ld  f o r  a t  

l e a s t  two years  p r i o r  t o  s a l e .  

Use of coin-operated washing, d ry ing ,  d ry  c l ean ing ,  or  car  washing 

machines. 

The l e a s i n g  or  r e n t i n g  of r e s idences  which have been cont inuous ly  

occupied by the  same person fo r  a t  l e a s t  30 days. 

Amusements, e x h i b i t i o n s ,  e t c . ,  sponsored by r e l i g i o u s  o r  c h a r i t a b l e  

i n s t i t u t i o n s .  

Sa l e s  of e l e c t r i c i t y ,  power, gas ,  o r  water f o r  r e s a l e .  

The publ i sh ing  of books. 

The l e a s e  or r e n t a l  of p r o p e r t i e s  which would be exempt from t r a n s a c t i o n  

p r i v i l e g e  taxes  i f  owned by the  l e s s e e .  

The fol lowing c a t e g o r i e s  of machinery and equipment : 

a. Used d i r e c t l y  i n  manufactur ing,  process ing ,  f a b r i c a t i n g ,  job 

p r i n t i n g ,  r e f i n i n g  or  me ta lu rg i ca l  ope ra t ions .  

b. Used d i r e c t l y  i n  mining, i nc lud ing  equipment needed t o  prepare 

m a t e r i a l s  f o r  e x t r a c t i o n ,  and t h e  handl ing ,  loading ,  or  

t r a n s p o r t a t i o n  of such m a t e r i a l s  t o  the  su r f ace .  

c. Tangible  personal  p rope r ty  c o n s i s t i n g  of c e n t r a l  o f f i c e  swi tch ing  

equipment, switchboards,  p r i v a t e  branch exchange equipment, c o a x i a l  

c a b l e ,  micro-wave r a d i o  and c a r r i e r  equipment of te lephone and 

t e l eg raph  companies. 

d. Tangible  personal  p rope r ty  used d i r e c t l y  i n  t he  product ion  or 

t ransmiss ion  of e l e c t r i c a l  power, i nc lud ing  t ransformers  and 

c o n t r o l  equipment used a t  t ransmiss ion  s u b s t a t i o n  s i t e s .  (This  

does not  i nc lude  machinery and equipment used i n  t he  d i s t r i b u t i o n  of 

such power. 

e.  P i p e l i n e s  four  inches i n  diameter or  l a r g e r ,  used t o  t r a n s p o r t  o i l ,  

n a t u r a l  gas ,  a r t i f i c i a l  gas ,  water or c o a l  s l u r r y .  



f .  For a i r l i n e s  hold ing  a  f e d e r a l  or  s t a t e  c e r t i f i c a t e  of p u b l i c  

convenience and n e c e s s i t y  o r  fo re ign  a i r  c a r r i e r  permit f o r  a i r  

t r a n s p o r t a t i o n ,  t a n g i b l e  personal  proper ty  c o n s i s t i n g  of a i r p l a n e s ,  

n a v i g a t i o n a l  and cormnunications ins t ruments  and r e l a t e d  a c c e s s o r i e s  

and equipment used i n  conjunct ion  wi th  a i r c r a f t  used i n  

t r a n s p o r t i n g  persons or  p rope r ty  f o r  h i r e .  

g. Tangible  personal  p rope r ty  c o n s i s t i n g  of r o l l i n g  s tock ,  r a i l s ,  

t i e s ,  and s i g n a l  c o n t r o l  equipment used d i r e c t l y  i n  r a i l r o a d  

t r a n s p o r t .  

h. Machinery and equipment used d i r e c t l y  i n  d r i l l i n g  f o r  or  e x t r a c t i n g  

o i l  and gas fo r  commercial purposes.  

i. A system or s e r i e s  of  mechanisms designed a s  a  s o l a r  energy device .  

j. Buses or  t ang ib l e  persona1 proper ty  used d i r e c t l y  i n  t he  

t r a n s p o r t a t i o n  of persons pursuant  t o  a government program, 

33.  Machinery and equipment de l inea t ed  i n  Number 33 (above) which i s  exempt 

i f  so ld  is a l s o  exempt i f  l eased  or ren ted .  

34. Charges from a  landlord  t o  a  t enan t  fo r  u t i l i t i e s ,  when the  landlord  has 

i n s t a l l e d  i n d i v i d u a l  meters  f o r  each r e n t a l  and charges each tenant  on 

the  b a s i s  of the  ind iv idua l  reading .  

B. USE TAX 

I n  1956, a  Use Tax was imposed upon i n d i v i d u a l s  making purchases ou t s ide  the  

s t a t e  a t  r e t a i l  f o r  u se ,  s to rage  or consumption w i t h i n  Arizona and not  paying a  

t r a n s a c t i o n  p r i v i l e g e  t a x  on those purchases.  Such a  s i t u a t i o n  occurs  p r imar i ly  

when purchases a r e  made out of s t a t e  and no s a l e s  t a x  i s  pa id  t o  t h e  o ther  s t a t e ;  o r  

a  s a l e s  t a x  a t  a  lower r a t e  i s  paid t o  t h a t  s t a t e .  I n  both i n s t a n c e s ,  when proper ty  

i s  brought t o  Arizona f o r  s t o r a g e ,  use  or  consumption, a  use t a x  i s  l ev i ed  equal  t o  

the  d i f f e r e n c e  between the  Arizona s a l e s  t a x  r a t e  and the  r a t e  which was pa id  on the  

i tem when purchased. The person making the  purchase i s  l i a b l e  f o r  t he  tax .  The 

maximum Use Tax r a t e  i s  4 % .  I n  1977-78 use taxes  amounting t o  $17.2 m i l l i o n  were 

c o l l e c t e d .  Revenues c o l l e c t e d  from the  Use Tax a r e  d iv ided  equa l ly  between the  Use 

Tax Rece ip ts  Fund and the  Educat ional  Excise Tax Fund. The educa t iona l  e x c i s e  

funds c o l l e c t e d  under Use taxes a r e  a l l o c a t e d  t o  t he  General Fund and dedica ted  f o r  

educa t ion .  The Use Tax Fund i s  t r a n s f e r r e d  t o  the  S t a t e  General Fund a t  the end of 

each calendar  month. 



Exemptions 

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

Taxed under the  p rov i s ions  of the  Transac t ion  P r i v i l e g e  Tax. 

Taxed under the p rov i s ions  of t he  Motor Vehicle  Fuel  Tax. 

P roh ib i t ed  from t a x a t i o n  by f e d e r a l  law. 

Incorpora ted  a s  an i n g r e d i e n t  or  component of any manufactured, 

f a b r i c a t e d  or  processed a r t i c l e ,  subs tance  or commodity f o r  s a l e  i n  t he  

r e g u l a r  course of bus ines s .  

Subjec t  t o  an exc i se  t a x  imposed by another  s t a t e ,  a t  a  r a t e  equal  t o  or  

g r e a t e r  than the r a t e  l ev i ed  by the  Arizona Use Tax. 

Incorpora ted  i n t o  a  bu i ld ing  or  s t r u c t u r e  by a  l i censed  con t r ac to r  who 

ho lds  a  Transac t ion  P r i v i l e g e  Tax License.  

Brought i n t o  the  s t a t e  by a  nonres ident  f o r  h i s  own s to rage ,  use ,  or  

consumption while  temporar i ly  w i t h i n  t h e  s t a t e ,  un le s s  such p rope r ty  i s  

used i n  conduct ing a  bus iness  i n  Arizona. 

Brought i n t o  Arizona from o u t s i d e  t h e  c o n t i n e n t a l  l i m i t s  of the  United 

S t a t e s  f o r  personal  use ;  however, p rope r ty  imported a t  a  r a t e  i n  excess  

of $200 r e t a i l  va lue  per month i s  not exempt. 

Purchased o u t s i d e  the  s t a t e  by h o s p i t a l s  organized and opera ted  

e x c l u s i v e l y  f o r  c h a r i t a b l e  purposes or  by h o s p i t a l s  owned and opera ted  by 

the  s t a t e  or  a  p o l i t i c a l  subd iv i s ion .  

Used or  consumed i n  the  bus inesses  of farming, ranching  and feeding  

l i v e s t o c k  or  p o u l t r y ,  not  i nc lud ing  equipment, f e r t i l i z e r s ,  h e r b i c i d e s  

and i n s e c t i c i d e s .  

D i r e c t l y  used a s  machinery or  equipment i n  manufactur ing,  process ing ,  

f a b r i c a t i n g ,  job p r i n t i n g ,  r e f i n i n g  or m e t a l l u r g i c a l  ope ra t ions .  

D i r e c t l y  used a s  machinery or  equipment i n  e x t r a c t i n g  o r e s  or mine ra l s  

from t h e  e a r t h  f o r  commercial purposes,  inc luding  equipment r equ i r ed  t o  

prepare  t he  m a t e r i a l s  f o r  e x t r a c t i o n  and handl ing ,  loading  o r  

t r a n s p o r t a t i o n  of such e x t r a c t e d  m a t e r i a l s  t o  the  su r f ace .  

Used a s  te lephone company or t e l eg raph  company c e n t r a l  o f f i c e  swi tch ing  

equipment, switchboards,  p r i v a t e  branch exchange equipment, microwave 

r a d i o  and c a r r i e r  equipment, and coax ia l  cab le .  



14. Directly used as machinery or equipment in the production or transmission 

of electrical power, excluding machinery or equipment used for 

distribution of electricity, transformers and equipment used at 

transmission substation sites. 

15. Consisting of pipes or valves four inches or greater in diameter, used 

for transporting or distributing gas, oil, water or coal slurry. 

16. Consisting of airplane, navigational and communications instruments and 

other accessories and related equipment acquired and used in 

transporting for hire, owned by airlines holding a federal or state 

certificate of public convenience. 

17. Consisting of rolling stock, rails, ties, signal control equipment used 

directly in transporting for hire. 

18. Used directly as machinery or equipment in drilling for oil or gas or 

used directly in the process of extracting oil or gas from the earth for 

comer cia1 purposes. 

19. Consisting of solar energy devices. 

20. Consisting of buses used directly in transporting for hire and owned by 

bus companies holding a certificate of public convenience. 

21. Consisting of prosthetic devices acquired by prescription, insulin, 

syringes purchased with insulin, eyeglasses, contact lenses, hearing 

aids, braces, etc. 

C. RENTAL OCCUPANCY TAX 

The Rental Occupancy Tax is levied at a rate of 2% against real property that 

is on a long-term lease, which was entered into prior to December 1, 1967. This tax 

is in lieu of the sales tax on the rental of real property. The Rental Occupancy 

Tax is to raise money to liquidate the outstanding obligations of state and county 

government; to defray the necessary and ordinary expense of state and county 

government; and to reduce the tax burden on property. Tax revenues are shared with 

state, county and local jurisdictions. Collections in 1977-78 amounted to 

$169,500. 



Exemptions 

The fol lowing s i t u a t i o n s  a r e  exempt from the  Rental  Occupancy Tax: 

1. Occupancy by any tenant  who is  exempt from t a x a t i o n  under the  

c o n s t i t u t i o n  or  laws of the  United S t a t e s  or  Arizona. 

2. Occupancy under a  l ea se  en t e red  i n t o  p r i o r  t o  December 1, 1976 which the  

c o n s t i t u t i o n  or laws of t h e  United S t a t e s  o r  Arizona would p r o h i b i t  from 

t ax ing  i f  the landlord  were the  t enan t .  

3 .  Leasing or r e n t i n g  of p rope r ty  when such proper ty  i s  used by the  l e s s e e  

a s  a  p r i n c i p a l  p lace  of r e s idence .  

4 .  Occupancy under a  l e a s e  o r  r e n t a l  agreement en tered  i n t o  p r i o r  t o  

December 1 ,  1967, i f  t he  length  of t he  term of t he  l e a s e  or t he  s i z e  of 

the  premises i s  subsequent ly changed. 

5 .  Occupancy under a l e a s e  or  r e n t a l  agreement fo r  t he  fo l lowing  bus inesses :  

h o t e l s ,  guesthouses,  dude ranches ,  r e s o r t s ,  rooming houses ,  apartment  

houses,  o f f i c e  b u i l d i n g s ,  automobile s to rage  garages ,  parking l o t s ,  and 

t o u r i s t  camps. 

ADMINISTRATION 

The Transac t ion  P r i v i l e g e  Tax, Educat iona l  Excise Tax, and the  Spec ia l  Excise 

Tax f o r  Education a r e  pa id  t o  t he  Department of  Revenue by va r ious  bus inesses .  Any 

person or bus iness  r e c e i v i n g  income or  proceeds from a s a l e  upon which a  

Transac t ion  P r i v i l e g e  Tax i s  l ev i ed  must have a  p r i v i l e g e  t a x  l i c e n s e .  This  

l i c e n s e  i s  a v a i l a b l e  from the  Department of Revenue fo r  one d o l l a r .  The l i c e n s e  i s  

v a l i d  f o r  f i v e  years  un le s s  the  ownership or l o c a t i o n  of the  bus iness  changes. 

Co l l ec t ions  fo r  t he  t h r e e  taxes  t h a t  make up the  s a l e s  t a x  a r e  r emi t t ed  on a  

monthly b a s i s .  They a r e  due and payable on or  be fo re  t h e  15th  day of t h e  month 

fol lowing the month i n  which the  t a x  accrues .  The t a x  i s  de l inquent  f i v e  days 

l a t e r .  Extensions of  up t o  60 days may be granted  by t h e  Department of Revenue f o r  

good cause. The laws of  Arizona provide pena l ty  and i n t e r e s t  p rovis ions  f o r  

f a i l u r e  t o  f i l e  a  t a x  r e t u r n  or  f o r  f a i l i n g  t o  remi t  t he  proper amount. The 

s t a t u t e s  a l s o  o u t l i n e  a d m i n i s t r a t i v e  procedures  fo r  c o n t e s t i n g  the  t a x  l i a b i l i t y .  



The Use Tax i s  pa id  by the  persons making r e t a i l  purchases of t a n g i b l e  

personal  p rope r ty  i n  o the r  s t a t e s  t h a t  have lower,  or no s a l e s  t ax .  The Department 

of  Revenue c o l l e c t s  t he  t a x  revenue on or  before  t he  15th  day of each month, and 

c r e d i t s  f i f t y  percent  of t h e  revenue t o  t h e  Use Tax r e c e i p t s  fund and f i f t y  percent  

t o  the  Educat ion Excise Tax fund. A t  the  end of the  ca lendar  month a l l  monies i n  

t h e  Use Tax r e c e i p t  fund a r e  depos i ted  t o  the  General Fund. 

The Rental  Occupancy Tax i s  pa id  by the  l and lo rds ,  who c o l l e c t  t he  t a x  from 

the  t enan t  toge ther  wi th  t h e  r e n t  of  any t enan t  from whom no t a x  has been c o l l e c t e d .  

These t axes  a r e  r emi t t ed  t o  the  Department of Revenue on or  before  the  l a s t  day of 

each month. 

S a l e s  and use taxes  a r e  a l s o  l ev i ed  by va r ious  c i t i e s  and towns a t  r a t e s  s e t  by 

t h e i r  r e s p e c t i v e  governing bodies .  Counties do not  have t h e  s t a t u t o r y  a u t h o r i t y  t o  

impose such t axes .  I n  1973, P ropos i t i on  300 author ized  the  Department of Revenue 

t o  adminis te r  t h e  s a l e s  t a x  program of any Arizona c i t y  or  town on a  c o n t r a c t  b a s i s .  

This  s e r v i c e  is performed by the  Department without  charge t o  t he  c i t i e s .  I n  1977- 

78, $16.1 m i l l i o n  was c o l l e c t e d  on behalf  of 40 c i t i e s  and towns. 

INCIDENCE 

The inc idence  of s a l e s  and use t axes  v a r i e s  by t axab le  a c t i v i t y ,  t a x  r a t e ,  

percentage  of income spent  on p a r t i c u l a r  commodities, and income group. The 

inc idence  of the  t a x  w i l l  i nc rease  a s  t he  p o r t i o n  of household income spent  on the  

t a x a b l e  commodity i n c r e a s e s .  

The Use Tax i s  imposed t o  avoid the  l o s s  of bus ines s  and r e s u l t a n t  t a x  revenue 

t h a t  would occur i f  t h e r e  were d i f f e r e n c e s  i n  t a x  r a t e s  w i t h i n  a  market a r ea .  

The incidence of t he  Rental  Occupancy Tax was s t a t u t o r i l y  s h i f t e d  t o  t he  

t e n a n t .  

COLLECTIONS 

Table 2 has  been prepared t o  show the  c o l l e c t i o n s  from the  t h r e e  t a x  sources 

normally r e f e r r e d  t o  a s  t h e  s a l e s  tax .  The revenue is shown by taxable  a c t i v i t y  and 

inc ludes  pena l ty ,  i n t e r e s t ,  and l i c e n s e s  f e e s .  The amounts shown a r e  c o l l e c t i o n s  

a f t e r  r e funds .  



TABLE 2 

COLLECTIONS BY CL4SSIFICATION FOR 1977-78 

TAXABLE ACTIVITY 

Mining - Oil and Gas Production 

Transporting and Towing 

U t i l i t i e s  

Conunica t ions  

Rai 1 roads and ~ i r c r a f t  

Publ ishing 

P r in t i ng  and Advertising 

P r iva t e  Car, Pipe1 ines  
Contract ing 

Timbering 

Restaurants and Bars 

Amusements 
Rentals o f  Real Property 

Rental of Personal Property 

Feed Wholesale 

Re t a  i 1 

*Use Tax 

Subtotal  

TWN SqCTION 
PRIVILEGE TAX 

SP. EXCISE 
EDUCATIOiJ TAX FOR 
EXCISE TAX EDUCATION COiBINED TAX 

Adjustment (171,774) (1 71,774) 

Penalty and I n t e r e s t  Col lec tnd  1,834,638 1,273,730 3,108,368 

Licenses,  f e e s  co l lec ted  28,179 28,179 

TOTAL 

Source: Department of Revenue 

*Represents one-half of Use Tax co l l ec t i ons  dedicated t o  the  Education Excise Tax. 



I n  order  t o  s e e  more c l e a r l y  t he  t o t a l  e f f e c t  of the  s a l e s  and use taxes  which 

a r e  being d iscussed  i n  t h i s  s e c t i o n ,  Table 3  has been prepared which inco rpora t e s  

t he  Use Tax and the Rental  Occupancy Tax. This  t a b l e  a l s o  compares the  1977-78 

c o l l e c t i o n s  with amounts c o l l e c t e d  P O  yea r s  ago or  1967-68. 

TABLE 3  

S a l e s  Tax Co l l ec t ions  

1967-68 and 1977-78 

Source 1967-68 1977-78 

Transac t ion  P r i v i l e g e  $ 68,564,160 $247,570,254 

Education Excise 35,007,281 240,563,323 

Spec ia l  Education 2,057,752 81,056,526 

Use* 769,748 8,577,759 

Rental  Occupancy** 169,562 

SUB-TOTAL $106,398,941 $577,937,424 

*an equal  amount i s  accounted f o r  i n  t he  Education Excise Tax Fund. 

**effect ive 1-1-1975. 

A s  p rev ious ly  noted,  the  T ransac t ion  P r i v i l e g e  Tax revenue is shared with 

c i t i e s ,  towns and coun t i e s .  The s t a t e  r e c e i v e s  41.4% of t he  t o t a l  c o l l e c t i o n s  from 

t h i s  t a x .  The s t a t e ' s  sha re  is  composed of t he  4% of c o l l e c t i o n s  earmarked f o r  t he  

Department of  Revenue's License Fee and P r i v i l e g e  Tax Adminis t ra t ion  Fund, t he  15% 

o f  c o l l e c t i o n s  earmarked f o r  t he  Department of Economic S e c u r i t y ,  t o  be used f o r  

pub l i c  wel fare  programs, and t h e  22.4% of c o l l e c t i o n s  dedica ted  t o  t he  S t a t e  

General Fund. The coun t i e s  r e c e i v e  33.6% of the t o t a l  c o l l e c t i o n s  from the  

Transac t ion  P r i v i l e g e  Tax. The c i t i e s  25% of t o t a l  c o l l e c t i o n s .  The amount 

d i s t r i b u t e d  t o  the  c i t i e s  i s  d iv ided  between the  c i t i e s  i n  propor t ion  t o  t h e i r  

popula t ions .  Half of t he  amount d i s t r i b u t e d  t o  the  coun t i e s  is d iv ided  between the  

coun t i e s  i n  propor t ion  t o  t he  amount of t axab le  assessed  v a l u a t i o n  w i t h i n  the  

county. The remaining h a l f  i s  d i s t r i b u t e d  between the  coun t i e s  i n  p ropor t ion  t o  

t he  amount of Transac t ion  P r i v i l e g e  Taxes c o l l e c t e d  w i t h i n  the  county. Revenues 

from t h e  Rental  Occupancy Tax a r e  a l s o  d i s t r i b u t e d  i n  t h i s  manner. The revenues 

from the  Educat ion Excise Tax and the  S p e c i a l  Excise Tax f o r  Educat ion a r e  not 

shared .  For 1977-78, t he  d i s t r i b u t i o n  of a l l  s a l e s  t a x  revenues was a s  follows: 



TABLE 4 

Distribution of State Sales 

Tax Collections 

Genera 1 Fund* 

Counties 

Cities 

TOTAL 

*The Education Excise Tax of $240,826,672 is earmarked for 

education. 

a. Distribution of Sales Tax Revenues to the State 

The following table shows the components of Sales Tax revenues as percentages 

of total state revenue: 

TABLE 5 

Sales Tax Revenues As a 

Percentage of Total State Revenue, 1978 

Percent of Total* 
Tax - Amount State Revenues 

Transaction Privilege 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 .O1 

*One-half of the Use Tax is earmarked for the Education Excise Tax fund. In 

total, $17,155,518 was collected for tangible personal property purchased 

outside the state. 

*Total state revenues here include all state general and special revenue and 

aid collections before distribution to local governments in the amount of 

$1,725,466,329. 



b. Distribution of State Transaction Privilege Taxes to Counties 

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

TABLE 6 

Distribution of State Transaction Privilege Taxes to Counties 

Apache County 

Cochise County 

Coconino County 

Gila County 

Graham County 

Greenlee County 

Maricopa County 

Mohave County 

Navajo County 

Pima County 

Pinal County 

Santa Cruz County 

Yavapai County 

Yuma County 

TOTAL $83,240,578 

The revenue from the Transaction Privilege Tax is required by statute to be 

used to retire county bonds and pay outstanding warrants. If there is 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) 



Distribution of Sales Tax Col lections for 1977-78 

I C O ~ ~ : ~ T Y /  % TO TOTAL COUNTY/ Z TO TOTAL 
CITY-TOIJPI AMOUNT O!STRISUT!CFP CITY-TO'iIN AMOUiiT !.IISTRIBUTIC3* - 
APACZE 
. Eagar $ 73,165.14 . 1 i 8  

S p r i n s e r v i  1 l e  42,905.29 -059 
S t .  Johns 68,5i:6.52 -111 

:.!4?.i15Fr\ c s n t .  
%. -. , : ,3 t tsdale  
I ;u rpr i se  
Tempe 
To1 1 eson 
Wickenbury 
Young tokin 

COCHISE 
Benson 127,251.57 
B i  s bee 316,570.28 
Doug1 a s  463,573.68 
Huachuca C i  t y  63,950.47 
S i e r r a  Vis ta  750,271.63 
Tombs tone  46,266.10 
W i  11 cox 100,833.96 

coco;: 1:jo 
F l a g s t a f f  1,169,727.42 
Fredoni a 29,768.10 
P?ge 219,703. i8  
9j j 1 <:ns 88,958.59 

GILA 
Globe 273,432.61 
Hayden 47,840.93 
Eli ami 126,575.57 

'Payson 107,763.54 
Wi nkclman 36,332.53 

MOHAVE 
K i  ncjman 

NAVAJO 
Hol brook 
Show1 ow 
Snowf 1 a ke 
Tayl o r  
Mi ns 1 ow 

PII4.4 
Marana 
Oro Val ley  
South Tucson 
Tucson 

PINAL 
Casa Grand2 
Cool i dge 
E l  oy 
F l o r e n c e  
Kearny ' 

Marno t h  
S u p e r i o r  

Pima 53,760.23 .087 
Saf ford .  221.75i .69 .358 
T ~ J  t'c he'r 1061865.55 . I 7 3  

GRiE.?lLEE 
Cl i f ton 189,683.01 .306 
Duncan 28,819.08 .047 

FWR I C0 PA 
Avondal e 247,066.94 .399 
Suckeye 96,905.62 . I 5 6  
Chandler  747,015.55 1.206 
El Mirage 145,737.47 .235 
Gila Bend 66,936.24 . I 0 8  
G i l b e r t  134,341.46 .217 
Glendale  2,509,397.42 4 .052  
Goodyea r 87,256.37 . I41  
Guada 1 upe 159,796.75 .258  
Mcsd 3,757,244.83 6.066 

' P a r a d i s e  Val l ey  340,121 . I @  .549 
Peoria  289,283.29 :467 
Phocn i x 24,945,760.43 40.277 

SANTA CRUZ 
Nogsl es 
Pata;onia 

YA'IAPA I 
Chino Val ley  
Cl a r t d a l  e 
Cot ton~:ood 
Jerome 
P r e s  co t t  

Y U:4A 
P a r k e r  
Somerton 
We1 1 ton  
Y una 

TOTAL 

I *The perczntage o f  revence r e c e i v e d  by each c i t y  o r  town i s  based on 
popula t ion .  

I 



THE FOOD SALES TAX ISSUE 

BACKGROUND 

In the early stages of planning for the Special Session, it became 

apparent that some consideration might be given to a repeal of the state's 

food sales tax. In 1970, the state's second largest city had repealed its 

local sales tax on food and several legislators from that area favored repeal 

of the state's tax as well. Legislation had been introduced in previous 

sessions proposing the repeal of the tax, but did not receive serious 

consideration because of the upcoming Special Session. 

With the approach of the Special Session, the focus on the food sales 

tax increased. In April of 1979, an initiative was filed with the Secretary 

of State, proposing a repeal of the sales tax on food. Two more initiatives 

followed closely behind. As the initiatives gained in support, the 

Legislature began to give serious consideration to repealing the state sales 

tax on food as part of its package of tax reforms. In considering this 

measure, attention was focused on two issues: 

1. Should the state provide relief from the food sales tax? 

2. If so, should the tax be repealed or should relief be provided in 

the form of an income tax credit for sales taxes paid? 

To analyze these issues, it was necessary to simulate the impacts of a 

food sales tax repeal and the impacts of establishing tax credits for sales 

taxes paid. The data and simulation techniques used to determine these 

impacts are discussed in the following section. 

DATA AND SIMULATION TECHNIQUES 

The analysis of food sales tax alternatives involved three different 

types of simulations, each of which required a separate data base. 



The first simulation was designed to test the impacts of different food 

sales tax alternatives on the total amount of revenues collected. The 

simulation used the income tax data base to test the impacts of three tax 

credit schemes that were proposed as an alternative to the food sales tax 

repeal. The revenue impacts of the food sales tax repeal were estimated 
11 without the use of a data base- . The use of the income tax data base in 

analyzing the revenue impacts of each of the three tax credit proposals is 

described in Section a below. 

The second simulation was designed to test the impacts of different sales 

tax proposals on the amount of revenues distributed to each city and county. 

The simulation used the sales tax data base to determine the distribution of 

tax revenues under various food sales tax alternatives. The development of 

this simulation is described in Section b below. 

The third simulation tested the impacts of each alternative on the tax 

burden borne by households at various levels of income and family size. The 

sales tax burden model was used for this simulation. The development and use 

of this model is described in Section c below. 

11 For a description of the procedure used to estimate the revenue impacts of - 
repealing the sales tax on food, see the first appendix of The Sales Tax on 

Food: Options for Reducing the Tax Burden. 



a. THE INCOME TAX MODEL: SIMULATING THE REVENUE IMPACTS OF FOOD SALES TAX 

ALTERNATIVES 

Development of the Income Tax Model: 

The development of the income tax model is described in the Income 

Tax Issues section of this report. As mentioned in that section, the 

income tax model contains detailed data from the 1977 tax returns of a 

representative sample of Arizona filers. Each filer in the sample is 

divided into one of ten classifications based on the total gross income 

and filing status shown on the tax return. The number of filers in each 

classification can be statistically expanded to represent the total 

number of 1977 filers with similar characteristics. 

Use of the Income Tax Model: 

Using the income tax data base, it was possible to simulate the 

revenue impact of three income tax credit schedules that were proposed as 

an alternative to the food sales tax repeal. 

The three income tax credit schedules include: 

1. a schedule of credits similar to the Vermont tax credit 

schedule 

2. a schedule of credits similar to the Hawaii tax credit 

schedule 

3. a schedule of credits based on an estimate of the actual food 

sales tax liability of households at different levels of 

income and family size. 

The amount of relief that would be granted to different households 

under each of these schedules is shown in exhibits 5, 7 and 9 of The Sales 

Tax on Food: Options for Reducing the Tax Burden. In each case, the 

amount of the credit received is based on the family income and household 

size of the filer. 



To simulate the revenue loss from each of the tax credit schedules, 

it was necessary to compute the total amount of tax credits that would be 

granted to all of the filers in the state, under the credit schedule. To 

accomplish this, the following steps were taken: 

1. Determine the family income and household size of each filer in 

the sample. 

The household size of each filer in the sample was determined 

by adding the number of personal exemptions and the number of 

dependents claimed on the tax return. 

The family income level of each filer was determined by 

expanding the gross income reported on the tax return to a 

comparable level of family inc0me.y The expansion factors used 

for this purpose and a description of how they were developed are 

included in Appendix I of The Sales Tax on Food: Options for 

Reducing the Tax Burden. 

2. Determine the number of households (or individuals) eligible for 

each level of tax credit. 

The number of households (or individuals) eligible for each 

level of tax credit was determined by summing the number of 

households (or individuals) in the sample with the level of 

income and family size required to qualify for each credit and 

expanding this number to represent the total 1977 filing 

population. Since the revenue loss was to be calculated for the 

1978 tax year, a growth factor was also applied to adjust for the 

increase in the filing population between 1977 and 1978. 

3. Compute the total amount of tax credits granted. 

The total amount of tax credits that would be granted under 

each tax credit schedule was calculated by multiplying the total 

number of households (or individuals) eligible for each credit 

by the amount of the credit granted to those households (or 

individuals) and summing the results. 

11 Family income is a broader measure of income than the gross income reported on - 
tax returns. For a breakdown of the income sources included in the definition 

of total family income, see the footnote on page 4 of The Sales Tax on Food: 
n-~ : - - -  c - - n - > - - - : - -  -L.- v..-- D. . -J - -  



b. THE SALES TAX DATA BASE: SIMULATING THE IMPACT OF FOOD SALES TAX ALTERNATIVES 

ON THE REVENUES DISTRIBUTED TO CITIES AND COUNTIES 

Introduction: 

The sales tax data base was developed to test the impact of changes in 

the sales tax on the amount of revenues distributed to cities and counties. 

As mentioned in previous sections, the Arizona sales tax is composed of 

three separate taxes: the transaction privilege tax, the education excise 

tax,and the special excise tax for education. The proceeds of the state's 

transaction privilege tax are shared with the cities and counties in Arizona. 

The counties receive 33.6 percent of the total collections from this tax. The 

cities receive 25.0 percent of total collections. The amount distributed to 

the cities is divided between the cities in proportion to their populations. 

Half of the amount distributed to the counties is divided between the counties 

in proportion to the amount of taxable assessed valuation within the county. 

The remaining half is distributed between the counties in proportion to the 

amount of transaction privilege taxes collected within the county. The 

state's rental occupancy tax, penalties and interest on late payments of the 

sales tax, and sales tax license fees are also distributed in this manner. 

Development of the Sales Tax Data Base: 

The original sales tax data file was secured from the Department of 

Revenue. This file contained complete information on the monthly collections 

within each county from: 

1. The seventeen categories of the transaction privilege tax 

2. Penalties and interest on late payment of sales taxes 

3. Sales tax license fees. 



This data was merged with the monthly collections within each county from the 

rental occupancy tax to form the sales tax data file that was used to test each 

of the proposed sales tax alternatives. Information in this new sales tax 

data file was compared with comparable information obtained from the Sales Tax 

Division of the Department of Revenue to ensure the accuracy of the data. 

Corrections were made where necessary. 

A diagram for the original sales tax data file is shown in Exhibit I. The 

field containing sales tax license fees is omitted from the diagram. The 

field containing city sales tax collections includes data on the amount of 

revenues collected from the local sales tax in cities that have their sales 

tax collected by the Department of Revenue. This field was not used in any of 

the analyses. 

Use of the Sales Tax Data Base: 

The sales tax data base was used primarily to test the impacts of a food 

sales tax repeal on the amount of tax revenues distributed to the counties and 

cities within the state. The sales tax data base was used in conjunction with 

the ad valorem Data File which contains data on the percent of the state's 

total taxable assessed valuation that is located in each county. Together, 

these files contained enough information to calculate the following: 

1. the percent of the cities' share of sales tax revenues that would 
11 be distributed to each city- 

2. the percent of the counties' share of sales tax revenues that 
I1 would be distributed to each county- 

The percents calculated above were then used to determine the revenue 

loss to each city and county from repealing the sales tax on food. 

1/ A detailed explanation of the calculations used to compute these percents is - 
provided in Exhibit I1 of this section. 
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EXHIBIT I1  

I ' 1 .  Obtain t o t a l  ne t  t r anszc t jon  p r i b i l  ege (Sa l e s )  t ax ,  penalty and i n t e r e s t ,  
l i c ense  fees  and renta l  occupancy col l ec ted  by the Department of Revenue 

I from computer p r in tou t  of Sales Monthly S ta tus  by .County and Class and 

I Rental Occupancy Tax obtained frcm Bingo and Rental Occupancy Tax Section.  
This i s  the  amount t o  be d i s t r i b u t e d  t o  c i t i e s ,  counties and qeneral fund 

ob &cvezua 

T I T L E  

CALCULATIONS FOR DISTRIBUTION OF STATE MONEY 

. on repor t  SSA2504-01. - 
2 .  Lis t  t o t a l  co l l ec t ion  (I tem 1 )  by county. 

3. Calcula te  percent of t o t a l  co l l e c t i ons  received froin each county by 
dividing amount frcm each county (I tem 2 )  by t o t a l  (Item I ) . *  Listed as 
percent  of t o t a l  by county (Item 3 ) .  

DOCUMENT# 

SA2702.01 

DATE ISSUED 

9/20/78 

I 
4.  L i s t  ad valorem percent of each county. Total must = 100%.* ' 

PAGE 

1 

DATA REV I SED 

NOTE: This ad valorea percent i s  constant  f o r  
f i s c a l  year ,  and i s  obtained from the 
Administration' Ass i s tan t ,  Sales ei Use 
Tax Division. 

A P P R O V E D  

5. Add perccnt of t o t a l  co l l e c t i ons  ( Item 3) t o  ad valoi-e!:i percent (I tem 3)  
and divide  by 2. This i s  tn? ccnbination percentage." 

6. Calculate 25Y of t o t a l  (I tem 1 ) .  This i s  the amount returned.  t o  the 
c i t i e s  (Item 5 ) .  

7 .  Transfer  amount a t  Item 6 t o  sub-program f c r  c i t i e s .  

8. Calculate 15:; of t o t a l  co l l e c t i ons .  This i s  the  amount withheld f o r  
socia l  secur i ty  (Item 8 ) .  

9.  Allocate aniount a t  I t en  8 t o  individual  count ies .  

A .  Multiply t o t a l  aiaocrnt a t  Item 8 by percent 
of t o t a l  col lcc t io i is  (I tem 3)  f o r  each county. 

8. Lis t  amounts obtained f o r  each county ( I  terr! 9 ) .  

C. Total of anounts obtzirled ( i n  Item 9 )  niust 
equa 1 ariiount a t  I teln 8.  ** 

10. Calculate? 451 of to ts1  c o l l e c t i o n s .  This i s  the aniount f o r  Administration 
( I t m  10) .  



/ 11. A l l o c a t e  a~oounf a t  Item 10 t o  i nd iv idua l  coun t i e s .  

A.  Mul t ip ly  t o t a l  amount a t  Item 10 by 
pe rcen t  o f  t o a l  c o i l e c t i o n s  f o r  each 
cour. t y  . 

8. L i s t  amounts f o r  each county ( I t em 11 ) .  

C. Tota l  o f  aixounts ob ta ined  must equal 
amount a t  Item lo.** 

1 2 .  Cz lcu la t e  22 .4% of  t c t a l  c o l l e c t i o n s .  This  i s  t h e  anourit For general  
fund. 

I 13. AI loca t2  anount a t  Item 12  t o  i nd iv idua l  c o u n t i e s .  

A. Mul t ip ly  t o t a l  ainount a t  Item 12 by 
pe rcen t  o f  t o t a l  c o l l e c t i o n s  f o r  each 
county . 

I B .  L i s i  anlounts f o r  each county ( I t em 1 3 ) .  

I C .  Total  must equal amount a t  Item 12.** 

14.  Ca lcu la t e  33.6% o f  t o t a l  c o l l e c t i o n s .  This  i s  t h e  arncunt r e tu rned  t o  
t h e  c o u n t i e s .  

15 .  A l loca t e  an;cunt on Item 14 t o  i nd iv idua l  c o u n t i e s .  

A. r'.lul ti ply t o t a l  an!ol;nt a t  Itein 14 by 
c m b i n e d  percent  ( I te!n 5 )  col l ec t io r l s  
f o r  each county . 

1 8.  L i s t  amounts f o r  each county ( I t e n  1 5 ) .  
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c. THE SALES TAX BURDEN MODEL: SIMULATING THE IMPACTS OF FOOD SALES TAX 

ALTERNATIVES ON THE TAX BURDEN BORNE BY SELECTED HOUSEHOLDS 

Introduction: 

The sales tax burden model was developed to test the impacts of various 

tax proposals on the sales tax burden borne by households at different family 

income levels and family sizes. The model consists of five separate data 

files that are used in conjunction to calculate the sales tax burden of 

different types of households. The sales tax burden is defined as the percent 

of family income that is devoted to payment of sales taxes. 

The procedure used in calculating the sales tax burden for different 

types of households is illustrated in diagran A. This procedure can also be 

expressed using the following equation: 

Sales Tax 
Sales Inf lation I Rates on 

Percent = Taxes Expends. x Adjustment x Taxable 
of Income Paid - Factor Items - 
Paid in - 
Sales Taxes Income Inf lation 

X 

Factor 

In order to develop a model capable of simulating this procedure the 

following data files were needed: 

1. 1972-73 consumer expenditure data file 

2. inflation factors file 

3 .  state and local sales tax rate file 

4. 1972-73 median income file 

5. income brackets file 

The sections below describe the development and use of the sales tax 

burden model. 
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DEVELOPMENT OF THE SALES TAX BURDEN MODEL 

1. CONSUMER EXPENDITURE DATA 

The consumer expenditure data used in the Arizona sales tax 

burden model were taken from the Consumer Expenditure Survey 

Series: Interview Survey, 1972-73, U.S. Department of Labor, Bureau 

of Labor Statistics, Bulletin 1985, Tables 5-11. These tables 

contain information on the dollar amount of consumer expenditures 

(by category) for households at different levels of income and 

family sizes. The data are compiled from consumer surveys which are 

conducted by the Bureau of Labor Statistics every ten or twelve 

years to provide a basis for updating the U.S. Consumer Price Index. 

The most recent survey was taken during 1972-73. The survey 

provides expenditure data for twelve different income groups and 

six different family sizes. The family sizes covered by the survey 

range from one family member to six or more family members. The 

income groups covered by the survey are shown in the table below: 

CES INCOME BRACKETS 

LESS THAN 
$ 3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
10,000 
12,000 
15,000 
20,000 
25,000 

- 
- 

AND OVER 

INFLATION ADJUSTMENT FACTORS 

Since the consumer expenditure data were for 1972-73, while the 

Arizona tax burden study was to be made for 1977, it was necessary 

to adjust the expenditure data in the consumer survey for relative 

price changes between 1972-73 and 1977. The component consumer 

price index for the metropolitan Phoenix area was used to adjust 

consumer expenditures to the 1977 level. 



In making the inflation adjustment, each expenditure item 

reported in the consumer expenditure survey was categorized 

according to the CPI that corresponded to that type of expenditure. 

Each expenditure was then increased by the percentage change in the 

corresponding CPI between 1972-73 and 1977. The percentage 

increase in the CPI for each category of expenditures was calculated 

from quarterly data provided by the Bureau of Business and Economic 

Research at Arizona State University. The following equation 

illustrates this process: 

where : 
EXP = the dollar amount expended for a particular category 

of consumer items 

c = categories of consumer items 

i =  the family income brackets 

s = family size 

IND = the percentage change in the component consumer price 

index between 1972-73 and 1977 

The end result of this calculation is the 1977 dollar value of 
s- 

consumer expenditures (by category) for households at different 

levels of income and family sizes. 

3. SALES TAX RATES 

To derive sales tax payments from consumer expenditures, it was 

next necessary to determine what portion of the expenditures in each 

category was taxable, and multiply this portion by the appropriate 

tax rate. In order to combine this process in one step, the sales 

tax rate was multiplied by the percent that represents taxable 

expenditures in each category to arrive at the effective rate of 

taxation for each category of expenditures. 

Thus, the sales tax payments of individual households can be 

calculated as follows: 

1977 ExPCis x (Tpc x TR) = 1977 STPcis 



where : 

EXP = the dollar amount expended for a particular category 

of consumer items 

c =  categories of consumer items 

i = family income brackets 

s = family size 

TP = the taxable percent of expenditures in each category 

of consumer items 

TR = the combined state and local sales tax rates 

STP = sales tax payments for a particular category of 

consumer items. 

In the equation above, the expression (TP x TR) represents the 
C 

"effective" tax rate for each category of expenditures . The taxable 
portion of expenditures in each category of consumer items (TP ) was 

C 

determined as follows : 

1. for categories exempt from the sales tax, the percent used 

was zero 

2. for categories wholly subject to tax, the percent used was 

100 percent 

3. for categories partially subject to tax, the percentage was 

based on an estimate of the ratio of taxable expenditures to 

non-taxable expenditures (i .e. the ratio of tangible goods 

to sales of labor in retail categories) 

The sales tax rate (TR) that was used for each category of 

expenditures was 5 percent, which represents the 4 percent state 

rate and a 1 percent local rate. 

The total sales tax payments of each type of household were then 

calculated by summing the sales tax payments for all categories of 

consumer items. 



4 . MED IAN INCOME 

After calculating the 1977 level of sales tax payments for 

households at each level of income and family size, the percent of 

income paid in sales taxes can be calculated by dividing sales tax 

payments by income for each type of household. For this purpose the 

median income of each income bracket in the 1972-73 consumer 

expenditure survey was used to represent the income level of 

households within the bracket. Since the sales tax payments of 

households within each bracket were calculated in terms of 1977 

values it was necessary to express the income level of .these 

households in 1977 values as well. To determine the 1977 income 

level of households in each bracket, the 1972-73 median income of 

the bracket was increased to the 1977 level, using the change in the 

metropolitan Phoenix Consumer Price Index. 

TJSE OF THE SALES TAX BURDEN MODEL 

The section above outlines the procedure used in calculating the sales 

tax burden. Using this procedure, the percent of income paid in sales taxes 

under the existing sales tax system was calculated for households at varying 

levels of family income and family size. These percents are shown in She 

graphs on page 11 of The Sales Tax on Food: Options for Reducing the Tax 

Burden. 

The tax burden model can also be modified to do the following: 

1. calculate the sales tax burden for a given household based on the 

sross income received by the household 

2. calculate the change in the sales tax burden (the percent of 

income paid in sales taxes) under different sales tax 

alternatives. 



These modifications are discussed below: 

1. CALCULATING THE SALES TAX BURDEN FOR A GIVEN HOUSEHOLD BASED ON 

THE GROSS INCOME RECEIVED BY THE HOUSEHOLD 

The sales tax burden model calculates the percent of income 

that is devoted to the payment of sales taxes. The sales tax 

burden is expressed as a percent of the total family income 

received by the household.ll To calculate the sales tax burden 

for a given household based on the level of sross income 

received, it was necessary to convert the gross income of the 

household to a comparable level of family income. To accomplish 

this, a series of income expansion factors was developed that 

could be used to determine family income from gross income. The 

expansion factors used for this purpose and a description of how 

they were developed are included on page A-8 through A-11 in 

Appendix I of The Sales Tax on Food: Options for Reducing the Tax 

Burden. 

2. CALCULATING THE CHANGE IN THE SALES TAX BURDEN UNDER DIFFERENT 

SALES TAX ALTERNATIVES 

The sales tax burden model was also used to determine the 

change in the percent of income paid in sales taxes by various 

households under six different food sales tax alternatives. A 

detailed description of the method used to determine the new 

sales tax burden under each of these alternatives is contained in 

Appendix I1 of The Sales Tax on Food: Options for Reducing the 

Tax Burden. The final draft of this report is contained in the 

following section. 

I/ For a breakdown of the income sources included in the definition of total - 
family income, see the footnote on page 4 of The Sales Tax on Food: Options For 

Reducing the Tax Burden. 



THE SALES TAX ON FOOD 

OPTIONS FGR REDUCIFlG THE TAX BURDEN 

INTRODUCTION 

Many s t a t e s  have attempted to  reduce the burden of the sales  tax on 
individuals by eliminating the sa les  tax on food o r  providing an income 
tax c red i t  f o r  sales  taxes paid. Of forty-sik s t a t e s  tha t  levy a 

general sa les  tax,  twenty-three s t a t e s  exempt sales  of food frcm the tax. 
The Dis t r i c t  of Columbia a l so  exempts food from i t s  general sales  tax. 
In addition, four s t a t e s  provide an income tax c red i t  f o r  sales  taxes .paid 
on food items,and three s t a t e s  provide an inczme tax c red i t  f o r  sales  taxes 
paid in general.1 (See Exhibit 1) 

The purpose of -  t h i s  report  i s  t o  descr ibe the pctential  aggregate impacts 
if  similar provisions were impl'emented in the State  of Arizona. The 

analysis will  be divided into the following sections: 

1. a description of the current  fcod sales  tax 

2. a description and analysis of s ix  a l te rna t ives  f o r  reducing 
the sales  tax burden 

3, a sum,ary and ccmpariscn of food sales  tax exemptions and 
income tax c red i t s  f o r  sales  taxes paid 

In order t o  more c lear ly  s t a te  the r e s u l t s  of the analysis ,  detai l  of the 

methodology used to  es t ina tz  the impacts i s  ozi t ted from the tex t .  How- 
ever, the reader interested i n  ihe procedures used t o  t e s t  these proposals 
i s  referred to  the Appendices. 

'sources : Significant Fe3tures of Fiscal Federal ism, 1976-77 Edition, 
Vo l .  I1  and Comxerce Clearinq House State Tax Reporters. 
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THE CURRENT FOOD SALES TAX 

I Under current  Arizona law, sa l e s  of food and food products a re  taxable 
as  follows: 

1. Sales of food and drink by restaurants  and s i r~l i lar  establish- 
ments f o r  consumption on the premises a re  subject t o  the sa les  
tax on restaurants and bars. 

2. A11 other food products sold t o  consumers a re  taxable under the 
s t a t e ' s  r e t a i l  sa les  t ax .  

Sales in both categories are  taxed by the s t a t e  a t  a cumulative r a t e  of 

I 4%. This includes a 2% transaction pr ivi lege tax and a 2% education excise 

tax. In addition, local sa les  taxes a re  often imposed on the sales  of food 

I and food products. Local sa les  taxes a re  usually levied a t  a ra te  of 1-2% 
where applicable. 

I OPTIONS FOR REDUCING THE SALES TAX B U R D E N :  DESCRIPTION AND ANALYSIS 

I As mentioned before, there a re  two generally accepted approaches f o r  reducing 

I 
the tax burden associated w i t h  the sa les  tax on food. The f i r s t  approach i s  
t o  el iminate the sales  tax on food and prohibit  the 1 evy of new sa les  taxes 

on such products. The second approach i s  t o  return a11 or  a portion of the 

I receipts  collected from sa les  taxes on food t o  taxpayers in the form of an 
income tax credi t .  Several options a re  available f o r  reducing the tax burden 

I under each of these approaches. 

I In the sectfons tha t  follow, some of the options f o r  reducing the tax burden 
under each approach will be described. The revenue and equity impacts of 
each option will a l so  be discussed. These concepts a re  defined below: 



1. Revenue Impacts 

The revenue impacts of each option describe the to ta l  revenue loss  t o  

a l l  jur isdict ions i f  the option i s  adopted and the dis t r ibut ion of the loss  
I 

among jur isdict ions.  The estimated revenue loss  f o r  each option was based 

on the reduction in col lect ions tha t  would have occurred i f  the option had 
I 

been in e f f ec t  during calendar year 1978. Calendar year 1978 was selected be- 

cause t h i s  was the most recent time perfod fo r  which revenue col lect ions were 
I 

available.  

2. Equity Inipacts 

The equity impacts of each option a r e  discussed in terms of the change in 

the sales  tax burden borne by families of d i f fe rent  s izes  and income levels .  I 
The sales  tax burden i s  defined as the percent of each family's to ta l  income 

tha t  i s  used t o  pay sales  taxes. Total fanlily income includes t ransfer  pay- I - 

merits and other sources of non-taxable income in addition to  taxable income 
2 sources. 

Por each option, the analysis will include two graphs which i l l u s t r a t e  the 

ckanae in the sales  tax burden which would have resulted i f  the option had been I 
in e f f ec t  during calendar year 9977. The equity analysis i s  based on 1977 
because t h i s  was the most recent time persod f o r  which family exp2nditure data I 
could be estimated. I t  should be noted t h a t ,  i f  tax r e l i e f  i s  provided in the 
form of a tax c r e d i t ,  the degrez of r e l i e f  available to  each individual in I 
1977 will  decrease sonewhat in 1978 unless the c red i t s  a re  indexed f o r  inf la t ion .  

so he following sources are included in to ta l  fainily inconie: wages and sa l a r i e s ,  
sell f-empl oyment income, soc-ial: securi ty ,  r a i l  road retirement, governmmt 
retirement, veteran payments, unempl oynent coii~pensation , es ta tes ,  trus,ts , 

I 
dividends, i n t e re s t ,  rental inccme, royal t i e s ,  incone froni rooniers and boarders, 
welfare and pub1 ic  assis tance,  private ,pensions, regular contributions fo r  
support and other socrces including workillen's colnpensation. 

I 



I I .  ELIMINATING THE SALES TAX ON FOOD 

I O r d i n a r i l y ,  s t a t e s  which exempt food from t h e  genera1 s a l e s  t a x  only 

exempt t hose  food productswhich a r e  purchased f o r  off-premise c o n s u ~ p t i o n .  

I Meals and o t h e r  food products  prepared f o r  consumption on t h e  premises 
remain t axab le .  Take-out food so ld  by r e s t a u r a n t s  i s  t a x a b l e  i n  some s t a t e s  
and exempt in  o t h e r s .  

A s i m i l a r  exemption could  be i n s t i t u t e d  i n  t h e  S t a t e  of Arizona simply by I removing t h e  t ax  on s a l e s  of r e t a i l  food i,tems purchased f o r  home .consumption. 

I 
Two op t ions  e x i s t  f o r  removing this t a x .  The f i r s t  opt ion  i s  t o  remove t h e  
s t a t e  food s a l e s  t a x  only.  The second op t ion  i s  t o  p r o h i b i t  t h e  levy of  s t a t e  
and l o c a l  t a x e s  on t h e  s a l e  of  food products .  The impacts of each of t h e s e  - 

I op t ions  is  analyzed below. 

I OPTION 1: ELIMINATING THE STATE SALES TAX ON FOOD 

A .  Descr ip t ion  

I 
The intended e f f e c t  of t h i s  op t ion  i s  t o  e l i m i n a t e  t h e  s t a t e  s a l e s  t a x  l i a b i l i t y  
of i n d i v i d u a l s  on purchases  of  food f o r  home use.  Under t h i s  o p t i o n ,  t h e  4% 

s t a t e  t a x  on s a l e s  of  r e t a i l  food items would be removed. Food products  sol d 

I i n  r e s t a u r a n t s  and s i m i l a r  e s t ab l i shmen t s  wou1 d remain t a x a b l e  whether prepared 
f o r  on-premise consumption o r  f o r  of f -premise  consumption. 

I 
B. Revenue Impacts 

I In making t h i s  a n a l y s i s ,  i t  was e s t ima ted  t h a t  26-30% of Ar i zona ' s  r e t a i l  s a l e s  

I' t a x  c o l l e c t i o n s  a r e  der ived  from t h e  s a l e s  t a x  on food .3  Durihg 1978, 26-303 
of s t a t e  r e t a i l  s a l e s  t a x  c o l l e c t i o n s  r ep re sen ted  $89,532,216 t o  $103,306,403. 

I 
This  i s  t h e  p o t e n t i a l  revenue l o s s  t h a t  would have r e s u l t e d  i f  t h e  s t a t e  s a l e s  
t a x  on food had been removed beginning i n  1978. 

3 ~ o r  an explana t ion  of how t h i s  e s t i m a t e  was de r ived ,  s e e  t h e  Appendix, . . 
opt ion  1. 



Co1lections froin the  s t a t e ' s  r e t a i l  s a l e s  tax a r e  shared with counties 

and c i t i e s .  The t o t a l  amount of co l i ec t i ons  i s  d i s t r ibu ted  a s  follows: 

S t a t e  C i t i e s  - Counties 

70.7% 12.5% 16.8% 

Thus, the revenue l ~ s s  of $89,532,216 t o  $1 03,306,403 woul d be borne by 

each type of j u r i sd i c t i on  a s  shown below: 

Loss t o  Loss t o  Loss t o  
S t a t e  C i t i e s  C o ~ n  t i e s  

1 O:J $63,299,277 $11,191,527 $1 5,041,412 
high 73,037,627 12,913,300 17,355,476 

A breakdown of the  estjmated l o s s  t o  each c i t y  i s  shown i n  Table 1 .  The 

estimated l o s s  t o  each county i s  shown i n  Table 2. 

C .  Equity Impacts 

The graphs i n  exh ib i t  2 i l l u s t r a t e  the  change i n  the  s a l e s  t ax  burden t h a t  

would r e s u l t  from rernoving the  s t a t e  s a l e s  t a x  on food. The top graph shows 
I 

the  change i n  the  s a l e s  tax burden borne by farnil i e s  of one (a s ing le  individual ) 

and the bottom graph shows t he  change i n  t he  s a l e s  tax burden borne by famil ies  
I 

of four .  As noted before,  the s a l e s  tax  burden i s  defined a s  the percent of i r  

used by each family t o  pay s a l e s  taxes .  I 
The long-dashed l i n e  ( top)  in each of the  graphs shows the  percent of incoine 

cur ren t ly  used by farnil i e s  a t  d i f f e r e n t  incorne l eve l s  t o  pay s t a t e  arld local 

I 
s a l e s  taxes on a l l  items (food and non-food). As shown in the  graphs, 1 ow 

income fanli l ies devote a l a rge r  portion of t h e i r  t o t a l  incones t o  s a l e s  taxes 
I 

than famil i e s  of the  same s i z e  w i t h  higher l eve l s  of income ( the  s a l e s  tax i s  

regress ive) .  This i s  becacse f a n i l  i e s  with lower incomes a r e  more incl  ined t o  
I 

spend t h e i r  e n t i r e  income and will  the re fore  be subject  to  the  s a l e s  tax (5% 

i n  t h i s  example) on the  e n t i r e  amount. A t  e x t r e m l y  low l e v e l s  of income, the 
I 



TABLE 1 

BREAKDOWN OF CITY REVENUE 
LOSS UNDER OPTION I 

(E l imiaa t ing  t h e  S t a t e  Food S a l e s  Tax) 

I County 
Low 

Es t imate  
High 

Est imate  City 

I Apache Eager 
Sp r inge rv i  1 1 e 
S t .  Johns 

I . Cochi s e  Benson 
B i  sbee  
Doug1 a s  
Huachuca City 
S i e r r a  V i s t a  
Tombstone 
Wil lcox 

Coconi no F1 a g s t a f f  
Fredoni a 
Page 
Wi 11 aims 

I Gi la  Globe 4 
Hayden . 

Mi and 
Payson 
Wi nkl eman 

I Graham 

I Green1 e e  

I Mari copa 

I 
I 
I 
I 

Pi ma 
S a f f o r d  
Thatcher  

C1 i f t o n  
Duncan 

Avondal e 
Buckeye 
Chandler 
El Mirage 
G i l a  Bend 
G i  1 b e r t  
Gl endal  e 
Goodyear 
Guadal upe 



County 

Nari copa 

Mo 1-1 a ve 

Navajo 

Santa Crur 

Yavapai 

Y uma 

TABLE 1 ( c o n t ' d )  

Mesa 
Paradise  Val l e y  
Peoria  
P tioe!i i x 
Sco t t sda l  e 
Surp r i se  
Tempe 
T21 leson 
Wi ckenburg 
Youngtown 

Low 
Estimate 

$ 677,949 
61,374 
52,197 

4,501,154 
525,230 

22,349 
631,650 

26,110 
19,574 
12,680 

Hol 'srook 
Show Low 
Sncwfl ake 
Tayl o r  
Gli ns 1 ow 

Marana 9,882 
Orc Val l e y  7,924 
South Tucson 41,856 
Tucson 2,057,987 

Casa Grande 
Coo 1 i dge 
El oy 
Florence 
Kearny 
Manmoth 
Superior  

Nogal e s  
Pa tagoni a 

Chino Valley 13,586 
Cl arkdal  e 7,174 
Cottcnr~ood 24,151 
J e r o ~ e  '1,947 
P r e s c o t t  113,627 

Parker 
Son~erton 

High 
Estimate 



County 

I 
Y uma 

Total  

I 

TABLE 1 ( c o n t ' d )  

We1 1 ton 
Y uma 

Low 
Est imate  

tii gh  
Est imate  



County 

A p a c h e  
- 

Cochi s e  

Cocon i no 

G i  1 a 

Graham 

Green 1 ee 

Mar icopa 

Mohave 

Nava jo  

P i  ma 

P i n a l  

Santa  Cruz 

Yavapai 

Y uma 

TABLE 2 

BREAKDO'YIN OF REVENUE LOSS 
TO COUNTIES UNDER OPTION 1 

(El i n i n a t i n g  the S t a t e  Food Sales Tax) 

Low 
E s t i m a t e  

H i  gn 
E s t i m a t e  



EXHIBIT 2 

COMPARISON OF SALES TAX BURDEN UNDER CURRENT LAW AND UNDER OPTION 1 
(El imina t ing  the  S t a t e  Food Sales  Tax) 

S r  
(FfiM1I.Y S I Z E -  1) 

T O T A L  SALES TAX  2URCEN - - - - .  
TOTAL EXCEPT FOCD -----------. 
T O T A L  WITH O P T I O N  

0 7000 14033 . 21000 28e00 350a0 (1 977 $ )  
FAEILY INCOME 

( F A M I L Y  SIZE. 4 )  

TOTAL SALES TAX BUXDEN ,,--. 
T O T A L  EXCEPT FOOD -----------. 
TOTAL WITH O P T I O N  

8 . 7008 14008 21060 28000 35080 (1 977 $ )  
FAMILY I N C O M E  



percent of income used to pay sa les  taxes may even exceed 5%, since families I 
in lower i~~coine brackets frequently spend in excess of t h e i r  incomes from 

borrowed funds and savings withdrawals, and will pay sales  taxes on expenditures I 
from these sources as  well. 

The short-dashed l ine  in each of the graphs in exhibit  2 isincluded t o  show 

which portion of the sales  tax burden r e su l t s  from the tax on food items and 

which portion of the* sales  tax burden r e su l t s  from the tax on non-food items. 
I 

The distance below t h i s  1 ine represents the percent of income used t o  pay sales  
taxes on non-food purchases. The distance between t h i s  l i n e  and the long-dashed 

I 
. l ine  represents the percent of income used fo r  food sales  taxes ( the food sales  

tax burden). I 
The  solid l i ne  i n  each of the graphs shows the percent ~f income tha t  would 

be used t o  pay a l l  sales  taxes a f t e r  removing the s t a t e  sales  tax on food. The 
I 

distance between the long-dashed 1 ine and the sol id I ine i s  the amount sf  tax 
re l ie f  tha t  would be received by individuals a t  each income level i f  the 

I 
s t a t e  sales  tax on food were removed. I 
I t  i s  obvious from the graphs that  individuals a t  a l l  levels  of income will 

receive a s ignif icant  reduction i n  sa les  tax l i a b i l i t y  i f  the s t a t e  tax on I 
food sales i s  removed. By prohibiting collection of the tax,  this option assures 
tha t  a11 individuals receive tax re l i2f  equal t o  the i r  actual s t a t e  food sales I 

- 
tax l i a b i l i t y  (approxirc~tely 4/5 of the to ta l  food sales  tax burden). Because 
the fosd sales  tax burden is  greater a t  low levels  of income, low income families I 
will benefit most i f  the tax i s  removed. Although the level of regressivi ty  

i s  reduced, the sales  tax burden on low-income famil ies  will s t i l l  be greater I 
than the sa les  tax burdm on higher income famil ies .  

OPTIOtI 2: ELIMINATING STATE A N D  LOCAL SALES TAXES ON FOOD 

A .  Description 

Under th i s  option, s t a t e  local taxes on the sa l e  of r e t a i l  food items I 



would be removed. Again, food products sold i n  r es tauran ts  and s imi la r  

I establishments would remain taxable whether prepared f o r  on-premise consumption 

o r  f o r  off-premise consumption. The intended e f f e c t  of t h i s  option i s  t o  

I el in inate  the  s t a t e  and local  s a l e s  tax l i a b i l i t y  of individuals on purchases 

of food f o r  home use. 

I L Revenue Impacts 

I Estimated co l lec t ions  from the  local  s a l e s  tax on food were $1 5,089,533 t o  

I 
$17,311,232 during 1 , 9 7 8 . ~  This is the estimated revenue l o s s  t h a t  would have 

occurred i f  local  s a l e s  taxes on food had been removed during t h a t  period. 

When added t o  the revenue l o s s  from a s t a t e  food s a l e s  tax exemption, the  t o t a l  

I l o s s  would range from $104,621,749 t o  $1 20,617,635. 

I The to t a l  l o s s  t o  each type of ju r i sd ic t ion  i s  shown below. 

Loss t o  Loss t o  Loss t o  
S t a t e  C i t i e s  Counties 

S t a t e  (low) $63,299,277 $1 1 $1 91,527 $15,041,41 2 
Tax (high) 73,037,627 12,913,300 17,355,476 

Local (low) -0- $1 5,089,533 -0- 
Tax (high) 17,311,232 

Total ( IGw) 
(high) 

Table 3 shows the  estimated revenue l o s s  t o  se lected c i t i e s  under option 2. 

The estimated l o s s  t o  the  s t a t e  and t o  each county would be the  same under 

option 2 a s  i t  was under option 1. 

C .  Equity Impacts 

The graphs in exh ib i t  3 i l l u s t r a t e  the  change in the  s a l e s  tax  burden t h a t  

would r e s u l t  i f  s t a t e  - and local  s a l e s  taxes on food were eliminated. The 

1 ong-dashed 1 ine ( indicat ing cur ren t  tax burden) and the short-dashed 1 ine 

( indicat ing cur ren t  tax burden without food) a r e  the same as  the equivalent  

4 ~ o r  an explanation of how t h i s  est imate was derived, see the Appendix, option 2. 



County 

APACHE 

TABLE 3 

BREAKDOWN OF REVENUE LOSS TO CITIES UNDER OPTION 2 
(Eliminating S t a t e  Local Food Sales  Tax) 

'C i t i e s  Low Estimate High Estimate 

Eager 
Springervil 1 e 7 $ 77,973 
St .  Johns 1 

COCH I SE Benson 
B i sbee 1 
Doug1 a s  
Hauchuca City 632,418 
S ie r ra  Vista 
Tombstone 
Willcox - 1 

COCON Iflo Flagstaff  673,051 
Fredonia 
Page 1 06,734 
Will iams 

Globe 
Hay den 
Miami 200,581 
Payscn - 
blink1 eman 

Pim 
Saff crrd 143,217 
Thatcher 

Cl i f t on  
Duncan 1 



County 

M4R ICOPA 

MCHAV E 

NAVAJO 

P INAL 

SANTA CRUZ 

TABLE 3 (con t 'd )  

C i t i e s  

Phoenix 
Mesa 
Tempe 
Scottsdal e 
Avondal e 
Buckeye 
C hand1 e r  
El Mirage 
Gila Bend 
G i  1 be r t  
Gl enda 1 e 
Good Year 
Guada.1 upe 
Paradise Val 1 ey 
Peoria 
Surprise 
To1 1 eson 
Wickenburg 
Youngtown 

Low Estimate 

$ 12,236,961 
2,159,949 
1,526,660 
1,173,723 

- 3,140,789 

Kingman 115,955 

Hol brook 
Show Lcw 
Snowflake 273,317 
Tayl or 
Wins1 ow 

Tucson 2,057,987 
Marana 
Oro Va 1 1 ey 1 196,815 
South Tucson 

Casa Grande 
Cool i dge 
E l  oy 
Fl orence 404,721 
Kearney 
Marxino t h 
Superior 

Nogal e s  
Pa tagon i a 

High Estimate 



County 

YAVAPA I 

TOTAL 

C i t i e s  

TABLE 3 (cont I d )  

Low Estimate - 

Chino Valley 
Cl arkdal e 
Cotton:vood $ 263 ,821 
Jerome 
Presco t t  

Parker 7 
Somerton 
We1 1 ton 
Y uma 

H i q k  Estimate 

$ 302,703 



EXHIBIT 3 

COMPARISON OF SALES TAX BURDEN UNDER CURRENT LAW A N D  UNDER OPTION 2 
(Eliminating S t a t e  - and Local Food Sales  Tax) 

(FAMILY SIZE= 1 1  

TOTAL SALES TFlX B U R O E N  ,,,. 
TOTAL EXCEPT FOOC -----------. 
TOTAL UITH OPTION 

0 7088 14808 2ldGB 28080 35000 (1 977 $1  
FAMILY INCOME 

NOTE: In these grapns the  shortldashed 1 lne  and the  sol id 1 ine are-equal .  

(FAMILY SIZE- 4 )  

TOTAL SALES TAX CURDEN ---- .  
TOTAL EXCEPT FOOD -----------. 
TOTAL WITH OPTION 

0 7050 14060 21080 28000 35800 
FAMILY INCOPIE 



1 ines in Exhibit 2 .  In this case, however, the sol id 1 ine (which represents 

the sales  t a x  burden a f t e r  removing s t a t e  and local sales  taxes on food) will 
be identical t o  the short-dashed 1 ine (the current tax burden without food). 

Under t h i s  option, a l so ,  the sales  tax burden will be reduced f o r  individuals 
a t  a l l  levels  of income. The amount of tax r e l i e f  received by each family will 

be exactly equal to  i t s  original food sa les  tax l iabi l  i t y  ( s t a t e  and local ). 
The re1 ief received by each family i s  represented in the graphs by .the dis-  
tance between the long-dashed l ine and the sol id 1 ine. The remaining sales  

tax burden will equal the percent of income used t o  pay sales  taxes f o r  non- 
food purchases (represented by the so1 id and short-dashed 1 ines)  . 

11. INCOME TAX CREDITS FOR SALES TAXES PAID 

The most common form of tax c red i t  used to  compensate individuals f o r  sales  
taxes paid i s  the fixed per capita c red i t .  Of the seven s t a t e s  tha t  provide 

an income tax c red i t  f o r  sales  taxes paid, four s t a t e s  (Idaho, Massachusetts, 

Nebraska, and New Mexico) use this form of c red i t  o r  a modified version. W i t h  

a c r ed i t  of this type, the same amount of reduction i n  income tax l i a b i l i t y  

i s  granted f o r  each individual i n  the s t a t e .  The amount of the c red i t  may be 

an a rb i t ra ry  f igure or  may be based on an estimate of the average food sales  
tax l i a b i l i t y  of individuals w i t h i n  the s t a t e .  

Tax c red i t s  may a lso  be designed to  duplicate the e f fec ts  of an exemption 

by providing tax re1 ief  t o  each household based on actual sales  tax 1 iabi l  i ty .  
This may be accomplished by allowing each household t o  itemize food sa les  tax 

payments or  a schedule of tax c red i t s  may be developed based on an estimate of 
the food sales  tax l i a b i l i t y  of families of d i f fe rent  s izes  and income levels .  

A th i rd  form of tax c red i t  used to  compensate individuals f o r  sales  tax 

payments i s  the "vanishing" tax c red i t .  Vanishing tax c red i t s  concentrate 

tax r e l i e f  a t  low levels  of income and provide no r e l i e f  t o  families a t  

high income levels .  As the income of the claimant increases, the amount of 



the tax c red i t  decreases, u n t i l  i t  "vanishes" (declines to  zero) a t  a  specified 

income 1  eve1 . 

O f  the seven s t a t e s  which provide an income tax c red i t  f o r  sales  taxes paid, 
three s t a t e s  (Hawaii, Co1 orado, and Vermont) use a  vanishing income tax credi t .  
Colorado and Hawaii use a per capita tax c red i t  which decl ines in value as  the 
level of income increases. In Hawaii, f o r  example, the tax c red i t  is  $40 f o r  

individuals with an income level between $14,000 and $20,000. In Vermont, 

tax c red i t s  a re  granted t o  each household based on the income level and s ize  
of the family. For families of each s i ze ,  the amount of the c red i t  decreases 
as  the level of income increases. 

In the paragraphs tha t  follow, an analysis will be made of four additional 
options f o r  reducing the sa les  tax burden. Each of these options will be 

in the form of an income tax c red i t .  

OPTION 3: FIXED PER CAPITA TAX CREDITS 

A .  Description 

Under t h i s  option, each individual in the s t a t e  would be el igible  t o  receive 
an income tax c red i t  as compensation f o r  sa les  taxes paid. The amount of the 
c red i t  would be the same f o r  each individual i n  the s t a t e .  The intended ef fec t  

of t h i s  option i s  t o  reduce the total  tax l i a b i l i t y  of each individual i n  the 
s t a t e  by the same absolute amount. 

B .  Revenue Impacts 

The revenuz loss  from a  f l a t  r a t e  per capita tax c red i t  depends on the s ize  
of the c red i t  which i s  granted. The estimated revenlle loss  tha t  would r e s u l t  

from several d i f fe rent  levels  of c red i t  i s  shown be1 ow f o r  1978: 



Per Capita 
Tax Credit Es t imted  Revenue Loss 5 

$45/person $108,202,005 to  $114,624,000 
prson $35/p-- $ 84,157,115 to  $ 89,152,000 

$30/person $ 72,133,670 to  $ 76,416,000 

The high estimate i s  the revenue los s  t h a t  would have resulted i f  a14 individual s 

e l i g i b l e  f o r  the c red i t  in 1378 had actual ly  received i t .  The low estimate i s  
I 

the revenue los s  tha t  would have sesu? ted i f  the c red i t  had been granted only 
t o  individuals claimed as  exemptions on i s78  tax returns.  I 
Net col lect ions from the s t a t e  income tax a re  divided between the s t a t e  and 
the c i t i e s .  The c i t i e s '  share i s  equal t o  15% of the net  proceeds collected 

I 
from the income tax two yaars pr ior  t o  the current f i s ca l  year. T h u s ,  the 
c i t i e s  would not receive a reduction i n  t h e i r  share of income tax eo11ections 

I 
u n t i l  two years  a f t e r  the income tax c r e d i t  was f i r s t  granted and the revenue 

los s  associated with t he  tax c r e d i t  would be borne ent i re ly  by the s t a t e  fo r  
I 

the f i r s t  two years thz t  the c r e d i t  was in e f fec t .  I 
C. Equity Impacts 

The graphs in Exhibit 4 i l  lust)-ate t he  change in the sales  tax burden tha t  
would r e su l t  if taxpzycrs received a $35 per capita income tax c r e d i t  f o r  
sa les  taxes paid. Under this opticn, the sa les  tax burden will be reduced 
f o r  individuals a t  a l l  le l rels  o f  income. Individuals a t  lower levels  of 

income will generally receive tax re! ief  which i s  somewhat greater than the i r  

original s t a t e  food sales  tax burdzn, and i n  the case of l a r g ~ r  famil ies ,  
will receive tax r e l i e f  which exceeds t h e i r  combined s t a t e  and local food 
sales  tax 1 iabi l  i t y .  Individuals a t  higher income leve ls  w i l l ,  in most cases, 
receive tax r e l i e f  wiiich i s  equa1,to or s l igh t ly  l e s s  than t h e i r  actual food 
sales  tax 1 iab i l  i t y .  By comparing the lowe;- graph of Exhibit 4 w i t h  the lower 
graph of Exhibit 2 ,  i t  can be shown t h a t  the  per capita tax c red i t  will  provide 

greater tax re1 ief t o  large farnil i es  w i t h  low incomes than a food sa les  
tax exemption. In each of the graphs, the amount of tax r e l i e f  received by 

3 For an explanation of how these estimates were derived, see the Appendix, 
Option 3 .  



E X H I B I T  4 

COMPARISON OF S A L E S  TAX BURDEN UNDER CURRENT LAW AND UNDER OPTION 3 
(F ixed  p e r  C a p i t a  Tax C r e d i t )  

( F A M I L Y  SIZEm 1) 

T O T A L  SALES T A X  BL1RCEN - - - .  
T O T A L  E X C E P T  FOOD --------..-a. 
T O T A L  UITH OPTION 

i I 1 I I I 

8 7080 14000 ' 21600 28000 35000 
F A M I L Y  INCO!IE 

( F A M I L Y  S I Z E =  4 )  

T O T A L  S A L E S  TAX,  B U Z D E N  - - - .  
TOTAL E X C E P T  FGOD -----------. 
T O T A L  WITH O P T I O N  

0 I I I 1 1 

0 7008 14800 21000 28830 35800 (7977 $ )  
F A M I L Y  I N C O M E  



individuals a t  each income level i s  represented by the distance between the 
long-dashed 1 ine and the sol id l ine .  

OPTION 4: INCOME TAX CREDITS BASED ON ACTUAL FOOD SALES TAX LIABILIN 

A .  Description 

This option i s  intended to  parallel  the e f f ec t s  of the s t a t e  food sales  tax 

exemption. Under the option, each household would receive a tax c red i t  based 

on an estimate of i t s  s t a t e  food sa les  tax 1 iabi l  i t y  during 1977. The tax 

l i a b i l i t y  estimated f o r  each family i s  determined based on the food expenditures 

of famil ies  by family s ize  and to t a l  family incomz. The schedule of tax 

credi t s  available to  families of d i f fe rent  s izes  and income levels  under t h i s  
option i s  shown i n  Exhibit 5.6 As shown, the c red i t s  a re  based on to ta l  family 
income which includes t ransfer  payments and other sources of inccme not taxed. 

B .  Revenue Impacts 

The revenue los s  i f  t h i s  type of c red i t  had been in effect  in Arizona during 
1978 i s  estimated a t  $68,363,714.' As w i t h  other types of income tax c red i t s ,  
t h i s  revenue los s  would be borne en t i r e ly  by the s t a t ?  during the f i r s t  year 
and the c i t i e s  tha t  receive a share of the income tax would not experience a 
decline in revenues until  two years a f t e r  the c redi t  goes into effect .  

6 ~ o r  an explanation of how t h i s  schedule was developed, see the Appendix, 
Option 4. 

7 ~ s  noted previously, a c red i t  based on actual food sa les  tax l i a b i l i t y  resembles 
a food sales  tax exempt'on w i t h  respect t o  tax re1 i e f .  However, the estimated 
revenue loss  from the c red i t  will be s igni f icant ly  lower due to  the f a c t  t ha t  
the tax c red i t s  granted to  each family under t h i s  option were based on the 

I 
estimated food sales  tax 1 iabi l  i t y  of f a n i l i e s  during 1977 (see Exhibit 5 ) .  If 
the tax credi t s  available to  each family were adjusted to  approximate 1978 
food sales  tax l i a b i l i t y  using the food inf la t ion  index, the estimated revenue 

I 
loss  would increase t o  $75,014,187. This i s  s t i l l  lower than the loss from 
an exemption because non-residents and non-filers would not receive the c red i t .  I 



EXHIBIT 5 

TAX CREDIT SCHEDULE BASED ON ACTUAL SALES TAX LIABILITY 

I TOTAL FAillILY SIZE 
FAMILY 
INCOME - 1 - 2 - 3 - 4 - 5 6 or more 

under 4,200 $ 30 $ 50 $ 59 $ 75 $ 82 $ 91 

I 4,200 under 8,300 33 6 3 6 9 81 101 11 4 

8,300 under 1 6,700 3 7 65 70 90 105 131 

1 16,700 under 20,800 3 9 72 8 2 104 111 147 

20,800 under 35,000 4 3 76 100 120 135 164 

I 35,000 plus 52 9 1 11 6 135 153 191 

NOTE: This schedule was based on t h e  estimated food purchases of farnil i e s  
of each s i z e  and income leve l  during 1977. The income brackets a re  

I a1 so expressed i n  terms of 1977 do1 l a r s .  



C .  Equity Impacts 

The two graphs in Exhibit 6 i l l u s t r a t e  the change in the sales  tax burdsn 
t h a t  would occur i f  the S ta t e  of Arizona used a schedule of tax c red i t s  

based on the actual s t a t e  food sa les  tax l i a b i l i t y  of households of d i f fe rent  
s izes  and income leve ls .  By comparing these graphs with the graphs in 
Exhibit 2 ,  i t  can be shown tha t  the impact of a c red i t  based on actual 

tax 1 iabi l  i t y  will closely resemble the e f f ec t s  of a sales  tax exemption. 

As with the s t a t e  food sa les  tax exemption, individuals a t  a l l  l eve ls  of 

income will receive tax r e l i e f  which approaches the i r  actual s t a t e  food 

sa les  tax 1 iabi l  i t y  (approximately 4/5 of the to ta l  food sales  tax burden). 

In the graphs, the to ta l  food sa les  tax burden i s  represented by the . 

distance between the long-dashed l i n e  and the short-dashed Sine. Sales 
tax re l ie f  under Option 4 is represented by the distance between the long- 
dashed l i n e  and the solid l i ne .  

OPTION 5: VANISHING TAX CREDITS - THE HACIAII TAX CREDIT SCHEDULE 
* 

A .  Description 

The intended e f fec t  of t h i s  option is to reduce the tax burden on lower 

income families.  The tax c red i t  available to  each individual would be based 

on a schedule of tax c red i t s  equal in amount t o  the ones used by the S ta te  
of Hawaii. In Hawaii, income tax c red i t s  a re  limited t o  individuals with 
inconies of l e s s  than $20,000. The en t i r e  schedule of Hawaii tax c red i t s  i s  
shown i n  Exhibit 7.  In the Hawaii tax c red i t  schedule the term "income" 

r e fe r s  to  the adjusted gross income received by the claimant. Under t h i s  
option, however, the income on which the c red i t  is  based has been changed 
t o  to ta l  family income. 



EXHIBIT 6 

(FAMILY SIZE. 11 

TOTAL SALES TkX SUE3EN - - - - . 
TOTAL EXCEPT FOOD ------------ 
TOTAL WITH OPTION 

I COMPARISON OF SALES TAX BURDEN UNDER CURRENT LAW AND UNDER OPTION 4 
(Tax Credi ts  Based on Actual Sales Tax L i a b i l i t y )  

I 
I 
I 
I 

I 
I 
I 
I 
I 
I 

PI 7009 14980 ' a m ~ e  2~300 35000 
FAMILY INCORE 

(FAMILY SIZE. 4 1 

TOTAL SALES T A X  BtiRDEN 
TOTAL EXCEPT FOOD -----------a 

TOTAL WITH OPTIOid 

0 7000 14000 21008 28080 35000 (1 977 $ 1  
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EXHIBIT 7 

TAX CRECIT SCHEDULE USED BY THE STATE OF HAWAI I  
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B .  Revenue Impacts 

If a schedule of tax credi t s  equal in amount to  the ones used by Hawaii 
had been in e f f ec t  in the State of Arizona during 1978, the estimated revenue 
1 oss fo r  tha t  period woul d have totaled $27,227,066. 8 

Because of the way income tax revenues a re  dis t r ibuted i n  the State  of 

Arizona, the revenue loss  from a tax c red i t  of t h i s  type would a1 so be 

borne ent i re ly  by the s t a t e  during the f i r s t  years the c red i t  was in 
e f f ec t ,  and the c i t i e s  would not experience a decline in revenue until  
the third year.  

C .  Equity Impacts 

The two graphs i n  Exhibit 8 i l l u s t r a t e  the change in the sales  tax burden 

tha t  would occur i f  the State  of Arizona used a schedule of tax c red i t s  
similar to  the one used by the S ta te  of Hawaii. As shown i n  the graphs, 

the reduction in sales  tax l i a b i l i t y  i s  r e s t r i c t ed  t o  families a t  lower 

levels  of income under this option. However, the amount of re1 ief received 

by individuals a t  lower income levels  will be s ignif icant  and will i n  f a c t  

exceed sales  tax l iabi l  i t y  f o r  larger  sized famil ies .  As before, the amount 
of tax re1 ief available a t  each income level is represented by the distance 

between the long-dashed l i n e  and  the so l id  l ine .  A t  higher levels  of income 
there i s  no distance between these two l i n e s ,  indicating tha t  no tax r e l i e f  
i s  received. 

OPTION 6: VANISHING TAX CREDITS - THE VERMONT TAX CREDIT SCHEDULE 

A. Description 

Under option 6, the tax c red i t  available to  each individual would be based on 

a schedule of tax c red i t s  equal in amount t o  the ones used by the S ta te  of 

"he estimate shown may be a low estimate,  since the number of individuals 
f i l  ing tax forms would probably increase i f  a tax c red i t  goes into e f f ec t .  
For an explanation of how t h i s  estimate was derived, see the Appendix, Option 
5. 



E X H I B I T  8 

COF*lPARISON OF SALES TAX BURDEN UNDER CURRENT LAW AlUD UHDER OPTION 5 
(The Hawa i i  Tax C r e d i t  Schedule) 
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Vermont. This option i s  a l s o  intended t o  reduce the  tax  burden on low-income I fami l i es .  In Vermont, income tax  c r e d i t s  a r e  l imi ted t o  fami l i es  w i t h  incomes 
of l e s s  than $9,000. Famil i e s  w i t h  incomes below $9,000 receive a tax c r e d i t  

1 t h a t  depends on income and family s i z e .  A1 though the c r e d i t  increases w i t h  

the  si.ze of the  family,  the  increase  i s  not  d i r e c t l y  proportional t o  the 

) number of individuals  in the family. The e n t i r e  schedule of Vermont tax  
c r e d i t s  i s  shown i n  Exhibit 9. 

I The tax c r e d i t  ava i l ab le  t o  each household in the  S t a t e  of Vermont i s  based 

on "modified adjusted gross income" which incl  uded Social Secur i ty  payments, 

public ass i s t ance  and other  non-taxable sources of incone. This concept of 

income c lose ly  resembles family income which was the bas i s  f o r  grant ing the 
tax  c r e d i t  i n  t h i s  ana lys i s .  

B .  Revenue Impacts 

I f  a schedule of tax c r e d i t s  equal in amount t o  t he  ones used by Vermont 

had been i n  e f f e c t  i n  the  S t a t e  of Arizona during 1978, the  estimated r, ~ v e n  ue 
l o s s  f o r  t h a t  period would have t o t a l ed  $5,032,814.~ Again, this revenue 
l o s s  would be borne e n t i r e l y  by the  s t a t e  during the  f i r s t  yea r ,  and the  
c i t i e s  t h a t  receive a share of the  income tax  would not experience a decline 

i n  revenues un t i l  two years  a f t e r  the c r e d i t  goes i n t o  e f f e c t .  

C .  Equity Impacts 

The two graphs i n  Exhibit 10 i l l u s t r a t e  the  change i n  the  s a l e s  tax burden 
t h a t  would occur i f  the  S t a t e  of Arizona used a schedule of tax  c r e d i t s  

s imi la r  t o  the  one used by the S t a t e  of Vermont. Under t h i s  option,  a l s o ,  
the  reduction in s a l e s  tax l i a b i l i t y  is l imi ted t o  fami l i es  a t  lower l eve l s  
of income. Even a t  these  low l e v e l s  of income, however, the amount of tax 

re1 i e f  provided i s  s ignf ican t ly  l e s s  than the  amount of food s a l e s  tax  
l i a b i l i t y .  In the  graphs, food s a l e s  tax l i a b i l i t y  i s  represented by 

 he estimate shorn may be a low es t imate ,  s ince  the number of individuals  
f i l  ing tax forms would probably increase i f  a tax  c r e d i t  goes in to  e f f e c t .  
For an explanation of how t h i s  est imate was der ived,  see the  Appendix, Option 6.  



EXHIBIT 9 

TAX CREDIT SCHEDULE USED BY THE STATE OF VERMONT 
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EXHIBIT 10 

COMPARISON OF SALES TAX BURDEN UNDER CURRENT LAW AND UNDER OPTION 6 
(The Vermont Tax C r e d i t  Schedule) 
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the distance between the long-dashed 1 ine and the short-dashed 1 ine. Sales 

tax re1 ief under Option 6 i s  represented by the distance between the 1 ong- 
dashed l i n e  and the sol id  l i ne .  A t  higher levels  of income there is  no 

I 
distance between these two l i n e s ,  indicating t h a t  no tax r e l i e f  i s  received. I 



COlFtlPARISON OF REVENUE AND EQUITY IMPACTS: EXEMPTIONS vs. CREDITS 

I .  ' SUMMRY A N D  COMPARiSON OF RE\IENUE IMPACTS 

When comparing the revenue impacts of the s jx options f o r  redccing the sales  

tax burden, the following questions should be considered. 

1) How much revenue i s  to  be returned t o  the taxpayers? 

2 )  Which jur isdict ions will bear the revenue 1 oss? 

In considering each of these questions, i t  i s  he1 pful t o  look separately a t  

food sales  tax exemptions and income tax c red i t s  f o r  sales  taxes paid. The 

d i s t inc t  charac ter i s t ics  of each approach a r e  considered below. 

1. Food Sales Tax Exemptions 

With a food sales tax exemption, the total  amount of revenue which i s  returned 

t o  the taxpayers will be deternjned by the amount of revenues which would be 

collected by each jurisdiction i f  the exemption were not i n  e f fec t .  Opticn 1 ,  

fo r  examjle, involves removing the s t a t e  tax on food. Therefore, the to t a l  
amount of revenue retained by the taxpayers under t h i s  opt? on would equal the 

total  amount collected by the s t a t e  from the sales  tax on food (estimated a t  

$89,532,216-$103,305,403). Similarly,  Option 2 provides f o r  a food sa les  tax 
exemption a t  the s t a t e  and local l e v e l .  Thus, the total  tax loss  under t h i s  
option would equal the amount of taxes collected by s t a t e  and local jur isdict ions --- 
($89,532,216-$103,306,403 collected by the s t a t e  p1 us $1 5,089,533-$17,311,232 
col tested by the c i t i e s .  ) 

Because no tax revenues will be collected on food sales  i f  an exemption i s  in 

e f f ec t ,  the abil i t y  of the leg is la ture  t o  control the total  amount of the 

revenue loss wi? 1 be somewhat limited under t h i s  approach. However, i t  would 



be possible to  exercise more control over the total  revenue loss  from t h i s  
type of a l te rna t ive  by reducing the tax r a t e  on food sales  instead of eliminating 

I 
the tax altogether.  

2. INCOME TAX CREDITS FOR SALES TAXES PAID 

Income tax c red i t s  of fer  considerable f l e x i b i l i t y  i n  determining the amount 

of revenue t o  be returned t o  the taxpayers. With an income tax c red i t ,  the to ta l  
I 

amount returned will depend on the amount of the c red i t  granted t o  each individual 
or  household. An income tax c r e d i t  may be designed to  return a l l  of the revenues I 
collected from the food sales  tax o r  only a portion of these revenues. For 

example, the to t a l  revenue loss  resul t ing from each of the tax credi t s  examined 
in t h i s  report  ranges from a high of $120,617,635 ( Option 2)  t o  a low 

I 
of $5,032,814 (Option 6 . )  Thus, the total  amount of revenue to  be 
returned to  the taxpayers will depend on the type of tax credi t  selected. In 

I 
addition, the s ize  of the re'v'enue loss  resul t ing from any of these options may I 
be increased or decreased by a l t e r ing  the amount of the c red i t  available t o  

each individual o r  household under tha t  option. I 
B. DISTRIBUTION OF REVENUE LOSS AMONG JURISDICTIONS I 
1. FOOD SALES TAX EXEMPTIONS 

Exempting food from the sales  tax would r e s u l t  i n  a reduction in to ta l  sales  

tax col lect ions.  Under current law, s t a t e  sales  tax col lect ions a re  divided 
between the s t a t e ,  the c i t i e s  and the counties. City sales  tax collections 

I 
a re  retained by the c i t i e s  tha t  levy a tax.  Thus, the revenue loss  from a 

state6food sa les  tax exemption would be shared by the s t a t e ,  c i t i e s ,  and 
I 

counties,  while the revenue loss  from a local food sales  tax exemption would 
be borne ent i  rely by the c i t i e s .  

I 
2. INCOME TAX CREDITS FOR SALES TAXES PAID 

Providing an income tax c red i t  f o r  sales  taxes paid would r e su l t  in a reduction 



I in s t a t e  income tax collections.  Net col lect ions from the s t a t e  income tax 

I 
are divided between the s t a t e  and c i t i e s .  The c i t i e s '  share i s  equal to  15% 

of the net proceeds collected from the income tax two years pr ior  to  the current 
f i sca l  year. Thus, the revenue loss  resul t ing from an income t a x  c r e d i t  

I would be borne ent i re ly  by the s t a t e  during the f i r s t  two years the c red i t  

i s  in e f f ec t  and the c i t i e s  would not experience a reduction in t h e i r  share 

I of tax col lect ions unt i l  the th i rd  year. 

I - 11. SUMPRRY AND COMPARISON O F  EQUITY IMPACTS 

I Two questions must a l so  be addressed when'comparing the equity impacts of the 

s ix options f o r  reducing the sales  tax burden. ,These questions a re :  

I 1 )  Will families a t  a l l  levels  of income receive a reduction in sa les  
tax l i a b i l i t y ?  (What i s  the scope of the tax r e l i e f ? )  

I 2)  How does the amount of reduction in taxes compare with the amount of 
taxes paid a t  each level of incone? (What i s  the degree of tax re1 i e f ? )  

I Again, i t  i s  helpful t o  look  separately a t  food sales  tax exemptions and income 

I tax c redi t s  f o r  sa les  taxes paid in considering each of these questions. 

I 
A .  THE S C O P E  OF  TAX R E L I E F  

1. FOOD SALES TAX EXEMPTIONS 

I 
Food sales  tax exenptions are  intended t o  provide tax r e l i e f  t o  a11 individuals 

I affected by the food sales  t a x .  Because the food tax i s  eliminated on a l l  
r e t a i l  food items, any individual purchasing food a t  r e t a i l  will benef-it 

regard? ess  of income 1 eve1 . 

I 2. INCOME TAX C R E D I T S  FOR S A L E S  TAXES P A I D  

I 
Income tax credi t s  f o r  sales  taxes paid may be granted to  a l l  individuals 



regardless of incone or nuy be granted only t o  individuals a t  specified income 
1 eve1 s. I 
For example, a f l a t  r a t e  per capita c red i t  (Option 3)  will reduce the tax 
burden of individuals a t  a l l  income levels .  A c r ed i t  based on actual food I 
sa les  tax l i a b i l i t y  (option 4 )  will a l so  benefit  individuals a t  a l l  income 
levels .  Vanishing tax c red i t s ,  on the other hand, a re  designzd t o  provide tax 

r e l i e f  only t o  individuals a t  lower levels  of income. For example, the schedule 

I 
of tax c red i t s  used by the States  of Hawi i and Vermont (Options 5 and 6 )  concentrate 
tax re1 ief a t  the lower levels  of income and do not provide tax re1 ief t o  individuals 

I 
in high income brackets. I 
B. THE DEGREE OF TAX RELIEF I 
1.  FOOD SALES TAX EXEMPTICNS 

By prohibiting collection of the tax,  food sales  tax exemptions assure tha t  a l l  
individuals receive tax r e l i e f  which i s  exactly equal to  t h e i r  original food 

sales  tax l i a b i l i t y .  Because no tax is  collected on food i tens  when an exemption 
I 

is in e f f ec t ,  the food sales  tax burden of individuals a t  a l l  levels  of income 
is reduced t o  zero f o r  each jur isdict ion exempting food. 

I 
I 

2. INC014E TAX CREDITS FOR SALES TAXES PAID 

With an income tax c r e d i t ,  the degree of t a x  r e l i e f  available t o  individuals I 
a t  each level of income will depend on the type of tax c red i t  selected. In 
general, the tax c red i t s  examined i n  t h i s  repcrt  represent three d i f fe rent  I 
patterns of tax r e l i e f .  

The f i r s t  pattern of tax r e l i e f ,  represented by Option 4, duplicates the effects  
of a s t a t e  sa les  tax exempticn (Option 1 ) .  In t h i s  option, the tax c r e d i t  
avai lable  t o  each household i s  based on an estimate of actual sales  tax l i a b i l i t y .  

I 
Therefore, a l l  families will  receive tax re1 ief which i s  approximately equal 
to  t h e i r  actual s t a t e  food sales  tax l i a b i l i t y .  

I 



The second pattern of tax r e l i e f  i s  represented by Qptions 5 and 6. Under 
each of these options, individuals a t  lower levels  of income receive tax re1 ief 

which approaches the i r  original food sa les  tax l i a b i l i t y ,  while individuals 
a t  h i g h  income levels  receive no tax r e l i e f .  

The third pattern of tax re1 ief i s  represented by Option 3 .  Under t h i s  

option, individuals i n  larger  famil ies  and individuals with lower leve ls  
of income may receive tax re1 ief which exceeds the i r  food sales  tax 
'l iabi l  i t y  while individuals a t  higher income levels  and from smaller family 
s izes  will receive tax re1 ief which, in most cases,  i s  equal to  or  s l igh t ly  
l e s s  than t h e i r  food sales  tax l i a b i l i t y .  

I t  should be noted tha t  the degree of tax re1 ief available t o  each individual 
from any income tax c red i t  schedule will  deter iorate  from year t o  year un1  ess 
the c red i t  schedule i s  indexed f o r  inf la t ion .  



APPENDIX 1 

METHODOLOGY : REVENUE IMPACTS 

I 
OPTION 1: ELIMINATING THE STATE SALES TAX CN FCOO 

As mentioned in the t ex t ,  food items sold in grocery s tores  are  taxable 

I under the r e t a f l  category of the sales  tax. Thus, col lect ions from the 

tax on food are  not  separately ident i f ied,  b u t  a re  lumped together w i t h  

I a71 other col lect ions from sales  of r e t a i l  items. In order t o  determine 

what portion of the total  collections from re t a i l  items i s  derived from 

I - 
the sales  tax on food, i t  i s  necessary t o  deternine what portion of to ta l  
r e t a i l  expenditures i s  represented by expenditures fo r  food. To calculate  

I 
t h i s  amount, two d i f fe rent  approaches were used. 

In the f i r s t  approach, i t  was assumed tha t  the bulk of r e t a i l  purchases a re  

made by consumers, with businesses purchasing only a small percentage of 

r e t a i l  items. Thus, the percent of r e t a i l  col lect ions represented by 
col lect ions from food could be estimated by determining what percent of  

the average consumer's expenditdres f o r  taxable r e t a i l  items are  equal to  

expenditures for  food. To calculate  t h i s  percentage, expenditure data from 
the 1972-73 Consumer Expenditure Survey were used.' More spec i f ica l ly ,  the 
data used were taken from a breakdown of average consumpticn expenses based 

on a survey of f a ~ i l  ies  in the western area of the United States .  For each 

category of expenditure, a separate determination was made as to  whether 
expenses i n  the category were subject t o  the Arizona r e t a i l  sales  tax. 
Retail categories composed of food items were a1 so identif  isd.  Expenditures 
in each category subject t o  the r e t a i l  sa les  tax were updated t o  the 1977 
level by increasing the f igures  to  r e f l e c t  the increase in the consumer 

price index fo r  that  category between 1972-73 and 1 9 7 7 . ~  Total expenditures 
fo r  r e t a i l  items were then calculated by summing expenditures i n  a11 categories Q 

(including food) tha t  were determined to be subject to  the Arizona r e t a i l  
sa les  tax. Total expenditures fo r  r e t a i l  food items were calculated by 

I 
summing expenditures in r e t a i l  categories tha t  were composed of food f o r  

'consumer Expenditure Survey : Intearated Diary and Interview Survey Data 

I 1972-73, U.S. Dept. of Labor, Bureau of Labor S t a t i s t i c s ,  pp.  121-124. 
2 For each expenditure category, the component Consumer Price Index f o r  the 

I 
Phoenix l4etropolitan area was provided by the Bureau of Business and Economic 
Research a t  Arizona State  University. 



home consumption. The percent of r e t a i l  expenditures which i s  represented 
by food was then calcula ted by dividing expenditures f o r  food items by expendi- 
t u r e s  f o r  a l l  r e t a i l  items a s  shown below: 

CFE PC = - CRE 

where : 

PC = the  percent of r e t a i l  s a l e s  tax  co l l ec t i ons  derived from 
food s a l e s  

CFE = consumer food expenditiires 

CRE = consumer r e t a i l  expenditures subject  t o  Arizona s a l e s  tax  

In the  second approach, the portion of r e t a i l  s a l e s  tax co l lec t ions  derived 

from food s a l e s  was calcu'lated by dividing estimated s a l e s  tax  co l l ec t i ons  
from food s t o r e s  by t o t a l  r e t a j l  s a l e s  tax co l l ec t i ons ,  during calendar year  

I 
1977. The following formula was used: I 

FYC PC = - RTC 

where : 

PC = the  percent of r e t a i l  s a l e s  tax co l lec t ions  derived from 
food s a l e s  

FTC = estimated s t a t e  food s a l e s  tax co l lec t ions  during 1977 
RTC = t o t a l  s t a t e  r e t a i l  s a l e s  tax co l lec t ions  during 1977 

Total s t a t e  r e t a i l  s a l e s  tax co l lec t ions  during 1977 (RTC) were ava i lab le  

from the  Arizona Department of Revenue. 

Tax co l l ec t i ons  from food s a l e s  during 1977 (FTC) were estimated using the  

following equation : , 



FTC = :04 (RFS) 

where: 

FTC = estimated food s a l e s  tax co l lec t ions  during 1977 

RFS = t o t a j  r e t a i l  s a l e s  made by grocery and other  food s to r e s  during 
1977 , 

.04 i s  the  s a l e s  tax r a t e  

Under the f i r s t  approach, food s a l e s  tax co l lec t ions  were estimated a t  30.8% 
of t o t a l  r e t a i l  s a l e s  tax co l lec t ions .  This f i gu re  was believed t o  be 

somewhat high because i t  represents  food s a l e s  tax co l lec t ions  a s  a percent 
of s a l e s  t ax  co l lec t ions  from consumer r e t a i l  purchases ins tead of a s  a .  

percent of t o t a l  r e t a i l  s a l e s  t ax  co l l ec t i ons ,  which include taxes received 
from r e t a i l  purchases by businesses. 

Under the  second approach, food s a l e s  tax  co l lec t ions  were estimated a t  

25.7% of t o t a l  r e t a i l  s a l e s  tax  co l lec t ions .  Thus, a range of 26%-30% was 

se lected a s  the  portion of r e t a i l  s a l e s  tax co l lec t ions  derived frcm food 
C 

sa l e s ,  

I To ca lcu la te  the revenue l o s s  associa ted w i t h  the s a l e s  tax exemption f o r  

1975, t h i s  range of r a t e s  was applied t o  t o t a l  r e t a i l  s a l e s  tax co l lec t ions  
during 1978, a s  snown below: 

RL = PC (RTC)  

where : 

RL = 1978 revenue l o s s  

PC = the  pei-cent of r e t a i l  s a l e s  tax  co l lec t ions  derived from food 
s a l e s  

RTC = t o t a l  s t a t e  r e t a i l  s a l e s  t ax  co l lec t ions  during 1978 

' ~ o t a l  r e t a i l  sa les  by food s to r e s  during 1977 were taken from the 1977 
Economic Census of Retail  Trade - Advance Report, U.S. Dept. of Commerce. . 



OPTION 2: ELIClIliATING STATE A N D  LOCAL SALES TAXES ON FOOD 

To determine the revenue loss  from el iminating s t a t e  and local sales  taxes 
on food, the same percentages used in option 1 were applied t o  to ta l  s t a t e  

and local col lect ions from r e t a i l  sa les  taxes during 1 9 7 8 . ~  Retail sa les  tax 
I 

col lect ions f o r  a l l  c i t ' es  except Tempe, Scottsdale,  Preseott ,  Phoenix, 

Peoria, Patagonia , Nogal e s  , Mesa, Flagstaff ,  C hand1 e r  and Benson were derived 
from the Department of Revenue sales  tax tapes.5 Collections f o r  the c i t i e s  

I 
l i s t e d  were provided by the c i t i e s  themselves. I 
Retail sales  tax col lect ions in the City of Tucson were excluded from the I 
local total  because Tucson exempts food from i t s  c i t y  sales  tax. 

OPTION 3:  FIXED PER CAPITA TAX CREDITS 

The revenue los s  from a f l a t  r a t e  per capita tax c red i t  will vary depending I 
on the s ize  of the c red i t  that  i s  granted. Thus, the amount of revenue 

t h a t  will be l o s t  can be a1 tered by modifying the amount of the c red i t  given I 
t o  each individual. I t  was therefore possible t o  s e l ec t  the to ta l  amount of 

revenue which was t o  be returned to  the taxpayers (the maximum revenue loss)  I 
and then determine the amount of the c red i t  available to  each individual by 
dividing t h i s  amount equally among the populaticn. In other words, i f  the I 
maximum revenue loss  i s  established, the amount o f  the c red i t  can be determined 
a s  follows : 

RL PCC = - S P 

where : 

4 ~ h e  estimated revenue loss  fron removing the c i t y  sales  tax on food was 
determined in a  d i f fe rent  manner f o r  the City of Scottsdale. In t h i s  c i t y ,  
the estimate was based on sales  tax col lect ions from grocery s tores  which 
a re  recordsd separately from other r e t a i l  sales  tax col lect ions.  

'~i ie  Departnlent of Revenue i s  responsible f o r  col lect ing the local s a l e s  tax 
f o r  forty-nine c i t i e s  and towns. Total r e t a i l  sales  tax col lect ions from 
a l l  c i t i e s  par t ic ipat ing in the s t a t e  col lect ion system were provided by 
county, from col lect ions data in the Department of Revenue. 



PCC = the amount of the tax c red i t  available to  each individual 

RL = the maximum revenue loss  which would resu l t  from a  c red i t  equal 
to  PCC 

S P  = the s t a t e  population 

Because only a  portion of the total  population will f i l e  an income tax return,  

however, the tax c red i t  will not be claimed by the en t i re  s t a t e  population 

and the actual revenue loss  will be somewhat smaller than i t  would have been 

i f  a l l  individuals claimed the c redi t .  The rninirnu~ revenue loss  from a  

c red i t  of t h i s  type was determined as  follows: 

RL = PCC ( E C F )  (6 

where : 

RL = the minumum loss  which would r e su l t  from a c red i t  equal to  PCC 

PCC = the amount of the per capita t a x  c red i t  

ECF = the to ta l  number cf exempticns claimed by f i l e r 8  ( the number 
of individuals f o r  which the c red i t  i s  granted) 

O P T I O f l  4 :  INCCME TAX CREDITS BkSED ON ACTUAL FOOD SALES TAX L I A B I L I T Y  

The revenue loss  from a  tax c red i t  of t h i s  type was determined using the 

following formula: 

where : 

RL = the total  revenue loss  resul t ing from the credi t  

TC = the tax c red i t  available t o  each household 

N H  = the numS2r of households 

i = the incotne level (family income) 
s = the family s ize 

6 ~ h e  total  numbfr of exemptions claimed on 1978 tax forms was derived from 
information provided by the Department of Revenue. 



The s ize  of the tax c red i t  available to  each family (TCiS) was based on 

an estimate of the actual food sa les  tax l i a b i l i t y  of the household. 

To estimate the actual food sa les  tax 1 iabi l  i t y  of hooseholds of a par t icu lar  

s ize and income 1 evel , expenditure data from the 1972-73 Consumer Expenditure 
I 

Survey se r i e s  were used. Specif ical  l y  , expenditures f o r  food products were 
determined from a breakdown of the consumption experises cf families of each 

I 
s ize  and income level , based on a survey of households throughout the United 

States .  A l l  data frcm the survey, including income f igures ,  were updated t o  
the 1977 level by increasing the f igures  to  r e f l e c t  the chanye in the consumer 

I 
price index f o r  each category between 1972-73 and 1 9 7 7 . ~  The food sa les  

tax l i a b i l i t y  f c r  families of each s ize  and income level was determined 

I 
by multiplying the family's estimated food expenditures by the four percent I 
s t a t e  sales  tax. 

After calculating the food sa les  tax l i a b i l i t y  f o r  each of seventy-two d i f fe rent  
family types (12 income levels  x 6 family s i z e s ) ,  a schedule of tax c r e d i t  
was devel oped. I 
In general, the tax c red i t  established f o r  families of a par t icular  s ize  
and income was s e t  equal t o  the sales  tax 1 iabi l  i t y  comcuted f o r  tha t  family 

I 
type. However, the number of incori~e brackets in the tax c r e d i t  schedule was 
condensed from the original twelve to  s ix  by combining families in d i f fe rent  

I 
income brackets with s imilar  food sa les  tax l i a b i l i t i e s .  In these cases,  the 

tax c red i t  f o r  each of the expanded inccrne brackets was s e t  equal t o  the 
I 

average of the tax 1 iab i l  i t i e s  computed f o r  each of the component income 
brackets. (See Exhibit 5 of the t e x t . )  

I 

The revenue los s  frcm t h i s  type %f c red i t  was then determined by multiplying I 
the nurrber of farnil i e s  of each s ize  and incone level by the c red i t  available I 
7~onsumer Expenditure Survey Series : Interview Survey, 1972-73, U.S. Dept. 
of Labor, Bureau o f  Labor S t a t i s t i c s ,  pp .  81-200. 

I 
8 ~ o r  each expenditure category, the cosponent Consumer Price Index f o r  the 
Phoenix )letropolitan area was provided by the Bureau of Business and Economic 
Research a t  Arizona State University. The change in the general consumer price 

I 
index fo r  the Phoenix metropol i tan  area was used to  update income f igures  to  
the 1977 1 eve1 . I 



t o  families with these charac ter i s t ics  and summing the resu l t s .  (See 

Formula 7 . )  To determine the ni!mSer of famil ies  of each s ize  and income 
level who would be e l ig ib le  t o  receive a  c red i t  f o r  the 1378 tax year ,  1977 
income tax f i l e r s  were sorted by gross income and family s ize  using Department 
of Revenue income tax tapes. '  This sane dis t r ibut ion was used to  estimate 

the breakdown of 1978 families by gross income and family s ize.  Because the 

c red i t  available to  each individual was based on to ta l  family income, i t  was 
a l so  necessary to  expand gross income on each tax form to approximate to ta l  

family income before determining the tax c red i t  available t o  each family. The 

process f o r  expanding gross income i s  described under Option 5. 

OPTION 5: VANISHING TAX CREDITS--THE HA!iAII TAX CREDIT SCHEDULE 

Becavse the amount of the c red i t  available t o  individuals a t  each income 

level i s  already s e t  under t h i s  option, the revenue loss  from a  c red i t  of 

t h i s  type can be calculated eas i ly ,  i f  the number of individuals in each 
income bracket i s  known. The following formula was used: 

where : 

RL = total  revenue loss  from the tax c red i t  
TC = the amount of the tax c red i t  available f o r  each individual 

N = the number of individuals f o r  which the c red i t  may be claimed 

i  denotes each of the income brackets considered 

To determine the number of individuals in each income group ( N i ) ,  individuals 
claimed as exemptions on 1977 income tax forms were sorted by gross income 

using data tapes supplied by the Department of ~evenue. '  The same dis t r ibut ion 

'A s t a t i s t i c a l  sample of tax forms, f i l e d  by individvals f o r  the 1977 income 
tax year,  was provided by the Dept. of Revenue. Before releasing t h i s  informa- 
t ion ,  the Dept. of Revenue removed names, addresses and other identifying 
charac ter i s t ics  from each form to  preserve the confident ial i ty  of these records 



was applied t o  the  number of individuals  claimed a s  exemptions on 1978 tax I 
re tu rns  t o  e s t fna t e  the  number of individuals  a t  each level  of gross income 
during 1978. I 
Because the  c r e d i t  ava i lab le  t o  each individual i s  based on t o t a l  family 

income (including t r a n s f e r  payments and other  sources of income not included 
I 

in gross income f o r  t ax  purposes) i t  was a l s o  necessary t o  expand gross inccme 
on each tax form to '  approximate t o t a l  family incone before determining the tax  I 
c r e d i t  ava i lab le  t o  each individual .  To do this, income data from the  1972-73 
Consuner Expenditure Survey were used. lo Spec i f ica l ly ,  the data used were 

taken from a breakdom of income received,  by source, f o r  fami l ies  of each 

I 
s i z e  and income leve l .  For each income source a separate  determination was 

made a s  t o  whether r ece ip t s  from this source were included i n  the  Arizona 
I 

de7init ion of gross income. Receipts from sources included i n  gross income 

were then summsd and divided i n to  t o t a l  family income t o  develop an expansion 
I 

f a c t o r  f o r  computing t o t a l  family income from gross income. The expansion 

f ac to r s  were calcu7ated a s  follows: 11 I 
TFIis 

IEFis = - GRI 

.= 

where : 

IEF = income expansion f a c t o r  I 
TFI = t o t a l  family income 
GRI = gross income (Arizona de f in i t i on )  

i denotes the  t o t a l  family income bracket 

I 
s denotes family s i z e  I 

The 1978 gross income l e v e l s  t o  which each expansion f a c t o r  applied were then 

calcula ted using the following fornula :  
I 

"consumer Expenditure Survev Ser ies  : Interview Survey, 1973-74, U.S. Dept. 
of Labor, Bureau of Labor S t a t i s t i c s ,  pp. 81-200. 

ap he income expansion f a c t o r  used f o r  famil i e s  i n  the  lowest income bracket 
was a1 te red  i n  sone cases when the  f a c t o r  calcula ted appeared t o  be d i s to r ted  
because t he  fami l ies  within the  bracket  were not homogeneous i n  character .  In 
these cases ,  the  incone expansicn f a c t ~ r  calcula ted f o r  fami l ies  i n  the next 

I 
i 

income bracket was extended t o  cover fami l ies  in the  lowest income bracket. 



where : 

GRI = the  upper boundary of the gross income bracket in 1978 t h a t  i s  
subject  t o  the  income expansion f ac to r  denoted by IEFiS 

TFI = the  u p p ~ 2  boundary of the  family income bracket denoted by 
i and s 

IEF = the  income expansion f a c t o r  
i denotes the  t o t a l  family income bracket 
s denotes t he  family s i z e  

I The income expansion f ac to r  f o r  fami l ies  a t  each level  of gross income i s  
shown, by family s i ze ,  in Table A-1 of the  Appendix. 

I After  determining t he  income expansion f a c t o r  f o r  fami l ies  of each s i z e  and 

I 
level  of gross income, the t o t a l  family income of each f i l e r  was computed 
a s  follows: 

where : 

TFI = to ta l  family income of 1978 f i l e r s  
GRI = gross income of 1978 f i l e r s  

IEF = inccme expansion f a c t o r  

i denotes the  t o t a l  family income bracket 
s denotes the  family s i z e  

 he upper boundary of each family income bracket was f i r s t  updated t o  the  
1978 level  by increasing the  f i gu re s  t o  r e f l e c t  the change in the  Consuilier 
Pr ice  Index between 1972-73 and 1978. The general consumer price index f o r  
the Phoenix metropolitan area was used f o r  t h i s  purposs. This index was pro- 
vided by the  Bureau of Business and Economic Research a t  A.S.U. 



TABLE A - l  

Gross Income 

under $ 1 ,385 
$ 1,385 under 3,307 

3,307 under 5,407 
5,407 under 7,318 
7,398 under 9,050 
9,050 under 10,671 

FACTORS FOR EXPANDING GROSS INCOKE 
TO TOTAL FAMILY INCOME 

FAMILY SIZE = 1 

Gross Income 

under $ 2,101 
$ 2,101 under 3,486 

3,486 under 4,865 
4,865 under 6,975 
6,975 under 9,163 
9,163 under 12,384 

Gross Income 

under $ 1,645 
$ 1,645 under 2,429 

2,429 undw 4,535 
4,535 under 6,807 
6,807 under 8,297 
8,297 under 10,256 

Incorne 
Expansion 
Fac to r  

FAMILY SIZE = 2 

Income 
Expansion 
Fac to r  

FAMILY SIZE = 3 

Income 
Expansion 
Fac to r  

Gross Income 

$10,671 under $1 3,559 
13,659 under 17,259 
1 7 , 2 6 9 u n d e r  21,626 ' 

21,626 under 28,679 
28,679 under 37,006 
37,006 p l u s  

Gross Income 

$1 2,384 under $16,085 
16,085 under 20,700 
20,700 under 28,605 
28,605 under 36,475 
36,475 pl us 

Gross Income 

$1 0,256 under $1 3,362 
13,362 under 17,113 
17,113 under 21,454 
21,454 i ~ n d e r  28,914 
28 $91 4 under 36,330 
36,330 p l  us 

Income I 
Factor  I 

Income 
Expansion I 
Factor  

1 .I454 I 

Income 
Expansion 
Factor  



Gross Incorne - 

under $ 2,044 
$ 2,043 under 2,821 

2,821 undor 4,654 
4,654 under 7,311 
7,311 under 8,893 
8,893 under 1 0,372 

Gross Incone 

under $2,009 
$ 2,009 under 4,116 

4,116 under 6,753 
6,753 under 9,213 
9,213 und2.7 11 ,133 

11,1913 under i3,798 

Gross Inccme 

urlder $ 3,059 
$ 3,059 undei- 4,118 

4,113 under 5,901 
5,901 under 7,083 
7,033 under 9,438 
9,408 [rnder 1 2,97 4 

TABLE A - 1  ( con t  ' d l  

FA:.1IL'! SIZE = 4 

Income 
Expansion 
Factor 

FAMILY SIZE = 5 

Income 
Expansi on 
F a c t o r  

FRIILY SIZE = 6 

Incorce 
Expansion 
F a c t o r  - 

Gross Income 

$70,372 under $1 4,208 
14,203 under 17,077 
17,077 under 21 ,524 
21 ,524 undcr 29,340 
29,34Q under 36,783 
35,783 ~11;s 

Gross Inccme 

$9 3,798 under $1 7,203 
1 7,203 under 21 ,589 
21 ,589 under 29,353 
29,351 under 36 946 
36,943 71 us 

I n c c , ~ e  
E x p ~ n s  ion  
Fac tor  - 

I n  c cfsle 
Expansian 
Fac to r  

Incoxe 
Expan 5 i o, 

Gross Incsrse ---- Fac to r  

$12,914 under $16,783 1 .C97E 
16,783 undzr 21,422 1.0750 
21 ,422 uildei-A 28,773 1 .05?0 
28,779 u!?der 36,924 1.0395 
36,924 p12s 1.0495 



OPTION 6 :  VANISHING TAX CREDITS--THE VERMONT TAX CREDIT SCHEDULE 

Because the c red i t  i s  already s e t  f o r  families o f  each s ize  and incane level 
under t h i s  option, the revenue loss  associated with th i s  schedule of c red i t s  
can be easi ly  calculated i f  the number of families of each s ize and income 
level within the s t a t e  i s  knobin. Using a sample of 1977 income tax returns,  

the dis t r ibut ion of families by s ize  and gross income was calculated f o r  a11 

famif ies  f i l i n g  1977 tax returns.  This same dis t r ibut ion was used t o  
estimate the number of faniilies of each s j z e  and gross income level during 

calendar year 1978. Because the c red i t  available t o  each family was 

based on to ta l  family income, i t  was a l so  necessary t o  expand gross i n c o ~ e  
t o  approximate total  family income before determining the tax c red i t  
available t o  each family. The process f o r  expanding gross income is  the same 
as described under Option 5. 

After determining the tax c red i t  avai lable  t o  each family during 1978, 
the revenue loss  under t h i s  option was calculated as follows: 

where : 

RL = to ta l  revenue loss  

TC = tax c red i t  
NF = number of families 

i denotes income level 
s denotes family s ize 



APPENDIX I1 

METHODOLOGY: EQUITY I M P A C T S  

I Exhibits 2,  3, 4, 6, 8 and 10 i l lus t ra te  the distribution of the sales tax 

burden under current law and under each of six options for reducing the tax . - 

I burden. The sales tax burden i s  defined as the percent o f  family income. 

I devoted t o  payment b f  taxes. The method used t o  determine what percent 

of family income i s  devoted t o  sales taxes under each of these a1 ternatives 

I - i s  described in the sections that  follow. 

1. T H E  TOTAL SALES TAX BURDEN UNDER CURRENT LAW 

I 
I n  each - o f  the exhibits mentioned above, the long-dashed 1 ine represents 

( the percent of income that families o f  each size and income level devote 

t o  payment of sales taxes under current law- For families of each size 

I and income level, this  percent was cal cul aced by mu1 tip1 ying the sales 

) tax rate times the amount allocated t o  taxable expenditures t o  determine 

the amount of sales taxes paid, and d i v i d i n g  t h i s  total- by the family's 

( income t o  express sales taxes a s  a percent of income. The formula used 

I P C L  = the percent of income that a family uses t o  pay sales taxes under 
current law 



TE = the to ta l  amount allocated to  taxable expenditures 
TR = the combined s t a t e  and local sa les  tax ra te  
i denotes the income level of the family under consideration 
s denotes the size of the family under consideration I 

To determine the amount of income tha t  a family devotes to  taxable expenditures 

(TE) information was taken from a breakdown of consumption expenditures by 

families of each s ize  and income level ,  published i n  the Bureau of Labor 1 
I S ta t i s t i cs '  Consumer Expenditure Survey of 1972-73 . All data i n  t h e  break- I 

down, including income levels ,  were updated t o  the- 1977 level by increasing 

the figures to re f lec t  the change i n  the consumer price index between 1972-73 

and 1977 .~  I t  was assumed tha t  the percent of income expended for  taxable 

I 
items was the same for  a l l  families of the same size within an income bracket. I 
The amount of income expended for  taxable items by families of each s ize  I 
and income level (TEi,) was calculated as follows: 

where: 

TE = the total amount allocated to  taxable expenditures by a family 
PT = the percent of income expended by the average' family w i t h i n  the 

bracket for  taxable items 
i denotes the income level of the family under consideration 
s denotes the s ize  of the family under consideration . 

2. THE CURRENT SALES TAX BURDEN FOR ALL ITEMS EXCEPT FOOD 

In each of the exhibits mentioned above, the short-dashed l ine  shows the I 
AConsumer Expenditure Survey Series: Interview Survey, 1972-73, U .  S .  
Department of Labor, Bureau of Labor S t a t i s t i c s ,  pp. 81-200 . 
A - . .  
LFor each expenditure category, the component Consumer Price Index for the 
Phoenix metropolitan area was provided by the Bureau of Business and Economic 
Research a t  Arizona State University. The change in the general consumer 
price index for  the Phoenix metropolitan area was used t o  update income 

I 
figures to the 1977 level,  I 



I percent of income used by each family to  pay sales taxes on a11 items other 

than food. This percent was calculated as follows: 

I where: 

I PNF = the percent of income used by each family under current law to pay 
sales taxes on a l l  items other than food 

PCL = the percent o f  income that families devote t o  payment of a l l  sales 

I taxes under current 1 aw 
EF = the amount of income expended by a family for food products 
TF = the combined s tate  and local tax rate on food 

I i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 

I The percent o f  income t h a t  families devote to payment of sales taxes under 

I current law (PCL) i s  derived i n  Section 1 above. The amount of income 

expended by a family f o r  food products (EF) was determined based on 

I expenditure data taken from the 1972-73 Consumer Expendi ture survey. 

I The formula used t o  determine this  amount  i s  shown below: 

E F i s X  PFis (i) . 

I where: 

I EF = the amount of income expended by a family for food products 
PF = the percent of income expended by the average family w i t h i n  t h e  

bracket for food products 

I i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 

JCansumer Expenditure Survey Series : Interview Survey, 1972-73, U. 5 .  
reau of Labor Sta t i s t ics ,  pp. 81-200 

I Department of Labor;-Bu 



3. THE SALES TAX BURDEN UNDER OPTION 1: REMOVING THE STATE SALES TAX ON FOOD I 
The solid l ine i n  Exhibit 2 shows the percent of income used by each family I 
t o  pay sa les  taxes a f t e r  removing the s t a t e  sa les  tax on food. T h i s  percentage - 
was calculated fo r  each. income level and family size as shown below: I 

P o l i s  = PCLjs - EFis (SF) 

where : 

P O 1  = the percent of income used by each family to pay sales taxes a f te r  
I 

removing the s ta te  sa les  tax. on food - 
PCL = the percent of income which families devote to payment o f  sa les  

taxes under current law 
EF = the amount of income expended by a family f o r  food products 

I 
SF = the s t a t e  sales tax ra te  for  food - 
i denotes the income level of the family under consideration 
s denotes the size o f  the family under consideration 

I 
I 

Again, the percent of income tha t  families devote t o  payment of sa les  taxes 

under current law (PCL) was derived i n  Section I. The amount of income 
I 

expended f o r  food products (EF) was derived in Section 2, The s t a t e  sales 
P 

tax rate for  food (SF) is equal to 4%, 

I 
I 

THE SALES TAX BURDEN U N D E R  OPTION 2 :  REMOVING STATE AND LOCAL SALES 
TAXES ON FOOO 

The sol id l ine  i n  Exhibit. 3 shows the percent of income used by each family 
I 

to pay sales taxes a f t e r  removing the s t a t e  and local sa les  tax on food. - 
This percentage i s  the same as the percentage of income used by each family 

I 
I 



to  pay sales taxes on a l l  items other than food ( P N F ) .  Thus, the formula I i s  the same as the one used i n  Section 2 as shown below: 

P0ZiS = PNFis = PCLis - EFis (TF) 

I 

where : 

PO2 = the percent of income used by each family t o  pay sales taxes a f t e r  
removing the s ta te  local sa les  tax on food 

PNF = the percent of income used by each family t o  pay sales taxes on a l l  
items other than food 

PCL = the percent of income which families devote to payment of a l l  sa les  
taxes under current law 

EF = the amount of income expended by each family for  food products 
TF = the combined s ta te  and local tax ra te  on food 
i denotes the income level of the family under consideration . 
s denotes the s ize  of the family under consideration 

5.  THE SALES TAX BURDEN U N D E R  OPTION 3: FIXED PER CAPITA TAX CREDITS 

The solid l ine  i n  Exhibit 4 shows the percent of income used by each family 

t o  pay sales taxes a f t e r  a portion of the tax is returned to each family i n  

the form of a f l a t  ra te  per capita income tax credit.  This-percentage was 

calculated fo r  each income level and family s ize  as shown below: 

where: 

PO3 = the percent of income used by each family t o  pay sales taxes 
a f t e r  a portion of the tax i s  returned t o  each family in the 
form of a f l a t  rate per capita income tax credit 

PC1 = the percent of income which families devote to payment of sales 
taxes under current law 

TC = the amount of the tax credi t  available fo r  each individual 
i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 



The percent of income that  famiiies devote t o  payment of sales taxes under 

current law (PCL)  was derived i n  Section 1. The amount of the tax c red i t  

available fo r  each individual (TC) may be s e t  a t  any level (see Option 3 . 

under Methodology: Revenue Impacts). For purposes of this analysis a per 

capita tax credi t  equal t o  $35 was used (Tt = 35). The tax credit available 

to  each individual is multiplied by the family s ize  t o  show the to ta l  credit  

avail able to  the family, and this to ta l  is divided by income t o  express the 

c red i t  as a percent of: income. 

6. THE SALES TAX BURDEN U N D E R  OPTION 4: INCOME TAX CREDITS BASE9 ON ACTUAL 
FOOD SALES TAX' LIABILITY 

The sol id  l ine  i n  Exhibit 6 also shows the percent o f  income used t o  pay 

sa les  taxes a f t e r  a portion of the tax  i s  returned to each family in  the 

form of an income tax credit.  In t h i s  o p t i o n ,  the income tax credit  i s  

based on the family's . estimated food sa les  tax l i ab i l i t y .  The percent of 

income devoted t o  sales taxes under this o p t i o n  was determined as follows: 

where : 

PO4 = the percent of income used by families t o  pay sales taxes a f t e r  
receiving an income tax credi t  based on the family's estimated 
food sales tax l i ab i l  i ty 

PCL = the percent of income which families devote t o  payment of sa les  
taxes under current law 

TCA = the tax credi t  available to  each household based on the families 
estimated sales tax 1 i  abi 1 i  ty  

i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 



I The percent of income t h a t  famil ies  devote t o  payment of sa l e s  taxes under 

current law (PCL) was derived i n  Section I. Exhibit 5 of the t e x t  shows 

I the  t ax  c r e d i t  avai lable  t o  households of each income level and family s i z e  

(TCAis). T h i s  schedule of t ax  c r e d i t s  was based on each family's estimated 

I food sa l e s  tax l i a b i l i t y .  The method f o r  estimating each family's food 

I sa l e s  tax l i a b i l i t y  i s  discussed in Option 4 under METHODOLOGY: REVENUE 

IblPACTS. 

To express the tax c r e d i t  as a percent of income, the amount of the c r e d i t  

i s  divided by the family's income leve l .  

'7. THE SALES TAX BURDEN U N D E R  OPTION 5:  VANISHING TAX CREDITS -- THE 
HAWAII TAX CREDIT SCHEDULE 

The so l id  l i n e  i n  Exhibit 8 shcws the percent of income used by each family 

to  pay s a l e s  taxes a f t e r  a portion of the tax  i s  returned t o  each family in 

the  form of a vanishing per capi ta  income tax  c r e d i t ,  equivalent t o  the 

c r e d i t  used by the S ta t e  of Hawaii. The formula used t o  ca lcu la te  t h i s  

percentage is shown below: 

where : 

PO5 = the  percent of income used by each family t o  pay sa les  taxes 
a f t e r  a portion of the tax i s  returned to  the family in the form 
of a vanishing per capi ta  income tax c r e d i t  



PCL = the percent of income which families devote t o  payment of sa les  
taxes under current law 

TCH = the tax credi t  available for  each individual in a family 
i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 

The percent of income that  families devote to  payment o f  sales taxes under 

current law (PCL) was derived in Section 1. The amount of tax c red i t  

available for  individuals i n  each income bracket ( T C H )  was determined 

from the schedule of tax credits  used by the State of Hawaii (see Exhibit 

7 of the tex t ) .  The tax credi t  avail able to  each- individual i s  mu1 t ip1 ied 

- by the family s ize  t o  show the to ta l  credi t  available t o  the family, ' a n d  

t h i s  total  is divided by income to  express the credit  as a percent of 

income. 

- 
8. THE SALES TAX BURDEN UNDER OPTION 6 :  VANISHING TAX CREDITS -- 

THE VERMONT TAX CREDIT SCHEDULE 

The solid l ine  i n  Exhibit 10 shows the percent of income used by each I 
family to pay sa les  taxes a f t z r  a portion o f  the tax i s  returned i n  the form 

of a vanishing income tax credi t  similar to  the credit used by the Sta te  of 
I 

Vermont. The c red i t  available t o  each family under th is  o p t i o n  i s  based on 

income level and family size. The percent of income devoted t o  sa les  taxes 

I 
under th i s  option was determined as shown below: I 



where: 

PO6 = the percent of income used by families to pay sales taxes a f t e r  

I a portion of the tax is returned i n  the form of a vanishing 
income tax credit  based on income level and family size 

PCL = the percent of income which families devote t o  payment of sa les  

I taxes under current law 
NC = the tax credit  available to each household based on the family's 

income level and family s ize  

I 
i denotes the income level of the family under consideration 
s denotes the size of the family under consideration 

I Again, the percent of-income tha t  families devote to payment of sa les  taxes 

I under current law (PCLiS) was derived i n  Section 1. The amount of the tax 

credi t  available to  each household (TCVis) was determined from the schedule 

I of tax credits  used by the Sta te  of Vermont. The Vermont schedule of tax 

credits  i s  shown i n  exhibit 9 of the text .  The amount of the tax credi t  is 

I divided by the family's income level to  express the credit  as a percent o i  

I income . 



B. ANALYSIS OF ISSUES RELATING TO SPENDING LIMITS FOR LOCAL GOVEFiNllENTS 
. . 

I Background 

The purpose of this section i s  to present and discuss the framework of 

I an expenditure limitation and the data necessary to analyze the impacts of 
any proposed limitaticn. The information provided i s  based on the experience 
of the Arizonti Legislature in formulating an expenditure limitation for counties, I cit ias and towns, community colleges and school districts.  

Two factors are primarily responsible for the development of effective 
limitations in Arizona. The f i r s t  i s  the growing attitude among voters that 
the public sector has grown too large and that government taxes a.re assuming 
too large a percentage of income. The "excesses of government" are a common 
complaint of most taxpayers. 

A partial solution t o  this problem i s  t o  provide tax reductions and tax 
rebates. However, solutions of this type are usually targeted for a specific 
group and often times are short-term in nature. An expenditure limitation, 
on the other hand, may be much more comprehensive and provides relief for  a . 

broader spectrum of society. 

The other deciding factor for formulating spending limits i s  the existing 
1 imitation on local government. Arizona has imposed a 1 imitation on counties, 
c i t ies  and towns w i t h i n  the state for over thirty years. Although i t  seeks t o  
limit local government spending t o  a ten percent per year growth rate,  i t  
fa i l s  due to the exclusions and exemptions that the 1 imitation contains. I t  
i s  estimated t h a t  up to eighty percent of their appropriations are not covered 
under the limitation. In effect there i s  no local spending limitation i n  
Arizona. 

The remainder of this chapter i s  divided into two sections. The f i r s t  
section discusses the framework o r  structure of an  expenditure 1 imitation 
including expenditures subject to the 1 imitation, selection of a base year, 
and potential determinants for the rate of growth under a limitation. The 
second section deals with the collection and use of a data base for gauging 

the fiscal impact of any proposed limitation. The experience in Arizona i s  
also presented for purposes of illustration. 



Framework for an Expenditure Limitation 

Fiscal limitations are a method by which government regulates the amount 
of revenues collected and/or monies expended. The means or fiscal instruments 
used t o  regulate fiscal activi ty , therefore, involve the abil i t y  of governments 
t o  tax and t o  spend. The use of these  two discretionary powers t o  slow the 
growth of state and local government, however, has varied considerably in 
structure. 

Historical ly, t a x  and expenditure 1 imitations have fol lowed two broad 

approaches. The f i r s t  approach places a ceilinq on state o r  local fiscal 
activity by controlling the amount of expenditures reas the second approach 
limits the amount collected from a specific revenue source. The effect of the 
second approach i s  usually an immediate tax reduction; however, i t  may have no 
effect on the size and qrowth of government. This i s  true due t o  the fact 
t h a t  government revenues are received from a myriad of sources. 

For example, if  a limitation i s  imposed s t r ic t ly  on the level of property 
taxes t h a t  may be collected, i t  does not preclude increasing collections through 
income o r  sales taxes. In a d d i t i o n ,  revenues are also received from sources 
other than taxes, such as user charges or intergovernmental revenues. A t ax  
reduction, therefore, only serves t o  1 imi t the size and growth of government 
if  a l l  other revenue sources are held constant. I t  is for this reason t h a t  
an expenditure or appropriation limitation i s  seen as a more effective means 
of limiting the growth of the public sector. 

In developing an expenditure 1 imitation, the objective of the 1 imitation 
must f i r s t  be determined. In most cases, the objective i s  either t o  impose 
a limitation t h a t  stabilizes the growth of state or local government or one 
t h a t  gradually reduces the size of the public sector. Once the objective 
has been determined, three basic questions must be answered in formulatina 
the 1 imitation. 

WHAT - appropriations or expenditures shall constitute the base, 
i .e. ,  should i t  be a comprehensive limitation or should 
certain exemptions be allowed and on what grounds? 



I WHEN - i s  the base year and should i t  be a fixed point in time or 
adjusted over time? 

I HOW MUCH should the 1 imitation reduce spending or a t  w h a t  1 eve1 should 
spending be stabilized? What indicators should be used t o  determine 

I the rate by which expenditures are allowed t o  change? 

I I t  i s  these three components, the appropriations base, the base year, 
and the rate of change that are the elements of an expenditure limitation. 

I 
They are discussed more f ul ly be1 ow. 

The Appropriations Base 

I - - - 

iture ih i t a t ion  i s  t o  

I 
determine what appropriations will be subject t o  the limitation. Although 

one alternative is  t o  include all expenditures, this has been seldom used. 
Rather, most limitations have excluded certain types of expenditures. A 

I problem w i t h  this approach i s  the failure t o  achieve an effective limitation 

I This in fact i s  the major problem w i t h  the current 1 imitation on counties, 

I ci t ies  and towns in Arizona. A1 though a ten percent spending 1 imitation exists 
for these jurisdictions, i t  i s  not effective because seventy t o  eighty percent 

I 
of their expenditures are exempt from the limitation. In effect there i s  no 
1 ocal spending 1 imitation in Arizona. 

I The National Conference of State Legislators (NCSL) has identified 
certain funds that have been excluded or identified as problem areas under 

I current expenditure limitations. These are as follows: 1 

- earmarked revenues and dedicated funds 
- non-recurring revenues 
- federal funds 
- capital construction funds 
- intergovernmental transfers 

'~innifred M .  Austermann and Daniel E. Pilcher, A Legislator's Guide t o  

I State Tax and Spendi nq Limi t s  (~enver : National Conference of State Legi sl atures , 
March 1979) pp. 40-43. 



- bonded indebtedness 
- pension and t rus t  funds 
- user charges and fees 

Although arguments could effectively be mounted for excluding any of the 
above expenditure types, any exception must be rigorously controlled to 
maintain an effective 1 imitation. The danger in excl uding expenditure types 
that are controlled by the jurisdiction i s  that the exclusion may result in 
the formation of many funds o r  accounts within that expenditure type. The 
resul t i s  a meani ngl ess expendi ture 1 imitation. 

- A  major issue i n  formulating any spending l imit  i s  whether or not to 
include federal funds within the 1 imitation. According t o  the NCSL,' a l l  
existing s ta te  spending l imits ,  except Colorado, exempt federal monies. 
Colorado considers general revenue sharing a1 lotments as general fund monies. 
Proponents for exempting federal funds argue that: 

- the myriad of federal monies received by a s ta te  or local government 
prevents the admini stration of a 1 imitation on these revenues ; 

- restrictions on expenditures from these funds may be i 1 legal , parti - 
cularly in the case of entitlement programs such as public assistance 
or other federal ly mandated programs. 

Major arguments for the inclusion of federal monies under a limitation 
are : 

- federal funds comprise between twenty to t h i r t y  percent of s ta te  
and local revenues; 

- excl usion encourages substitution of federal funds for operati ng 

, such as perso 
_ _  - '  

In addition, by including federa-1 funds within a local government's 
spending limitation, the effect of the limitation on the local residents 

I 
becomes subject to the fluctuations of federal appropriations. This i s  due 
to the fact  that federal monies would be part of the appropriations base for 

I 
determining future spending. The result migh t  be a limitation that allows I 

'~ustermann and Pilcher, A Leqislator's Guide to State Tax and Spending 
Limits, p. 41. I 



I for a ten percent annual growth in the base, while the local revenue portion 

I of the base i s  growing by sixteen percent. Exhi bi t  I diagramatically presents 

this situation. 

I Suppose a local government expends $110 mil lion in 1979 which i s  the base 

year. Of th is  $110 mil lion, $10 million represents federal monies (Part A ) .  

I Suppose a spending 1 imitation i s  imposed such t h a t  total appropriations, 

including federal funds, may not exceed ten percent over appropriations from 

I- the preceding year. The a1 lowable spending level for 1980 would be $121 

million. Suppose the federal government, however, reduces i t s  support of 

I $10 million in 1979 t o  $5 million in 1980 (Part A - 1980(a)). The local 

government would then be allowed to collect $116 million locally ($121 - $5) 

I which amounts t o  a sixteen percent increase over local receipts from the 

prior year. 

Conversely, i f  the federal government decided to increase i t s  support 

of $10 million in 1979 to $30 million in 1980 (Part A - 1980(b)), the local 

government could collect $91 million ($121 - $30) amounting t o  a nine percent 

decrease in local collections. 

Suppose federal funds of $10 million in fiscal 1979 are excluded from 

the base (Part B ) .  The a1 lowabl e spending level for fiscal 1980 would then 

be $110 million. If we again assume that the federal amount i s  reduced from 

$10 mil lion t o  $5 mil lion in fiscal 1980 (Part B - 1980(a)), we find that 

local receipts are constrained t o  grow only by the approved ten percent. 

This i s  also true in the case of increased federal funding (Part B - 1980(b)). 

The amount of total spending, however, becomes variable depending on the 

level of federal monies. 

Exhibit I indicates that the decision t o  include or exclude federal 

dollars within an expenditure limitation depends largely on what the expected 

level of federal funding will be over time. If the long term trend suggests 

tha t  federal funding will n o t  grow by as much as the growth allowed under 

the 1 imitation, i t  i s  better t o  exclude such funds. The result  will be not 

only a lower amount of collections a t  the local level,  bu t a1 so a lower 

amount of total spending. I f ,  however, federal funding i s  expected t o  grow 

a t  a faster rate than that imposed by the 1 imitation, i t  i s  better t o  provide 
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for their inclusion since the result will again be both lower local and 

total appropriations. 

The treatment of federal funds and other special revenue sources has 
varied considerably i n  the expenditure 1 imitations that currently exist o r  
have been proposed. Several examples are cited below. 3 

- Arizona (1974): Proposition 106 specified no provisions for the 
exemption of certain expenditures . These exemptions were contained 
in S.B. 1278. If Proposition 106 had passed, S.B. 1278 would have 
provided exemptions for the following revenue sources: federal 
grants, revenues from sales and services, trust and agency funds, 
land funds, and taxes collected by the state for disbursement t o  
1 ocal governments. 

- California (1973): This proposed limitation exempted certain state 
revenues. Federal i ntergovernmental aid, employment i nsurmce and 

trust  fund revenues, user fees and miscellaneous charges were 
excl uded. 

- Hawaii (1978): Establishes a cei 1 ing on general fund expenditures. 
Excludes federal funds credited t o  the general fund. 

- Maine (1978'): Annual appropriations subject t o  the limitation 
excludes federal funds; monies paid t o  and from the unemployment 
insurance compensation fund; intergovernmental transfers; monies 
derived from the issuance of or t o  pay interest on,  o r  t o  repay the 
principal of indebtedness authorized and issued in accordance with 
law; the proceeds of contracts, grants, g i f t s ,  donations and bequests; 
user charges derived by the unit of government from the sale of a 
product or service; balances of funds. 

- New Jersey (1976): The "State Expenditures Limitation Act" exempts 
state expenditures of money received from the federal government, 
state aid to locals, and money for debt servicing. Exempted from 

local expenditures are capital projects not funded by the local 
property tax, programs wholly funded by state and federal grants, 
and debt services. 

'see Frank M .  Bowen and Eugene C. Lee Limiting State Spending: The 
Legislature or the Electorate and Jack P .  Suyderhoud The Motivation for and 
Voter Response t o  State Tax - Expenditure Limitations -- A Descri tive, 

University: August 19/81 Chapter I11 
-due Theoretical , and Empirical Analysis. Unpubl i shed doctoral thesis 

'see Frank M .  Bowen and Eugene C. Lee Limiting State 5 r - . . -  
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- North Dakota (1976) : The limit would have applied only t o  general 
fund appropriations . Therefore certai n appropriations would have 
been excluded such as earmarked revenues, debt services, and 

insurance trust  fund expenditures. 
- Tennessee (1978): The constitutional amendment i s  not clear as t o  

' the meaning of "appropriations from state t ax  revenues". Neither 
appropriations nor taxes are defined. However, the Department of 
Finance and Administration of the State of Tennessee excludes 
revenues from fees, charges, intergovernmental grants and trust 
fund revenues. The treatment of earmarked funds i s  unclear. 

- Utah (1978): A proposal that would have frozen state budget expen- 
d i  tures except expenditures earmarked for the unemployment compensation 
and job services programs. In addition, specific federal funds and 

"auxiliary" enterprise funds might have been excluded. 

The Base Year 

After determining what expenditures or appropriations should be included 
w i t h i n  the base, i t  i s  necessary to determine w h a t  year shall constitute the 
base year. Usually the choice involves either a specific year in 'the past 
or the immediately preceding year. According t o  Bowen and Lee, "selection 
of the revenues o r  expenditures of the year immediately preceding the f i r s t  
year of the limitation as the base year would seem t o  allow a smoother 
transition to controlled spending limits t h a n  would selection of an earlier 
year."4 This i s  true because a l l  the expenditures t h a t  currently exist 
m i g h t  not have existed in prior years and therefore would n o t  be included 
i n  a prior-year base. Such expenditures would have t o  be deflated t o  a 
hypothetical base year level using an aggregate economic index. 

Once an init ial  base year has been chosen, the question of whether i t  
should be fixed over time or moveable should be addressed. Represented I 
mathematically, should the base year be constant where the rate of change 
i s  mu1 tip1 icative (Type 1) or should the base year be incremented (Type 2 ) ?  I 

4~rank M .  Bowen and Eugene C .  Lee, Limiting State Spendinq: The Leqislature 
or the Electorate, Institute of Governmental Studies Research Report 79-4 

I 
(Universi ty of Cal ifornia, Berkel ey: Institute of Governmental Studies, March 
1979) p. 23. I 



I 
Assuming the init ial  base is 1979, the two types are expressed a s  follows: 

I 
Type 1 

t= 1 

where APP1979 + r the allowable spending for fiscal years "base + t" 

+RATE1979 + : the allowable rate of change; equal t o  

ttl .RATE1980 RATElg8l RATE1979 + n 

I The advantage of Type 1 over Type 2 i s  t h a t  if a local jurisdiction 

does not  wish t o  expend the maximum allowable appropriation, then i t  i s  no t  

I "penalized" in following years because the multiplicative rate of change i s  
applied t o  fiscal year 1979. Under the Type 2 formula, local jurisdictions 

I have an incentive to appropriate the maximum because they will be "penalized" 

I The Rate of Growth - 

The final major determination in formulating an expenditure 1 imitation 
i s  the rate a t  which the chosen base will be allowed t o  grow. Determining 

I a rate of growth relates t o  the objective of the 1 imitation. If the objective 

i s  to  gradually reduce the size.of state or local government, two basic types 

I o f  limitations exist t o  achieve this purpose: 

- Limit spending t o  a fixed percentage increase over the prior year's 

I 
expeidi ture 1 eve1 . 

. . f 



- Limit changes in spending to changes i n  population and inflation. 

I f ,  however, the objective of the limitation i s  to stabilize the size 
of state or local government, the following a1 ternatives are available: 

I 
- Limit the increase i n  spending to the growth in the economy of the 

state,  or, i f  possible, the local jurisdiction. This method requires 

I 
the selection of an aggregate economic indicator which reflects economic 
growth. 

I 
- Limit total spending to a fixed percentage of total state o r  local 

personal income. 
I 

Following i s  a discussion of the factors involved i n  achieving either of 
I 

these objectives. I 
Objective A 

The objective of this f i r s t  type of limitation i s  t o  reduce the current I 
level of government spending. A limi tation of this type can be of the I 

I 
where : 

APPbase base year appropriations or expenditures I 
RATE a1 lonable rate of change 

+ t allowable spending for fiscal years "base + t" 
" - -  - - 4  -l 

-- 1 a - 1-- -___ - ---.--- 
- -."a- 

The "RATE" could be of two forms where: 

u 
RATE = (I  + "x" percent) I 

or RATE = POPULATIONbase + INFLATION INDEXbase + 

POPULAT IONbase INFLATION INDEXbase - I 
In essence, the amount of expenditures subject to the 1 imitation i s  I 

allowed to increase over the base year appropriations by some rate of change, 
where the rate of change is. either a fixed pereentaae or the rate of change I 
in a population indicator and inflation indicator. 



i If a population/inflation index i s  chosen as the "RATE" variable in an 
expenditure 1 imitation, a decision must be made as t o  w h a t  indicators should I be used to reflect population and inflation. The task is: (1) to select 

I 
"economic and demographic" factors which reflect the position of government 
spending relative to the economy of the state or local jurisdiction, and 
(2)  t o  incorporate these factors i n  deriving a rate of change. 

I 
According to Bowen and Lee, " (1)deal ly,  the 1 imits on growth of . . . 

I expenditures should change in any year as the measuring factors change for 
t h a t  same year -- t h a t  i s ,  if  the cost-of-1 iving, for example, increased by 

I 'XI percent, then spending or revenues should grow by only 'XI percent."5 In 
addition, the more specific the indicator i s  t o  the governmental entity being 

I limited, the better i t  will be as a true indicator. The problem in developing 
indicators of this type i s  both the availability and the currentness of data. 

I Two widely used measures of economic change are the cost-of-living index 

I 
and personal income. In regard t o  the cost-of-living measure, there are three 
price indices t h a t  could be used. The f i r s t  i s  the Consumer Price Index 
(CPI) for the United States. This measure i s  a monthly figure published by 

I the Bureau of Labor Statistics (BLS),  United States Department of Labor. 
Because this figure i s  published monthly, i t  i s  very current having a l a g .  

I of only one m o n t h ,  i .e., the Flay CPI i s  available in June, etc. 
-- * - ---.-- _*___ ___ ___ 

C 

Another example of a cost-of-living measure, b u t  on a more regionals I level, is  the Metropol itan Phoenix CPI published by the Bureau of Business 

I 
and Economic Research, College of Business Administration, Arizona State 
University. Unlike the national CPI, data pertaining to the Phoenix CPI i s  
only available on a quarterly basis. However, the data  i s  current in that 

I figures pertaining to the second quarter are available in August, etc. 

I The final measure for cost of living i s  the "implicit Price Deflator 
for Gross National Product" pub1 ished by the Bureau of Economic Analysis 

I (BEA), United States. Department of Commerce. This measure i s  conceptually 

 rank M. Bowen and Eugene C.  Lee, Limi t ing  State Spendinq: The Legislature I or the Electorate, Institute of Governmental Studies Research Report 79-4 
I~nivers i ty  of California, Berkeley: Institute of Government Studies, March 



superior t o  the CPI when applied as a cost-of-living measure in a spending 
limitation. Unlike the CPI, the BEA index incorporates a l l  sectors of the 
economy t h a t  comprise the gross national product, i .e.,  personal consumption 
expenditures, gross private domestic investment, and government purchases 
of goods and services that comprise the gross national product. The government 
sector i s  divided into a federal sector and a state and local sector. 

The data for the GNP price deflator and subsequent components are published 
on a quarterly basis, however, there i s  a lag of approximately one quarter 
from the collection of data to publication. For example, revised estimates 
of the price deflators for the f i r s t  quarter of 1979 (January- arch) are not 
available until June df 1979. 

According to Bowen and Lee, "the national Consumer Price Index may no t  
be the ideal indicator eithev for determining the cost of meeting government 
needs or for 1 imi t i n g  the burden on the taxpayer. "' They 1 i s t  the di s- 
advantages as: 7 

I - the CPI i s  a national indicator and may not reflect local inflation 
- the CPI i s  a measure of goods and services purchased by a "typical 

family" and may not indicatel purchases made by the government 
- since government i s  a "labor intensive" industry, a major cost of 

government i s  wages and salaries. Rates of change i n  wages have 
tended t o  be above rates of change in the CPI. 

- using the CPI to constrain government expenditures will result in - 
a declining share of income for the government. Because increases 
i n  personal income reflect not only inflation b u t  also gains in real 

. income, per capita incomes will exceed increases in the CPI. 

If a price index i s  a component in the calculation of "RATE", then the 
GNP price deflator i s  a .better measure conceptually than ejther of the Consumer 
Price indices. 

Another variable for consideration in computing the rate of change for 
an expenditure 1 imitation i s  personal income. The Mew Jersey statutory 
limit permits appropriations for a fiscal year t o  increase by an amount 

 rank M. Bowen and Eugene C.  Lee, Limitinq State Spendinq: The Leqislature. 
or  the Electorate, p. 38. 
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' Ib id .  



not to exceed the rate of increase i n  per capita personal income i n  the 

I state between the second quarter of the two years iqmediately preceding 
the proposed budget year. 

I There are two sources for annual personal income estimates: Bureau of 
the Census and Bureau of Economic Analysis, both in the U.S. Department of I Commerce. The disadvantages i n  using the Census Bureau figures are: (1) the 

I data i s  available only on a national basis, and (2 )  the data i s  calendar year 
data. The Bureau of Economic Analysis (BEA)  , however, has state personal 

I 
income estimates on a quarterly basis and total county personal income estimates 
on a calendar year basis. Estimates of per capita income for s ta te  and county 
are included on a yearly basis i n  the BEA series. There i s  a major weakness 

I i n  both series i n  that the data i s  not  current; rather, there i s  a lag of 
approximately sixteen months from col lection of data to pub1 ication. 

The importance of the choice between using a personal income measure 

I or a cost-of-living index i s  presented by the Washington State Research 
C 

"The salient features of the 1 imitation concept i s  that 
growth i n  government spending becomes 1 inked t o  some fixed 
economic measure. Deciding the most appropriate measure i s  
one critical task encountered by proposition drafters . . . 
State personal income i s  a measure frequently used as an 
index of economic growth. . An annual adjustment based on 
this factor would reflect cost-of-living changes without 
migration, and would allow state government to share i n  
real .economic growth without surpassing the growth rate 
o f  the private sector. 

-- -- . ", - 

A limit tied &cost-of-living . . . would automatical-ly 
roll back the percentage of personal income collected in 
taxes each year because government would not be allowed t o  
share in real economic growth. If the intent of the limita- 
tion i s  t o  trim government spending by reducing taxes as a 
percent of income, this i s  one strategy which would accomplish 
that end. I f  a more modest goal i s  preferred, i .e. ,  preventing 
government from spending or consuming an increasing proportion 
of income, the personal income limit m i g h t  be more desirable." 

I *~i l l iam N .  Rice, State Tax and Expenditure Limitation . . . A Survey 
Report for Washinqton State (3lympia Wash., The \4ashington State Research 

I .  Council (1978), pp. 13-14. 
-235- 



The second type of rate shown i s  basically the same as the f i r s t  
except t h a t  the percentage of economic activity i s  n o t  explicitly stated I 
as the target or objective, i.e. "x"  percent, b u t  implicitly derived by 
dividing the base year expenditures by the economic indicator (APpbaSe/Y base) . I 
In essence, the rate of change in expenditures (APPbase+t /APPbase) i s  the 
same as the rate of change in the economic indicator (ybaset/Ybase) 
T h i s  same ratio i s  implicitly maintained by deriving a rate of 

I 
/ Y  ) and applying i t  t o  current level of appropriations Change (Ybase+t base I 

Mathematically this occurs as follows: 

a. . 3 

Therefore, the ratio of expendi nomic indicator in the base 
year i s  the same as the ratio of expenditures t o  economic indicator in years 
"base + t" .  In other words, the rate of government spending is implicitly I 
maintained a t  the current level. 

If the level of government expenditures relative t o  economic activity 
i s  either too  high o r  too low, the f i r s t  type of "RATE" i s  preferred. Type 
1 explicitly determines w h a t  the maximum level of spending will be i n  rela- 

I 
t i o n  t o  total economic activity. I t  can, therefore, be structured t o  also 
be a "reduction-type" spending limitation. California's Proposition 1 of 
1973 i s  of this type. The initiative states that "expenditures from state 
tax  revenue (which excludes federal grants and revenue sharing, employment 
trust funds, user charges, and certain other receipts) shall be 1 imited t o  a 
percentage of State Personal Income, and t h a t  this percentage shall decline I 
from i t s  current level by one-tenth of one percent (0.1 percent) each year. 9 

The reduction continues u n t i l  the ratio achieves seven percent. I 
-~illiam A. Niskanen e t  a l . ,  Taxand~x~end i tu re  Limitation by Constitutional 
Amendment: Four Perspectives on the ca I I tornia in1 t lat lve (university or - 
C a T i f o r n l a , ~ o v e r n n ! e n t a l  Studies 1973 ) ,  p. 3 .  I 



I The final variable for consideration in computing a growth rate under a 

limitation i s  population. In Arizona, population estimates are available from the 

I Arizona Department of Economic Security (DES) on a "midyear" basis; t h a t  i s ,  
for July of a specified year. Data i s  available for the state,  for the counties, 

I iind for c i t ies  with a population of 500 or more. There i s  a lag, however, 

o f  approximately one ,year. 

A serious drawback in computing a rate of change i s  not  the availability 

I of data b u t  rather currentness of data. Each of the variables discussed 
above are not  current in terms of deriving a rate of change ( R A T E ) .  The 

I most serious lag i s  in ~ooulation and income estimates. 

I Objective B 

Under this second type of expenditure limitation the objective i s  to 
maintain current levels of spending. This may be accompl ished by a1 lowing 

( expenditures ' to increase a t  approximately the same rate as selected indices 
o f  the state 's economic growth. 

I - " - -  .* -._ --  - ... - 

The strnple equation presented under Objective A ,  

I APPbase + t = PATE X-APPbase 3 

may also be used to express this limitation. However, the calculations for 

I Type 1 - 
. RATE = ("xu percent) X Personal Incomebase + t 

Personal Incomebase 

I 
I 

Type 2 

!?ATE = Ybasea t t where Y = an indicator of economic activity 
- - 

I 
'base 

- -  -- -- 
~he-first type of rate woul c percentage of 

I a personal income index, there the index i s  the change i n  persona1 income 
between two periods. The rate of growth of expenditures i s  no t  flexible 
under this type of limitation in t h a t  government expenditures will always I be a certain percentage of personal incorne, assuming a1 1 expenditures are 

I 
subject t o  the limitation. 

I 



~ u e s t i o n s  a r i s e  as  to  the best economic indicator to  use i n  determining 
the re la t ive  importance of the publ i c  sector  in the s t ructure of the economy. 
According to  Musgrave and Musgrave, "The s i ze  of the public sector  may be 
measured i n  d i f fe rent  ways. Various r a t io s  may be devised, re la t ing  
government spending to  d i f fe rent  components sf the national income accounts, 
such as gross national product, national income, and personal income. "10 
These ra t ios  o f fe r  a method of examininq the r e l a t ive  importance of the publ i c  
sector in the s t ructure of a local ,  s t a t e  o r  national economy. 

The most comprehensive measure i s  given by the r a t i o  of to ta l  government 
expenditures to  GNP. According to  Musgrave and Musqrave, t h i s  measure is 

" not a sat isfactory measure. "11 Government expenditures which comprise the 
numeratdr i nc1 ude t ransfer  payments, whereas, the GNP i ncl udes expenditures 
fo r  the purchases of goods and services only. I f  government expenditures 
a r e  to  be related to  GNP,  i t  would be more meaningful to  exclude t ransfer  
payments from government expenditures, 

For example, Table I on the followina page presents data f o r  gross 
national product and government purchases ' of goods and servi ces ( s t a t e  and 
local) .  The ro le  of s t a t e  and local government i n  economic ac t iv i ty  ( l i n e  
3) has increased from 4.3 percent in 1946 to  over 13 percent i n  1978. 

In Arizona the s t a t e  and local level personal income i s  the only 
variable available which "measures" economic ac t iv i ty .  However, to ta l  personal I 
income data from BEA pertains only to  counties. Data i s  not avai lable  a t  the 
sub-county level.  As stated previously, current  income data is not avai lable;  
ra ther ,  there i s  a lag of eighteen months from col lect ion t o  publication. 

I 
I 

Using t h i s  option f o r  a spending l imitat ion may present serious problems 
i n  terms of implementation a t  the local level .  The major problem is  applying I 
the l imitation to  local government such as  c i t i e s  and school d i s t r i c t s .  

_ _ _ -  _ _ _ _  - _ ---------- - -. -.--- - -  - -  -- 

l o ~ i c h a r d  A. Musgrave and Peggy 0 .  Musqrave, Public Finance in Theory And 
Practice,  2nd Edition. ( ~ c ~ r a w - H i l l  Boad Co., New York, 1976) p. 130 
11 lbid I 



I TABLE I 

GROSS NATIONAL PRODUCT AND GOVERNMENT 

I 
PURCHASES OF GOODS AND SERVICES (STATE 

, AND LOCAL) FOR SELECTED YEARSa 
(MILLIONS OF DOLLARS ) 

.- (Gross National $209,579 $505,978 $688,110 $982,419 $1,406,911 $2,107,600 
Qroduc t 

I 
I, Government $9,931 $46,548 $71,082 $1 23,221 $189,393 $280,200 

I i",%%;:ces : 

Government Purchases 4.7% 9.2% 10.3% 12.5% 13.5% 13.3% 
As a Percentaqe o f  

e r c e :  U.S. Department of Commerce Survey o f  Current Buslness 

a. Data f o r  calendar years 

I 



OVERVIEW 
The preceding section has discussed the elements of a spending 1 imi tation. 

Essential ly , these el ements consist of an appropriations o r  expenditure 
base, a base year, and factors for determining the allowable rate of change, 
i .e. ,  changes i n  population, income or inflation.. A necessary part of a 
spending limitation proposal i s  an evaluation of the fiscal impacts on the 
jurisdiction(s). T h a t  i s ,  given the current level of spending, what effect 
will the proposed 1 imitation have on spending capacity? From the perspective 
of the political process, what effect will marginal or substantive changes to 
the proposed limitation have on the spendina capacity of a jurisdiction? 

In order t o  answer these questions and to give policy-makers concise 
information as to the effect on expenditures, a data base i s  a necessary 
part of a spending limitation program. This section presents and discusses 
the framework of a data base and specific issues which could be analyzed 
using such a data base. 

ELEMENTS OF A DATA BASE 
3 

For purposes of analyzing spending limitation proposals, a data base 
should be developed according t o  the foll owing criteria : 

- the data base should be current 
- the data base should contain more than one year of information . 

because no one year typically reflects the spending patterns of 
political jurisdictions and because spending patterns are a function 
of business cycles. 

- the data base should be accessible 
- the data base should be structured so that results can be generated 

w i t h i n  a reasonable amount of time 
- the da ta  base should be detailed i n  nature so that information 

pertaining to any number of options can be obtained. 

A t  the outset, a data base may n o t  meet all  of these cri teria due either 
to  time constraints o r  to a lack of data sources. The following paragraphs 
present and discuss these cri teria in order of importance. In order to assis t  



in the discussion of these cri teria,  the procedure i n  the development of the 
data base for the Arizona Legislature i s  presented. 

I 
I 

The most important elements of a data base are t h a t  i t  be current and 
that i t  contain more than one year of information. Currentness i s  necessary 
because policymakers need to know the impacts of a limitation based upon 

I 
recent levels of spending. Data which i s  n o t  current presents a disadvantage 
i n  that spending levels i n  certain areas or programs may have changed markedly. I 
This  problem i s  critical when developing an  expenditure base. For example, 

the State and Local Fiscal Assistance Act of 1972, or general revenue sharing, 
provides for a system of unrestricted grants to s ta te  and local governments. 

I 
If a spending 1 i m f  t a t i o n  had been developed post-1 972 using pre-1972 expendi - 
ture d a t a ,  the analysis of the 1 imitation would be distorted because the general 

I 
revenue Sharing monies would not be included. Distortions such as this example 
would result i n  either underestimating or overestimating the "true" impact of 
a spending 1 imitation particularly i f  these expenditures are subject t o  the 
limitation. I t  i s  essential, therefore, that the data base contain information 

I 
which is current. 

e other element that i s  of equal importance in the development of a 
data base i s  a should pertain t o  more t h a n  one year. The d a t a  base 
should cover which reflects a business cycle, i .e., a recession and 

I 
a recovery. The reason for including more than one year i s  t h a t  spendina levels 
differ for each of the points on the business cycle, for example construction 
expenditures and anti -recession programs. The data base devel oped for the -- Arizona Legislature covers a period from fiscal 1973-74 through fiscal 1977-79. 

I 
- 

The reason for this period i s  fiscal 1973-74 covers the year before the 

1974-75 recession; fiscal 1974-75 and fiscal 1975-76 encompass the recession; 
I 

and fiscal 1976-77 and fiscal 1977-79 include the recovery period. Having 
a data base w i t h  this range enables the analyst and pol icymakers t o  choose I 
a year which best resembles the year i n  which the spending limitation becomes 
effective. Once the base year i s  chosen, the impacts on spending capacity 
can be evaluated for subsequent years. 

I. 

bili ty requires-. the data being maintained in-house and in a uniform format. I 



I 
The structure of the data pertains to i t s  uniformity. Specifically, 

I data fo r  the jurisdictions should be i n  an identical format i n  order for the 
data  to be examined and analyzed quickly. 

I The volume of the data i s  dependent upon the amount of information 

I 
needed for each jurisdiction t o  evaluate various spending limitation propo- 
sals. The amount of information i s  a function of the number of jurisdictions, 
the number of years for which the data applies and the level of expenditure 

I detail. The last  item, level o f  detail ,  i s  discussed below. 

I The next element of importance i s  structuring the data so that information 
can be generated within a reasonable amount o f  time. The amount of time i s  
contingent upon how quickly policymakers need the information. If information I must be available within a day, then the data must be stored on a computer 

I system. Storing the data base on a computer system faci l i ta tes  the analysis 
process by generating resul ts  quickly and i n  a readable format. The decision 
to store the data base on a computer system is  contingent upon the availability 
of a computer facil i ty and manpower to assist  with maintaining the data on a 
computer. 

The final element of importance i s  the amount of detail which should be 
available. The level of detail i s  contingent upon the availability of infor- 
mation, the uniformity of information and the number of personnel needed to 
collect and format the da t a .  If policymakers are not specific as t o  the 
structure of a spending limitation, o r  what expenditures are subject t o  the 
limitation, then i t  i s  necessary to structure the expenditure data into a 
multi-dimensional format. For example, expenditure data may include source 
of funding, department and specific expenditure items such as 'wages and 

salaries. 

Summarizing the elements of a d a t a  base, in terms of importance, the 
most crucial i tems are t h a t  the data should be current and should cover a 
business cycle. The least important item i s  the amount of detail pertaining 
to expenditures. The remainder of this section presents these elements as 
they pertain t o  the data base developed for the Arizona Legislature. 



ARIZONA DATA BASE 

The d a t a  base developed for  the Ari zona L.egisl ature contains expendi ture 
information for fourteen counties and eighteen ci t ies  from fiscal 1973-74 to 
fiscal 1977-78. Actual expenditures were col lected rather than budgeted 
expenditures because actual expenditures truly ref1 ect the spendi nq pattern 
of local jurisdictions. 

The source of the information for counties focuses primarily upon the 
budget documents because the format for these documents i s  developed by a 
state agency. Since a state agency i s  responsible for the format of the 
docume,~ts, the documents offer a promise of uniformity in reporting expenditure 
data -- both actual and budgeted. However, i n  reviewing the budget documents 
they revealed a lack of uniformity, particularly among some of the larger 
counties in the state. 

Based on the lack of uniformity among the budget documents for counties, 
i t  was f e l t  that city budget documents would be even less uniform. Upon 
discussion with city officials, however, the legislative staff  was informed 
that the U.S. Bureau of the Census, Government Finances Division, collects 
expenditure- data for cit ies annually. After contacting officials of the 
Census Bureau, the staff received expenditure data for a sample of eighteen 
cit ies from fiscal 1973-74 t o  fiscal 1977-78. 

- _ -  
The differences between these two data sources are the level of detail ,  

the degree of uniformity and the validity of the data. When compared t o  the 
I 

Census data, the budget documents provide a much greater level of detail. 
For example, the budget documents contain expenditure data by fund, department 

I 
and expenditure classification. The Census data provides no information on 

funds and expenditures are classified into four categories T- wages and 
I 

salaries, other current operations, capital out1 ay, and construction. I 
The advantage i n  using the Census data over the budget documents i s  

that the Census d a t a  i s  in a uniform format. Specified forms are sent to 
the salnpled ci t ies  and data are requested by purpose and type. Each city 
uses a similar form which i s  precoded. 



I Another advantage i n  usinq the Census d a t a  i s  that the Census Bureau 

I staff edit the data and therefore evaluate the information submitted. The 
budget documents submitted t o  state agencies are not evaluated, hence there 

I 
i s  the likelihood of errors i n  the data. 

-Summarizing these sources, the data from the budget documents i s  current 

I and contains more detail t h a n  the Census data. The data' from the Census Bureau 
i s  more accurate and i s  uniformly formatted. If an  expenditure data base i s  

I considered then bo th  data sources should be used to insure quality. The 
budget documents would be used for detail and the Census data used for ac- 

I curacy and uniformity . 

I Given these da ta  sources and the cri teria mentioned above, the staff of 
the Arizona Legislature decided t o  construct a computer d a t a  f i l e  for the 

I 
fourteen counties and for eighteen ci t ies  from fiscal 1973-74 t o  fiscal 1977-78. 
This time period addresses the two most important elements -- currentness 

begins prior t o  the 1974-75 recession 

I - e computer faci l i t ies  and technical 
staff were available, the data was designed into a computer record format. 

I The design of the record, i .e. the field specifications, was dependent upon 
the source of the data. For example, the Census data for c i t ies  lacked 

I information on funds; therefore, there was no identifier on the record for 
a fund. Since the Census data was on a precoded form, the same codes could 

I 
- be used when creating a computer f i l e  for c i t ies .  Codes for the county data, 

however, had t o  be developed by the legislative staff. 

Once the information was col lected and computerized, tabu1 ations were 
performed i n  order to benchmark the totals w i t h  summary tables in either 

I the county budget documents or Census pub1 ications . In many cases, particularly 
the county d a t a ,  'the tabulations d i d  not match the published summaries, re- 

I sulting in a great amount of staff time devoted to editing the computer f i l e .  
In most cases, the errors were due to errors i n  the budget documents. Errors 

I i n  the Census data were primarily faulty due to transcribina. 
, 

or counties required a considerable 
amount of staff time due t o  a lack of uniformity and errors in the budget 
documents. The construction of a da ta  f i l e  for c i t ies  required much less 

I staff time. 



ISSUES 

The purpose for developing an expenditure data base for the Arizona 
Legislature was t o  analyze the fiscal impacts of specific spending 1 imitation 
proposals. The value of the data base was apparent when discussion of a 
spending 1 imitation focused on which expenditures should be included or 
excluded from the limitation. The content of the appropriations base would 

have a serious effect on the spending capacity for subsequent years. Because 
the data covered .five years, another value of the data base was to examine the 
fiscal impacts due t o  changes in various factors such as inflation and income. 
For example, if  changes in expenditures are directly related to changes in 
per capita income, then what effect would these changes have on the spending 
capacity of rural jurisdictions versus urban jurisdictions. 

The uses of the data base are n o t  limited to impact analysis of a spendina 
limitation proposal. Since expenditures have been collected f o r  a five-year 
period, analysis of spending patterns during and after a recession can be 
performed. Analysis of most mandated programs over a five-year period would 
be benefi cia1 t o  state legislators. The effects of intergovernmental revenues, 
such as federal grants, on expendibures could be analyzed. The use of this 
data base i s  not limi ted t o  one study rather it can serv6 many purposes. 



C .  ANALYSIS OF EDUCATION FINANCE ISSUES 

The education f inance  proposal passed by t h e  Leg i s la tu re  i s  i n t e g r a l l y  

r e l a t e d  t o  t h e  property t a x  proposal.  The proposal w i l l  increase  con t ro l  

f o r  t h e  spending l e v e l s  of school d i s t r i c t s  while s u b s t a n t i a l l y  reducing 

t h e  r e l i a n c e  of school d i s t r i c t s  on the  property tax .  While t h e  amount of 

s t a t e  a i d  t h a t  w i l l  be provided t o  school d i s t r i c t s  has been increased,  the  

o v e r a l l  spending l e v e l s  w i l l  be held r e l a t i v e l y  even. 

This education f inance  plan contains the  following major elements: 

1. A new system of major fund ca tegor ies  including:  

- maintenance and opera t ion 

- c a p i t a l  p r o j e c t s  

- spec ia l  p r o j e c t s  

- debt se rv ice  

- teacher re t i rement  and OASI 

I 2. Equalizat ion provis ions  t h a t  would br ing school d i s t r i c t s  above 

o r  below t h e  D i s t r i c t  Support Level (DSL) t o  t h e  DSL over a five-year period.  

I 3. Equalizat ion a i d  i s  provided t o  t h e  l e s s e r  of a  d i s t r i c t ' s  D i s t r i c t  

I Support Level (DSL) o r  Revenue Control Limit (RCL) with a qua l i fy ing  t ax  

r a t e  of $1.90 per $100 assessed f o r  elementary and high school d i s t r i c t s  

I 
and $3.80 per $100 assessed va lua t ion  f o r  un i f i ed  school d i s t r i c t s .  Af ter  

t h e  qual i fy ing t ax  r a t e  i s  appl ied  t o  the  assessed va lua t ion ,  the  r e s u l t i n g  

levy i s  subtrac ted  from t h e  l e s s e r  of t h e  DSL o r  RCL. County a i d  i s  used 

I a s  a por t ion  of t h e  equa l i za t ion  a i d  ent i t lement .  The county t ax  r a t e  i s  

5 0 ~  per $100 assessed valuat ion.  S t a t e  a i d  f o r  Capi ta l  Outlay i s  funded 

I t o  t h e  Cap i ta l  Outlay Revenue Limit (CORL) wi th  a qual i fy ing t ax  r a t e  of 

5 0 ~  per $100 assessed va lua t ion  f o r  elementary and high school d i s t r i c t s  .. 

I and $1.00 per $100 assessed va lua t ion  f o r  un i f i ed  school d i s t r i c t s .  

I 4. Student accounting procedures using p r i o r  years  student  count of 

Average Daily Membership (ADM) through t h e  end of t h e  f i r s t  120 days i n  

sess ion,  adjusted by ADA. 

5. Block grant  funding system with al lowable c o s t  v a r i a t i o n s  f o r :  



- spec ia l i zed  programs 

- classroom teacher experience 

- small school s i z e  

- adjustments f o r  sudden growth o r  rapid  d e c l i n e  i n  s tudent  count 

6. Es tab l i shes  a l i m i t  on expenditures f o r  pup i l  t r anspor ta t ion  with 

al lowable v a r i a t i o n s  f o r  d i s t r i c t  s i z e ,  which i s  exempt from t h e  equaliza- 

t i o n  provisions.  

7. Overrides of t h e  Revenue Control Limit (RCL) of school d i s t r i c t s  

l imi ted  t o  10% above t h e  RCL and l imi ted  t o  t h r e e  years  without continuous 

vo te r  approval.  

8. Capi ta l  ou t l ay  ( including t r anspor ta t ion  c a p i t a l  expenditures) 

l i m i t s  e s t ab l i shed  wi th  allowance f o r  small  school s i z e  and rapid  growth 

i n  s tudent  count. 

9. A five-year c a p i t a l  levy plan wi th  vo te r  approval is required  f o r  

t h e  accumulation of funds f o r  const ruct ion of school s i t e s .  The r a t e  is  

l imi ted  t o  3 0 ~  per $100 assessed va lua t ion  f o r  elementary and high school 

d i s t r i c t s  and 6 0 ~  per $100 assessed va lua t ion  f o r  un i f i ed  school d i s t r i c t s .  

10. Overrides of the  c a p i t a l  ou t l ay  spending l i m i t  a r e  allowed only 

with v o t e r  approval and 3 0 ~ 1 6 0 ~  is an abso lu te  r a t e  l i m i t  f o r  c a p i t a l  levy. 

11. Bonding l i m i t s  contingent  upon passage of t h e  referendum would 

be 15%/30% of assessed va lua t ion  computed based on a c t u a l  assessed valuat ion 

and d i s t r i c t s  could hold e l e c t i o n s  only on c e r t a i n  dates .  

12. The remaining unlimited budget a r e a s  a r e  Adjacent Ways and Debt 

Service.  

13. Community co l l ege  f inance  provides f o r  added s t a t e  a i d  f o r  addi- 

t i o n a l  short-term vocat ional  courses. Spending l i m i t a t i o n s  contingent  upon 

the  referendum and a levy l i m i t a t i o n  a r e  contained i n  the  property t ax  

provisions.  



14. Other provis ions  inc lude g i f t e d  programs, pup i l  and teacher t e s t i n g ,  

cos t  s t u d i e s  f o r  vocat ional  education, t r anspor ta t ion  and the  Block Grant, 

investment of fund monies, phase out  of ca ree r  education, requirement of 

new budget formats, a d d i t i o n a l  d e f i n i t i o n s  and r e s t r i c t i o n s  f o r  vocat ional  

education monies f o r  K-12 and community col leges .  

The purpose of t h e  K-12 school f inance  plan is  t o  (1) equal ize  opera- 

t i o n a l  revenues a v a i l a b l e  f o r  educating s tudents  among t h e  var ious  school 

d i s t r i c t s  i n  t h e  state and (2)  inc rease  the  a u t h o r i t y  and r e s p o n s i b i l i t y  

of l o c a l  school boards i n  determining how revenues w i l l  be u t i l i z e d .  Beginning 

in FY 1980-81, d i s p a r i t i e s  i n  opera t ional  revenues (excluding opera t iona l  

revenues f o r  s tudent  t r anspor ta t ion)  among d i s t r i c t s  w i l l  be reduced on an 

annual b a s i s  u n t i l  equa l i za t ion  i s  reached i n  FY 1985-86. Each year a Revenue 

Control Limit (RCL) f o r  opera t ional  expenses w i l l  be es tab l i shed  f o r  each 

d i s t r i c t .  Within t h e  RCL expenditures can be made f o r  (1) r egu la r  educational  

programs, (2) s p e c i a l  educational  programs ( spec ia l  education: handicapped, 

g i f t e d ,  b i l ingua l ,  vocat ional ,  remedial programs, o the r s )  , and (3)  opera t ing 

expenses f o r  s tudent  t ranspor ta t ion .  The RCL i s  the  sum of t h e  Base Revenue 

Control Limit (BRcL) f o r  opera t ing expenses, the  TRCL f o r  t r anspor ta t ion  

and t h e  CORL f o r  c a p i t a l  out lay .  

a. Block Grant 

With t h e  exception of budgeted c a p i t a l  out lay  and c a p i t a l  levy,  t h e  

proposed funding concept is a block g ran t  type system i n  which s t a t e  a i d  

is  provided t o  school d i s t r i c t s  f o r  opera t ing expenses. Under t h i s  s i n g l e  

fund concept each school d i s t r i c t  w i l l  be responsible  f o r  a l l o c a t i n g  funds 

t o  s p e c i f i c  programs such a s  s p e c i a l  education, pup i l  t r anspor ta t ion ,  e t c .  

This i s  i n  c o n t r a s t  t o  t h e  e x i s t i n g  system where state a i d  f o r  s p e c i f i c  

programs i s  a l loca ted  t o  schools by t h e  s t a t e .  Accordingly, t h e  responsi- 

b i l i t y  and a u t h o r i t y  f o r  seeking more e f f i c i e n t  and e f f e c t i v e  means of 

providing an appropr ia te  education f o r  s tuden t s  w i l l  rest with t h e  l o c a l l y  

e lec ted  school board. 

I n  determining an individual  school d i s t r i c t ' s  ent i t lement  t o  s t a t e  

a i d  and f o r  equa l i za t ion  purposes, a Base Support Level (BSL) i s  ca lcu la ted  

taking i n t o  considera t ion cos t  v a r i a t i o n s  among the  school d i s t r i c t s .  The 

allowable cos t  v a r i a t i o n s  i n  t h e  school f inance  plan a r e  based upon s tudent  



count i n  specia l ized programs, such a s  vocat ional  and s p e c i a l  education, 

s tudent  count i n  va r ious  grade l e v e l s ,  an experience f a c t o r  f o r  t eachers  

i n  t h e  d i s t r i c t ,  small  school s i z e  and adjustments f o r  sudden growth o r  

r ap id  dec l ine  i n  s tudent  count. The Base Support Level i s  a component of 

t h e  D i s t r i c t  Support Level (DSL) which i s  used i n  the  equa l i za t ion  provi- 

s ions.  The DSL a l s o  includes  a Transportat ion Support Level (TSL) which 

is described l a t e r .  

b . Equalizat ion 

The equa l i za t ion  provis ions  of the  school f inance  plan  would move school 

d i s t r i c t s  above'or below the  D i s t r i c t  Support Level t o  t h e  D i s t r i c t  Support 

Level over a five-year period. For d i s t r i c t s  above o r  below-the DSL, an 

equa l i za t ion  f a c t o r  i s  es tab l i shed  based on t h e  d i s t r i c t ' s  ca lcu la ted  FY 

1980-81 Base Revenue Control Limit.  This equa l i za t ion  f a c t o r ,  along with 

a revenue v a r i a t i o n  f a c t o r  w i l l  be used t o  reduce d i s p a r i t i e s  i n  revenues 

by 20% each year u n t i l  equaI.izatidn i s  reached i n  FY 1985-86. 

The following formulas are u t i l i z e d  i n  these  equa l i za t ion  provisions:  

1980-81 Base Revenue Control Limit = 

1979-80 D i s t r i c t  Revenues + Growth i n  t h e  1980-81 Base Support Level 

Equalizat ion Factor = 

F Y  1980-81 Base Revenue Control Limit (BRCL) - 1*00 
FY 1980-81 Base Support Level (BSL) 

Revenue Variat ion Factor 

FY 1981-82 = .80 

FY 1984-85 = .20 

1981-82 Base 1981-82 Base Support 
BRCL Level (BSL) Level (BSL) 

1982-83 Base Support + 1982-83 Base Support 
BRCL Factor 1 Level (BSL) 

1983-84 Base Support + 1983-84 Base Support 
BRCL Fact o r  1 Level (BSL) 

1984-85 Base Support + 1984-85 Base Support 
BRCL Factor 1 Level (BSL) 



Also, ' included i n  t h e  school f inance  plan,  but under separa te  budget 

I areas  and excluded from the  five-year equa l i za t ion  provis ions  a r e  opera t ing 

expenditures f o r  s tudent  t r anspor ta t ion ,  a r e  budgeted c a p i t a l  ou t l ay  c o s t s  

I and c a p i t a l  levy funds. The c a p i t a l  ou t l ay  budget a r e a  has a revenue l imi ta -  

t i o n  placed upon it, while t h e  c a p i t a l  levy budget a r e a  has a t a x  r a t e  - 
l i m i t a t i o n  placed upon it. 

c . Transpor ta t ion  

For opera t ing expenditures f o r  pup i l  t r anspor ta t ion ,  a Transpor ta t ion  

Support Level (TSL) i s  determined by using the  number of approved rou te  

miles t i m e s  t h e  per mile support l e v e l  o r  t h e  number of e l i g i b l e  s tuden t s  

( e l i g i b l e  s tudents  means t ranspor ted  one m i l e  from school f o r  common school 

pup i l s  and one and one-half miles f o r  high school pup i l s )  times the  pe r  

s tudent  support l e v e l .  The l e s s e r  of t h e  two is t h e  TSL. The support l e v e l s  

a r e  as follows: 

For elementary d i s t r i c t s  wi th in  a high school d i s t r i c t  and high school 

d i s t r i c t s  wi th  a s tudent  count o f :  

0-100 $I..20/mile not  t o  exceed $300 per s tudent  t ranspor ted  

101-500 $l.lO/mile not  t o  exceed $300 per s tudent  t ranspor ted  

Over 500 $l.OO/mile not  t o  exceed $250 per s tudent  t ranspor ted  

For u n i f i e d  d i s t r i c t s  and f o r  elementary d i s t r i c t s  not  wi th in  a high 

school d i s t r i c t  with a student  count o f :  

0-200 $1.20/mile not t o  exceed $300 per s tudent  t ranspor ted  

201-1000 $l.lO/mile not  t o  exceed $300 per  s tudent  t ranspor ted  

Over 1000 $l.OO/mile not t o  exceed $250 per s tudent  t ranspor ted  

These support l e v e l s  a r e  allowed t o  grow by 7% per year. 

A d i s t r i c t ' s  Transportat ion Revenue Control Limit (TRCL) i s  determined 

by f inding t h e  d o l l a r  amount of inc rease  i n  t h e  d i s t r i c t ' s  t r anspor ta t ion  

support l e v e l  from t h e  p r i o r  year t o  the  cur ren t  year and adding t h a t  d o l l a r  

amount t o  t h e  p r i o r  y e a r ' s  revenue l i m i t .  This system w i l l  be  used u n t i l  

FY 1981-82 a t  which time the  Leg i s la tu re  w i l l  review i t  based upon t h e  

Transportat ion Cost Study. 



d. Cap i ta l  Outlay and Cap i ta l  Levy 

The revenue l i m i t a t i o n s  es tab l i shed  f o r  budgeted c a p i t a l  ou t l ay  (CORL) 

on a per-student b a s i s  f o r  FY 1979-80 are :  Grades K-8 - $135 

Grades 9-12 - $160 

These amounts a r e  increased f o r  Fi 1980-81 and FY 1981-82 by a seven 

percent  growth r a t e .  These amounts may be adjus ted  f o r  d i s t r i c t  s i z e  a s  

fol lows : - 
Student Count f o r  K-8 Revenue Limit 

0 - 100 $162 

101 - 500 $149 

Student Count f o r  9-12 Revenue Limit 

0 - 100 $192 

101 - 500 $176 

The revenue l i m i t a t i o n  may a l s o  be adjus ted  t o  al low f o r  r ap id  growth 

in s tudent  count, whereas, i f  a d i s t r i c t ' s - s t u d e n t :  count has grown 5% o r  

more, t h e  limits a r e  increased by 1% f o r  each 1% of growth. 

Revenues received f o r  the  Budgeted Cap i ta l  Outlay budget a r e a  a r e  not 

allowed t o  accumulate and overr ides  of the  l i m i t a t i o n  a r e  allowed but  must 

be voted upon annually. Voter approval is  a l s o  required  before these  funds 

can be expended f o r  const ruct ion of school bui ld ings  o r  purchase of school 

s i t e s  . 

The Cap i ta l  Levy budget a r e a  i s  l imi ted  t o  a t a x  r a t e  of 3 0 ~  f o r  common 

school and high school d i s t r i c t s  and 6 0 ~  f o r  un i f i ed  d i s t r i c t s  a s  i t  was 

previously.  A plan is  required  t h a t  s p e c i f i e s  how levy funds a r e  t o  be 

expended. The plan can be f o r  a maximum of f i v e  years  and funds accumulated 

under t h e  p lan  cannot be expended except a s  spec i f i ed  i n  t h e  plan. 

The t o t a l  of t h e  Base Revenue Control Limit (BRCL), t h e  Transportat ion 

Revenue Control  Limit (TRcL) and the  Capi ta l  Outlay Revenue Control Limit 

(CORL) i s  t h e  Revenue Control Limit (RCL). 



e. Overrides 

Local leeway t o  exceed t h e  l i m i t a t i o n  placed upon t h e  maintenance and 

opera t ion budget a r e a  and t h e  budgeted c a p i t a l  ou t l ay  budget a r e a  i s  allowed 

through budget overr ide  provisions.  The over r ide  provision allowed i n  t h e  

maintenance and opera t ion budget a r e a  is  l imi ted  t o  a three-year period,  a t  

whi'ch t i m e  t h e  v o t e r s  i n  t h e  d i s t r i c t  would have t o  au thor ize  another over- 

r i d e  i f  they want t o  continue t o  exceed the  Revenue Control Limit.  The 

maximum amount of the  overr ide  f o r  t h e  maintenance and opera t ion a r e a  is  

10% of t h e  Revenue Control Limit. The overr ide  provis ions  allowed i n  t h e  

c a p i t a l  ou t l ay  budget a r e a  requ i res  t h a t  the  v o t e r s  i n  the  d i s t r i c t  approve 

an over r ide  amount each year. 

f .  S t a t e  and County Equalizat ion Assistance 

S t a t e  and county a i d  t o  school d i s t r i c t s  i s  provided t o  the  lesser 

of t h e  d i s t r i c t ' s  Revenue Control Limit o r  D i s t r i c t  Support Level f o r  t h e  

maintenance and opera t ion por t ion  of t h e  budget and t o  the  Capi ta l  Outlay 

Revenue Limit f o r  t h e  budgeted c a p i t a l  ou t l ay  por t ion .  I n  determining a 

d i s t r i c t ' s  ent i t lement  t o  a i d ,  t h e  levy which would be produced by a qual i -  

fy ing t a x  r a t e  of $1.90 per $100 of assessed va lua t ion  f o r  common o r  high 

school d i s t r i c t s ,  $3.80 per  $100 of assessed va lua t ion  f o r  un i f i ed  school 

d i s t r i c t s  is subtrac ted  from t h e  lesser of t h e  RCL o r  DSL. The same pro- 

cedure is followed using a 5 0 ~  o r  $1.00 qual i fy ing t a x  r a t e  subtrac ted  from 

t h e  CORL less t u i t i o n  received. Equalizat ion a i d  i s  t h e  sum of these  

d i f ferences .  I f  t h e  qua l i fy ing  tax r a t e  genera tes  a levy i n  excess of 

e i t h e r  t h e  RCL o r  DSL o r  t h e  CORL, t h e  d i s t r i c t  i s  not  e l i g i b l e  f o r  equali-  

za t ion  ass i s t ance .  

For example: 

Common Schools 

AV RCL - ($1.90 X m) = Aid (mto) Lesser of DSL 

AV 
C O U  - ($.50 X $100) = Aid (c.o.) 

Aid (m+o) + Aid (c. 0.) = Equalizat ion a i d  



Addit ional  s t a t e  a i d  is a l s o  provided t o  d i s t r i c t s  through a s t a t e  

l i m i t a t i o n  on homeowner property t axes  which reduces t h e  primary t a x  r a t e  

by 45% on c l a s s  f i v e  p roper t i e s  (homes) not  t o  exceed $2.40 o r  $4.80, with 

the  balance being reimbursed by t h e  s t a t e .  

A s  w a s  s t a t e d  e a r l i e r ,  the  o v e r a l l  spending l e v e l s  of school d i s t r i c t s  

w i l l  be held r e l a t i v e l y  even. This, i n  conjunction with t h e  reduct ion i n  

property tax, and t h e  increased number of supported budget a r e a s  r e q u i r e s  

an inc rease  i n  the  amount of s t a t e  a i d .  The t o t a l  state a i d  requirement 

f o r  t h e  FY 1980-81 i s  $592,516,300 a s  compared t o  $463,996,500 f o r  FY 1979-80. 

This inc rease  i n  t h e  amount of s t a t e  a i d ,  the  increased number of 

supported budget a reas ,  and the  equa l i za t ion  provis ions  of the  school 

f inance  plan,  w i l l  con t r ibu te  t o  a s u b s t a n t i a l  reduct ion i n  t h e  d i s p a r i t i e s  

t h a t  c u r r e n t l y  e x i s t  i n  t a x  r a t e s  among school d i s t r i c t s .  This increased 

uniformity con t r ibu tes  s i g n i f i c a n t l y  t o  the  s t a b i l i t y  of t h e  proposed property 

tax'system, as w e l l  as t o  t h e  p r e d i c t a b i l i t y  of t ax  r a t e s  which i n  turn ,  

al lows t h e  imposit ion of a  guaranteed maximum on property t ax  l i a b i l i t i e s .  



APPENDIX 1 

Educational Finance Assumptions 

The assumptions regarding education f inance  t h a t  t h i s  proposal incorpora tes  

are :  

I. K-12 FINANCE ASSUMPTIONS 

1. Support Levels and Limits: It was assumed t h a t  t h e  support l e v e l s ,  

expenditure l i m i t a t i o n s ,  equa l i za t ion  provisions,  growth r a t e s ,  e t c .  

a s  contained i n  H1i.B. 2013 as t e n t a t i v e l y  amended by t h e  Conference 

Committee would be adopted. 

2. Students: 

(a) FY 80-81 - budgeted FY 79-80 ADM was used, except i n  those  d i s t r i c t s  

which experienced a wide discrepancy between o r i g i n a l  number of 

s tudents  budgeted f o r  and a c t u a l  ADM through f i r s t  severa l  r epor t  

periods.  

(b) FY 81-82 - applied d i s t r i c t  h i s t o r i c a l  growth r a t e  t o  FY 1979-80 

budgeted ADM. 

(c) Spec ia l  Education ADM - assumed no growth from a c t u a l  FY 1978-79 ADM. 

(d) Vocational Education Students - assumed no growth from a c t u a l  FY 

3. Overrides: assumes no overr ides  w i l l  be held. 

4. Adjustments: Teacher Experience Index - uses  FY 1978-79 and assumes no 

change. 

5. Transportat ion:  assumes no- inc rease  i n  r o u t e  mi les  from FY 1978-79. 

6 .  Funding Levels: 

(a) It w a s  assumed t h a t  the  state would provide a i d  t o  t h e  lesser :f 

the  Revenue Control  Limit (RCL) a s  D i s t r i c t  Support Level (DSL) ; 
,- 

( these  limits include regu la r  education, spec ia l  education and 

pup i l  t r anspor ta t  ion operat ing) . 
(b) It w a s  assumed t h a t  t h e  state would provide a i d  t o  a d i s t r i c t ' s  

Capi ta l  Outlay Revenue Limit. 

7. U s e  of 874 Monies: It w a s  assumed t h a t  d i s t r i c t s  would budget t h e i r  

a v a i l a b l e  874 monies i n  approximately t h e  same manner a t  t h e  same l e v e l  

a s  those monies were budgeted i n  FY 1978-79. 

8. U s e  of SRP Valuation and Revenues: It was assumed t h a t  SW va lua t ion  

would not  be used i n  t h e  c a l c u l a t i o n  of s t a t e  a i d ,  but would be used 



i n  t h e  c a l c u l a t i o n  of t ax  r a t e s .  This assumption e s s e n t i a l l y  r e f l e c t s  

the  cur ren t  system. 

9. Expenditure Levels: It was assumed t h a t  d i s t r i c t s  would expend t o  t h e i r  

allowable l i m i t s .  

10. Use of Cash Balances: It w a s  assumed t h a t  d i s t r i c t s  would have approxi- 

mately t h e  same amount of beginning cash balances i n  FY 1980-81 and FY 

1981-82 a s  they had i n  FY 1978-79, and w i l l  use those balances t o  o f f s e t  

levies. 

11. Teacher's Retirement: It i s  assumed that teachers '  re t i rement  would be 

Eunded by t h e  state. 

12. Qual-ifying Tax Rate: It was assumed t h a t  a qua l i fy ing  t a x  r a t e  f o r  

s t a t e  a i d  purposes would be set at  a l e v e l  of $2.40 f o r  elementary and 

$2.40 f o r  high school. This would mean t h a t  a un i f i ed  d i s t r i c t  o r  an 

elementary d i s t r i c t  not i n  a high school d i s t r i c t  would be subject  t o  

a $4.80 qual i fy ing t a x  r a t e .  The t a x  r a t e  would be divided i n t o  the  

following c a t e g o r i e s  a t  the  following l eve l s :  maintenance and operat ion,  

$1.90; c a p i t a l  ou t l ay ,  $. 50. 

13. County Tax Rate f o r  Education: It was assumed t h a t  a county t ax  r a t e  

of $.50  would be levied  which would be used t o  reduce d i s t r i c t ' s  e n t i t l e -  

ment t o  state a id .  

14. S t a t e  Aid Formula: It is  assumed t h a t  the  s t a t e  a i d  formula w i l l  work 

i n  t h e  following manner : 

SA = (DSL - (AV x QTR) - (CEA) 

RCL - (SA + 874+CB) = Levy + (AV+SRP) = TR 

where: SA = s t a t e  a i d  

DSL = d i s t r i c t  support l e v e l  o r  revenue con t ro l  l i m i t ,  whichever is  l e s s  

AV = assessed va lua t ion  ( taxable)  

QTR - qua l i fy ing  t a x  r a t e  

RCL - revenue con t ro l  l i m i t  

874 = 874 monies ( federa l  impact a i d )  

CB = cash balances 

SRP = S a l t  River P ro jec t  taxable  va lua t ion  

TR = d i s t r i c t  t a x  r a t e  

CEA = county equa l i za t ion  a s s i s t a n c e  

(CEA is determined by computing t o t a l  s t a t e  a i d  ent i t lement  of d i s t r i c t s  

i n  a county then determining each d i s t r i c t ' s  percent  of t h i s  t o t a l  and 

applying t h i s  percentage t o  t h e  amount of levy produced by the  county- tax  

r a t e  f o r  education.) 



15. S t a t e  Limi ta t ion  on Homeowner Property Taxes: It was assumed t h a t  t h e  

s t a t e  a i d  formula would incorpora te  a  f e a t u r e  t h a t  would reduce homeowner 

proper ty  t axes  by $2.40 per  hundred f o r  elementary and high school 

d i s t r i c t s  and $4.80 per hundred f o r  un i f i ed  and elementary d i s t r i c t s  

no t  i n  a  high school  d i s t r i c t .  An upper l i m i t a t i o n  of 45% of t h e  school  

d i s t r i c t ' s  primary proper ty  t a x  r a t e  is contained i n  t h i s  f ea tu re .  

However, i t  w a s  a l s o  assumed t h a t  t h e  l i m i t a t i o n  would opera te  t o  prevent  

homeowner taxes  from exceeding 1% of f u l l  cash value.  



SUMMARY OF RESULTS OF THE SPECIAL SESSION 

I. INTRODUCTION 

A s  a r e s u l t  of t h e  recen t ly  completed Specia l  Session, t h e  Leg i s la tu re  

enacted a comprehensive package of proper ty  tax ,  expenditure l i m i t a t i o n  and 

education f inance  reforms and repealed t h e  s t a t e  s a l e s  t a x  on food. 

The primary goal  of the  Leg i s la tu re ' s  reform package w a s  t o  reduce t h e  

cur ren t  l e v e l  of property t axa t ion  wi th in  t h e  s t a t e  of Arizona and t o  impose 

Const i tu t ional  limits on f u t u r e  inc reases  i n  property t axes  and l o c a l  govern- 

ment spending within the  s t a t e .  This goal  has been accomplished through an 

in tegra ted  system of property t a x  l i m i t a t i o n s ,  l o c a l  government spending 

limitat-fons and a revised system of f inancing l o c a l  education. A d e s c r i p t i o n  

of t h e  major provis ions  of t h i s  package and t h e i r  impact on t h e  cur ren t  property 

tax system i s  provided i n  s e c t i o n  11 below. 

The Leg i s la tu re ' s  main o b j e c t i v e  i n  repeal ing the  s t a t e  food s a l e s  t a x  

w a s  t o  reduce the  individual  t a x  burden r e s u l t i n g  from t h e  purchase of b a s i c  

food items. Section 111 below descr ibes  t h e  s p e c i f i c  provis ions  of t h e  s t a t e  

food sales tax repeal .  

A. INTRODUCTION 

Under t h e  property t ax  system t h a t  ex i s t ed  p r i o r  t o  t h e  Spec ia l  Session,  - 
the  property taxes  were ca lcu la ted  a s  follows: 

- 

RTLL ASSESSMENT INFLATION TAX TAX 
CASH X RATIO + ADJUSTMENT X RATE = LIABILITY 

VALUE FACTOR 

Each of t h e  elements i n  t h i s  equation i s  discussed i n  t h e  s e c t i o n  on 
- 

Property Tax Issues.  B r i e f l y ,  f u l l  cash 'value  i s  t h e  appraised market va lue  

of a property.  The assessment r a t i o  i s  used t o  determine t h e  por t ion  of 



f u l l  cash va lue  t h a t  i s  t axab le  and t h e  r a t i o  d i f f e r s  f o r  each proper ty  c l a s s .  

The i n f l a t i o n  adjustment f a c t o r  was a temporary measure developed by t h e  

I 
Legis l a tu re  t o  o f f s e t  t h e  i n f l a t i o n a r y  inc reases  i n  the  va lue  of t axab le  I 
proper ty  before  applying t h e  t a x  r a t e .  The i n f l a t i o n  adjustment f a c t o r  i n  

1979 w a s  1.15. I 
Tax r a t e s  a r e  l e v i e d  on t h e  t axab le  va lue  of a proper ty  by each taxing 

j u r i s d i c t i o n  i n  which t h e  proper ty  i s  located .  The r a t e  is  set by each j u r i s -  

d i c t i o n ,  a t  a l e v e l  s u f f i c i e n t  t o  m e e t  i t s  required  budget needs, when appl ied  

t o  t h e  t axab le  va lua t ion  wi th in  i ts  boundaries. The t a x  l i a b i l i t y  of each 

ind iv idua l  proper ty  owner is  determined by applying t h e  combined t a x  r a t e s  

f o r  a l l  tax ing a u t h o r i t i e s  t o  the  t axab le  va lue  (or  n e t  assessed value)  of 

t h e  property.  The tax l i a b i l i t y  i s  t h e  t o t a l  amount t h a t  t h e  proper ty  owner 

must pay t o  a l l  tax ing j u r i s d i c t i o n s .  

During t h e  course  of t h e  Spec ia l  Session,  t a x  reform measures w e r e  enacted 

t h a t  a f f e c t e d  each of the  elements of t h e  proper ty  t a x  equation ou t l ined  

above. The e f f e c t  of t h e s e  tax reform measures is  discussed below. 

B. MODIFICATIONS TO THE PROPERTY TAX PASSED DURING THE SPECIAL SESSION 

1. Tax Reform Measures t h a t  Affec t  F u l l  Cash Value 

I n  order  t o  l i m i t  i nc reases  i n  t h e  va lue  of property,  sub jec t  t o  t axa t ion ,  

the  l e g i s l a t u r e  passed a measure t o  l i m i t  t he  growth i n  t h e  f u l l  cash value  

of " l o c a l l y  assessed" p roper t i e s .  L o c d l y  assessed p r o p e r t i e s  inc lude  a l l  

p r o p e r t i e s  except major commercial p r o p e r t i e s  such a s  u t i l i t i e s , a n d  mines. 

Under t h e  provis ions  of t h e  l i m i t a t i o n ,  t h e  f u l l  cash v a l u e  of l o c a l l y  assessed 

p roper t i e s ,  t h a t  were on t h e  t a x  r o l l s  i n  1979, cannot inc rease  by more than 

10% per year  through t h e  1982 t ax  year .  I n  no ins tance  s h a l l  t h e  "limited" 

f u l l  cash value  exceed t h e  a c t u a l  f u l l  cash value.  P r o p e r t i e s  added t o  the  

t a x  r o l l s  subsequent t o  1979 would be valued a t  t h e  same l e v e l  a s  s i m i l a r  

p r o p e r t i e s  t h a t  were on the  t a x  r o l l s  i n  1979. Property taxes lev ied  f o r  

any purpose o the r  than payment of bonds, s p e c i a l  d i s t r i c t  t axes  o r  vo te r -  

approved over r ides  must be based on t h e  "limitedq1 f u l l  cash  value.  Property 

t axes  l ev ied  f o r  payment of bonds, s p e c i a l  d i s t r i c t  t axes  o r  v o t e r  approved 

over r ides  w i l l  be l ev ied  aga ins t  t h e  a c t u a l  f u l l  cash va lue  (appraised market 

value)  of p roper t i e s .  
I 



I In years  subsequent t o  1982, t h e  l imi ted  f u l l  cash va lue  of each proper ty  

w i l l  be gradual ly  adjus ted  upward towards i t s  a c t u a l  f u l l  cash value.  To 

accomplish t h i s ,  t he  l imi ted  va lue  of each proper ty  w i l l  be increased each 

I year by 10% o r ,  by 25% of t h e  d i f f e r e n c e  between t h e  l imi ted  va lue  of t h e  

proper ty  i n  the  p r i o r  year  and its a c t u a l  f u l l  cash value  i n  t h e  c u r r e n t  _ I _ _ _ _ _ _ _ - - - - - - - -  

- .  - -- - 

I year,  whichever r e s u l t s  i n  the  g r e a t e r  value. The l i m i t e d  f u l l  cash va lue  

of a proper ty  may no t ,  however, be increased t o  exceed i t s  a c t u a l  f u l l  cash 

I value. Property t axes  l ev ied  f o r  purposes o the r  than t h e  payment of bonds, 

s p e c i a l  d i s t r i c t  taxes  o r  voter-approved over r ides ,  w i l l  be based on t h i s  new 

I d e f i n i t i o n  of l imi ted  f u l l  cash va lue  i n  a l l  yea r s  subsequent t o  1982. Proper ty  

taxes  l ev ied  f o r  t h e  payment of bonds, s p e c i a l  d i s t r i c t  t a x e s  o r  voter-approved 

I over r ides  w i l l  continue t o  be based on a c t u a l  f u l l  cash value .  

I 
2. Tax Reform Measures t h a t  Affec t  Assessment Rat ios  

Another means of l i m i t i n g  the  va lue  of proper ty  t h a t  i s  sub jec t  t o  taxa- 

I 
t i o n  i s  t o  reduce t h e  p o r t i o n  of f u l l  cash  v a l u e  that i s  taxable .  A s  mentioned 

above, the  assessment r a t i o  d e f i n e s  t h e  percent  of f u l l  cash va lue  t h a t  is  

I 
t h e s e  assessment 

e. During t h e  

Specia l  Session the  Leg i s l a tu re  reduced the  assessment r a t i o  f o r  each c l a s s  

I of proper ty  a s  follows: 
- 

- " - -  _ I * _ _-__ _ _ _ _  '..,- ,.& _----_I--- 

Class . . I - Property Type Rat io  Rat io  

F l i g h t  property;  producing mines and 
timber 

Telephone and te legraph company proper ty ;  
gas, water  and e l e c t r i c  ccmpany proper ty ;  
p i p e l i n e  company proper ty  

General commercial and i n d u s t r i a l  proper ty  

Agr icu l tu ra l  proper ty  and vacant  land 

Res iden t i a l  property;  non-profi t  handicapped 
o r  e l d e r l y  c a r e  f a c i l i t i e s  

Rental  r e s i d e n t i a l  property 

Railroads 

H i s t o r i c  proper ty  

O i l  and gas producing p r o p e r t i e s  



The assessment r a t i o s  f o r  c l a s s  1, c l a s s  2 and r a i l r o a d  p r o p e r t i e s  

w i l l  be f u r t h e r  reduced over time u n t i l  they reach t h e  same percentage a s  

c l a s s  3 p r o p e r t i e s  i n  1992. This  reduct ion  w i l l  be accomplished by dropping 

t h e  assessment r a t i o  of c l a s s  1 p r o p e r t i e s  by e i g h t  percentage p o i n t s  every 

t h r e e  years  and by dropping t h e  assessment r a t i o  on c l a s s  2 p r o p e r t i e s  by 

six percentage p o i n t s  every t h r e e  years .  The assessment r a t i o s  f o r  r a i l -  

road p r o p e r t i e s  w i l l  be annual ly  set a t  t h e  average r a t i o  f o r  a l l  commercial 

and i n d u s t r i a l  p r o p e r t i e s  pursuant t o  f e d e r a l  law. 

3. Tax Reform Measures t h a t  Affec t  the  I n f l a t i o n  Adjustment Factor  

- A s  mentioned above, t h e  i n f l a t i o n  adjustment f a c t o r  w a s  a temporary 

measure developed by t h e  l e g i s l a t u r e  t o  o f f s e t  t h e  impact of i n f l a t i o n  on 

t h e  t axab le  va lue  of proper ty  p r i o r  t o  t axa t ion .  By l i m i t i n g  t h e  annual 

inc rease  i n  t h e  f u l l  cash va lue  of l o c a l l y  assessed p r o p e r t i e s  and by reducing 

t h e  assessment r a t i o s  f o r  a l l  proper ty  c l a s s e s ,  t h e  l e g i s l a t u r e  e s t ab l i shed  

permanent provis ions  t h a t  would reduce t h e  impact of i n f l a t i o n  on t h e  tax- 

a b l e  va lue  of p roper t i e s .  These permanent provis ions  el iminated t h e  need 

f o r  temporary measures such a s  t h e  i n f l a t i o n  adjustment f a c t o r .  Thus, t h e  

i n f l a t i o n  adjustment f a c t o r  was el iminated from the  c a l c u l a t i o n  of proper ty  

t a x  l i a b i l i t y .  

4. Tax Reform Measures t h a t  Affect  Tax Rates 

A s  mentioned above, t a x  r a t e s  a r e  e s t ab l i shed  by each taxing d i s t r i c t  a t  

a l e v e l  t h a t  w i l l  r a i s e  the  d i s t r i c t ' s  requi red  budget needs when appl ied  

t o  t h e  assessed va lua t ion  wi th in  the  d i s t r i c t .  Because of d i f f e r e n c e s  i n  

budget r equ i reaen t s  and assessed va lua t ion ,  t a x  r a t e s  on similar p r o p e r t i e s  

may vary  s u b s t a n t i a l l y  between d i s t r i c t s .  I n  order  t o  equal ize  t a x  r a t e s  

between p r o p e r t i e s  i n  d i f f e r e n t  d i s t r i c t s  and t o  genera l ly  lower t h e  t a x  

rates l e v i e d  on p r o p e r t i e s  i n  a l l  d i s t r i c t s ,  t he  l e g i s l a t u r e  enacted t h e  

fol lowing provis ions :  

a. expenditure l i m i t s  on count ies ,  c i t i e s  and towns 

b. expenditure l i m i t s  on schools  and community co l l eges  

c. increased b a s i c  a i d  t o  schools  

d. t h e  state school t a x  levy 

e. t h e  county school t a x  levy 



I 
f .  the  t r a n s f e r  of t h e  f i n a n c i a l  r e s p o n s i b i l i t y  f o r  funding teacher 

re t i rement  and OASI  from the  county t o  t h e  s t a t e  

g. continuation i n  a modified form of the  s t a t e ' s  property t a x  reduc- 

t i o n  program f o r  homeowners 

h. property t a x  levy limits on count ies ,  c i t i e s  and towns and community 

col leges  

Each of these  measures and i t s  impact on proper ty  t a x  r a t e s  i s  discussed 

i n  t h e  sec t ions  t h a t  follow. 

a. Expenditure limits on counties,  c i t i e s  and towns 

Local governments i n  Arizona r e l y  heavi ly  on t h e  property t a x  f o r  

f inancing t h e i r  budget requirements. Since t ax  r a t e s  a r e  s e t  by l o c a l  

u i red  budget needs of t h e  

e d i s t r i c t ,  it fol lows t h a t  

t h e  tax rate lev ied-by  each j u r i s d i c t i o n  w i l l  be lower i f  t h e  d i s t r i c t ' s  

budget requirements a r e  reduced. I n  order t o  reduce t h e  budget requirements 

of l o c a l  governments i n  f u t u r e  years ,  l e g i s l a t i o n  was enacted t o  l i m i t  t h e  

r a t e  of growth i n  l o c a l  government expenditures. 

Under ehe l i m i t a t i o n s  imposed on count ies ,  c i t i e s  and towns, t h e  expen- 

d i t u r e  of c e r t a i n  revenues i n  each j u r i s d i c t i o n  would be r e s t r i c t e d  t o  t h e  

1979-80 l e v e l  but  adjus ted  each year f o r  t h e  following: 

1. changes i n  t h e  cost-of-l iving 

2, changes i n  populat ion 

3. t r a n s f e r s  of t h e  c o s t  of government programs between governments 

4 .  annexation o r  o the r  boundary changes 

Although j u r i s d i c t i o n s  may expend i n  excess of t h e i r  budget Limitat ions,  

extraordinary ac t ions  a r e  required .  A 213 v o t e  of t h e  governing board is 

required i n  the  case of an emergency declared by t h e  governor o r  a 70% v o t e  

of t h e  governing board i n  the  case  of an undeclared emergency. I n  cases  

where no emergency has occurred, expenditures i n  excess of t h e  budget l i m i t a t i o n  

must be approved by t h e  voters .  Expenditures i n  excess of the  l i m i t  must a l s o  

be el iminated from f u t u r e  budgets un less  a permanent inc rease  i s  approved by 

t h e  voters .  



The l e g i s l a t i o n  a l s o  authorized c i t i e s  and towns t o  approve a l t e r n a t i v e  

expenditure l i m i t a t i o n s .  These a l t e r n a t i v e  l i m i t a t i o n s  may be proposed 

e i t h e r  by t h e  governing board of c i t i e s  and towns o r  through t h e  i n i t i a t i v e  

process. I f  an a l t e r n a t i v e  expenditure l i m i t a t i o n  i s  adopted, i t  w i l l  remain 

i n  e f f e c t  f o r  a  period of four  years ,  at which t i m e  i t  w i l l  be replaced by 

t h e  state-imposed spending l i m i t a t i o n  unless  t h e  l o c a l  a l t e r n a t i v e  is re- 

r a t i f i e d  . 

I n  add i t ion ,  the  l e g i s l a t i o n  p r o h i b i t s  any over r ides  of the  property 

t ax  levy l i m i t  while an a l t e r n a t i v e  expenditure l i m i t  i s  i n  e f f e c t .  The 

levy l i m i t  is  described i n  subsection h. below. This r e s t r i c t i o n  i s  t o  

prevent  j u r i s d i c t i o n s  from using property taxes  t o  f inance  increased l e v e l s  

of expenditure under spending l i m i t a t i o n s  t h a t  a r e  less r e s t r i c t i v e  than 

t h e  state-imposed l i m i t a t i o n .  

Expenditure l i m i t s  on school d i s t r i c t s  and community co l l eges  

Expenditure l i m i t a t i o n s  were a l s o  enacted f o r  school d i s t r i c t s  and 

community col leges .  The l i m i t a t i o n s  were intended t o  reduce t h e  budget 

requirements of these  d i s t r i c t s  i n  f u t u r e  years  and thereby f o r c e  reduct ions  

i n  t h e  proper ty  t a x  r a t e s  t h a t  these  d i s t r i c t s  impose. The expenditure 

limits f o r  these  d i s t r i c t s  take  e f f e c t  i n  f i s c a l  year 1981-82. 

The l i m i t a t i o n s  provide t h a t  t h e  expenditure of c e r t a i n  revenues i n  

each community co l l ege  d i s t r i c t  and i n  a l l  school d i s t r i c t s  c o l l e c t i v e l y  

w i l l  be r e s t r i c t e d  t o  t h e  1979-80 l e v e l  but  w i l l  be adjus ted  each year f o r  

t h e  following: 

1. changes i n  t h e  cost-of - l iv ing 

2. changes i n  s tudent  population 

3. t r a n s f e r s  of t h e  c o s t  of government funct ions  between j u r i s d i c t i o n s  

4 .  annexations o r  o ther  boundary changes 

This measure a l s o  requ i res  the  Leg i s la tu re  t o  e s t a b l i s h  expenditure 

l i m i t a t i o n s  f o r  individual  school d i s t r i c t s  by 1980-81. School d i s t r i c t s  

a r e  authorized t o  exceed these  individual  d i s t r i c t  l i m i t s  i f  t h e  increase  

is approved by a major i ty  of t h e  e lec tors .  The c o l l e c t i v e  
- -  - - 



I l i m i t a t i o n  on school d i s t r i c t s  may only be exceeded by a 213 v o t e  of both 

houses of t h e  Legis la ture .  

I 
The condit ions f o r  exceeding community co l l ege  d i s t r i c t  spending l i m i t s  

I are t o  be provided f o r  by s t a t u t e .  

I c. Increasing bas ic  a i d  payments t o  schools  

The purpose of increas ing t h e  amount of bas ic  a i d  d i s t r i b u t e d  t o  school 

I d i s t r i c t s  was twofold. The primary purpose of t h i s  measure w a s  t o  help 

equal ize  t h e  t a x  r a t e s  l ev ied  on p r o p e r t i e s  i n  d i f f e r e n t  school d i s t r i c t s .  

I Under t h e  former system of f inancing l o c a l  education, t h e  s t a t e  provided 

a i d  t o  each school d i s t r i c t  i n  an amount t h a t  would cover a l l  of t h e  d i s t r i c t ' s  

I est imated required opera t ing expenditures t h a t  could not  be funded with a 

$1.30 school d i s t r i c t  t a x  r a t e  ($2.60 i n  un i f i ed  d i s t r i c t s ) .  The est imated 

I required  operat ing expenditures of a d i s t r i c t  were equal t o  t h e  s t a t e ' s  average 

expenditure per s tudent  mul t ip l i ed  by the  number of s tuden t s  i n  t h e  d i s t r i c t .  
1 

I Any school d i s t r i c t  expenditures above t h i s  est imated required  l e v e l  and any 

expenditures f o r  purposes o the r  than general  opera t ions  were financed pr imar i ly  

I o r  e n t i r e l y  wi th  l o c a l  school d i s t r i c t  proper ty  t a x  revenues. The t a x  r a t e s  .. 
t h a t  were l ev ied  t o  r a i s e  these  a d d i t i o n a l  revenues var ied  s u b s t a n t i a l l y  from 

d i s t r i c t  t o  d i s t r i c t ,  c rea t ing  unequal t a x  bordens on property owners through- 

- " -  

I To heZp equal ize  t h e  t a x  r a t e s  between school d i s t r i c t s ,  the  l e g i s l a t u r e  

passed a s e r i e s  of reforms t o  t h e  school f inance  system. The major provis ions  

I of these  reforms a r e  described below: 

\ 

I 1, An allowable l e v e l  of expenditures was defined f o r  each school 

d i s t r i c t  i n  each of t h e  following budget areas :  1) general  maintenance 

I 
and operat ions;  2) t r anspor ta t ion  operat ing expenses; 3) budgeted capital .  

ou t l ay  (textbooks, buses, e t c . ) .  Allowable expenditures i n  the  maintenance 

and opera t ions  a r e a  w e r e  based on t h e  average per s tudent  expenditure In 

I t h e  s t a t e  times the  number of s tuden t s  i n  the  d i s t r i c t  measured by average 

I 1 
The number of s tuden t s  i n  a d i s t r i c t  i s  measured i n  terms of average 

d a i l y  membership. 



d a i l y  membership. The amount allowed per s tudent  was adjus ted  t o  r e f l e c t  

d i f f e r i n g  c o s t s  f o r  c e r t a i n  types of s tudents  and o the r  f a c t o r s  a f f e c t i n g  

t h e  c o s t  of opera t ions  including t h e  s i z e  of t h e  school and t h e  l e v e l  of 
I 

teacher expetience. The amount per s tudent  was weighted t o  account f o r  these  I 
f a c t o r s .  I n  t h e  o the r  budget a reas ,  t h e  amount allowed per s tudent  was weighted 

t o  r e f l e c t  t h e  d i f f e r i n g  c o s t s  f o r  c e r t a i n  types of s tudents .  The t h r e e  new 

budget a r e a s  mentioned above incorporated a l l  expenditures t h a t  w e r e  formerly 
- I 

budgeted within: maintenance and opera t ions ;  s p e c i a l  education; t ranspor ta-  

t ion ;  budgeted c a p i t a l  out lay;  and other  s p e c i a l  programs such a s  programs 

f o r  g i f t e d  s tudents .  Thus, an allowable l e v e l  of expenditures w a s  defined 

I 
f o r  a l l  budget a r e a s  except c a p i t a l  ou t l ay  (const ruct ion of new bui ld ings ,  

e tc . )  and c e r t a i n  programs funded from sources o ther  than school d i s t r i c t  

I 
property t a x  revenues. 

2 .  The l e v e l  of bas ic  a i d  w a s  increased so t h a t  each school d i s t r i c t  

would rece ive  an amount t h a t  would fund a l l  of the  d i s t r i c t ' s  al lowable expendi- 
I 

t u r e s  t h a t  could not be funded with a $1.90 school d i s t r i c t  t a x  rate f o r  

opera t ing expenses and a $.50 school d i s t r i c t  t ax  r a t e  f o r  budgeted c a p i t a l  
I 

outlay.  (These r a t e s  would be double i n  un i f i ed  d i s t r i c t s . )  Thus, t h e  

maximum r a t e  t h a t  each school d i s t r i c t  has t o  levy t o  f inance  i ts  allowable 

l e v e l  of expenditures would be $2.40 per $100 of assessed valuat ion.  (Double 

I 
i n  un i f i ed  d i s t r i c t s . )  I 

3 .  D i s t r i c t s  where the  cur ren t  badget l e v e l  exceeds t h e  al lowable l e v e l  

of expenditures may continue t o  spend a t  t h e i r  cu r ren t  l e v e l  but have t o  
I 

f inance  t h e  excess expenditures with l o c a l  school d i s t r i c t  proper ty  t a x  

revenues. This w i l l  r e s u l t  i n  some school d i s t r i c t s '  property t a x  r a t e s  
I 

f o r  opera t ing expenses and budgeted c a p i t a l  out lay  exceeding $2.40 ($4.80 
- - 

i n  u n i f i e d  d i s t r i c t s ) .  No increase  would be allowed i n  t h e  l e v e l  of expendi- I 
t u r e s  i n  these  d i s t r i c t s ,  however, so t h a t  t h e  a c t u a l  expenditures of t h e  

d i s t r i c t  would eventual ly  f a l l  wi th in  the  al lowable l e v e l  of expenditures 

which is increased each year to  a d j u s t  f o r  i n f l a t i o n .  Since a l l  of t h e  

I 
allowable expenditures t h a t  cannot be financed with a $2.40 school d i s t r i c t  

property t a x  r a t e  ($4.80 i n  u n i f i e d  d i s t r i c t s )  a r e  funded with bas ic  a i d ,  

I 
the  d i s t r i c t  would no longer need t o  levy a t a x  r a t e  i n  excess of t h i s  amount, 

except f o r  payment of bonds and budget overrides.  
I 

4; I n  the  case  of overr ides  author iz ing expenditures ou t s ide  t h e  
I 

allowable expenditure l e v e l ,  these  a d d i t i o n a l  expenditures would be allowed I 



f o r  th ree  years  only and l o c a l  t ax  r a t e s  levied  t o  f inance  these  expenditures 

would be separa te ly  i d e n t i f i e d .  

The second purpose for inc reas ing  t h e  l e v e l  of bas ic  a i d  d i s t r i b u t e d  

t o  school d i s t r i c t s  was t o  reduce the  o v e r a l l  l e v e l  of property t axes  paid. 

A s  noted above, t h e  increase  i n  bas ic  a i d  t o  school d i s t r i c t s  would eventual ly  

enable each school d i s t r i c t  t o  reduce i t s  property t ax  r a t e  f o r  opera t ing 

purposes and budgeted c a p i t a l  o d d i s t r i c t s )  

if no budget overr ides  were app uct ion i n  t h e  

school d i s t r i c t  property t ax  r a t e  w i l l  not  r e s u l t  i n  a comparable reduct ion 

i n  o v e r a l l  property t a x  payments, however, because t h e  increase  i n  t h e  l e v e l  

of bas ic  a i d  w a s  p a r t i a l l y  financed by a new $1.25 s t a t e  property t a x  levy 

and a new $.50 county property t ax  levy. The impact of these  new taxes  i s  

described i n  the  following sect ions .  To t h e  ex ten t  t h a t  the  increase  i n  t h e  

l e v e l  of bas ic  a i d  was financed from non-property t a x  sources,  however, t h e  

o v e r a l l  property tax burden w a s  reduced. 

d. The s t a t e  school t ax  levy 

I I n  order t o  r a i s e  a d d i t i o n a l  funds f o r  s t a t e  a i d  without de fea t ing  

i ts  purpose of equal iz ing property t a x  r a t e s  between d i s t r i c t s ,  t h e  Legisla-  

I t u r e  es tabl ished a $1.25 s t a t e  property t a x  r a t e  f o r  education. This r a t e  

was t o  be applied t o  a l l  taxable  property va lua t ion  within the  s t a t e .  By 

I 
s tandardiz ing t h e  r a t e  l ev ied  on a l l  p r o p e r t i e s  throughout t h e  s t a t e ,  t h e  

t a x  contr ibuted t o  t h e  equa l i za t ion  of r a t e s  between d i s t r i c t s .  

I e. The county school t a x  levy . 

I 
I n  add i t ion  t o  t h e  $1.25 s t a t e  property t ax  r a t e  f o r  education, t h e  

Leg i s la tu re  es tab l i shed  a $.50 county equa l i za t ion  a s s i s t a n c e  t a x  f o r  educa- 

t ion .  This t ax ,  which w a s  e s t ab l i shed  t o  help fund t h e  increase  i n  bas ic  

I a i d  t o  school d i s t r i c t s ,  w i l l  a l s o  help t o  equal ize  t h e , t a x  r a t e s  between 

d i s t r i c t s  because t h e  standard rate of $.50 per $100 of assessed va lua t ion  

I is lev ied  on all taxable  propeerties i n  every county throughout t h e  s t a t e .  



f .  The t r a n s f e r  of t h e  f i n a n c i a l  r e s p o n s i b i l i t y  f o r  funding 

teacher re t i rement  and OASI payments t o  t h e  s t a t e  

I 
The purpose f o r  t r a n s f e r r i n g  the  f inancial ,  r e s p o n s i b i l i t y  f o r  funding I 

teacher  re t i rement  and OASI from the  count ies  t o  t h e  s t a t e  w a s  t o  reduce s i z e  

o fc the  property t a x  r a t e  levied  on taxpayers by count ies  and t o  help equal ize  I 
t h e  property t a x  r a t e s  between counties.  P r i o r  t o  the  enactment of t h i s  

measure, t h e  count ies  were responsible  f o r  funding teacher re t i rement  and 

OASI and an a d d i t i o n a l  property t a x  was l ev ied  t o  r a i s e  t h e  required 

revenues. The s i z e  of t h e  t ax  r a t e  l ev ied  by the  count ies  f o r  t h i s  purpose 

depended on t h e  amount of funds required f o r  t h e  program and t h e  amount of 

assessed va lua t ion  wi th in  t h e  county. A s  a r e s u l t ,  t ax  r a t e s  var ied  sub- 

s t a n c i a l l y  from county t o  county. I 
program t o  t h e  s t a t e  

reduced t h e  r a t e  l ev ied  f o r  t h i s  purpose i n  each county t o  zero,  thereby 

contr ibut ing t o  t h e  equa l i za t ion  of the  o v e r a l l  county r a t e s .  This a l s o  

reduced t h e  o v e r a l l  proper ty  t a x  burden on taxpayers i n  each county s i n c e  

t h e  s t a t e  w i l l  fund t h e  program with non-property t a x  revenues. 

g. Continuation i n  a modified form of the  s t a t e ' s  property t ax  

reduction program f o r  homeowners 

I n  order t o  f u r t h e r  reduce the  school d i s t r i c t  property t a x  r a t e  l ev ied  
I 

on homeowners, t h e  Leg i s la tu re  provided f o r  the  cont inuat ion of t h e  home- 

owners' proper ty  t a x  reduct iqn program i n  a modified form. 

A s  mentioned i n  sec t ion  1, t h e  property t a x  reduction program f o r  home- 

owners w a s  i n  exis tence  f o r  severa l  years  p r i o r  t o  the  Specia l  Session. 

I 
Under the  program, s t a t e  funds were appropriated t o  t h e  county t r e a s u r e r s  t o  o f f s e t  I 
a por t ion  of the  taxes  l ev ied  on r e s i d e n t i a l  p r o p e r t i e s  by t h e  l o c a l  d i s t r i c t s .  

A reduct ion r a t e  w a s  u s e d ' t o  represent  t h e  reduct ion i n  t h e  t a x  r a t e  levied  I 
by school d i s t r i c t s  on r e s i d e n t i a l  p roper t i e s  a s  a r e s u l t  of t h e  program. 

The procedure f o r  determining t h e  reduct ion r a t e  i n  each d i s t r i c t  was set I 
by law each year.  



During the  Specia l  Session, t h e  Leg i s la tu re  provided f o r  t h e  cont inuat ion 

I of t h e  homeowners' property tax  reduction program, but a permanent procedure 

w a s  e s t ab l i shed  f o r  determining t h e  reduction r a t e  i n  each d i s t r i c t .  Under 

t h i s  procedure the  property t a x  r a t e  levied  on homeowners by each school 

d i s t r i c t  f o r  a l l  purposes o the r  than payment of bonds and f inancing voter-approved 

I overr ides ,  w i l l  be reduced by 45% o r  $2.40, whichever i s  less. For un i f i ed  

school d i s t r i c t s ,  t h e  t ax  r a t e  on homeowners i s  reduced by 45% o r  $4.80, 

I whichever is l e s s .  The s t a t e  w i l l  appropr ia te  a d d i t i o n a l  s t a t e  a i d  funds 

each year t o  compensate school d i s t r i c t s  f o r  the  revenue l o s s  t h a t  w i l l  

I 
r e s u l t  from reducing t h e  t a x  r a t e  on homeowners i n  t h i s  manner. 

h. Property t ax  levy limits on count ies ,  c i t i e s ,  towns, and 

community co l l eges  

One 

I - - -  -. 
evied on ind iv idua l  property 

owners w a  t of property t a x  revenues t h a t  

may be co l l ec ted  by each ind iv idua l  taxing j u r i s d i c t i o n  i n  f u t u r e  years.  I f  

I t h e  t o t a l  amount of property t axes  t h a t  may be co l l ec ted  by a j u r i s d i c t i o n  

is l imi ted ,  t h e  j u r i s d i c t i o n  w i l l  be forced t o  reduce i t s  t a x  r a t e ,  i f  t h e  

I p r i o r  yea r ' s  r a t e  w i l l  produce a t a x  levy i n  excess of i t s  l i m i t .  For example, 

i f  t h e  n e t  assessed va lua t ion  wi th in  a d i s t r i c t  grows a t  a r a t e  of 10% during 

I the  year,  i t s  t a x  levy w i l l  i nc rease  by 10% as well ,  i f  t h e  t a x  r a t e  remains 

t h e  same. This is i l l u s t r a t e d  i n  the  following example: - 

N e t  Assessed Valuation $10,000,000 $11,000,000 10% 

I Tax Rate a t  $1 Per 
$100 of Assessed . O 1  . O 1  0% - 

I 
Valuation 

Tax Levy 
$100,000 $110,000 10% 

I I n  t h e  example above, i f  t h e  growth i n  the  t ax  levy i s  l imi ted  t o  an  

increase  below lo%, t h e  d i s t r i c t  w i l l  be forced t o  reduct  i t s  t a x  r a t e  t o  

I prevent t h e  t ax  levy from increas ing by 10%. 

I 
I n  order  t o  reduce t h e  property t a x  rates levied  by counties,  c i t i e s ,  

towns and community col leges ,  t h e  l e g i s l a t u r e  enacted a measure t o  l i m i t  

the  growth of property t a x  l e v i e s  i n  each of these  d i s t r i c t s .  The l i m i t a t i o n  

I 



w i l l  not apply t o  tax l e v i e s  d i r e c t l y  approved by the  v o t e r s  ( taxes  l ev ied  

f o r  payment of bonds, overr ides  and spec ia l  d i s t r i c t  l e v i e s ) .  I 
Under t h e  provis ions  of t h i s  measure, two l i m i t a t i o n s  were es tabl ished:  I 

- - 

During.1980, the  property tax l e v i e s  may increase  over t h e  1979 levy 

at a r a t e  equal  t o  t h e  growth i n  the  assessed va lua t ion  of these  p r o p e r t i e s  

I 
during t h e  year o r  by a maximum of 7%. I f  the  assessment r a t i o s  used t o  

compute assessed va lua t ion  had not been reduced during t h e  sess ion,  t h e  
I 

e f f e c t  of t h i s  measure would be t o  prevent inc reases  i n  t h e  t ax  r a t e  i n  

j u r i s d i c t i o n s  where t h e  growth i n  va lua t ion  i s  7% o r  less and t o  reduce 
I 

the  tax rate i n  j u r i s d i c t i o n s  where t h e  growth i n  va lua t ion  exceeds 7%. 

This concept i s  i l l u s t r a t e d  i n  t h e  following examples : I 

DISTRICT A (VALUATION INCREASE OF LESS THAN 7%) 

1979 - 1980 - Percent Change 

N e t  Assessed Valuation $10,000,000 $10,400,000 4% 

Tax Rate . O 1  .01 -0- 
I 

Tax Levy $100,000 $104,000 Limited t o  4% I 
DISTRICT B (VALUATION INCREASE I N  EXCESS OF 7%) 

I979 - 1980 - Percent  Change 

N e t  Assessed Valuation $10,000,000 $11,000,000 10% 

Tax Rate . 01 .00973 (2.7%) 
I 

Tax Levy $100,000 $107,000 Limited t o  7% I 
A s  shown i n  the  examples, t h e  t a x  r a t e  i n  D i s t r i c t  A w i l l  remain 

constant  i f  t h e  growth i n  t h e  t a x  levy i s  l imi ted  t o  t h e  growth i n  val -  

uat ion.  The t a x  r a t e  i n  D i s t r i c t  B must be reduced by 2 .7% so t h a t  t h e  levy 

w i l l  not  inc rease  by more than 7%. I 



I n  a c t u a l  p rac t i ce ,  t h e  impact of t h i s  measure on the  t a x  r a t e s  imposed 

by counties,  ci t ies,  towns and community co l l eges  may be somewhat d i f f e r e n t  

during t h e  f i r s t  year t h e  measure i s  i n  e f f e c t ,  because of t h e  impact of 

o the r  measures passed during t h e  Specia l  Session. For example, by reducing 

t h e  assessment r a t i o s  of p roper t i e s  i n  a l l  c l a s s e s ,  t h e  Leg i s la tu re  reduced 

t h e  taxable  value (or  assessed valuat ion)  of p roper t i e s  within each d i s t r i c t .  

This reduct ion i n  the  l e v e l  of assessed va lua t ion  w i l l  not a f f e c t  t h e  levy 

l i m i t s  imposed on each d i s t r i c t  because t h e  l i m i t a t i o n  on t h e  growth of t a x  

l e v i e s  i n  1980 w i l l  be based on t h e  growth i n  assessed va lua t ion  t h a t  would 

have taken place  i f  t h e  assessment r a t i o s  had been the  same f o r  1979 and 

1980. However,-the l e v e l  of assessed va lua t ion  t h a t  i s  a c t u a l l y  subject  

to  t axa t ion  i n  1980 may be s u b s t a n t i a l l y  reduced from t h e  1979 l e v e l  because 

of the  reduct ion i n  t h e  assessment r a t i o s .  Since a reduction i n  t h e  taxable  

value  (or  assessed valuat ion)  of p roper t i e s  w i l l  automatical ly reduce t h e  

t ax  levy i f  t h e  tax  r a t e  is unchanged, d i s t r i c t s  may be a b l e  t o  s t a y  wi th in  

t h e i r  levy l i m i t a t i o n s  without reducing t h e i r  t a x  r a t e s .  The n e t  e f f e c t  on 

taxpayers w i l l  be e s s e n t i a l l y  t h e  same as a r a t e  reduction,  however, s ince  

t h e  t o t a l  amount of taxes  paid t o  d i s t r i c t s  w i l l  remain wi th in  t h e  l i m i t J  

whether t h i s  i s  accomplished by a rate reduct ion o r  by a reduct ion in the .  . 

taxable  assessed valuat ion.  

. ,-- --* - ..**- --- - 

I I n  y e a r s  subsequent t o  1980, t h e  growth of taxes  l ev ied  on p r o p e r t i e s  

t ha t  were on the  tax r o l l s  i n  1979 w i l l  be l imi ted  t o  2% per year f o r  count ies ,  

I c i t i e s ,  towns and community col leges .  

I 
I f  t h e  assessed va lua t ion  wi th in  the  d i s t r i c t  does not  dec l ine  due t o  

s t a t u t o r y  reductions i n  the  assessment r a t i o s ,  t h e  t a x  r a t e  w i l l  have t o  be 

reduced i n  each j u r i s d i c t i o n  where t h e  growth i n  the value  of e x i s t i n g  assessed 

I vdLuation exceeds 2% per year. 

I 5. Tax Reform Measures tha t .A£fect  Tax L i a b i l i t y  

A s  mentioned i n  Section A above, t a x  l i a b i l i t y  under t h e  proper ty  t a x  

I system t h a t  ex i s t ed  before t h e  Spec ia l  Session w a s  ca lcu la ted  a s  follows: 

FULL ASSESSMENT INFLATION TAX TAX 
CASH X RATIO .t. ADJUSTMENT X U T E  = LIABILITY 

VALUE FACTOR 



Since most of t h e  measures described i n  the  sec t ions  above l i m i t  o r  

reduce f u l l  cash value,  t h e  assessment r a t i o s  o r  the  t a x  rate, the  e f f e c t  

of these  measures i s  t o  l i m i t  o r  reduce property t a x  l i a b i l i t y .  

I n  add i t ion  t o  measures such a s  these  t h a t  a f f e c t  t a x  l i a b i l i t y  in-  

d i r e c t l y ,  t h e  Leg i s la tu re  a l s o  passed two measures t h a t  have d i r e c t  impacts 
I 

on ind iv idua l  t a x  l i a b i l i t y .  These measures a r e  discussed below. I 
a. Limiting homeowners' t a x  l i a b i l i t y  t o  1% of f u l l  cash value  

One of t h e  key provis ions  passed during t h e  Specia l  Session was a 
I 

measure t h a t  r e s t r i c t e d  t h e  t a x  l i a b i l i t y  of ind iv idua l  homeowners from 

a l l  property taxes except vo te r  approved taxes  t o  1% of t h e  l imi ted  f u l l  

cash value  of t h e  property.  Limited f u l l  cash is defined under TAX REFORM 

I 
MEASURES THAT AFFECT FULL CASH VALUE. Bas ica l ly ,  l imi ted  f u l l  cash va lue  I 
is the  1979 f u l l  cash value  of t h e  property increased each year through 

1982 by i t s  a c t u a l  growth i n  va lua t ion  o r  a  maximum of 10% per year. After  

1982, t h e  l imi ted  value  of t h e  property i s  increased each year by 10% o r  by 
m 

25% of t h e  d i f fe rence  between t h e  l imi ted  value  of the  proper ty  i n  t h e  p r i o r  

year and i t s  a c t u a l  f u l l  cash value  i n  the  cur ren t  year,  whichever i s  g r e a t e r .  
I 

The l imi ted  f u l l  cash value  of a  property may no t ,  however, exceed i t s  a c t u a l  

f u l l  cash value. I 
To a s s u r e  t h a t  homeowners' t axes  don ' t  exceed 1% of t h i s  value,  t h e  

Leg i s la tu re  had t o  develop measures t h a t  would reduce t h e  combined t a x  r a t e s  

I 
l ev ied  on homeowners f o r  a l l  purposes o the r  than payment of bonds, voter-approved 

overr ides  and s p e c i a l  d i s t r i c t  taxes.  Because the  assessment r a t i o  f o r  r e s i d e n t i a l  
I 

p r o p e r t i e s  i s  now lo%, t h e  maximum t a x  r a t e  t h a t  may be paid by homeowners 

without t h e  t a x  exceeding 1% of l imi ted  f u l l  cash value  i s  $10 per $100 of 
I 

l imi ted  assessed valuat ion.  The measures es tab l i shed  by the  l e g i s l a t u r e  t o  

reduce t h e  t a x  r a t e  paid by homeowners a r e  described under TAX REFORM MEASURES 
I 

THAT AFFECT TAX RATES. I 
'b. Fur ther  reduction of homeowner property taxes  f o r  t h e  1980 t a x  

y-mr 

. To f u r t h e r  reduce t h e  tax l i a b i l i t y  of homeowners during t h e  1980 t a x  

year,  t h e  l e g i s l a t u r e  provided f o r  a  5% reduct ion i n  t h e  t o t a l  t ax  b i l l  of I 



a l l  r e s i d e n t i a l  property owners, from taxes  l ev ied  f o r  purposes o the r  than 

payment of bonds, overr ides  and s p e c i a l  d i s t r i c t  taxes.  This reduction,  

which i s  e f f e c t i v e  f o r  one year only, w i l l  be funded by the  s t a t e  i n  t h e  

following manner: 

1) The amount of t h e  tax  reduction w i l l  be ca lcu la ted  f o r  each 

pa rce l  of property taking 5% of t h e  t ax  l i a b i l i t y  from a l l  

property taxes  o ther  than v o t e r  approved taxes  ( t axes  levied  

f o r  payment of bonds, overr ides  and s p e c i a l  d i s t r i c t  l e v i e s ) .  

2) The amount of t h e  t a x  reduction f o r  each pa rce l  of property 

w i l l  be deducted from the  amount co l l ec ted  on t h a t  property 

from the  s t a t e  school t a x  levy.  

Other Property Tax Reform Measures 

The sec t ions  above o u t l i n e  a l l  of the  major property t a x  reform provi- 

s ions  t h a t  were developed by t h e  Leg i s la tu re  during t h e  Spec ia l  Session. 

I n  add i t ion  t o  these  provis ions ,  a number of minor reforms t o  t h e  property 

t a x  system were passed during t h e  Specia l  Session. These minor provis ions  

a r e  l i s t e d  below: 

1) A new formula t o  be used t o  determine t h e  va lua t ion  of gas and 

e l e c t r i c  u t i l i t i e s  f o r  property t ax  purposes. 

2) An a l t e r a t i o n  of t h e  widows and ve te rans  exemption to :  

a )  include widowers and disabled ind iv idua l s ;  

b) compensate f o r  t h e  new assessment r a t i o s ;  and, 

c) provide f o r  a graduated exemption t h a t  dec l ines  i n  value  

a s  an ind iv idua l ' s  home va lue  increases .  

3) A n  a l t e r a t i o n  of t h e  c o n s t i t u t i o n a l  l i m i t a t i o n s  on bonded indebted- 

ness  t o  compensate f o r  t h e  new assessment r a t i o  system. 

4 )  A three-year c r e d i t  aga ins t  s p e c i a l  education excise  taxes  which 

are levied  on mining production t o  o f f s e t  inc reases  i n  property 

t a x  r a t e s .  

5) An exemption f o r  t h e  S a l t  River P r o j e c t  from i t s  s t a t u t o r i l y  

imposed minimum t a x  payments. 

6 )  A repea l  of t h e  "in-lieu" t a x  payments f o r  p r o p e r t i e s  located  

ou t s ide  an organized school d i s t r i c t  (compensated f o r  by t h e  

new s t a t e  and county t ax  rates f o r  education).  

7) A d e f l a t i o n  of the  1979 t a x  r a t e s  t o  be used i n  ca lcu la t ing  t h e  

1980 unsecured property t a x  r o l l s .  



111. DESCRIPTION OF THE FOOD SALES TAX REPEAL 

I n  add i t ion  t o  i t s  package of proper ty  t a x  reforms, the  Leg i s l a tu re  

repealed t h e  4% s t a t e  s a l e s  t a x  on food items a s  of J u l y  1, 1980. The 

repea l  w i l l  save Arizona taxpayers approximately $127.4 m i l l i o n  i n  f i s c a l  

year  1980-81. 

The t r a n s a c t i o n  p r i v i l e g e  t a x  (2% of t h e  t o t a l  4% s t a t e  s a l e s  t a x  

levy on food) i s  shared wi th  t h e  coun t i e s  and c i t i e s .  The coun t i e s  r ece ive  

33.6% and t h e  c i t i e s  r ece ive  25%. The food s a l e s  t a x  repea l  w i l l  hold t h e  I 
coun t i e s  "harmlesss", t h a t  is ,  they w i l l  r ece ive  t h e i r  revenues a s  i f  t h e  

ood s a l  who have a d d i t i o n a l  sources 

a£ revenue a v a i l a b l e  t o  them, w i l l  be gradual ly  phased out  of t h e  food t a x  

revenue sharing.  They w i l l  r ece ive  80% of the  food t a x  revenue t h a t  they 

would have otherwise received i n  1980-81 and then 20% l e s s  per  year  u n t i l  
I 

they  are phased out  completely i n  1984-85. The c i t i e s '  a b i l i t y  t o  levy 

t h e i r  own sales t a x  on food was not  a f fec ted .  
I 

Food i t e m s  which w i l l  be exempt from taxa t ion  a r e  those  i t e m s  which 

q u a l i f y  f o r  purchase under t h e  Federal  food stamp program. I n  add i t ion ,  

those  i tems must be purchases from: 1) a grocer  who is e l i g i b l e  o r  could 

be e l i g i b l e  t o  p a r t i c i p a t e  i n  t h e  Federa l  food stamp program; 2) a r e t a i l e r  

r e l i g i b l e  f o r  the  

nner such t h a t  

and non-taxable items may be  so ld  separa te ly ;  4) s t r e e t  o r  sidewalk vendors, I 
o r  5) vending machines. 

-. - - - -- 

R e t a i l e r s  who sel l  both  food and non-food i tems a r e  allowed t o  c a l c u l a t e  
I 

an "average r a t e "  t h a t  accura te ly  r e f l e c t s  t h e i r  r a t i o  of non-food s a l e s  t o  

t o t a l  sales. This  r a t i o  may be appl ied  t o  the  t o t a l  s t a t e  t a x  rate t o  de r ive  

an "average rate" of tax .  This average r a t e  may be used by t h e  retailer t o  

I 
determine t h e  s a l e s  t a x  when food i tems a r e  not separa ted  from o the r  purchases I 
at  t h e  counter .  However, the  consumer o r  the  r e t a i l e r  may reques t  t h a t  t h e  

i tems of a p a r t i c u l a r  s a l e  be  so r t ed  and taxed o r  exempted a s  appropr ia te .  I 
An income t a x  c r e d i t  of up t o  $1,150 i s  granted t o  e l i g i b l e  grocers  

who purchase o r  upgrade t h e i r  check-out equipment t o  provide a t  l e a s t  two 



tax-computing keys. This type  of equipment w i l l  help speed up the  check-out 

procedure and e l imina te  the  need f o r  s o r t i n g .  

I V .  CONCLUSION 

A l l  of t h e  measures described i n  s e c t i o n s  I1 and I11 above were passed 

by both houses of t h e  Leg i s l a tu re  i n  March of 1980, and were subsequently 

signed by the  governor. Not a l l  of the  measures became e f f e c t i v e  upon 

passage, however. 

I n  order  t o  guarantee the  i n t e g r i t y  of t h e  proposed proper ty  tax .sys tem 

i n  f u t u r e  years ,  t h e  e s s e n t i a l  p a r t s  of t h e  systemwere submitted t o  t h e  v o t e r s  

i n  t h e  form of an amendment t-o t h e  S t a t e  Const i tu t ion .  These measures w e r e  

submitted f o r  v o t e r  approval a t  a  Spec ia l  E lec t ion  held on June 3, 1980. 

I n  a l l ,  t en  proposi t ions  were submitted t o  the  voters .  Each of t h e  proposi- 

t i o n s  i s  described below. 

Property Tax Exemptions 

PROPOSITION 100 proposes an inc rease  i n  the  e f f e c t i v e  amount of t h e  

c o n s t i t u t i o n a l  proper ty  t a x  exemptions a s  w e l l  a s  a n - i n c r e a s e  i n  t h e  maximum 

proper ty  va lue  and income e l i g i b i l i t y  q u a l i f i c a t i o n s  f o r  those  ind iv idua l s  

a l ready e l i g i b l e  f o r  a property tax exemption ( i . e . ,  widows, d isabled  and 

non-disabled ve te rans ) .  A l l  p roper ty  t a x  exemptions a r e  and must be speci-  

f i e d  i n  t h e  Arizona Const i tu t ion .  

PROPOSITION 101 proposes t o  expand t h e  e l i g i b i l i t y  f o r  t h e  proper ty  

t a x  exemption t o  inc lude  widowers, provided they meet t h e  e l i g i b i l i t y  qual i -  

f i c a t i o n s  proposed i n  Proposi t ion  100 f o r  widows. 

PROPOSITION 102 proposes t o  expand t h a  e l i g i b i l i t y  f o r  t h e  proper ty  

t a x  exemption t o  d isabled  non-veterans, provided they meet t h e  e l i g i b i l i t y  

q u a l i f i c a t i o n s  proposed i n  Proposi t ion  100 f o r  widows. 

I PROPOSITION 103 proposes t o  g ran t  a u t h o r i t y  t o  t h e  Leg i s l a tu re  t o  

inc rease  t h e  d o l l a r  va lues  of t h e  proper ty  t a x  exemption and t h e  e l i g i b i l i t y  

I 
q u a l i f i c a t i o n s  f o r  t h e  proper ty  t a x  exemptions. 



Bonded 1nd6b tedness Limi ta t  ion  

PROPOSITION 104 proposes an  adjustment t o  t h e  l i m i t a t i o n  on bonded 

indebtedness f o r  l o c a l  governments. Currently,  t h e  "bonding capacity" of 

l o c a l  governments is  l i m i t e d  t o  a  f ixed  percentage of the  t axab le  va lue  

wi th in  each author ized  j u r i s d i c t i o n .  The proposed proper ty  t a x  system would 

r e s u l t  i n  a s i g n i f i c a n t  reduct ion  i n  the  va lue  of t axab le  proper ty  wi th in  

these  taxing j u r i s d i c t i o n s .  Therefore, t h e  percentage l i m i t a t i o n s  a r e  being 

increased t o  compensate f o r  t h e  changes contained wi th in  t h e  proposed proper ty  

t a x  system. While t h e  percentage l i m i t a t i o n s  a r e  being increased,  the  ef fec-  

t ive increase in  t h e  "bonding capacity" of most l o c a l  governments i s  r e l a t i v e l y  

minor. 

S t a t e  Appropriation Limi ta t ion  

PROPOSITION 105 proposes an amendment t o  the  s t a t e  spending l i m i t a t i o n  

t o  spec i fy  t h e  revenues t o  be excluded from the  s t a t e  spending l i m i t a t i o n .  

The l i s t  of excluded revenues was previous ly  contained i n  s t a t u t e  and w a s  

t h e r e f o r e  sub jec t  t o  l e g i s l a t i v e  modif ica t ion  by simple ma jo r i ty  vote ,  

present ing  a p o t e n t i a l  "loop hole" by which t h e  l e g i s l a t u r e  could circumvent 

t h e  intent of t h e  state spending l i m i t .  Further ,  t h e  s t a t u t o r y  language was 

somewhat ambiguous and had been the  s u b j e c t  of a s i g n i f i c a n t  number of i n t e r -  

p r e t i v e  Attorney General opinions. 

Proper ty  Tax System Limita t ions  

PROPOSITION 106 proposes two separa te  proper ty  t a x  limits. The f i r s t  

l i m i t  guarantees a maximum, annual proper ty  t a x  l i a b i l i t y  f o r  homeowners 

equal t o  one percent  of t h e i r  proper ty ' s  value.  The l i m i t a t i o n  however, does 

no t  apply t o  proper ty  t axes  c o l l e c t e d  t o  f inance  v o t e r  approved bonds, s p e c i a l  

d i s t r i c t s  o r  overrides.  The second l i m i t  r e s t r i c t s  inc reases  i n  the  va lue  of 

most p roper t i e s ,  a s  they a r e  used f o r  t a x  purposes. The l i m i t a t i o n  b a s i c a l l y  
7 

provides t h a t  t h e  va lue  of a proper ty  may not  inc rease  by more than t e n  

percent  per  year.  The l i m i t a t i o n  a p p l i e s  t o  a l l  r e s i d e n t i a l  p r o p e r t i e s  both 

owner-occupied and ren ted ,  a l l  a g r i c u l t u r a l  p r o p e r t i e s  and most commercial 

p r o p e r t i e s ,  s p e c i f i c a l l y  excluding u t i l i t y ,  mining, a i r l i n e ,  p r i v a t e  c a r  

and o t h e r  s p e c i f i e d  p roper t i e s .  



I PROPOSITION 107 proposes a  l i m i t a t i o n  on the  r a t e  of growth i n  property 

t a x  c o l l e c t i o n s  by count ies ,  c i t i e s ,  towns and community col leges .  The 

t o t a l  property t ax  c o l l e c t i o n s  of t h e s e j u r i s d i c t i o n s  may not  increase  by 

more than two percent over t h e  preceding year,  except f o r  taxes  co l l ec ted  

from new proper t ies .  New proper t i e s  must be taxed at t h e  same r a t e  a s  

e x i s t i n g  proper t ies .  The l i m i t a t i o n ,  however, does not  apply t o  property 

taxes  co l l ec ted  t o  f inance  vo te r  approved bonds, s p e c i a l  d i s t r i c t s  o r  overr ides .  

Local Government Spending Limita t ions  

PROPOSITION 108 proposes a  spending l i m i t a t i o n  f o r  c i t i e s ,  towns and 

counties.  The spending l e v e l s  of these  j u r i s d i c t i o n s  a r e  l imi ted  t o  t h e  

spending l e v e l s  t h a t  ex i s t ed  i n  f i s c a l  year 1979-80 f o r  each of these  j u r i s -  

d i c t i o n s ,  adjus ted 'annual ly  t o  r e f l e c t  changes i n  populat ion and t h e  cost-of- 

l i v i n g .  

A l l  expenditures i n  excess of t h e  l i m i t a t i o n  (except those d i r e c t l y  

necess i t a t ed  by n a t u r a l  d i s a s t e r )  must r ece ive  vo te r  approval.  Addit ionally,  

c i t i e s  may with vo te r  approval,  impose an a l t e r n a t i v e  expenditure l i m i t a t i o n  

f o r  a  period not  exceeding four  years.  

PROPOSITION 109 proposes a  spending l i m i t a t i o n  f o r  community co l l eges  

and elementary and high school education. The spending l e v e l  of community 

co l l eges  is  l imi ted  t o  t h e  spending l e v e l  t h a t  ex i s t ed  i n  f i s c a l  year 1979-80 

I 
f o r  these  d i s t r i c t s ,  adjus ted  annually t o  r e f l e c t  changes i n  t h e  s tudent  

populat ion and t h e  cost-of-living. Elementary and high school education 

I 
expenditures a r e  a l s o  l imi ted  on an "aggregate" bas is .  The l i m i t a t i o n  is  

not  imposed on each ind iv idua l  school d i s t r i c t ,  but  r a t h e r  t h e  t o t a l  amount 

of spending by a l l  d i s t r i c t s  is  l imi ted  t o  t h e  spending l e v e l  t h a t  ex i s t ed  

I i n  f i s c a l  year 1979-80 f o r  a l l  d i s t r i c t s  adjus ted  annually t o  r e f l e c t  changes 

i n  s tudent  population and t h e  cost-of-living. - 

I 
A l l  t e n  of t h e  proposi t ions  ou t l ined  above required v o t e r  approval i n  

I order t o  be added t o  the  Arizona Consti tut ion.  I n  add i t ion ,  a l l  of the  major 

s t a t u t o r y  provisions of t h e  proposed property t a x  system were t i e d  t o  t h e  



approval of the  l a s t  four  proposi t ions  (proposi t ion  106, 107, 108 and 109). 

I n  o the r  words, un less  t h e  proposi t ions  r e l a t i n g  t o  property t a x  l i m i t a t i o n s  

(106 and 107) and t h e  proposi t ions  r e l a t i n g  to  l o c a l  government spending 

l i m i t a t i o n s  (108 and 109) were a l l  approved by t h e  v o t e r s  a t  t h e  June 3 

e l e c t i o n ,  t h e  proposed property tax system would not  become opera t ional .  

The food sales t a x  repea l  w a s  a l s o  t i e d  t o  the  passage of t h e  Pas t  four  

proposi t ions  because the  package of property t ax  reforms was designed t o  

funct ion a s  a s i n g l e  working system t h a t  would accommodate t h e  repea l  of 

t h e  s t a t e  sales tax  on food without d i s rup t ing  t h e  funct ioning of l o c a l  

government. On June 3, 1980, t h e  t e n  proposi t ions  were a l l  approved by a 

l a r g e  margin and t h e  Leg i s la tu re ' s  property t a x  system and t h e  food s a l e s  

t a x  repea l  became law. 



V. POSTSCRIPT 

An i n i t i a t i v e  p e t i t i o n  has been c i r c u l a t e d  i n  Arizona t h a t  would const i -  

t u t i o n a l l y  l i m i t  property t axes  t o  one percent  of f u l l  cash value.  The language 

of t h e  proposed amendment i s  s i m i l a r  t o  ~ a l i f o r n i a ' s  Proposi t ion  13 which was 

r a t i f i e d  by the  Ca l i fo rn ia  e l e c t o r a t e  i n  June 1978. It appears t h a t  t h e  

p e t i t i o n  has a s u f f i c i e n t  number of v a l i d  s igna tu res  t o  q u a l i f y  i t  f o r  t h e  

November 1980 b a l l o t .  

The Heuisler  I n i t i a t i v e  (named a f t e r  the  o r i g i n a t o r  of t h e  p e t i t i o n  

d r ive ,  W i l l i a m  Heuisler)  would r o l l  property va lua t ions  back t o  t h e i r  1975 

l eve l s .  Newly constructed p roper t i e s  and p r o p e r t i e s  t h a t  experienced a change 

i n  ownership could be revalued t o  t h e i r  "current  value". Valuations would 

be allowed t o  increase  by a maximum of two percent  each year.  The maximum 

amount of proper ty  t a x  that could be l ev ied  on any property would be one 

percent  of t h a t  proper ty ' s  r e s t r i c t e d  value.  

It i s  est imated t h a t  t h e  e f f e c t  of t h e  passage of t h e  proposed amendment 

would be a  s h o r t f a l l  of approximately $400 m i l l i o n  i n  proper ty  t a x  revenue. 

This r epresen t s  roughly hal f  of t o t a l  property t a x  co l l ec t ions .  The Leg i s la tu re  

would presumably have t o  make t h e  a l l o c a t i o n  of t h e  remaining revenue t o  t h e  

var ious  j u r i s d i c t i o n s  t h a t  r e l y  on t h e  proper ty  t a x  f o r  t h e i r  funding. 

The t o t a l  t a x  reduction t h a t  would r e s u l t  from the  passage of t h e  

i n i t i a t i v e  would accrue t o  i n d u s t r i a l  and commercial p roper t i e s .  It i s  a l s o  

very  l i k e l y  t h a t  homeowners as a c l a s s  of taxpayers would experience an 

increase  i n  t h e i r  proper ty  tax l i a b i l i t y .  I n  p a r t i c u l a r  those  homeowners 

who purchased t h e i r  homes a f t e r  1975 would i n  most cases  experience s u b s t a n t i a l  

increases  i n  t h e i r  l i a b i l i t y .  

The property c l a s s i f i c a t i o n  system that c u r r e n t l y  e x i s t s  i n  Arizona 

would e f f e c t i v e l y  be el iminated by t h e  i n i t i a t i v e  measure. The s t a t u t o r y  

assessment r a t i o s ,  a s  revised by t h e  Leg i s la tu re  i n  t h e  Specia l  Session, 

cause c e r t a i n  commercial p roper t i e s  t o  pay more than f i v e  times t h e  property 

t a x  per d o l l a r  of f u l l  cash value  t h a t  homeowners pay, assuming i d e n t i c a l  

tax r a t e s .  This d i f f e r e n t i a l  would be el iminated by t h e  passage of t h e  

i n i t i a t i v e .  - 



Implementation of t h e  i n i t i a t i v e  may be complicated by severa l  administra- 

t i v e  problems. The g r e a t e s t  problem t h a t  would have t o  be overcome i s  t h e  

l a c k  of information r e l a t i n g  t o  t h e  1975 assessment r o l l .  I n  most count ies  

t h e  1975 assessment r o l l  no longer e x i s t s .  To r e c r e a t e  t h a t  r o l l  would r e q u i r e  

a monumental e f f o r t .  The provis ions  t h a t  d e a l  wi th  newly constructed property 

and property t h a t  changes ownership would probably requ i re  a d d i t i o n a l  de f in i -  

t i o n  a s  would t h e  s i t u a t i o n  t h a t  would e x i s t  i f  a property w a s  t o  dec l ine  i n  

value.  

Centra l ly  assessed p roper t i e s  (mines, u t i l i t y  property,  e t c . )  would pose 

another problem. These p roper t i e s  a r e  valued on an income approach. Such 

th ings  a s  an inc rease  i n  t h e  p r i c e  of copper o r  a u t i l i t y  r a t e  i n c r e a s e - a r e  

c u r r e n t l y  taken i n t o  account when proper ty  values  a r e  set. Under a va lua t ion  

f r e e z e  t h e r e  may be a quest ion a s  t o  how such th ings  can be fac tored i n t o  

t h e  value. The va lue  of new cons t ruc t ion  would a l s o  present  a problem s ince  

u t i l i t i e s  a r e  valued under t h e  "unit  rule". 

Perhaps t h e  l a r g e s t  problem t h a t  would f a c e  t h e  S t a t e  would be how the  

revenue reduct ion t h a t  would be caused would be handled. Since Arizona does 

not  have t h e  "surplus" t h a t  Ca l i fo rn ia  had when Proposi t ion  13 w a s  enacted, 

e i t h e r  a l t e r n a t i v e  revenue sources would have t o  be found o r  d r a s t i c  reduc- 

t i o n s  i n  l o c a l  government funding would r e s u l t .  I f  a l t e r n a t i v e  funding could 

not  be provided, t h e  Leg i s la tu re  would have t o  a l l o c a t e  t h e  remaining revenue. 


