INCOME TAX UPDATE



Subtractions

Net Long-Term Capital Gains From Assets
Acquired after December 31, 2011

Beginning in 2013, individuals may take a subtraction
from Arizona gross income for a percentage of any net
long-term capital gain included in a resident’s federal
adjusted gross income (Arizona gross income for
nonresidents) that is derived from assets acquired after
December 31, 2011, pursuant to A.R.S. § 43-1022(35).
(Laws 2012, Ch. 343)



Subtractions (con't)

Net Long-Term Capital Gains From Assets
Acquired after December 31, 2011 (con't)

Laws 2013, Ch. 114, added language to make it clear
that assets acquired through gift or at the death of a
transferor will be considered “acquired” when the asset
was acquired by the transferor. If the date cannot be
verified then a subtraction is not allowed. Taxpayers
must complete a worksheet included in the tax form
instructions to take this subtraction.



Subtractions (con’t)

Net Long-Term Capital Gains From Assets Acquired
after December 31, 2011 (cont)

Subtraction percentages:
10% in 2013
20% in 2014
25% in 2015 and after



140 UPDATE

Line 14 — added subtotal of lines 12 & 13
Line 16 — Net capital gain or (loss) /Net long-term

capital gain subtraction (from page 2, line D34)

F"AHT 0:

12 Federal adjusted gross income (from your federal retum) . .. 12 0o
13 Additions to iNCOME (from PagE 2, N8 BAZ) ..o 13 0o
14 Subtotal: Add lines 12 and 13, and enterthe t-;:utal e 14 00
15 Subtractions from income (from page 2. ine C17 08 HNE T30 ..o oo e 15 0o
16 Met capital gain or (loss): 15A| |GD | Met long-term capital gain subtraction {from page 2, line D34) 16 00
17 Arizona adjusted gross income. Subtract lines 15 and 16 from line 14, and enter the diference oo, 110 00

Back page — Part D: Capital gain/loss

§ D31 Enter the total net short- term capital gain or (loss) included on page 1, line 12_
= D32 Enter the total net long-term capital gain or (loss). Enter the amount from your wnrksheet I||1e IE ED|LIF|"II'| (b)
LEl:fii.’r:.’r Enter the net long-term capital gain from assels acguired after Decemibzer 21, 2011 (from your worksheet, line 12, column {d))

& D34 Multiply line D33 by 10% (.10). Enter here andonpage 1. line 16,

00

00

00

00




AZ Form 140
2013

Worksheet for Net Long-Term Capital Gain Subtraction for Assets Acquired affer December 31, 2011
|:| Original return |:| Amended return

(a) (k) (c) (d)
Long-Term Capitsl Gain or (loss) a5 resportad on Fedaral | Totalnet long- | Net long-term capital | Netlong-term capital
Schedule D {or other form/schedulz) and includzd in | term capital zainz or (lozzes) eainz or (lozzes)
computation of fadaral adjusted gross incoms. gainzor included in column (b) | included in column (h)
(lozzes) from assets acquired from assets acguired
Entsr the total nst lomg-term capits]l gzin: or (losszs) | from el assetz | before January 1, 2012 | after December 31,
from the following forms in sach applicable column. 011

Yes pags 2 far insoruciions.
Seg page I for inzovucrions

L | Form(s) 8948 Salsr and Other Dizpasitions

T

af Capital Asssiz 1 510,000 56,000 54,000
< | Form{s) 4797 Salsz af Businssz Praperiy 2 5 1,000 5 700 5 300
3 2439 to Sharshslder of
buted Long- Term Capital Gains 3
4 1(5) 6232 Installment Sals Incoms 4

[¥]

L=

Form{s) 6781 (Gainz and Lozsss from Ses
1238 Conmacts and Straddlss &

Form(s) 8824 Like-Eind Exchangss

& | Parmerships, 5 corporations, sststss, and
trusts —from AZ 1205 Schaduls K-1; AZ 163
Schadulz K-1; and AZ 141 Schaduls K-1 2 5 L0000 51,000 (52,000)

3 Dividends and
£ 9
10| Subtotal: for =sach column, combins the
amounts and sntar tha total. 1O | 510,000 57,700 £2.300
Availabla long-term capital loss carrvover.
Entar the amount, if any, in sach applicabls
column. 11 | (513,000) (513,000) 0.00

Li| Net Long-term capital zam or (loss)
included in computation of vour federal
adjusted grosz meome, Swhrract lins 11
from lins 10 and sutsr the result in sach
applicabls column.

¢ If the rasult for line 12, column {d) i
nat capital {loss), vou do net gqualify to
taks the subtraction.

¢ If tha rasult for line 12, column {d) iz a
nest capital gain, surer the rasult on Form
140, pagz 2, lin= D33,

Also snter the amount from line 12,
column (b) on Form 140, pags 2, lins

D3il. 12 | {3 3,000) (32,300) ad. 20U




Form 165 Schedule K-1 Back

e of PaETeSiiE (a5 SO G page 11 Erpoye Geaicaon ke

Partll: Met Long-Term Capital Gain Subtraction — Information Schedule

IMETRUCTIOHME FOR THE PARTHEREHIP:

Begnning In 2013, Arizona allows a subkracton fom Arzona groes Income for @ percentage of any net long-%rm cagplial galn rom
@EEals 30QUIred amer Datamoer 31, 2011, and INCUEY In Tie NAIVIOUAl Taxzayel s f2deml 30|us1es gross INcome or the federa tanahle
Imzoma of the estate or trust Althaugh she sublractan & oy sealanie t Individials. estates and fruss. 3 pariner hiat & a pass-trough
enthy (estate or trust wil need this Information o calculate the sublracian for the estate or tust or complete the Anzona Form 14142,
Scheduie -1 or Scheduls K-1{KR), for =ach benelclary.

¥ the: pariners frderal Sshedule -1 (Form 1065} doss not Indude any capital gain {lees), the partnership Is not required to complete
Part Il

[y (&) 1]
et lang-tem capltal gain | Net longrter capital gah
(P Inciuded Incolumn (8] | (joss)includsd n coumn ja)
Pra Raa Enare ItEeme Trom assels acquined defore | rom assels r=d st
From Feceral Fom 1062, Sohedus k-1 Disinousve Snare Amount | Jasuary 1, 201 Decenber 21, 2071
4 Wetshortiemicapsalgan (oes) oo &
& Met orabermn captiol galn foee). 5

IHSTRUCTICNS FOR THE MDIWIDLUAL PARTHIER:

To deteming i you qualty Lo taks a subTacin fom Income on your Arlzona persenal Income L3y retum, the Indivigual pariner must
conple®: the Worksiee! for Nt Long-Tern Cagital Gain Subtaction for Assels Acguired Afer Decamber 31 2077, The worishest i
Incleded In the Ingtructions for the recideni and pan-yaar resldent incoms tax ratamic (Arizons Fom 140 and Ardzora Fem 1400%).

Fulkyaar rezidents uce tne ameunt on ne &, eoluma (2] o fgure the slawabis sublrastion on the workehss! nelded with Arcana
Farm 140

Part-yesr regldente use only the amour on line £, colunn (¢} that s Included In your Arfzona gross ncame 2 figure he divwsble
sublracion on the werksteelthat s Ircludsd with Adzona Form 14097

TR CTIONS FOS THE FIDUCIARY PARTHIR:
I tre net long-term caplial gain (06E) on ne 5, akove, I& laxed atthe 2siaie on trust lgvel, us2 he Infarmatlan acowe to complets he
wiomshest or her Long-Tem Capia Gall SUDIrachion rfor Asiers Acquiel ARer December 31, 2077, meluzed In the Instructions of
Arzona Form 141AZ for he estate ar trust

I tha net long-term capltal gain (oss)on Part 0, Ine 5. above. & distrbuled ta the beneficlares. s e hommation asove 1o complete
tne Warkshest for Net Long-Term Captsl Gain Sudtraction for As5ets Aguied After Decemoer 31, 2071, Incluged In e mstruztions of
ArizonaFom 141AZ. The workeheet will assisl the estate or trust In cempleting the Mef Long-Term Capitai Bain Swbirachion - Information
Schedue onAnzena Form 141AZ, Scnedule k-1 or Schedule K-1{KR), for e3ch oensfclarny.

AR 1 1] EZForm 163, Schacule F-1 2013 DRAFT #3 Aug-20-12 Fagezolz




Form 120S Schedule K-1

28170A FORM
1208

Schedule K-1 Resident Shareholder’s Information Schedule 2013
For the O calendar year 2013 or O fiscal year beginning L, 1, 12,0, 1, 3jandendingl o 1 , 12,0, , |
CHECK OME: [] orignal [ Amanged
Snarehoiders identhying Number & Comarmior's Empicyer denifcaton Numzer [ER)
Enarehoicers Mame E Comarmor's Mame
Shareholder's Address — number and sirest or sural roule & Corporation's Address — number and sieset or rural rouls
Enarehoiner ¢ Gy, v o Fost Cce e D Coae S Corparatan's Gy, wown of Fost Chice Stme ZIF Coge
‘Snaneholders pementage of siock owreThip for the Diabis yean %

Net Long-Term Capital Gain Subtraction — Information Schedule

INSTRUCTICNS FOR THE 5 CORFORATION:

Beginning In 2013, ArZona allows 3 sublraction fom ANZona gross Incoms for @ percentags of any net leng-iam capital gam from
asz=ts aoquired after Decamber M, 2011, and Included In the Individual taxpayer's *2deral ad|usted gross Income ar the fzderal taxable
Inzome of the estate or rust. Although the subiraciion Is only avallatie to Inakviduaks, esfates and trusts, an S corporation sharsholder
mal Is 3 pass-thraugn enty [2513te o trust) will n2ed MIs Information te calswiats fs sUbiraciion o compiate INe ANZona Farm 141AZ.
Schedulz K-1 or Schedule K-1[{NR), for each beneflciary.

1* the shareholder's federal Schadule K-1 (Form 1120-3) Includes capltal gain (loss), compietz Ine 1, column {a) and Ine 2, columns (a)
trough (c). I the shareholder's fegeral Schedule K-1 (Ferm 1120-5) go2s not inclugde any capltal galn (loss), the 5 carperation 1s not
required 1o COMpIStS this BENSEUIE OF pravide 3 copy to regident sharsnoiders,

(EH ] =]

Met longam captal gain [ et jorgen capital gain

(loss) Included In column (@) | (loss) nciuded in column (a)
red aftar

Pro Rata Share llems from ass2ls acquined before

From Federal Sorm 1120-5, Schegule k-1 Cistributive Share Amount | Jaruary 1, 2012 Discamber 312011
1 Net shorkSem capial gain (1085} .1
2 et long-term capilsl gan flossi. . 2]

INSTRJUCTIONS FOR THE INDIVIDUAL SHAREHOLDER:

Ta determine I you qualify to take a subiraction from Income on your Arlzona personal Income tax returm, the Individual shareholder must
camplets the Workshesr for Net Long-Temm CEpial Gam Subtraction for ASSers Acquired After December 31, 2017, The warksneet i
Included In the Instructions for the reslgent and part-year resigent mcome tax retume (Artzona Farm 140 and Arzona Form 1£0PY).

Full-year reslgents use the amount on line 2, column (&) to igure the allowabke sublraction on the warkshest Incuded with Arzona
Form 140

Part-year realdente use only the amount ¢n Ine 2, column (g} that Is Included In your Arlzena gross Income e figurs fhe allowable
subtraction on the worksheet that Is Incleded with Arzona Form 140FY.

I the net long-tenm capltal gain (loss) on ling 2, above, Ie Taxed at the estate or trust level, use the Information atove to compizte the
Warkshest for Nef Long-Term Capital Galn Subiraclion for Assels Acquired Afer December 37, 20771, Inclugzd In the Instructions of
Arizona Farm 141AZ for the estate or trust.

It the net leng-term capital gain (loss) an line 2, above, |s distibuted to the bensfelaries, use the Informatien above w0 complete (he
Warkshest for Ner Long-Termn Caphsl Galn Subirachion for ASsers Acquired Aner December 31, 2071, Inclugsd In the Instrustions of
Arizona Form 141AZ. The worksheet will assist the estate or trust In completing the Net Long-Term Capital Gain Subtrachion - Informatian
Scheduie on Anzona Form 141AZ, Schedule K-1 or Schedule K-1{NR], for each beneficlary.

ADOR TR DRAFT #4, Aug-20-13




Subtractions (con't)

Qualified IRC § 179 Expenses

For federal purposes taxpayers may elect to
expense IRC § 179 property acquired during the
taxable year rather than charging the cost to o
capital account. The current federal maximum is

$500,000.

Prior to 2013, taxpayers were required to add back
on the Arizona return everything that was deducted
under IRC § 179 on the federal return that exceeds
$25,000 (the IRC currently allows $500,000). The
taxpayer was then allowed to deduct 1/5™ of the
difference each year for 5 years.



Subtractions (con't)

Qualified IRC § 179 Expenses (con)

For example, Company X elected to expense the
maximum $500,000 on their 2012 federal
return. On Company X’s 2012 Arizona return,
they would be required to make an addition for

$475,000 and a subtraction for $95,000
($475,000/5). The taxpayer would also take
subtractions of $95,000 each for the next 4
years.



Subtractions (con't)

Qualified IRC § 179 Expenses (con't)

Starting with property purchased and placed in service in a
taxable year beginning from and after January 1, 2013,

Arizona will no longer require the add back of the section
179 expense in excess of $25,000.

Taxpayers who made this adjustment for qualified
purchases placed in service in a taxable year ending on or
before December 31, 2012, may continue to take a
subtraction of one-fifth (20%) of the adjustment required in
the year in which the adjustment was made and each of the
following four taxable years.

(Laws 2013, Ch. 256)



Subtractions (con't)

Qualified IRC § 179 Expenses (con't)

Example:

In 2011 and 2012, Mr. Green claimed the maximum IRC §
179 expense on his federal returns and added back
$475,000 on his Arizona return for both years. Mr. Green also
claimed a subtraction in 2011 for $95,000 ($475,000/5) and
a subtraction in 2012 for $190,000 ($95,000 from 2011 and
$95,000 from 2012).

In 2013 Mr. Green again claimed the maximum $500,000

expense on his federal return.

For 2013, Mr. Green will not be required to add back any
amount related to his current IRC § 179 expense. In addition
Mr. Green will claim a subtraction on his Arizona return in
2013 for $190,000 ($95,000 from 2011 and $95,000 from
2012). Mr. Green will have 2 more years to claim subtractions
for 2011 and 3 more years for 2012.



Credits

Form 349 — Refundable Credit for Qualified
Facilities
You may qualify for the refundable qualified facilities
credit if you expanded or located a qualified facility in
Arizona. This credit is refundable in five equal

installments. Pre-approval and post-approval are
required through the Arizona Commerce Authority.

Co-owners of a business, including partners in a
partnership and shareholders of an S corporation, may
each claim only the pro rata share of the credit
allowed based on the ownership interest.



Credits (con’t)

Form 349 — Refundable Credit for Qualified
Facilities (con’t)
What is a qualified Facility?

A “qualified facility” is a facility in Arizona that

devotes at least 80% of its property and payroll at the
facility to one or more of the following:
Qualified Manufacturing — Manufacturing tangible products

in Arizona if at least 65% of the product will be sold out-of-
state.



Credits (con’t)

Form 349 — Refundable Credit for Qualified
Facilities (con’t)
What is a qualified Facility? (con’t)

Qualified headquarters — Global, national or regional
headquarters for a taxpayer involved in manufacturing and
that derives at least 65% of its revenues from out-of-state
sales.

Qualified Research — Same meaning as prescribed by IRC §
41(d) [this is the statute for the federal research credit]
except that the research must be conducted by a taxpayer
involved in manufacturing that derives at least 65% of its
revenue from out-of state sales.



Credits (con’t)

Form 349 — Refundable Credit for Qualified
Facilities (con’t)
Some of the requirements:

The applicant must make new capital investment in Arizona after
6/30/2012 in a qualified facility completed in a taxable year
beginning after 12/31/2012.

At least 51% of the net new full-time employment positions at the
qualified facility pay a wage that equals or exceeds 125% of
the median annual wage in Arizona, as determined by the most
recent annual Arizona Commerce Authority occupational wage
and employment estimates.

All net new employment positions must include health insurance
coverage for which the applicant pays at least 80% of the
premium or membership cost.



Credits (con’t)

Form 349 — Refundable Credit for Qualified
Facilities (con’t)
More of the requirements:

The taxpayer must receive a pre and post approval from the
Commerce Authority — A copy of the Commerce final approval
must be included with the return.

The maximum that may be authorized by the Commerce Authority
each year for all taxpayers each year is $70 million between this
credit and the renewable energy industry credit.

No taxpayer can receive more than $30 million in one tax year.

The credit must be claimed on a timely filed original tax return.



Credits (con’t)

Form 349 — Refundable Credit for Qualified
Facilities (con’t)

The credit is the lesser of:
10% of the taxpayer’s total capital investment in the qualified
facility
$20,000 for each net new fulltime employment position at the
qualified facility
The post-approval amount from the Commerce Authority
Note: the credit is claimed in 5 equal installments over 5
consecutive tax years.

For more information on this credit see A.R.S. §§ 41-1512,
43-1083.03, and 43-1164.04.



Credits (con’t)

Form 350 — Refundable Credit for Airline
Bankruptcy Payments

Arizona did not conform to a portion of the FAA
Modernization and Reform Act (Public Law 112-95,
Section 1106) that allows individuals that were
qualified airline employees, that received certain
payments made by a commercial passenger airline
carrier under the approval of a federal bankruptcy
court in a case filed after 9/11/2001 and before
1/1/2007, to make contributions to a traditional
Individual Retirement Account (IRA) and treat the
contributions as if they were made in the year in which
the airline payments were received.



Credits (con’t)

Form 350 — Refundable Credit for Airline
Bankruptcy Payments

Taxpayers who wanted to take advantage of this
provision federally were required to transfer the money
into a traditional IRA by August 13, 2012, and to file
amended federal income tax return to claim the
deduction for the IRA contribution by April 15, 2013 (or
the regular statute of limitation). Individuals were
required to amend their federal tax returns to receive
any overpayment as a result of the qualified rollover(s).



Credits (con’t)

Form 350 — Refundable Credit for Airline
Bankruptcy Payments (con't)

A Taxpayer that amends their federal tax returns due
to this provision for any tax year prior to 2012 should
not amend their Arizona return for those years. Instead
the Arizona taxpayers will be allowed a credit on their
2013 Arizona individual income tax return based on
the reduction in tax that would have occurred if they
would have been allowed to amend their Arizona 2001

through 2011 returns for the provision in Public law
112-95, Section 1106.



Credits (con’t)

Form 350 — Refundable Credit for Airline
Bankruptcy Payments

The credit must be claimed on a timely filed 2013
Arizona income tax return (including extensions).

The credit is claimed on Arizona Form 350.



ARIZONA FORM
350 Credit for Airline Bankruptcy Payments 2013
O cnginal O amendea
For the calendar year 2013 or fiscal year beginning | 1 12,0,1,.31and ending L 1 12.0 I

Artach ro your returmn.

TaXpay=rs Mame a5 Shown on Form 140, 14ONR, 120FY of 130X TRNpaYer's S00a SECUMy NUTDer

|
SpoUBe's Soual Security Number
| |

SpoUsE's Name 35 BNoWn on Famn 140, 140NR, 14077 or 120X

Note: You must claim this credit on a timely filed 2013 income tax return.

Whao can elaim this refundable credit?

Only indwidual taxpayers may claim this credit. You may claim this credit on your timely filed 2013 income tax return, f all
of the following apply.

= fouwsre an Arzona resident or part-year resident for any taxable year from 2001 through 2011; and

‘You reported qualified airline bankruptoy-related payments as mcome on your Arizona resident or part-year resident
retumn for any of those years; and

‘You filed an amended federal income tax return for one of those years on which you clamed an |RA rofover deduction.
under Public Law 112-05, for that settement payment you received from an airfne company in bankrupicy; and

= fouw timely file your 2013 income fax return {including extension).

Before completing this form. see the instructions.

Part I: Recipient(s) and Airline(s) Information
Comglete lines 1a through 1c for the person who recelved alrine bankrupbey-related payments.

TAKPEYEr's Hame Who r2celved Bankrplcy-r2ted payments.

b

Mame of aFne camers) hat mane ME QuaM=d payment|z) 10 the taxpayer 150 on ns 1a.

1o Check each tax year far which you flied an amendad faderal return related (o thase payments.

20m 2002 2003 2004 2005 2008 2007 2008 2003 2010 2m

It you ara married and fling a jaint Income tax raturn for 2013 and your spouse also recelved alring bankrupicy-related
payments, completz ings 2a through 2.

2a

EPOUSEE Name wina recaiven Danknpiny-Telaied payments.

b

Mame of aFine cames) [hat maoe M2 oualied paymen|s) io e Spouss TEIES on e 2a.

2¢ Check each tax year for which you fled an amended faderal return ralated bo these payments.

2001 2002 2003 2004 2005 2008 2007 2008 2003 2010 201

ADOR TT193[13)

DRAFT #8, Sep-18-13

I‘I‘Epape‘snm T3 BNOAT on page 1) TEAPGYE & SO0 SECULy MUmDer

Partll: Total Credit
REFUNMDABLE CREDIT WORKSHEET

{If you are claiming a credit from more than 3 tax years, complete and attach a separate worksheet. The workshest must
include all line items shown below.}

= If you are claiming this credit for the first tme, complete Fnes 1 through 13.

= Ifyou are amending this credit. complete lines 1 through 12 with the cormected amounts.

Tax Return — Line ltem Tan Yaar Tan Year Tax vear
As onginally reported
or
f amending, reported on your last filed retum L | L 1 L 1

1 Residents: enter your fzderal acjusied gross Income

Monrasldanizieart-year razldante: enter your Afzona

gross Income ... 1 00 00 i)
2 Reduction amount {qualified nontaxable |RA rollovel 2 00 00 oo
3 FReduced federal adjusiad gross Income of reduced Arlzona

Qrags Income (sublract ine 2 from ing 1) ... 3 00 00 Riji]
4 Adadions ta income ... 4 00 i) il
5 Sublractions fram Incoms 5 00 00 oo
& AZ 3OjUEk0 gross INcome (INE 3 pIUs lIne £; minus ne & [11] [1;1] ]
7 Deductions (standard or lbemized) T 00 00 i)
& Personal Sxemplion 8 00 00 oo
5 Taxable Income (subiractlines 7 and & from ine &) ... 3 i) i) fili]
10 Tax Amount (use the tax [Ehie for the tax year you ars

ad|uBtng) ... 1] 00 00 00
11 ameurt of Arizona Income tax before credits and payme:

praviously reparten on the ofginal returm of @51 fled amendad

[T P—— 2l 00 i) o0
12 Reduction In AZ tax Babdity {subtract ine 10 frem ine 11 12 00 00 i)
13 Credit- Add all amounts on Ing 12 (ACUKING aMounts from s2parats warksneeds) and enter M total nare 13 i)

For orlginal cradit amount only:

+ Include the amouni entered on ine 13 In the tolal amount of refundabie credits claimeg

on Form 140, Ine 23 Form 140MR, lin2 33; or Form 140PY, ling 25

+ Make 5ure that you check the box for 250 on the applicatie Arzona & fom ine.

For amandad credlt amount only:

* Include the amount enteres on INe 13 on 2013 Fomm 140X, ine 37.

+  Make sure that you check the box for 350 on your 2013 Form 140K line 37.

FDOR 1119313} 22 FOrm 350 [2013] PagE 2072

DRAFT #8, Sep-18-13
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Reminder...

2013 IS FINAL YEAR TO ESTABLISH THIRD
YEAR ENTERPRISE ZONE CREDIT

Former A.R.S. §§ 43-1074 and 43-1161 were
repealed effective June 30, 201 1. Taxpayers located
in a former enterprise zone that hired employees
before July 1, 2011, may qualify to claim third year
tax credits for tax year 201 3. Previously established
credits may be carried forward for up to five
consecutive taxable years. See Form 304 for details.



Reminder...

ENTERPRISE ZONE CREDIT (con)

Previously taxpayers had to file a report with the
Commerce Authority regarding any 1%, 2" or 3 year
credits or carryovers by the 6™ month after the end of the
tax year or the date the tax return is filed whichever was
earlier. SB 1179 which passed during the last legislative
session contained a provision that removed this reporting
requirement for other than 1% year credits retroactive to

7/1/2011.

Therefore, in 2013 a taxpayer claiming 3™ year credits or
carryovers will not be required to report to the Commerce
Authority regarding the credits. In addition, the taxpayer
will not be required to submit a copy of their Commerce
Authority acknowledgement to their Arizona return.



Credit for Contributions to Qualifying
Charitable Organizations: New for 2013

Taxpayers are now able to make cash contributions
to a Qualifying Foster Care Charitable
Organization (QFCO).

Contributions to a QFCO allows taxpayers to claim
double the previous credit amount. $400 (S, HoH, MFS)
or $800 (MF)J).
Standard deduction taxpayers are now eligible to
claim a credit for contributions, not limited to

itemized deduction taxpayers. Contributions made
in 2013 qualify.



Overview

A non-refundable tax credit for cash contributions made to
a Qualifying Charitable Organization (QCO) or Qualifying
Foster Care Charitable Organization (QFCO) that provides
help to the Arizona working poor (AZ Form 321).

Depending on the contribution type, the credit shall not
exceed:

MFJ = Up to $400/$800

MFS /HoH /Single = Up to $200/$400
If the tax credit exceeds tax due the taxpayer may carry

forward the unused amount for up to five consecutive tax
years.

Standard and itemized deduction taxpayers can claim.



What is a QCO?

A 501(c)(3) or a community action agency that receives
community services block grant program monies that
spends at least 50% of its budget on services to
Arizona residents who either:
Receive temporary assistance for needy families (TANF)
benefits

Are low income residents whose household income is less
than 150% of the federal poverty level

Are chronically ill or physically disabled children

An organization that plans to continue spending at least
50% of its budget on services to those described above



Process to become a QCO

Provide proof that organization meets the
requirements of a QCO.

Submit financial data indicating the organization’s
budget for the prior operating year and amounts
spent on target populations.

State that the organization will continue to spend at
least 50% of its budget on target populations.

Organization must affirm that they do not “provide,
pay for, or provide coverage of abortions” and does
not financially support any other entity that “provides,
pays for, or provides coverage of abortions.”



Process to become a QCO

Provide all items to the Arizona Department of Revenue
(DOR).
In general, the organization will receive notice within

two weeks.
During November & December, notification could take a
month or more.
If qualified, the organization will receive an approval
letter and certificate from DOR.

QCOs are listed on the DOR website at www.azdor.gov

Any questions:
Contact Nick Buta ( ) at 602-716-6891.


mailto:nbuta@azdor.gov�

New for 2013: Qualified Foster Care
Charitable Organization (QFCO)

To become a QFCO, the organization must first meet
all requirements to be a QCO.

In addition a QCO must:
Provide services to at least 200 foster children in Arizona.

Spend at least 50% of its budget on services to foster
children in Arizona.

Services include: cash assistance, medical care, child
care, food, clothing, shelter, job placement and job
training services or any other assistance that is
reasonably necessary to meet immediate basic needs.



Who is a foster child?

A child currently in the Arizona foster care system.
The child is either:

In a foster home approved by the Department of
Economic Security (DES).

With a child welfare agency licensed by the DES

Office of Licensing, Certification, and Regulation.
Children being fostered by agencies/organizations
outside of DES are not considered foster children
for purposes of the QFCO credit.



QFCO: Additional certification
requirements

Submit financial data indicating the organization’s
budget for the prior operating year and amounts spent
on services to Arizona foster care children.

This amount must exceed 50% of the QCO’s total operating
budget.

Provide documentation that the QCO provides services
to at least 200 Arizona foster children.

If qualified, the organization will receive an approval
letter and certificate from DOR.

The organization will be listed on the DOR website as a
QFCO.



What Do Taxpayers Need to Know?

Maximum amount
MFJ = $400 or $800
MFS /HoH /Single = $200 or $400

Baseline year requirement eliminated in 2009

Only available to individuals

Corporations are not allowed to claim and a partnership or
S-corp may not pass the credit to its partners/shareholders

Cash contributions must be made to a QCO and/or
QFCO, the taxpayer may find a list at www.azdor.gov



What Do Taxpayers Need to Know?

_ 35
-1 The taxpayer can not claim an Arizona tax credit and

an Arizona deduction (where the amount was claimed
on the federal Schedule A).

An adjustment is made on the Arizona Schedule A.

Adjustment to Charitable Contributions

13' Amount of charitable contributions for which you are taking a credit under Arizona law........cc.cooeeccnneen, 131 E{JD|DEI
Other Adjustments
14 Amount allowed as a federal itemized deduction that relates to income not subject to Arizona tax ......... 14| |'IJC|

Adjusted Itemized Deductions

15 Addthe amounts on lines & and 7. 15 0po
16 Addthe amounts onlines 6, 12, 13 and 14 ... e ne e 16 2000
17 Total federal itemized deductions allowed to be taken on federal return._............... 17 10,000 Da
18 Enfer the amount from Bng 15 @DOVE ..ot e e 18 0p
19 Add lines 17 and 8. e 19 10,0000
20 Enfer the amount from iNg 18 @hOVE ..ot 20 200D

21 Anzona itemized deductions: Subfract line 20 from line 19. Enter the resulf here
and on Form 140, page 1, e 16, . ..ot e 1 9.800[00




What Do Taxpayers Need to Know?

Attach AZ Form 321 to their AZ tax return
indicating QCO/QFCO name, location, and amount
contributed.
A taxpayer can make contributions to:

Only a QCO

Only a QFCO

Both a QCO and QFCO



7 DRAFT #5, Aug-13-13 Continued on page 2

Credit for Contributions

Form 32] 321 to Qualifying Charitable Orgamizations 201 3

For the calendar year 2013 or fiscal year beginning and ending R

Attach to your refurn.
four Mama as shown on Form 140, 140MR, 120PY or 140 Wour Soclal Secunty Mumer
|
Spouse's Name as shown on Form 140, 140NR, 140PY or 140X | Joint retum) Spousa’s Sockl Sacurity Mumber
| |

Part I: Current Year's Credit

SECTION A — Contributions to Qualifying Charitable Organizations

Comgplete Section A if you made cash contributions te a qualifying charitable organization other than a qualifying foster care
charitable organization. Do not include donations to a qualifying foster care charitable organization in Section A
MOTE: If you made cash confributions to more than three qualdfying charities, attach a separate schedule.

a (4]
Name of Du;l}:ﬂng Chartty Location DTQEa]Imdng Charkty ['
1 Which you made c3sh contrbutions (CHy, State) Cash Amount
1a o0
ib 00
1c 00
1d Total Cash Contributions: Add the amounts in column (¢} of ines 1a. 1b, and 1c. Also, add any amount

included on aseparate schedule id o0
2 00
3 op

status is:

= Single, head of housshold, or marmied filing joint, do the following:
= Enter the total amount from line 3 on line 15 in Part Il
= Skip Section B, and go to Part 1.
= Mamed filing separate (see nstructions)
= In most cases, enter one-half (1/2) of the amount frem line 3 on line 15 in Part 11
= Skip Section B, and go o Part 1
If you made any cash contributions to a qualifying foster eare charitable organization, do the
following:
= Enter amount from line 3 on line 5 in Section B.
= Complete Section B.

SECTION B — Contributions to Gualifying Foster Care Charitable Organizations

Complete Section B to claim a credit for cash contributions made to a qualifying foster care chantable organization that provides foster
care services to foster children in Arizona.
MNOTE: If you made cash contributions to more than three qualifying foster care charities, attach a separate schedule.

El ]
Mame of uuanr,ing[ F]mer Care Chartty Location magalnmng Charity e
i which you made cash contributions {CHy, Stata) Cash Amount
4a 00
4b 00
dc (1]
4d Total Cash Contributions: Add the amounts in column (c) of ines 43, 4b, and 4c. Also, add any amount
included on @ separate SEhedUIE ... e 4d [131]
3 Enter the amount from Sechon AL INe 3 o s 3 00
& Add fne 4d and ne S.enterthe total o s B 00
T Single Taxpayers or heads of household, enter 3400, Marmied taxpayers. enter 8800 ..o T 0o
& Enfer the smaler of fine § or fine 7. In most cases, i you are marmied fiing a separate retum,
1 o the smaller of fne & or ine e& instructions ] 00

enter one-half
ADOR 10843 (13}

+




Form 321 Back

38

YoUr Name (35 shawn on page 1)

Your Social Securty of EMpIgyer [enTicaton Numbsr

Part Il: Available Credit Carryover

(3] 1] ] 1]
Taxaole Year Avalabls Carmyover
from which you are onginal Amgurnt Subdract calumn jc)
camying the credit Credit Amount Previously Usad from column (b).

3 2008 .00 .00 .00
10 20089 .00 .00 .00
1" 2010 oo oo 00
12 011 oo 0o 0o
13 2012 oo oo oo
14 TOTALAVAILABLE CARRYOVER .o mamemrees 0o

Part lll: Total Available Credit

13 Cument year's credit: Enter the amount from Part |, Section A, line 3 or Section B line 8. 15 oo
16 Enter the amount of avalable carmpover from Part |I. line 14, colemn {d)....—.... - 16 oo
17 Total Available Credit Add ine 15 and ine 18. Enter the iotal here anl:lseet"e |n51ru0mr's 17 0D

AZ Form 321 (2013) Paga2of2

ADOR 10543 (13)




Example 1:

Shannon (single) donates $350 to a QCO and $0 to
a QFCO.

Step 1 (QCO credit): Of the $350 contribution, $200 is
eligible for the credit. The excess $150 is not eligible
for the credit.

Step 2 (QFCO credit): None.

Step 3: Total of QCO and QFCO credits: $200 tax
credit for TY201 3.



Example 2:

Shannon (single) donates $0 to a QCO and $350 to
a QFCO.

Step 1: None.

Step 2: Of the $350 contribution, $350 is eligible for
the credit.

Step 3: Total of QCO and QFCO credits: $350 tax
credit for TY201 3.



Example 3:

Shannon (single) donates $450 to a QCO and $300
to a QFCO.

Step 1: Of the $450 contribution, $200 is eligible for
the credit. The excess $250 is not eligible for the credit.

Step 2: Of the $300 contribution, $200 is eligible for
the credit. The excess $100 is not eligible for the credit.

Step 3: Total of QCO and QFCO credits: $400 tax
credit for TY201 3.



Example 4:

Shannon (MFJ) donates $600 to a QCO and $150
to a QFCO.

Step 1: Of the $600 contribution, $400 is eligible for
the credit. The excess $200 is not eligible for the credit.

Step 2: Of the $150 contribution, $150 is eligible for
the credit.

Step 3: Total of QCO and QFCO credits: $550 tax
credit for TY201 3.



Example 5:

Shannon (single) donates $150 to a QCO and $400
to a QFCO.

Step 1: Of the $150 contribution, $150 is eligible for
the credit.

Step 2: Of the $400 contribution, $250 is eligible for
the credit. The excess $150 is not eligible for the credit.

Step 3: Total of QCO and QFCO credits: $400 tax
credit for TY201 3.



140 Update

Standard Deduction

Single taxpayer or married filing separate the amount is $4,945.
Head of household or married filing joint, the amount is $9,883.

Credit for Coniributions to Private School Tuition
Organizations

The maximum credit for single taxpayers or heads of household is $517. For
married taxpayers that file a joint return, the maximum credit is $1,034.

Credit for Contributions Made to Certified School
Tuition Organizations

The maximum credit for single taxpayers or heads of household is $514. For
married taxpayers that file a joint return, the maximum credit is $1,028.

Voluntary Donation check box change:

Aid to Education Fund name change to
Solutions Teams Assigned to Schools Fund.



Subtractions

Long-Term Care Insurance Premiums

Beginning in 2013, you may subtract the amount of
qualifying premium costs for long-term care insurance.
You may take this subtraction only if you are not

claiming itemized deductions for the taxable year.

(Laws 2012, Ch. 351)



Subtractions (con't)

Arizona Long-Term Health Care Savings
Accounts (AZLTHSA)

Beginning in 2013, you may subtract amounts you paid
into a long-term health care savings account
established under Arizona laws. An individual may set
up the Arizona long-term health care savings account
with an account Administrator who will manage the
account. The total amount you may subtract is equal to
the amount of your contributions that are included in
your federal adjusted gross income. For more
information regarding the subtraction for contributions
made to a long-term health care savings account, see

AR.S.§ 43-1032.



Subtractions (con't)

Long-Term Health Care Savings Accounts (con't)

If you made a withdrawal from your Arizona long-term
health care savings account during 2013 for purposes
other than to pay for qualified long-term health care
expenses, you must pay a withdrawal penalty. The
penalty is equal to 10% (.10) of the amount of the
withdrawal. You must remit this penalty with your
income tax return filed for the year in which you made
the withdrawal. (Laws 2012, Ch. 351)

Line 51 — Added HSA Penalty



Subtractions (con't)

Subtraction for IRC § 529 College Savings Plans

The amount of the allowable subtraction from Arizona
gross income for amounts contributed into a college
savings plan established pursuant to IRC § 529
increased. For single taxpayers or heads of household,
the amount is $2,000; previously $750. For married
taxpayers filing a joint return, the amount is $4,000;
previously $1,500.



Starting in 2014

TAX RATE CHANGES STARTING IN 2014

Several legislative changes are scheduled to be
phased in starting for tax year 2014. These changes
may be affected by future legislation. Laws 2011, 2
Special Session, Chapter 1, Section 105, lowers the

corporate tax rate from 6.968% to:

6.5% in 2014
6.0% in 2015
5.5%in 2016
4.9% for 2017 and forward.



Starting in 2014

VARIOUS APPORTIONMENT CHANGES
STARTING IN 2014

Changes to the calculation of the sales factor of the
apportionment ratio are scheduled to be available
for tax years starting in 2014.



Starting in 2014

VARIOUS APPORTIONMENT CHANGES
STARTING IN 2014 (con’t)

(1) The weighting of the sales factor in the enhanced
apportionment ratio election will increase by 5% each year.

[Laws 2011, 2" Special Session, Chapter 1, Section 106]

For 2014 — the sales factor is weighted at 85% and the property
and payroll factors are each weighted at 7.5%.

For 2015 — the sales factor is weighted at 90% and the property
and payroll factors are each weighted at 5.0%.

For 2016 — the sales factor is weighted at 95% and the property
and payroll factors are each weighted at 2.5%.

For 2017 — the sales factor is weighted at 100%.



Starting in 2014

VARIOUS APPORTIONMENT CHANGES
STARTING IN 2014 (con’t)

(2) A multistate service provider may make a binding
election to determine how sales of services are included
in the numerator of the sales factor by using the sum of:

For 2014 — 85% of market sales factor and 15% of income
producing activity sales factor.

For 2015 — 90% of market sales factor and 10% of income
producing activity sales factor.

For 2016 — 95% of market sales factor and 5% of income
producing activity sales factor.

For 2017 — 100% of market sales factor.



Starting in 2014

VARIOUS APPORTIONMENT CHANGES
STARTING IN 2014 (con’t)

To be considered a multi-state service provider, 85% of

its services must be provided to purchasers who receive
the benefit outside Arizona.

Binding for five years.



Starting in 2014

VARIOUS APPORTIONMENT CHANGES
STARTING IN 2014 (con’t)

(3) Laws 2013, Chapter 236, Section 10, expands the
definition of a multistate service provider to include a
qualifying regionally accredited institution of higher
education with at least 2,000 students living on campus
in Arizona.



Number of Returns Processed/Gross Revenues
for FY 2013

55
Paper 1,290,424 859,798 186,651 312,972 2,649,845
E-File
359,563 2,167,069 N/A 297,661 2,824,293
Total
1,649,987 3,026,867 186,651 610,633 5,474,138
Returns
kekskskekekekek kekskokekekekek kekskekekekekek
- $7.71 $1.17 $755 $3.46 $13.10
evenues Billion Billion Million Billion Billion
Payments 4175656

Processed



Fraudulent Refunds Stopped Cold
B

Dollar Amount of Fraudulent Income Tax Refunds
Stopped from being Processed and Sent (in Millions)

$35.00
$30.00
$25.00
$20.00
$15.00
$10.00

$5.00

$0.00

FYO9 FY10 FY11 FY12 FY13
m Refunds Stopped| $1.83 $2.34 $3.19 $10.91 $31.82
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