STATE OF ARIZONA

Department of Revenue

January 9, 2015

Douglas A. Ducey

The Honorable Douglas A. Ducey

Governor of the State of Arizona Governor
Executive Tower David Raber
1700 West Washington St. Director

Phoenix, Arizona 85007

The Honorable Andy Biggs
President, Arizona State Senate
1700 West Washington St.
Phoenix, Arizona 85007

The Honorable David Gowan

Speaker-elect, Arizona House of Representatives
1700 West Washington St.

Phoenix, Arizona 85007

Dear Governor Ducey, President Biggs, and Speaker-elect Gowan;

Pursuant to A R.S. §42-1005 (A)(5), the Arizona Department of Revenue is directed to “prepare and
submit to the legislature a report containing a summary of all the revisions made to the internal
revenue code during the preceding calendar year”. The current definition of internal revenue code
in A.R.S. §42-1001 and §43-105 includes those changes to the internal revenue code that became
effective on January 1, 2014 along with all federal retroactive effective dates, but excluding any
change to the code enacted after January 1, 2014,

Since January 2014, there have been several federal acts that made changes to the internal
revenue code. The estimated federal gain or loss of the provisions provides a basis by which we
can determine likely effects on Arizona taxpayers. For the provisions included in these acts the
changes were due to either a federal tax that is not applicable to Arizona or there was negligible or
unknown impact at the federal level. Therefore conforming to these acts will have negligible
revenue impact to Arizona. Attachment | provides a brief explanation of the major provisions of

these acts.

Additionally, for informationa! purposes only, Attachment |l provides a summary of the extended
expiring tax provisions. There is no revenue impact from extending existing provisions because
conforming to the provisions is not a change from current tax law.

If you should have any questions, please contact Duong Nguyen at (602) 716-6048.

Sincerely,

David Raber
Director

cc: Senate Finance Committee Members
House of Representatives Ways and Means Committee Members
Richard Stavneak, Director, JLBC '
John Armnold, Director, OSPB

1800 West Monrog Strset, Fhoenix AZ BB007-2650 WWW, 8Zdor.gov




Attachment |

NEGLIGIBLE OR UNKNOWN REVENUE IMPACTS

Philippines Charitable Giving Assistance Act:

Aliows taxpayers that made charitable contributions for the relief of victims in areas affected by
typhoon Haiyan before 4/15/2014 to claim the donation as if the donation was made on 12/31/2013.

s [Effective Date: Applied fo 2013.
¢ Revenue Impact: Creates a timing difference. Taxpayer's deduct the charitable deduction on

the 2013 return instead of the 2014 return.

Cooperative and Small Employer Charity Pension Flexibility Act
Provides relief from funding rufes for pension plans that are maintained by nonprofit cooperatives or
charities.

o Effective Date: 4/7/2014.
o Revenue Impact: Very little, if any, impact on Arizona income tax.

Highway and Transportation Funding Act of 2014:

Stabilization rules: Delays increases in the range of minimum and maximum funding stabilization
rules for pensions and keeps minimum at 90% and maximum at 110% through 2017.

e Effective Date: Years beginning after 12/31/2012.

¢ Revenue Impact: It is unclear how a delay in broadening the ranges would affect income tax.

Tribal General Welfare Exclusion Act of 2013;

Clarifies that the value of any Indian general welfare benefit is excluded from gross income.

e Effective Date: Years beginning after 12/31/2012.

¢ Revenue Impact: These amounts should never have been subject to fax and the change is
simply a clarification. Therefore, there would be no impact.

Airline Bankruptcy Payments Rollover Act of 2014:

Rollover of Amounts Received in Airline Carrier Bankruptcy: The original bill that this is amending

allowed certain current or former employees of airlines filed bankruptcy between 2002 and 2007

and that received compensation payments because of terminated pension plans to put up to 90% of

the payments into traditional iRAs within 180 days of receipt or within 180 days of the act. This bill

adds bankruptcies filed on November 29, 2011 if the pension was frozen effective 11/1/2012.

¢ Effective Date: For federal purposes retroactively applies to tax year 2002 forward. Arizona did
not conform to the original bill for tax years beginning from and after 12/31/2001 through
12/31/2011 and created at {ax credit instead for 2013. For Arizona, applies to 2012 forward.

¢ Revenue Impact: Potential decrease in revenue in years when payments were received, which

would be in 2012 or later,

Achieving a Befter Life Experience Act of 2014:

Creates the ABLE program, a similar plan to the 529 college savings plan, for qualified disability

expenses of a designated beneficiary. Contributions to the plan are not deductibie but the income

earned by the plan builds up tax free.

e Effective Date: Years beginning after 12/31/2014.

¢ Revenue Impact: Conforming by itself does not have a revenue impact because the ABLE
program must be established by the state (or the state contracts with another state); therefore,
the state could conform to the changes to the IRC and still not establish an ABLE program.




Attachment [l

EXTENSION OF EXPIRING TAX PROVISIONS

FY2015 FY2016 FY2017 FY2018
Extension of Expiring Tax Provisions’ ($36.0) ($23.0) $18.0 ($4.0)

Tax Increase Prevention Act of 2014:

Extension of Expiring Tax Provisions
The American Taxpayer Relief Act deals with extending various tax provisions. Extended provisions

include:

Deduction up to $250 for teacher classroom expenses

itemized deduction for mortgage insurance premiums

ltemized deduction for state and local sales taxes

Deduction for qualified tuition related expenses

15 year straight line cost recovery for qualified leasehold improvements

Special expensing rules for certain film and television productions

Increased expensing limitations and treatment of certain section 179 properties

Bonus Depreciation (impacts Arizona subtraction for 10% of federal bonus depreciation)
e Effective Date: Generally taxable years beginning after December 31, 2013.

e Revenue Impact: Generally decreases tax revenue.

VVVVVVVYY

Extension of Expiring Tax Provisions: Tax Credits
Several of the federal credits may have an impact on state tax revenue through reduced federal
deductions from a change in the amount of expenses allowed/disallowed, or when a sale occurs

and the taxpayer’s basis in the property is reduced.

R & D credit

Alternative fuel vehicie refueling property

Credit for biodiese! and renewable biodiesel

Credit for renewable power facilities

New markets tax credit

Railroad track maintenance

Work opportunity tax credit

Construction of energy efficient new homes

Indian employment tax credit

e Effective Date: Generally taxable years beginning after December 31, 2013
e Revenue Impact: Generally a potential increase in revenue.

VYV VYVVVYYY

Consolidated and Further Continuing Appropriations Act of 2015:

Pension Protection Act Funding rules; The funding rules grant extensions of up to 5 years to
amortize unfunded liability of the multiemployer pension plans.

o Effective Date: Plan years beginning after 12/31/2014.

s Revenue Impact: Decreases tax revenue.

1 |nformational purposes only. There is no revenue impact from extending existing provisions because conforming to
the provisions is not 2 change from current tax law,
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