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AN ACT 

AMENDING SECTION 12-348.01. ARIZONA REVISED STATUTES. AS AMENDED BY LAWS 
1995. CHAPTER 251. SECTION 1: REPEALING SECTION 12-348.01. ARIZONA REVISED 
STATUTES. AS AMENDED BY LAWS 1995. CHAPTER 189. SECTION 1: AMENDING SECTIONS 
42-104. 42-139.13. 43-1021, 43-1028, 43-1029 AND 43-1130.01, ARIZONA REVISED 
STATUTES; RELATING TO TAXATION. 

Be i t  enacted by  t h e  L e g i s l a t u r e  of t h e  S t a t e  o f  A r i zona :  
S e c t i o n  1. Sec t ion  12-348.01. Ar izona Revised S t a t u t e s ,  as amended by 

Laws 1995. c h a p t e r  251. s e c t i o n  1, i s  amended t o  read:  
12-348.01. Award o f  c o s t s  and fees a a a i n s t  a d e ~ a r t m e n t  i n  

a d m i n i s t r a t i v e  hear ings :  e x c e o t i o n s :  d e f i n i t i o n s  
A. EXCEPT AS PROVIDED I N  SECTION 42-139.14. SUBSECTION G. a h e a r i n g  

o f f i c e r  s h a l l  award f e e s  and o t h e r  c o s t s  t o  any p r e v a i l i n g  p a r t y  i n  a 
c o n t e s t e d  case b rough t  pu rsuan t  t o  any s t a t e  a d m i n i s t r a t i v e  h e a r i n g  
a u t h o r i t y .  For purposes o f  t h i s  subsect ion,  a pe rson  i s  cons ide red  t o  be a 
p r e v a i l i n g  p a r t y  o n l y  i f  both :  

1. The agency's p o s i t i o n  was n o t  s u b s t a n t i a l l y  j u s t i f i e d .  
2. The pe rson  p r e v a i l s  as t o  t h e  most s i g n i f i c a n t  i s s u e  o r  s e t  o f  

i ssues  un less  t h e  reason t h a t  t h e  person p r e v a i l e d  i s  due t o  an i n t e r v e n i n g  
change i n  t h e  law .  

'3. Reimbursement under t h i s  s e c t i o n  may be den ied i f  d u r i n g  t h e  course 
o f  t h e  p roceed ing  t h e  p a r t y  undu ly  and unreasonably  p r o t r a c t e d  t h e  f i n a l  
r e s o l u t i o n  o f  t h e  m a t t e r .  

C. A p a r t y  t h a t  seeks an award o f  fees o r  o t h e r  c o s t s  s h a l l  a p p l y  t o  
t h e  h e a r i n g  o f f i c e r ,  w i t h i n  t h i r t y  days a f t e r  t h e  f i n a l  d e c i s i o n  o r  o r d e r ,  
p r o v i d i n g :  
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1. Evidence o f  t h e  p a r t y ' s  e l i g i b i l i t y  f o r  t h e  award. 
2. The amount sought .  
3. An i t e m i z e d  s ta tement  f r o m  t h e  a t t o r n e y s  and e x p e r t s  s t a t i n g :  
( a )  The a c t u a l  t i m e  spen t  r e p r e s e n t i n g  t h e  p a r t y .  
( b )  The r a t e  a t  wh ich  t h e  f e e s  were computed. 
D. The award o f  reasonab le  a t t o r n e y ' s  f e e s  pu rsuan t  t o  s u b s e c t i o n  A 

need n o t  equal o r  r e l a t e  t o  t h e  a t t o r n e y ' s  fees a c t u a l l y  p a i d  o r  c o n t r a c t e d .  
b u t  an award may n o t  exceed t h e  amount p a i d  o r  agreed t o  be p a i d .  

E. A d e c i s i o n  o f  a  h e a r i n g  o f f i c e r  under t h i s  s e c t i o n  i s  s u b j e c t  t o  
j u d i c i a l  rev iew under c h a p t e r  7, a r t i c l e  6 o f  t h i s  t i t l e .  I f  fees  and o t h e r  
c o s t s  were d e n i e d  by  t h e  h e a r i n g  o f f i c e r  because t h e  p a r t y  was n o t  t h e  
p r e v a i l i n g  p a r t y  b u t  t h e  p a r t y  p r e v a i l s  on appeal .  t h e  c o u r t  may award f e e s  
and o t h e r  c o s t s  f o r  t h e  proceedings b e f o r e  t h e  h e a r i n g  o f f i c e r  i f  t h e  c o u r t  
f i n d s  t h a t  f e e s  and o t h e r  c o s t s  shou ld  have been awarded under subsec t ion  A. 

F. The department s h a l l  pay t h e  fees  and W COSTS awarded pursuant  
t o  t h i s  s e c t i o n  f rom any monies a p p r o p r i a t e d  t o  t h e  department and a v a i l a b l e  
f o r  t h a t  purpose,  o r  f r o m  o t h e r  o p e r a t i n g  c o s t s  o f  t h e  department.  I f  t h e  
depar tment  f a i l s  o r  r e f u s e s  t o  pay t h e  award w i t h i n  t h i r t y  days a f t e r  t h e  
demand, and i f  no f u r t h e r  r e v i e w  o r  appeals  o f  t h e  award a r e  pending,  t h e  
person may f i l e  a  c l a i m  f o r  t h e  award w i t h  t h e  department o f  a d m i n i s t r a t i o n  
wh ich  s h a l l  pay t h e  c l a i m  w i t h i n  t h i r t y  days i n  t h e  same manner as an 
un insu red  p r o p e r t y  l o s s  under t i t l e  41, c h a p t e r  3.1, a r t i c l e  1. excep t  t h a t  
t h e  depar tment  s h a l l  be r e s p o n s i b l e  f o r  t h e  t o t a l  amount awarded and s h a l l  
pay i t  f r o m  o p e r a t i n g  monies. I f  t h e  department had a p p r o p r i a t e d  monies 
a v a i l a b l e  f o r  pay ing  t h e  award a t  t h e  t i m e  i t  f a i l e d  o r  r e f u s e d  t o  pay, t h e  
l e g i s l a t u r e  s h a l l  reduce t h e  depar tment 's  o p e r a t i n g  a p p r o p r i a t i o n  f o r  t h e  
f o l l o w i n g  f i s c a l  yea r  by t h e  amount of t h e  award and a p p r o p r i a t e  t h a t  amount 
t o  t h e  depar tment  o f  a d m i n i s t r a t i o n  as reimbursement f o r  t h e  l o s s .  

G. T h i s  s e c t i o n  does n o t  a p p l y  t o :  
1. Any g r i e v a n c e  and appeal procedure pu rsuan t  t o  t i t l e  36, 

c h a p t e r  29. 
2.  Any appeal  p rocedure  pu rsuan t  t o  t i t l e  41. c h a p t e r  4. a r t i c l e  6. 
3. Any a d m i n i s t r a t i v e  appeal  f i l e d  by an inmate i n  an Ar i zona  s t a t e .  

p r i s o n .  
H. As used i n  t h i s  s e c t i o n :  
1. "Department" i n c l u d e s  a  s t a t e  agency, department,  board  o r  

commission. and t h e  u n i v e r s i t i e s .  
2.  " P a r t y "  i n c l u d e s  an i n d i v i d u a l ,  p a r t n e r s h i p ,  c o r p o r a t i o n .  

a s s o c i a t i o n  and pub1 i c  o r  p r i v a t e  o r g a n i z a t i o n .  
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Sec. 2. 
Sec t ion  12-348.01. A r i zona  Revised S t a t u t e s .  as amended by Laws 1995. 

chap te r  189. s e c t i o n  1. i s  repea led .  
Sec. 3. Sec t ion  42-104, Ar izona Revised S t a t u t e s ,  i s  amended t o  read:  
42-104. General Dowers and d u t i e s  o f  t h e  d e ~ a r t m e n t :  r e s  

j u d i c a t a :  remedies: enforcement: s ~ e c i a l  c o l l e c t i o n s  
account  

A .  The department s h a l l  a d m i n i s t e r  and enforce t h e  p r o v i s i o n s  of t h i s  
t i t l e ,  t i t l e  43 and o t h e r  laws ass igned t o  i t  and has a l l  t h e  powers and 
d u t i e s  p r e s c r i b e d  by l a w  f o r  such purposes.  I n  a l l  p roceed ings p r e s c r i b e d  
by l a w  t h e  department may a c t  on b e h a l f  o f  t h i s  s t a t e .  I n  a d d i t i o n ,  t h e  
department s h a l l  : 

1. Formulate p o l i c i e s .  p lans  and programs t o  e f f e c t u a t e  t h e  m i s s i o n s  
and purposes o f  t h e  depar tment .  

2. Employ and remove personnel  s u b j e c t  t o  t h e  p r o v i s i o n s  o f  t i t l e  41. 
c h a p t e r  4. a r t i c l e s  5 and 6, de te rm ine  t h e  c o n d i t i o n s  of employment and 
p r e s c r i b e  t h e  d u t i e s  and powers o f  a d m i n i s t r a t i v e ,  p r o f e s s i o n a l ,  t e c h n i c a l .  
s e c r e t a r i a l .  c l e r i c a l  and o t h e r  personnel  as may be necessary  i n  t h e  
performance o f  i t s  d u t i e s ,  and c o n t r a c t  f o r  t h e  s e r v i c e s  o f  o u t s i d e  a d v i s o r s .  
c o n s u l t a n t s  and a i d  as may be reasonably  necessary.  

3. Make c o n t r a c t s  and i n c u r  o b l i g a t i o n s  w i t h i n  t h e  genera l  scope o f  
i t s  a c t i v i t i e s  and o p e r a t i o n s  s u b j e c t  t o  t h e  a v a i l a b i l i t y  of i t s  funds.  

4.  Con t rac t  w i t h  o r  a s s i s t  o t h e r  departments, agencies o r  i n s t i t u t i o n s  
o f  t h e  s t a t e .  l o c a l .  I n d i a n  t r i b a l  and f e d e r a l  governments i n  t h e  f u r t h e r a n c e  
o f  i t s  purposes, o b j e c t i v e s  and programs. 

5. Accept g r a n t s .  match ing funds and d i r e c t  payments f r o m  p u b l i c  o r  
p r i v a t e  agencies f o r  t h e  conduct  o f  programs which a r e  c o n s i s t e n t  w i t h  t h e  
o v e r a l l  purposes and o b j e c t i v e s  o f  t h e  depar tment .  

6. P r o v i d e  i n f o r m a t i o n  and a d v i c e  w i t h i n  t h e  scope o f  i t s  d u t i e s  
s u b j e c t  t o  t h e  laws on c o n f i d e n t i a l i t y  o f  i n f o r m a t i o n  and depar tmenta l  r u l e s  
adopted pu rsuan t  t o  such laws .  

7 .  Adv ise w i t h  and make recommendations t o  t h e  governor  and t h e  
l e g i s l a t u r e  on a l l  m a t t e r s  concern ing  i t s  o b j e c t i v e s .  

8. Have an o f f i c i a l  sea l  wh ich s h a l l  be j u d i c i a l l y  n o t i c e d .  
9. P rov ide  an i n t e g r a t e d .  c o o r d i n a t e d  and u n i f o r m  system o f  t a x  

a d m i n i s t r a t i o n  and revenue c o l l e c t i o n  f o r  t h e  s t a t e .  
10. I n  each y e a r  i n  wh ich  t h e r e  i s  a  r e g u l a r l y  scheduled genera l  

e l e c t i o n .  ma i l  v o t e r  r e g i s t r a t i o n  forms t o  i n d i v i d u a l  income taxpayers .  The 
department s h a l l  c o n s u l t  and cooperate  w i t h  t h e  s e c r e t a r y  o f  s t a t e  t o  deve lop 
a  m a i l i n g  l i s t  f o r  v o t e r  r e g i s t r a t i o n  forms t h a t  i s  designed t o  m a i l  those 
forms t o  persons who have n o t  r e g i s t e r e d  t o  vote .  The department s h a l l  m a i l  
t hese  forms no l a t e r  t h a n  one hundred e i g h t y  days b e f o r e  t h e  d a t e  o f  t h e  
genera l  e l e c t i o n .  



B. The depar tment  may: 
1. Wi th  t h e  approva l  o f  t h e  a t t o r n e y  genera l :  
( a )  Abate any ba lance owed by a  taxpayer  if t h e  ba lance  i s  

u n c o l l e c t i b l e .  R e l a t e d  l i e n s ,  i f  any. may a l s o  be re leased .  
( b )  Abate a l l  o r  p a r t  o f  t h e  unpa id  p o r t i o n  o f  any t a x  i f  t h e  d i r e c t o r  

determines t h a t  t h e  a d m i n i s t r a t i o n  and c o l l e c t i o n  c o s t s  i n v o l v e d  would exceed 
t h e  amount o f  t h e  t a x .  

2. O f f e r  p u b l i c a t i o n s  r e l a t i n g  t o  t h e  a d m i n i s t r a t i o n  o f  s t a t e  t a x e s  
f o r  s a l e  a t  a  p r i c e  equal t o  t h e  p r o  r a t a  c o s t  o f  p u b l i c a t i o n  and 
d i s t r i b u t i o n .  Monies rece ived  f rom t h e  s a l e  o f  p u b l i c a t i o n s  s h a l l  be p l a c e d  
i n  a  revenue p u b l i c a t i o n s  r e v o l v i n g  f u n d .  Monies i n  t h e  fund:  

( a )  S h a l l  be used t o  meet p u b l i c a t i o n  and d i s t r i b u t i o n  expenses. 
( b )  A re  exempt f r o m  t h e  p r o v i s i o n s  o f  s e c t i o n  35-190 r e l a t i n g  t o  

1  aps ing  of a p p r o p r i a t i o n s .  
3. E n t e r  i n t o  c o n t i n g e n t  f e e  c o n t r a c t s  t o  c o l l e c t  d e l i n q u e n t  s t a t e  

taxes,  p e n a l t i e s  and i n t e r e s t  due under t i t l e  43 and chap te r  8. a r t i c l e  1 o f  
t h i s  t i t l e .  c o n s i s t e n t  w i t h  t h e  requ i rements  o f  s e c t i o n  42-108. No c o n t r a c t  
may be en te red  i n t o  f o r  t h e  c o l l e c t i o n  o f  d e l i n q u e n t  s t a t e  taxes  which exceed 
f i v e  hundred d o l l a r s  f o r  an i n d i v i d u a l  r e s i d e n t ,  A r i zona  c o r p o r a t i o n  o r  
p a r t n e r s h i p .  

C .  I n  t h e  d e t e r m i n a t i o n  o f  any i s s u e  o f  l aw  o r  f a c t  under  t h i s  t i t l e  
o r  t i t l e  43, n e i t h e r  t h e  department,  n o r  any o f f i c e r  o r  agency h a v i n g  any 
a d m i n i s t r a t i v e  d u t i e s  under t h i s  t i t l e  o r  t i t l e  43, n o r  any c o u r t  i s  bound 
by t h e  d e t e r m i n a t i o n  o f  any o t h e r  e x e c u t i v e  o f f i c e r  o r  a d m i n i s t r a t i v e  agency 
o f  t h i s  s t a t e .  I n  t h e  d e t e r m i n a t i o n  o f  any case a r i s i n g  under t h i s  t i t l e  o r  
t i t l e  43. t h e  r u l e  o f  r e s  j u d i c a t a  i s  a p p l i c a b l e  o n l y  i f  t h e  l i a b i l i t y  
i n v o l v e d  i s  f o r  t h e  same y e a r  OR PERIOD as was i n v o l v e d  i n  ano the r  case 
p r e v i o u s l y  de te rm ined  under t h i s  t i t l e  o r  t i t l e  43. 

D. The remedies o f  t h i s  s t a t e  p r o v i d e d  f o r  i n  t h i s  t i t l e  and t i t l e  43 
a r e  cumula t ive .  and no a c t i o n  taken by t h e  department c o n s t i t u t e s  an e l e c t i o n  
by t h i s  s t a t e  t o  pu rsue  any remedy t o  t h e  e x c l u s i o n  o f  any o t h e r  remedy 
p r o v i d e d  by law. 

E. The a t t o r n e y  genera l  s h a l l  p rosecu te  i n  t h e  name o f  t h i s  s t a t e  a l l  
a c t i o n s  necessary t o  en fo rce  t h i s  t i t l e  and t i t l e  43. The a t t o r n e y  g e n e r a l  
may defend a l l  a c t i o n s  brought  a g a i n s t  t h i s  s t a t e  o r  an o f f i c e r  o r  agency o f  
t h i s  s t a t e  a r i s i n g  under t h i s  t i t l e  and t i t l e  43. The a t t o r n e y  genera l  may 
de lega te  t h e  p r o s e c u t i n g  a u t h o r i t y  t o  any county  a t t o r n e y  f o r  p r o s e c u t i o n  i n  
t h a t  county .  

F .  A s p e c i a l  c o l l e c t i o n s  account  i s  e s t a b l i s h e d  i n  t h e  s t a t e  g e n e r a l  
fund.  A l l  monies c o l l e c t e d  pu rsuan t  t o  c o n t r a c t s  a u t h o r i z e d  by s u b s e c t i o n  
B, paragraph 3  o f  t h i s  s e c t i o n  s h a l l  be depos i ted  i n  t h e  s p e c i a l  c o l l e c t i o n s  
account. The department s h a l l  pay f rom t h e  account a l l  fees and c o u r t  c o s t s  
p rov ided  f o r  i n  t h e  c o n t r a c t s  a u t h o r i z e d  under subsec t ion  B. paragraph 3  o f  
t h i s  s e c t i o n .  The department s h a l l  a l l o c a t e  t h e  remainder o f  t h e  amounts 
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c o l l e c t e d  under subsect ion 6, paragraph 3  o f  t h i s  s e c t i o n  t o  t h e  s t a t e  o r  t h e  
p o l i t i c a l  s u b d i v i s i o n  i n  t h e  p r o p o r t i o n  t h a t  t h e  monies would have been 
d i s t r i b u t e d  pursuant  t o  chap te r  8  o f  t h i s  t i t l e  o r  t i t l e  43. c h a p t e r  2 ,  
a r t i c l e  3. r e s p e c t i v e l y .  

Sec. 4. S e c t i o n  42-139.13. A r i z o n a  Rev ised S t a t u t e s .  i s  amended t o  
read:  

42-139.13. D e ~ a r t m e n t  r e s ~ o n s i b i l  i t i e s :  d e c i s i o n  dead1 ines;  
d e f i n i t i o n  

A. The department s h a l l  a t tempt  t o  i s s u e  a  d e c i s i o n  f r o m  t h e  h e a r i n g  
o f f i c e r  w i t h i n  n i n e t y  days a f t e r  t h e  d a t e  o f  a  fo rma l  h e a r i n g  o r  a f t e r  t h e  
l a s t  p o s t - h e a r i n g  b r i e f  i s  +&&+bed DUE. whichever  i s  l a t e r .  I f  t h e  
department expects  t h e  d e c i s i o n  t o  b e  de layed,  t h e  depar tment  s h a l l  n o t i f y  
t h e  taxpayer  o r  h i s  des igna ted  r e p r e s e n t a t i v e  o f  t h e  proposed i s s u e  date .  

6. The department s h a l l  a t tempt  t o  i s s u e  a  d e c i s i o n  by t h e  d i r e c t o r  
on any pending appeal t o  t h e  d i r e c t o r  w i t h i n  n i n e t y  days a f t e r  t h e  l a s t  b r i e f  
i s  s&&Hed DUE. I f  t h e  department expects  t h e  d e c i s i o n  t o  be de layed.  t h e  
department s h a l l  n o t i f y  t h e  taxpayer  o r  h i s  des ignated r e p r e s e n t a t i v e  o f  t h e  
proposed i s s u e  date.  

C. The department s h a l l  p r o v i d e  a  w r i t t e n  document t o  each new 
t r a n s a c t i o n  p r i v i l e g e  t a x  1  i censee  t h a t  p r o v i d e s  i n f o r m a t i o n  r e g a r d i n g  t h e  
c o l l e c t i o n .  r e p o r t i n g  and payment o f  taxes  i n  t h e  a p p r o p r i a t e  t a x  
c l a s s i f i c a t i o n .  

D. Fo r  purposes o f  t h i s  s e c t i o n  "des igna ted  r e p r e s e n t a t i v e "  means an 
i n d i v i d u a l  who has been a u t h o r i z e d  i n  w r i t i n g  t o  r e p r e s e n t  a n o t h e r  person 
be fo re  t h e  department o f  revenue. 

Sec. 5. Sect ion 43-1021, Ar izona Revised S t a t u t e s .  i s  amended t o  read: 
43-1021. A d d i t i o n s  t o  A r i zona  a ross  income 
I n  computing Ar izona a d j u s t e d  gross income, t h e  f o l l o w i n g  amounts s h a l l  

be added t o  Ar izona gross income: 
1. A  b e n e f i c i a r y ' s  share o f  t r u s t  o r  e s t a t e  income i n c l u d i b l e  under 

s e c t i o n  43-1344. 
2. A b e n e f i c i a r y ' s  share o f  t r u s t  o r  e s t a t e  deduct ions a l l o w a b l e  under 

t h e  i n t e r n a l  revenue code. 
3. An amount equal t o  t h e  " o r d i n a r y  income p o r t i o n "  o f  a lump sum 

d i s t r i b u t i o n  t h a t  was exc luded f rom f e d e r a l  a d j u s t e d  g ross  income pursuan t  
t o  s e c t i o n  402(e )  o f  t h e  i n t e r n a l  revenue code. 

4. The amount o f  i n t e r e s t  income r e c e i v e d  on o b l i g a t i o n s  o f  any s t a t e .  
t e r r i t o r y  o r  possession o f  t h e  U n i t e d  S t a t e s .  o r  any p o l i t i c a l  s u b d i v i s i o n  
t h e r e o f .  l o c a t e d  o u t s i d e  t h e  s t a t e  o f  A r i zona .  

5. Annu i t y  income rece ived  d u r i n g  t h e  t a x a b l e  y e a r  t o  t h e  e x t e n t  t h a t  
t h e  sum o f  t h e  proceeds rece ived  f rom such a n n u i t y  i n  a l l  t a x a b l e  y e a r s  p r i o r  
t o  and i n c l u d i n g  t h e  c u r r e n t  t a x a b l e  y e a r  exceeds t h e  t o t a l  c o n s i d e r a t i o n  and 
premiums p a i d  by t h e  taxpayer .  T h i s  paragraph a p p l i e s  o n l y  t o  t h o s e  
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a n n u i t i e s  w i t h  r e s p e c t  t o  wh ich t h e  f i r s t  payment was r e c e i v e d  p r i o r  t o  
December 31. 1978. 

6. The excess o f  a  p a r t n e r ' s  share  o f  p a r t n e r s h i p  t a x a b l e  income 
r e q u i r e d  t o  be i n c l u d e d  under c h a p t e r  14, a r t i c l e  2  o f  t h i s  t i t l e  over  t h e  
income r e q u i r e d  t o  be r e p o r t e d  under  s e c t i o n  7 0 2 ( a ) ( 8 )  o f  t h e  i n t e r n a l  
revenue code. 

7 .  The excess o f  a  p a r t n e r ' s  s h a r e  o f  p a r t n e r s h i p  l o s s e s  determined 
p u r s u a n t  t o  s e c t i o n  7 0 2 ( a ) ( 8 )  o f  t h e  i n t e r n a l  revenue code over  t h e  losses  
a l l o w a b l e  under  c h a p t e r  14. a r t i c l e  2 o f  t h i s  t i t l e .  

8. The amount by wh ich  t h e  a d j u s t e d  b a s i s  o f  p r o p e r t y  desc r ibed  i n  
t h i s  paragraph and computed pu rsuan t  t o  t h e  i n t e r n a l  revenue code exceeds t h e  
a d j u s t e d  b a s i s  o f  such p r o p e r t y  computed pu rsuan t  t o  t h i s  t i t l e  and t h e  
income t a x  a c t  o f  1954. as amended. T h i s  pa ragraph  s h a l l  a p p l y  t o  a l l  
p r o p e r t y  wh ich i s  h e l d  f o r  t h e  p r o d u c t i o n  o f  income and which i s  s o l d  o r  
o t h e r w i s e  d i sposed  o f  d u r i n g  t h e  t a x a b l e  y e a r ,  e x c e p t  d e p r e c i a b l e  p r o p e r t y  
used i n  a  t r a d e  o r  bus iness .  

9. The amount o f  d e p r e c i a t i o n  o r  a m o r t i z a t i o n  o f  cos ts  o f  any c a p i t a l  
i n v e s t m e n t  t h a t  i s  deducted p u r s u a n t  t o  s e c t i o n  167 o r  179 of t h e  i n t e r n a l  
revenue code by a  q u a l i f i e d  defense c o n t r a c t o r  w i t h  r e s p e c t  t o  which an 
e l e c t i o n  i s  made t o  a m o r t i z e  p u r s u a n t  t o  s e c t i o n  43-1024. 

10. The amount o f  g a i n  f rom t h e  s a l e  o r  o t h e r  d i s p o s i t i o n  o f  a  c a p i t a l  
i n v e s t m e n t  wh ich  a  q u a l i f i e d  de fense  c o n t r a c t o r  has e l e c t e d  t o  amor t i ze  
pu rsuan t  t o  s e c t i o n  43-1024. 

11. The amount o f  d e p r e c i a t i o n  o r  a m o r t i z a t i o n  o f  c o s t s  o f  c h i l d  ca re  
f a c i l i t i e s  deducted pu rsuan t  t o  s e c t i o n  167 o r  188 o f  t h e  i n t e r n a l  revenue 
code f o r  wh ich  a  c r e d i t  i s  t a k e n  under  s e c t i o n  43-1075. s u b s e c t i o n  A. 
paragraph 1. 

12. Amounts w i thdrawn f rom t h e  s t a t e  r e t i r e m e n t  system. t h e  c o r r e c t i o n s  
o f f i c e r  r e t i r e m e n t  p l a n .  t h e  p u b l i c  s a f e t y  personnel  r e t i r e m e n t  system. t h e  
e l e c t e d  o f f i c i a l s '  r e t i r e m e n t  p l a n  o r  a  county  o r  c i t y  r e t i r e m e n t  p l a n  by an 
employee upon t e r m i n a t i o n  o f  employment b e f o r e  r e t i r e m e n t  t o  t h e  e x t e n t  they 
were deducted i n  a r r i v i n g  a t  A r i z o n a  t a x a b l e  income i n  any y e a r .  

13. That  p o r t i o n  o f  t h e  n e t  e p e a & w  OPERATING l o s s  i n c l u d e d  i n  
f e d e r a l  a d j u s t e d  gross income which has a l r e a d y  been taken as a  n e t  o p e r a t i n g  
l o s s  f o r  A r i z o n a  purposes.  

14.  Any n o n i t e m i z e d  amount deducted pu rsuan t  t o  s e c t i o n  170 o f  t h e  
i n t e r n a l  revenue code r e p r e s e n t i n g  c o n t r i b u t i o n s  t o  an educa t iona l  
i n s t i t u t i o n  which den ies  admiss ion .  e n r o l l m e n t  o r  board  and room 
accommodations on t h e  b a s i s  o f  race ,  c o l o r  o r  e t h n i c  background except  those 
i n s t i t u t i o n s  p r i m a r i l y  e s t a b l i s h e d  f o r  t h e  e d u c a t i o n  o f  American I n d i a n s .  

15. The amount of d e p r e c i a t i o n  o r  a m o r t i z a t i o n  o f  c o s t s  o f  r e c y c l i n g  
equipment deducted pu rsuan t  t o  t h e  i n t e r n a l  revenue code f o r  which an 
e l e c t i o n  i s  made pursuan t  t o  s e c t i o n  43-1076. 
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16. The amount p a i d  as taxes on p r o p e r t y  i n  t h i s  s t a t e  w i t h  r e s p e c t  t o  
wh ich a  c r e d i t  i s  c l a i m e d  under s e c t i o n  43-1078. 

17. Amounts wi thdrawn by t h e  taxpayer  d u r i n g  t h e  t a x a b l e  year  f r o m  an 
i n d i v i d u a l  m e d i c a l  sav ings account e s t a b l i s h e d  i n  t h e  t a x p a y e r ' s  name 
p u r s u a n t  t o :  

( a )  S e c t i o n  43-1028. subsec t ion  F. 
( b )  S e c t i o n  43-1028, subsect ion G and n o t  t r a n s f e r r e d  t o  a  new t r u s t e e  

w i t h i n  s i x t y  days a f t e r  t h e  w i thd rawa l .  
18. Any amount o f  a g r i c u l t u r a l  wa te r  c o n s e r v a t i o n  expenses t h a t  were 

deducted pu rsuan t  t o  t h e  i n t e r n a l  revenue code f o r  which a - c r e d i t  i s  c la imed  
under s e c t i o n  43-1084. 

19. The amount by which t h e  d e p r e c i a t i o n  o r  a m o r t i z a t i o n  computed under 
t h e  i n t e r n a l  revenue code w i t h  respec t  t o  p r o p e r t y  f o r  wh ich  a  c r e d i t  was 
t a k e n  under s e c t i o n  43-1080 exceeds t h e  amount o f  d e p r e c i a t i o n  o r  
a m o r t i z a t i o n  computed pu rsuan t  t o  t h e  i n t e r n a l  revenue code on t h e  A r i z o n a  
a d j u s t e d  b a s i s  o f  t h e  p r o p e r t y .  

20. The amount by which t h e  ad jus ted  bas is  computed under t h e  i n t e r n a l  
revenue code w i t h  r e s p e c t  t o  p r o p e r t y  f o r  which a  c r e d i t  was c la imed under 
s e c t i o n  43-1080 and wh ich  i s  s o l d  o r  o the rw ise  disposed o f  d u r i n g  t h e  t a x a b l e  
y e a r  exceeds t h e  a d j u s t e d  b a s i s  o f  t h e  p r o p e r t y  computed under s e c t i o n  
43-1080. 

21. The amount by which t h e  d e p r e c i a t i o n  o r  a m o r t i z a t i o n  computed under 
t h e  i n t e r n a l  revenue code w i t h  respec t  t o  p r o p e r t y  f o r  wh ich  a  c r e d i t  was 
t a k e n  under s e c t i o n  43-1081 exceeds t h e  amount o f  d e p r e c i a t i o n  o r  
a m o r t i z a t i o n  computed pu rsuan t  t o  t h e  i n t e r n a l  revenue code on t h e  A r i z o n a  
a d j u s t e d  b a s i s  of t h e  p r o p e r t y .  

22. The amount by which t h e  ad jus ted  b a s i s  computed under t h e  i n t e r n a l  
revenue code w i t h  r e s p e c t  t o  p r o p e r t y  f o r  which a  c r e d i t  was c la imed under  
s e c t i o n  43-1081 and which i s  s o l d  o r  o the rw ise  disposed o f  d u r i n g  t h e  t a x a b l e  
y e a r  exceeds t h e  a d j u s t e d  b a s i s  o f  t h e  p r o p e r t y  computed under s e c t i o n  
43-1081. 

23. The d e d u c t i o n  r e f e r r e d  t o  i n  s e c t i o n  1341(a ) (4 )  o f  t h e  i n t e r n a l  
revenue code f o r  r e s t o r a t i o n  o f  a  s u b s t a n t i a l  amount h e l d  under a c l a i m  o f  
r i g h t .  

24. The amount by which a  n e t  o p e r a t i n g  l o s s  c a r r y o v e r  o r  c a p i t a l  l o s s  
c a r r y o v e r  a l l o w a b l e  pu rsuan t  t o  s e c t i o n  1341(b ) (5 )  o f  t h e  i n t e r n a l  revenue 
code exceeds t h e  n e t  o p e r a t i n g  l o s s  c a r r y o v e r  o r  c a p i t a l  l o s s  c a r r y o v e r  
a l l o w a b l e  p u r s u a n t  t o  s e c t i o n  43-1029, subsec t ion  F. 

Sec. 6. S e c t i o n  43-1028. Ar izona Revised S t a t u t e s ,  i s  amended t o  read:  
43-1028. I n d i v i d u a l  medica l  sav ings accounts:  d e f i n i t i o n s  
A. Fo r  t a x a b l e  years  beg inn ing  f rom and a f t e r  December 31. 1994. a 

r e s i d e n t  may e s t a b l i s h  an i n d i v i d u a l  medical  savings account.  An i n d i v i d u a l  
m e d i c a l  s a v i n g s  account  i s  a  t r u s t  c r e a t e d  o r  o rgan ized  t o  pay e l i g i b l e  
medica l  expenses. The account ho lde r  may s u b t r a c t  t h e  amount of d e p o s i t s  t o  
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an i n d i v i d u a l  medica l  sav ings  account d u r i n g  t h e  t a x a b l e  y e a r  i n  comput ing 
Ar izona a d j u s t e d  g ross  income under s e c t i o n  43-1022. 

8. On agreement between an employer and employee an employer  may 
e i t h e r :  

1. C o n t r i b u t e  t o  t h e  employee's i n d i v i d u a l  med ica l  s a v i n g s  accoun t .  
Employer c o n t r i b u t i o n s  t o  an employee's account  a r e  n o t  c o n s i d e r e d  t o  b e  
income t o  t h e  employee u n t i l  t h e y  a r e  w i thd rawn f r o m  t h e  accoun t .  

2. Make o r  c o n t i n u e  t o  make c o n t r i b u t i o n s  toward  t h e  employee's 
medical  coverage. 

3. C o n t r i b u t e  a comb ina t ion  o f  monies t o  t h e  employee's i n d i v i d u a l  
medical  sav ings account and med ica l  coverage. 

C .  I n  each t a x a b l e  y e a r ,  t o t a l  d e p o s i t s  made t o  t h e  accoun t  f rom 
e i t h e r  t h e  account h o l d e r  o r  t h e  account h o l d e r ' s  employer s h a l l  n o t  exceed 
t h e  f o l l o w i n g :  

1. For t h e  1995 t a x a b l e  y e a r ,  e i t h e r :  
( a )  Two thousand d o l l a r s  f o r  t h e  account  h o l d e r .  
( b )  Two thousand d o l l a r s  f o r  t h e  account h o l d e r  p l u s  one thousand 

d o l l a r s  f o r  each o f  t h e  account  h o l d e r ' s  dependents up t o  a maximum o f  two 
dependents. 

2. For subsequent t a x a b l e  years ,  t h e  depar tment  s h a l l  a d j u s t  t h e  
maximum amounts p r e s c r i b e d  by paragraph 1 o f  t h i s  subsec t ion  a c c o r d i n g  t o  t h e  
annual change i n  t h e  GDP p r i c e  d e f l a t o r .  as d e f i n e d  i n  s e c t i o n  41-563. 

D. For t h e  1995 t a x a b l e  year .  no taxpayer  i s  e l i g i b l e  t o  s u b t r a c t  f rom 
Ar izona gross income d e p o s i t s  t o  i n d i v i d u a l  medical sav ings  accounts  t o t a l i n g  
more than  f o u r  thousand d o l l a r s  w i t h  r e s p e c t  t o  t h e  t a x p a y e r ' s  household .  
For subsequent t a x a b l e  years ,  t h e  department s h a l l  a d j u s t  t h i s  maximum amount 
accord ing  t o  t h e  annual change i n  t h e  GDP p r i c e  d e f l a t o r  as d e f i n e d  i n  
s e c t i o n  41-563. 

E. The i n d i v i d u a l  med ica l  sav ings account s h a l l  be e s t a b l i s h e d  as a 
t r u s t  under t h e  laws o f  t h i s  s t a t e  and p l a c e d  w i t h  a t r u s t e e .  A t  t h e  t i m e  
t h e  medica l  sav ings account  i s  e s t a b l i s h e d  t h e  t r u s t e e  s h a l l  n o t i f y  t h e  
account h o l d e r  o f  p o t e n t i a l  f e d e r a l  income t a x  l i a b i l i t y  t h a t  may be 
a s s o c i a t e d  w i t h  t h e  account.  The t r u s t e e  s h a l l  use t h e  monies i n  an, 
i n d i v i d u a l  medical  sav ings account s o l e l y  t o  pay med ica l  expenses o f  t h e  
account h o l d e r  and t h e  h o l d e r ' s  spouse and dependents t h a t  a r e  n o t  o t h e r w i s e  
covered under t h e  h o l d e r ' s  e x i s t i n g  medica l  coverage. A f t e r  s u b m i t t i n g  
a p p r o p r i a t e  documentation t o  t h e  t r u s t e e ,  t h e  h o l d e r  may a l s o  b e  re imbursed  
by t h e  t r u s t e e  o u t  o f  a v a i l a b l e  account monies f o r  e l i g i b l e  medica l  expenses 
p a i d  d i r e c t l y  by t h e  h o l d e r  d u r i n g  t h e  t a x a b l e  y e a r .  

F. The account h o l d e r  may wi thdraw monies f rom t h e  i n d i v i d u a l  medica l  
sav ings account f o r  purposes o t h e r  t h a n  those  expenses a l l o w e d  p u r s u a n t  t o  
subsec t ion  E o f  t h i s  s e c t i o n  on t h e  l a s t  bus iness day o f  a c a l e n d a r  y e a r  
w i t h o u t  i n c u r r i n g  a w i thd rawa l  p e n a l t y .  Money w i thd rawn p u r s u a n t  t o  t h i s  
subsec t ion  i s  cons ide red  income f o r  t h e  purposes o f  comput ing  A r i z o n a  
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a d j u s t e d  g ross  income. I f  an account h o l d e r  wi thdraws money a t  any o t h e r  
t i m e  f o r  purposes o t h e r  t h a n  t h o s e  expenses a l l owed  pursuan t  t o  s u b s e c t i o n  
E o f  t h i s  s e c t i o n  o r  as p r o v i d e d  by subsec t ion  G o f  t h i s  s e c t i o n ,  a l l  o f  t h e  
f o l l o w i n g  a p p l y :  

1. The amount o f  t h e  wi thdrawal  i s  cons idered income f o r  t h e  purpose 
o f  comput ing A r i z o n a  a d j u s t e d  g ross  income. 

2.  The account  h o l d e r  s h a l l  pay a p e n a l t y ,  equal t o  t e n  p e r  c e n t  o f  
t h e  amount o f  t h e  w i t h d r a w a l .  t o  t h e  department a t  t h e  same t i m e  as t h e  
account h o l d e r  f i l e s  t h e  income t a x  r e t u r n  under t h i s  t i t l e  f o r  t h e  t a x a b l e  
y e a r .  The s t a t e  t r e a s u r e r  s h a l l  c r e d i t  p e n a l t y  monies t o  t h e  s t a t e  genera l  
fund . 

G. I f  an account h o l d e r  w i thdraws a l l  o r  p a r t  o f  t h e  monies f r o m  an 
i n d i v i d u a l  medica l  savings account and does n o t  depos i t  t h e  amount w i thdrawn 
i n  a n o t h e r  i n d i v i d u a l  med ica l  sav ings account.  t h e  amount t h a t  i s  n o t  
d e p o s i t e d  i s  c o n s i d e r e d  t o  be a  w i thd rawa l  f o r  purposes o f  s u b s e c t i o n  F o f  
t h i s  s e c t i o n ,  excep t  t h a t :  

1 .  I f  an i n t e r e s t  i n  an i n d i v i d u a l  medical  sav ings  accoun t  i s  
t r a n s f e r r e d  o r  d i s t r i b u t e d  t o  t h e  account h o l d e r ' s  spouse o r  f o r m e r  spouse 
under t h e  terms o f  a  l e g a l  s e p a r a t i o n  o r  d i s s o l u t i o n  o f  m a r r i a g e  and t h e  
spouse o r  f o r m e r  spouse f a i l s  t o  d e p o s i t  t h e  f u l l  amount i n  a n o t h e r  
i n d i v i d u a l  medica l  savings account w i t h i n  s i x t y  days, t h e  amount t h a t  i s  n o t  
depos i ted  i s  cons idered t o  be income t o  t h e  spouse o r  fo rmer  spouse f o r  t h e  
purpose o f  comput ing Ar i zona  g ross  income b u t  i s  n o t  s u b j e c t  t o  a  p e n a l t y  
under s u b s e c t i o n  F, paragraph 2 o f  t h i s  s e c t i o n .  

2. I f ,  pursuan t  t o  a  w r i t t e n  reques t  by a  former employee t o  t h e  
c u r r e n t  t r u s t e e  t o  r e t a i n  t h e  monies i n  t h e  c u r r e n t  i n d i v i d u a l  med ica l  
s a v i n g s  account .  t h e  c u r r e n t  t r u s t e e  f a i l s  o r  re fuses  t o  r e t a i n  t h e  fo rmer  
employee's i n d i v i d u a l  medical  sav ings account,  t h e  t r u s t e e  s h a l l  m a i l  a  check 
ON THE DATE THE REQUEST I S  RECEIVED f o r  t h e  f u l l  amount o f  t h e  ba lance i n  t h e  
i n d i v i d u a l  medica l  savings account e+Ha+&k t o  t h e  former employee's l a s t  
known address.  The amount o f  t h e  check i s  cons ide red  t o  be income TO THE 
FORMER EMPLOYEE f o r  t h e  purpose o f  computing Ar izona gross income b u t  i s  n o t  
s u b j e c t  t o  a  p e n a l t y  under s u b s e c t i o n  F.  paragraph 2 o f  t h i s  s e c t i o n .  The 
w r i t t e n  reques t  f rom t h e  former  employee t o  t h e  c u r r e n t  t r u s t e e  must be made 
w i t h i n  s i x t y  days o f  t h e  f i n a l  d a t e  o f  employment. 

H. On t h e  d e a t h  o f  t h e  account h o l d e r ,  t h e  t r u s t e e  s h a l l  d i s t r i b u t e  
t h e  p r i n c i p a l  and accumulated i n t e r e s t  o f  t h e  i n d i v i d u a l  med ica l  sav ings  
account  t o  t h e  e s t a t e  o f  t h e  account  h o l d e r .  

I. The t r u s t e e  o f  an i n d i v i d u a l  medica l  savings account  s h a l l  make 
such r e p o r t s  r e g a r d i n g  t h e  account  t o  t h e  department and t h e  accoun t  h o l d e r  
w i t h  r e s p e c t  t o  c o n t r i b u t i o n s ,  income earned d u r i n g  t h e  t a x a b l e  y e a r .  
d i s t r i b u t i o n s  and such o t h e r  m a t t e r s  as t h e  department may r e q u i r e  by  r u l e .  
The r e p o r t  s h a l l  be: 
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1. F i l e d  w i t h  t h e  department a t  t h e  t i m e  and i n  t h e  manner p r e s c r i b e d  
by t h e  department.  

2. Fu rn ished  t o  t h e  account  h o l d e r  i n  t h e  manner p r e s c r i b e d  by t h e  
depar tment  on o r  b e f o r e  January 3 1  o f  t h e  c a l e n d a r  y e a r  f o l l o w i n g  t h e  
c a l e n d a r  y e a r  t o  which t h e  r e p o r t  r e l a t e s .  

J. For purposes o f  t h i s  s e c t i o n :  
1. "Account ho lde r "  means an i n d i v i d u a l  on whose b e h a l f  an i n d i v i d u a l  

med ica l  sav ings  account i s  e s t a b l i s h e d .  
2. " E l i g i b l e  medical  expense" means expenses p a i d  by  o r  on b e h a l f  o f  

an account h o l d e r  f o r  medical  c a r e  t h a t  i s  desc r ibed  i n  s e c t i o n  213(d)  of t h e  
i n t e r n a l  revenue code. 

3. "Household" means t h e  taxpayer ,  t h e  spouse and those  persons t h a t  
t h e  t a x p a y e r  c l a i m s  as dependents p u r s u a n t  t o  t h i s  c h a p t e r .  

4. "Trus tee"  means: 
( a )  A f i n a n c i a l  i n s t i t u t i o n  t h a t  i s  a u t h o r i z e d  t o  conduct  bus iness i n  

t h i s  s t a t e  as a  f i d u c i a r y .  
( b )  An insu rance  company t h a t  i s  a u t h o r i z e d  t o  conduct  i n s u r a n c e  

bus iness  i n  t h i s  s t a t e .  
( c )  An employer i f  t h e  employer has a  s e l f - i n s u r e d  h e a l t h  p l a n  t h a t  

meets t h e  requirements o f  t h e  employee r e t i r e m e n t  and income s e c u r i t y  a c t  o f  
1974 (P.L .  93-406: 88 S t a t .  829). 

Sec. 7. Sect ion 43-1029. Ar izona Revised S t a t u t e s ,  i s  amended t o  read: 
43-1029. R e s t o r a t i o n  o f  a  s u b s t a n t i a l  amount h e l d  under c l a i m  

o f  r i o h t :  comoutat ion o f  t a x  
A. T h i s  s e c t i o n  a p p l i e s  i f :  
1. An i t e m  o f  income was i n c l u d e d  i n  gross income f o r  a  p r i o r  t a x a b l e  

y e a r  o r  years  because i t  appeared t h a t  t h e  taxpayer  had an u n r e s t r i c t e d  r i g h t  
t o  t h e  i tem.  

2 .  A deduct ion would be a l l o w a b l e  under t h e  i n t e r n a l  revenue code o r  
t h i s  t i t l e  f o r  t h e  t a x a b l e  y e a r .  w i t h o u t  a p p l i c a t i o n  o f  s e c t i o n  1341(b ) (3 )  
o f  t h e  i n t e r n a l  revenue code o r  s e c t i o n  43-1021. pa rag raph  4+ 23. because 
a f t e r  t h e  c l o s e  o f  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s  i t  was e s t a b l i s h e d  t h a t  
t h e  taxpayer  d i d  n o t  have an u n r e s t r i c t e d  r i g h t  t o  a l l  o r  p a r t  o f  t h e  i tem.  

3. The amount o f  t h e  d e d u c t i o n  exceeds t h r e e  thousand d o l l a r s .  
B. I f  a l l  o f  t h e  c o n d i t i o n s  i n  subsec t ion  A o f  t h i s  s e c t i o n  app ly ,  t h e  

t a x  imposed by t h i s  c h a p t e r  f o r  t h e  t a x a b l e  y e a r  i s  an amount equal  t o  t h e  
t a x  f o r  t h e  t a x a b l e  year  computed w i t h o u t  t h e  d e d u c t i o n ,  minus t h e  decrease 
i n  t a x  under t h i s  c h a p t e r  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s  t h a t  would 
r e s u l t  s o l e l y  f rom e x c l u d i n g  t h e  i t e m  o r  p o r t i o n  o f  t h e  i t e m  f r o m  gross 
income f o r  t h e  p r i o r  t a x a b l e  year  o r  y e a r s .  

C. I f  t h e  decrease i n  t a x  exceeds t h e  t a x  imposed by  t h i s  chap te r  f o r  
t h e  t a x a b l e  year .  computed w i t h o u t  t h e  d e d u c t i o n .  t h e  excess i s  cons ide red  
t o  be a  payment o f  t a x  on t h e  l a s t  day p r e s c r i b e d  by l a w  f o r  t h e  payment o f  



S.B. 1238 

t a x  f o r  t h e  t a x a b l e  y e a r  and s h a l l  be re funded o r  c r e d i t e d  i n  t h e  same manner 
as i f  i t  were an overpayment f o r  t h e  t a x a b l e  y e a r .  

D. Subsect ion B o f  t h i s  s e c t i o n  does n o t  a p p l y  t o  any deduc t ion  t h a t  
i s  a l l o w a b l e  w i t h  r e s p e c t  t o  an i t e m  t h a t  was i n c l u d e d  i n  g ross  income by 
reason  o f  t h e  s a l e  o r  o t h e r  d i s p o s i t i o n  o f  s t o c k  i n  t r a d e  o f  t h e  taxpayer .  
o r  o t h e r  p r o p e r t y  o f  a  k i n d  t h a t  would p r o p e r l y  have been i n c l u d e d  i n  t h e  
i n v e n t o r y  of t h e  taxpayer  on hand a t  t h e  c l o s e  o f  t h e  p r i o r  t a x a b l e  year .  o r  
p r o p e r t y  t h a t  i s  h e l d  by t h e  taxpayer  p r i m a r i l y  f o r  s a l e  t o  customers i n  t h e  
o r d i n a r y  course o f  t h e  t a x p a y e r ' s  t r a d e  o r  bus iness .  T h i s  subsec t ion  does 
no t  app ly  i f  t h e  d e d u c t i o n  a r i s e s  o u t  o f  r e f u n d s  o r  repayments w i t h  respec t  
t o  r a t e s  made by a  r e g u l a t e d  p u b l i c  u t i l i t y  t h a t  i s  l i s t e d  i n  s e c t i o n  
7701(a) (33) (A)  t h r o u g h  (H) o f  t h e  i n t e r n a l  revenue code. i f  t h e  re funds  o r  
repayments are:  

1. Required t o  b e  made by t h e  government. p o l i t i c a l  s u b d i v i s i o n ,  
agency o r  i n s t r u m e n t a l i t y  r e f e r r e d  t o  i n  t h a t  s e c t i o n .  

2. Required t o  be made by an o r d e r  o f  a  c o u r t .  
3. Made i n  s e t t l e m e n t  o f  l i t i g a t i o n  o r  under t h r e a t  o r  imminence o f  

l i t i g a t i o n .  
E. I f  t h e  e x c l u s i o n  under s u b s e c t i o n  B o f  t h i s  s e c t i o n  r e s u l t s  i n :  
1. A n e t  o p e r a t i n g  l o s s  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s  f o r  

purposes of computing t h e  decrease i n  t a x  f o r  t h e  p r i o r  y e a r  o r  yea rs  under 
s u b s e c t i o n  B o f  t h i s  s e c t i o n :  

( a )  The l o s s  s h a l l  be: 
( i )  C a r r i e d  ove r  under t h i s  chapter  t o  t h e  same e x t e n t  and i n  t h e  same 

manner as was p r o v i d e d  under p r i o r  l aw  f o r  t a x a b l e  y e a r s  b e g i n n i n g  on o r  
b e f o r e  December 31. 1989. 

(ii) C a r r i e d  back and c a r r i e d  over t o  t h e  same e x t e n t  and i n  t h e  same 
manner as prov ided under s e c t i o n  172 o f  t h e  i n t e r n a l  revenue code f o r  t a x a b l e  
years  b e g i n n i n g  f r o m  and a f t e r  December 31, 1989. 

( b )  No c a r r y o v e r  beyond t h e  t a x a b l e  y e a r  may be t a k e n  i n t o  account .  
2. A c a p i t a l  l o s s  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s ,  f o r  purposes 

o f  comput ing t h e  decrease i n  t a x  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  yea rs  under 
s u b s e c t i o n  B o f  t h i s  s e c t i o n :  

( a )  The l o s s  s h a l l  be c a r r i e d  back and c a r r i e d  over  t o  t h e  same e x t e n t  
and i n  t h e  same manner as i s  p r o v i d e d  under s e c t i o n  1212 o f  t h e  i n t e r n a l  
revenue code. 

( b )  No c a r r y o v e r  beyond t h e  t a x a b l e  y e a r  may be t a k e n  i n t o  account.  
F. I n  comput ing Ar i zona  t a x a b l e  income f o r  t a x a b l e  y e a r s  subsequent 

t o  t h e  c u r r e n t  t a x a b l e  year .  t h e  n e t  o p e r a t i n g  l o s s  o r  c a p i t a l  l o s s  
determined i n  subsec t ion  E o f  t h i s  s e c t i o n  s h a l l  be taken  i n t o  account t o  t h e  
same e x t e n t  and i n  t h e  same manner as a  n e t  o p e r a t i n g  l o s s  o r  c a p i t a l  l o s s  
s u s t a i n e d  f o r  p r i o r  t a x a b l e  y e a r s .  
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Sec. 8. S e c t i o n  43-1130.01. A r i zona  Revised S t a t u t e s ,  i s  amended t o  
read:  

43-1130.01. R e s t o r a t i o n  o f  a  s u b s t a n t i a l  amount h e l d  under 
c l a i m  o f  r i q h t :  comoutat ion o f  t a x  

A. T h i s  s e c t i o n  a p p l i e s  i f :  
1. An i t e m  o f  income was i n c l u d e d  i n  gross income f o r  a  p r i o r  t a x a b l e  

y e a r  o r  yea rs  because i t  appeared t h a t  t h e  taxpayer  had an u n r e s t r i c t e d  r i g h t  
t o  t h e  i t e m .  

2. A  d e d u c t i o n  would be a l l o w a b l e  under t h e  i n t e r n a l  revenue code o r  
t h i s  t i t l e  f o r  t h e  t a x a b l e  year ,  w i t h o u t  a p p l i c a t i o n  o f  s e c t i o n  1 3 4 1 ( b ) ( 3 )  
o f  t h e  i n t e r n a l  revenue code o r  s e c t i o n  43+&& 43-1121. paragraph 4-& 20. 
because a f t e r  t h e  c l o s e  o f  t h e  p r i o r  t a x a b l e  year  o r  yea rs  i t  was e s t a b l i s h e d  
t h a t  t h e  t a x p a y e r  d i d  n o t  have an u n r e s t r i c t e d  r i g h t  t o  a l l  o r  p a r t  o f  t h e  
i tern. 

3 .  The amount o f  t h e  d e d u c t i o n  exceeds t h r e e  thousand d o l l a r s .  
8. I f  a l l  o f  t h e  c o n d i t i o n s  i n  subsec t ion  A o f  t h i s  s e c t i o n  app ly ,  t h e  

t a x  imposed by t h i s  c h a p t e r  f o r  t h e  t a x a b l e  y e a r  i s  an amount equal  t o  t h e  
t a x  f o r  t h e  t a x a b l e  y e a r  computed w i t h o u t  t h e  deduc t ion ,  minus t h e  dec rease  
i n  t a x  under t h i s  c h a p t e r  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  yea rs  t h a t  would  
r e s u l t  s o l e l y  f r o m  e x c l u d i n g  t h e  i t e m  o r  p o r t i o n  o f  t h e  i t e m  f r o m  g r o s s  
income f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  yea rs .  

C. I f  t h e  decrease i n  t a x  exceeds t h e  t a x  imposed by t h i s  c h a p t e r  f o r  
t h e  t a x a b l e  y e a r ,  computed w i t h o u t  t h e  deduct ion,  t h e  excess i s  c o n s i d e r e d  
t o  be a payment o f  t a x  on t h e  l a s t  day p r e s c r i b e d  by l a w  f o r  t h e  payment o f  
t a x  f o r  t h e  t a x a b l e  y e a r  and s h a l l  be refunded o r  c r e d i t e d  i n  t h e  same manner 
as i f  i t  were an overpayment f o r  t h e  t a x a b l e  y e a r .  

D. Subsect ion B o f  t h i s  s e c t i o n  does n o t  a p p l y  t o  any deduc t ion  t h a t  
i s  a l l o w a b l e  w i t h  r e s p e c t  t o  an i t e m  t h a t  was i n c l u d e d  i n  gross income b y  
reason o f  t h e  s a l e  o r  o t h e r  d i s p o s i t i o n  o f  s t o c k  i n  t r a d e  o f  t h e  t a x p a y e r ,  
o r  o t h e r  p r o p e r t y  o f  a  k i n d  t h a t  would  p r o p e r l y  have been i n c l u d e d  i n  t h e  
i n v e n t o r y  o f  t h e  taxpayer  on hand a t  t h e  c l o s e  o f  t h e  p r i o r  t a x a b l e  year ,  o r  
p r o p e r t y  t h a t  i s  h e l d  by t h e  taxpayer  p r i m a r i l y  f o r  s a l e  t o  customers i n  t h e  
o r d i n a r y  course  o f  t h e  t a x p a y e r ' s  t r a d e  o r  bus iness.  T h i s  s u b s e c t i o n  does 
n o t  app ly  i f  t h e  deduc t ion  a r i s e s  o u t  o f  re funds  o r  repayments w i t h  r e s p e c t  
t o  r a t e s  made by  a  r e g u l a t e d  p u b l i c  u t i l i t y  t h a t  i s  l i s t e d  i n  s e c t i o n  
7 7 0 1 ( a ) ( 3 3 ) ( A )  t h r o u g h  ( H I  o f  t h e  i n t e r n a l  revenue code, if t h e  r e f u n d s  o r  
repayments a r e :  

1. Requ i red  t o  be made by t h e  government, p o l i t i c a l  s u b d i v i s i o n .  
agency o r  i n s t r u m e n t a l i t y  r e f e r r e d  t o  i n  t h a t  s e c t i o n .  

2. Requ i red  t o  be made by an o r d e r  o f  a  c o u r t .  
3. Made i n  s e t t l e m e n t  o f  l i t i g a t i o n  o r  under t h r e a t  o r  imminence o f  

l i t i g a t i o n .  
E. I f  t h e  e x c l u s i o n  under s u b s e c t i o n  B o f  t h i s  s e c t i o n  r e s u l t s  i n :  
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1. A n e t  o p e r a t i n g  l o s s  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  yea rs  f o r  
purposes o f  computing t h e  decrease i n  t a x  f o r  t h e  p r i o r  y e a r  o r  y e a r s  under 
subsec t ion  B  o f  t h i s  s e c t i o n :  

( a )  The l o s s  s h a l l  be c a r r i e d  ove r  under  t h i s  c h a p t e r  t o  t h e  same 
e x t e n t  and i n  t h e  same manner as p r o v i d e d  under  s e c t i o n  43-1123, and under 
p r i o r  law. 

( b )  No c a r r y o v e r  beyond t h e  t a x a b l e  y e a r  may be t a k e n  i n t o  account.  
2. A c a p i t a l  l o s s  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s .  f o r  purposes 

o f  comput ing t h e  decrease i n  t a x  f o r  t h e  p r i o r  t a x a b l e  y e a r  o r  y e a r s  under 
subsec t ion  B o f  t h i s  s e c t i o n :  

( a )  The l o s s  s h a l l  be: 
( i )  C a r r i e d  ove r  under t h i s  c h a p t e r  t o  t h e  same e x t e n t  and i n  t h e  same 

manner as was p r o v i d e d  under  p r i o r  l a w  f o r  t a x a b l e  y e a r s  b e g i n n i n g  on o r  
b e f o r e  December 31. 1987. 

( i i )  C a r r i e d  back and c a r r i e d  o v e r  t o  t h e  same e x t e n t  and i n  t h e  same 
manner as p r o v i d e d  under  s e c t i o n  1212 o f  t h e  i n t e r n a l  revenue code f o r  
t a x a b l e  years  b e g i n n i n g  f r o m  and a f t e r  December 31. 1987. 

(b )  No c a r r y o v e r  beyond t h e  t a x a b l e  y e a r  may be t a k e n  i n t o  account. 
F. I n  comput ing A r i z o n a  t a x a b l e  income f o r  t a x a b l e  y e a r s  subsequent 

t o  t h e  c u r r e n t  t a x a b l e  y e a r .  t h e  n e t  o p e r a t i n g  l o s s  o r  c a p i t a l  l o s s  
determined i n  subsec t ion  E o f  t h i s  s e c t i o n  s h a l l  be t a k e n  i n t o  account t o  t h e  
same e x t e n t  and i n  t h e  same manner as a  n e t  o p e r a t i n g  l o s s  o r  c a p i t a l  l o s s  
sus ta ined  f o r  p r i o r  t a x a b l e  y e a r s .  

Sec. 9. R e t r o a c t i v i t y  
A. Sec t ion  3 o f  t h i s  a c t  i s  e f f e c t i v e  r e t r o a c t i v e l y  t o  m i d n i g h t  June 

30. 1986. 
B. Sec t ion  4  o f  t h i s  a c t  i s  e f f e c t i v e  r e t r o a c t i v e l y  t o  J u l y  17. 1994. 
C .  S e c t i o n  5  o f  t h i s  a c t  a p p l i e s  r e t r o a c t i v e l y  t o  t a x a b l e  years  

beg inn ing  f r o m  and a f t e r  December 31. 1989. 
D. S e c t i o n  6  o f  t h i s  a c t  a p p l i e s  r e t r o a c t i v e l y  t o  t a x a b l e  years  

beg inn ing  f r o m  and a f t e r  December 31. 1994. 
E. S e c t i o n s  7 and 8  o f  t h i s  a c t  a r e  e f f e c t i v e  r e t r o a c t i v e l y  t o  J u l y  

13, 1995. 
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