
House Engrossed Senate B i l l  

S t a t e  o f  A r i zona  
Senate 
For t y -second  L e g i s l a t u r e  
Second Regular  Sess ion  
1996 

CHAPTER 317 

FILED 
Jane Dee Hull 

Secretary of State 

SENATE BILL 1193 

AN ACT 

AMENDING SECTIONS 42-114. 42-1322. 43-307. 43-321. 43-322, 43-324. 43-401 AND 
43-1022. ARIZONA REVISED STATUTES; AME,NDING TITLE 43. CHAPTER 5. ARTICLE 5, 
ARIZONA REVISED STATUTES. BY ADDING SECTION 43-568: RELATING TO TAX 
ADMINISTRATION. 

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  Ar izona:  
S e c t i o n  1. S e c t i o n  42-114. A r i zona  Rev ised S t a t u t e s .  i s  amended t o  

read:  
42-114. Taxpayer i d e n t i f i c a t i o n .  v e r i f i c a t i o n  and records:  

r e t e n t i  on 
A. The f e d e r a l  t a x p a y e r  i d e n t i f i c a t i o n  number. ass igned pu rsuan t  t o  

s e c t i o n  6109 of t h e  i n t e r n a l  revenue code. i s  t h e  t a x p a y e r  i d e n t i f i e r  f o r  
purposes o f  t h e  taxes  a d m i n i s t e r e d  pursuant  t o  t h i s  a r t i c l e .  Each person who 
i s  r e q u i r e d  t o  make a  r e t u r n .  s ta tement  o r  o t h e r  document s h a l l  i n c l u d e  t h e  
i d e n t i f i e r  i n  o r d e r  t o  secure  t h e  p e r s o n ' s  p r o p e r  i d e n t i f i c a t i o n .  I f  t h e  
r e t u r n ,  s ta tement  o r  document i s  made by a n o t h e r  pe rson  on b e h a l f  o f  t h e  
taxpayer ,  t h e  taxpayer  s h a l l  f u r n i s h  t h e  i d e n t i f i e r  t o  t h e  o t h e r  person, and 
t h e  person s h a l l  f u r n i s h  b o t h  t h e  t a x p a y e r ' s  i d e n t i f i e r  and h i s  own 
i d e n t i f i e r  w i t h  t h e  r e t u r n ,  s ta tement  o r  document. 

B. THE DEPARTMENT MAY PRESCRIBE BY ADMINISTRATIVE RULE ALTERNATIVE 
METHODS FOR S I G N I N G .  SUBSCRIBING OR VERIFYING A RETURN. STATEMENT OR OTHER 
DOCUMENT THAT HAS THE SAME VALIDITY AND CONSEQUENCE AS THE TAXPAYER'S ACTUAL 
SIGNATURE OR WRITTEN DECLARATION. 

k C. Except as p r o v i d e d  i n  s e c t i o n  42-1214. eve ry  person who i s  
s u b j e c t  t o  t h e  t a x e s  a d m i n i s t e r e d  pu rsuan t  t o  t h i s  a r t i c l e  s h a l l  keep and 
p reserve  s u i t a b l e  r e c o r d s  and o t h e r  books and accounts necessary t o  determine 
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t h e  t a x  f o r  wh ich t h e  person i s  l i a b l e  f o r  t h e  p e r i o d  p r e s c r i b e d  i n  s e c t i o n  
42-113. The books. reco rds  and accounts s h a l l  be open f o r  i n s p e c t i o n  a t  any 
reasonab le  t i m e  by  t h e  department o r  i t s  a u t h o r i z e d  agent.  

D. The department s h a l l  p r e s e r v e  r e p o r t s .  r e t u r n s  o r  m i c r o f i l m  
cop ies  o f  such documents f o r  t h e  p e r i o d  o f  t i m e  p r e s c r i b e d  by  s e c t i o n  42-113 
and t h e r e a f t e r  u n t i l  i t  o r d e r s  them t o  be destroyed. 

Sec. 2. S e c t i o n  42-1322. Ar izona Revised S t a t u t e s ,  i s  amended t o  read: 
42-1322. Return  and oavment o f  t a x :  es t ima ted  t a x :  ex tens ions ;  

abatements: d e f i n i t i o n  
A. Except  as p r o v i d e d  i n  s u b s e c t i o n  B. C o r  D o f  t h i s  s e c t i o n ,  t h e  

taxes  l e v i e d  under t h i s  a r t i c l e  a re  due and payab le  mon th ly  on o r  b e f o r e  t h e  
t w e n t i e t h  day o f  t h e  month n e x t  succeeding t h e  month i n  wh ich t h e  t a x  accrues 
and a r e  d e l i n q u e n t :  

1. I f  n o t  postmarked on o r  b e f o r e  t h e  t w e n t y - f i f t h  day o f  t h a t  month. 
8P 

2. I f  n o t  r e c e i v e d  by t h e  department on o r  b e f o r e  t h e  b u s i n e s s  day 
p r e c e d i n g  t h e  l a s t  bus iness  day of t h a t  month f o r  t h o s e  t a x p a y e r s  e l e c t i n g  
t o  f i l e  b y  m a i l .  

3. I f  n o t  r e c e i v e d  by t h e  department on t h e  bus iness day p r e c e d i n g  t h e  
l a s t  b u s i n e s s  day o f  t h a t  month f o r  those  taxpayers  e l e c t i n g  t o  f i l e  i n  
person.  

4. I F  NOT RECEIVED BY THE DEPARTMENT ON OR BEFORE THE TWENTY-FIFTH DAY 
OF THAT MONTH FOR THOSE TAXPAYERS REQUIRED OR ELECTING TO PAY I N  IMMEDIATELY 
AVAILABLE FUNDS PURSUANT TO SECTION 42-137.02. 

B. FOR TAX REPORTING PERIODS THAT BEGIN BEFORE JANUARY 1. 1997. t h e  
department may. f o r  any taxpayer  whose es t ima ted  annual  l i a b i l i t y  f o r  t a x e s  
imposed b y  t h i s  a r t i c l e  i s  between two hundred and f i v e  hundred d o l l a r s .  
a u t h o r i z e  such t a x p a y e r  t o  pay such t a x e s  on a q u a r t e r l y  b a s i s .  FOR TAX 
REPORTING PERIODS THAT BEGIN BEFORE JANUARY 1. 1997, t h e  depar tment  may. f o r  
any t a x p a y e r  whose e s t i m a t e d  annual l i a b i l i t y  f o r  t a x e s  imposed by  t h i s  
a r t i c l e  i s  two hundred d o l l a r s  o r  l e s s ,  a u t h o r i z e  such t a x p a y e r  t o  pay such 
t a x e s  on an annual  b a s i s .  FOR TAX REPORTING PERIODS THAT BEGIN FROM AND 
AFTER DECEMBER 31. 1996. THE DEPARTMENT BY RULE MAY DETERMINE WHICH TAXPAYERS 
QUALIFY AND ALLOW QUALIFYING TAXPAYERS TO PAY THE TAXES IMPOSED BY THIS 
ARTICLE ON A QUARTERLY BASIS OR ON AN ANNUAL BASIS I F  THE TAXPAYER HAS 
ESTABLISHED SUFFICIENT PAYUENT HISTORY TO INDICATE THAT THE TAXPAYER I S  
CURRENT AND I N  GOOD STANDING PURSUANT TO STANDARDS ESTABLISHED BY RULE. 

C. The depar tment  may r e q u i r e  a taxpayer  whose b u s i n e s s  i s  o f  a 
t r a n s i e n t  c h a r a c t e r  t o  f i l e  h i s  r e t u r n  and r e m i t  t h e  t a x e s  imposed by t h i s  
a r t i c l e  on a d a i l y .  a weekly o r  a t r a n s a c t i o n  by t r a n s a c t i o n  b a s i s ,  and t h o s e  
r e t u r n s  and payments a r e  due and payab le  on t h e  d a t e  f i x e d  by t h e  department 
w i t h o u t  a g r a c e  p e r i o d  o t h e r w i s e  a l l o w e d  by t h i s  s e c t i o n .  For  purposes o f  
t h i s  subsec t ion .  "business o f  a t r a n s i e n t  cha rac te r "  means s a l e s  a c t i v i t y  by  
a taxpayer  n o t  r e g u l a r l y  engaged i n  s e l l i n g  w i t h i n  t h e  s t a t e  conduc ted  f r o m  
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veh ic l e s .  por tab le  s t a n d s ,  ren ted  spaces ,  s t r u c t u r e s  o r  booths. or  
concessions a t  f a i r s .  c a r n i v a l s ,  c i r c u s e s ,  f e s t i v a l s  o r  s i m i l a r  a c t i v i t i e s  
f o r  n o t  more than t h i r t y  consecut ive  days. 

0. From and a f t e r  June 30 ,  1993. i f  t h e  business e n t i t y  under which 
a taxpayer repor ts  and pays income t a x  under t i t l e  43 has an annual t o t a l  t ax  
l i a b i l i t y  under t h i s  a r t i c l e  and chapters  8.2 and 8.3 of  t h i s  t i t l e  of one 
hundred thousand d o l l a r s  o r  more. based on t h e  actual  t a x  l i a b i l i t y  i n  t h e  
preceding calendar y e a r ,  r ega rd le s s  of t h e  number of o f f i c e s  a t  which t h e  
t a x e s  imposed by t h i s  a r t i c l e  o r  chapter  8.2 o r  8 .3  of this t i t l e  a r e  
co l l ec t ed ,  o r  i f  t h e  taxpayer can reasonably a n t i c i p a t e  such l i a b i l i t y  in the  
c u r r e n t  yea r ,  the taxpayer  s h a l l  r epor t  on a form prescr ibed  by t h e  
department a n d  pay an est imated t a x  payment each June. Any o the r  taxpayer 
may vo lun ta r i ly  e l e c t  t o  pay t h e  est imated t a x  payment pursuant t o  t h i s  
subsection. The payment sha l l  be made on o r  before June 20 and i s  delinquent 
i f  not postmarked on o r  before t h a t  da t e  o r  i f  not  received by t h e  department 
on o r  before t h e  business  day preceding t h e  las t  business  day of June f o r  
t hose  taxpayers e l e c t i n g  t o  f i l e  by mai l ,  o r  del inquent  i f  not  received by 
t h e  department on t h e  business  day preceding t h e  l a s t  business  day of June 
f o r  those taxpayers e l ec t ing  t o  f i l e  i n  person. A TAXPAYER PAYING BY USING 
THE METHOD PRESCRIBED IN SUBSECTION A, PARAGRAPH 4 OF THIS SECTION SHALL MAKE 
THE ESTIMATED TAX PAYMENTS O N  O R  BEFORE JUNE 25 AN0 IS DELINQUENT IF NOT 
TRANSFERRED BY THE LAST DAY TO MAKE THE ESTIMATED PAYMENT. The estimated t a x  
paid sha l l  be c red i t ed  a g a i n s t  t h e  t axpaye r ' s  t a x  l i a b i l i t y  under t h i s  
a r t i c l e  a n d  chapters 8.2 and 8.3 of t h i s  t i t l e  f o r  the  month of June f o r  the  
cu r ren t  calendar  year .  The es t imated  t a x  payment sha l l  equal e i t h e r :  

1. One-half of t h e  ac tua l  t a x  l i a b i l i t y  under t h i s  a r t i c l e  plus 
one-half of any t a x  l i a b i l i t y  under chapters  8.2 and 8.3 of t h i s  t i t l e  f o r  
May of the  cur rent  calendar  year .  

2. The actual t ax  l i a b i l i t y  under t h i s  a r t i c l e  plus any t ax  l i a b i l i t y  
under chapters 8.2 a n d  8 .3 of t h i s  t i t l e  f o r  t h e  f i r s t  f i f t e e n  days of June 
of t h e  cur rent  calendar  year .  

E .  The taxpayer sha l l  on o r  before t h e  day on which t h e  taxpayer 's  t a x  
payments a re  due a n d  payable prepare a r e tu rn  showing t h e  amount of t h e  t a x  
f o r  which he i s  l i a b l e  f o r  t h e  preceding month. and sha l l  mail o r  de l ive r  t h e  
r e tu rn  *---'"-- AT THE SAME TIME THE TAX IS REMITTED. in 
t h e  form required by sec t ion  42-1323. f o r  t h e  amount of the t a x .  t o  t h e  
department. The re turn  sha l l  be v e r i f i e d  by t h e  oath of t h e  taxpayer o r  an 
authorized agent O R  AS PRESCRIBED B Y  THE DEPARTMENT PURSUANT TO SECTION 
42-114. SUBSECTION B.  

F. Any person taxable under t h i s  a r t i c l e  making cash and c r e d i t  s a l e s  
s h a l l  repor t  such cash and c r e d i t  s a l e s  separa te ly  and upon making 
applicat ion the re fo r  may obtain from t h e  department a n  extension of time f o r  
payment of taxes due on t h e  c r e d i t  s a l e s .  The extension s h a l l  be granted by 
t h e  department under such r u l e s  a s  t h e  department p re sc r ibes .  When t h e  
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extension i s  granted, t h e  taxpayer sha l l  t h e r e a f t e r  inc lude  i n  each monthly 
r epor t  a l l  c o l l e c t i o n s  made on such c r e d i t  s a l e s  during t h e  month next 
preceding,  and sha l l  pay t h e  t axes  due thereon a t  t h e  t ime of f i l i n g  such 
r epor t .  

G .  The r e tu rns  required under t h i s  a r t i c l e  sha l l  be made upon forms 
prescr ibed  by t h e  department. 

H .  The department, f o r  good cause, may extend the time f o r  making any 
r e t u r n  required by this a r t i c l e .  and may grant  such reasonable addi t ional  
t ime w i t h i n  which t o  make t h e  re turn  a s  i t  deems proper.  but t h e  time f o r  
f i l i n g  the re turn  s h a l l  not be extended beyond the f i r s t  day of t h e  t h i r d  
month next  succeeding t h e  regular  due d a t e  of t h e  return. 

I .  The department. with t h e  approval of t h e  a t torney  gene ra l ,  may 
abate  small t ax  balances i f  the  administrat ion cos ts  exceed the amount of t a x  
due. 

J. For t h e  purposes of subsection D of t h i s  sec t ion .  "taxpayer" means 
t h e  bus iness  e n t i t y  under which the business repor ts  and pays s t a t e  income 
t axes  regard less  of t h e  number of o f f i c e s  a t  which the t axes  imposed by t h i s  
a r t i c l e  o r  chapter  8.2 o r  8.3 of this t i t l e  a re  c o l l e c t e d .  

Sec. 3. Section 43-307. Arizona Revised S ta tu t e s .  i s  amended t o  read: 
43-307. C o r ~ o r a t i o n  r e tu rns  
A. Every corporat ion subjec t  t o  t h e  t ax  imposed by t h i s  t i t l e  s h a l l  

make a re turn  t o  t h e  department. Every corporation r e tu rn  required by t h i s  
t i t l e  t o  be f i l e d  with t h e  department s h a l l  be signed by ONE OR MORE OF THE 
FOLLOWING OFFICERS: 

. . 
1. The pres ident .  v f : ' , , ,  a& 
2. The t r e a s u r e r .  
3. A N Y  OTHER PRINCIPAL o f f i c e r  of t h e  taxpayer.  
B.  I f  rece ivers ,  t r u s t e e s  in  bankruptcy or  assignees a re  operat ing t h e  

property o r  business of a corporat ion,  such rece ivers ,  t r u s t e e s  or  assignees 
sha l l  make re turns  f o r  such corporat ion i n  t h e  same manner and form as  such 
a corpora t ion  i s  required t o  make a re turn .  Any t a x  due on t h e  bas i s  of 
r e t u r n s  made by r e c e i v e r s .  t r u s t e e s  or  assignees sha l l  be co l l ec t ed  i n  t h e  
same manner as  i f  c o l l e c t e d  from t h e  corporat ion of whose business o r  
proper ty  they have custody and con t ro l .  

C .  This  s ec t ion  a p p l i e s  regard less  of whether a corporat ion i s  
required t o  f i l e  a r e tu rn  under the  in t e rna l  revenue code or whether t h e  
corpora t ion  has any f ede ra l  taxable  income f o r  the  t axab le  year .  

Sec. 4 .  Section 43-321, Arizona Revised S ta tu t e s .  i s  amended t o  read: 
43-321. Information reouired in re turns  
Each r e tu rn  required t o  be f i l e d  under t h i s  t i t l e  sha l l  contain t h e  

fol lowing:  
1. I t  sha l l  conta in  o r  be v e r i f i e d  by a uH-%m dec la ra t ion  t h a t  i t  

i s  made under pena l t i e s  of per jury .  THE DECLARATION SHALL B E  WRITTEN OR IN 
A FORM PRESCRIBED BY THE DEPARTMENT PURSUANT TO SECTION 42-114, SUBSECTION B. 



S.B. 1193 

2. A s p e c i f i c  statement o f  t h e  i tems o f  t h e  taxpayer 's  gross income 
and t h e  adjustments, deductions and c r e d i t s  a l lowed by t h i s  t i t l e .  

3. Such other  i n fo rma t ion  as t h e  department may by +egekHm RULE 
prescr ibe  f o r  t h e  purpose o f  c a r r y i n g  ou t  t h e  p rov i s ions  o f  t h i s  t i t l e .  

Sec. 5. Section 43-322. Arizona Revised Statutes.  i s  amended t o  read: 
43-322. Sianature oresumed t o  be taxoaver 's  
The f a c t  t h a t  an i n d i v i d u a l ' s  name i s  signed t o  a re tu rn ,  statement o r  

other  document f i l e d .  OR THAT THE RETURN, STATEMENT OR DOCUMENT I S  SIGNED, 
SUBSCRIBED OR VERIFIED I N  A MANNER PRESCRIBED BY THE DEPARTMENT PURSUANT TO 
SECTION 42-114. SUBSECTION B. sha l l  be a presumption o f  f a c t  t h a t  the  re tu rn .  
statement o r  o ther  document was a c t u a l l y  signed by him. 

Sec. 6. Section 43-324. Arizona Revised Sta tu tes .  i s  amended t o  read: 
43-324. Rounding t o  t h e  nearest d o l l a r  

THE DEPARTMENT MAY ROUND FRACTIONAL DOLLARS TO 
THE NEAREST WHOLE DOLLAR AND MAY REQUIRE THE TAXPAYER TO DO SO I N  PREPARING 
any r e t u r n  under t h i s  t i t l e  j . . 

&wa+. 
Sec. 7. Section 43-401. Arizona Revised Statutes,  i s  amended t o  read: 
43-401. Y i thho ld ina  tax :  ra tes :  e l e c t i o n  bv emolovee 
A. Every employer a t  the  t ime o f  the  payment o f  wages, sa la ry ,  bonus 

o r  o ther  emolument t o  any employee whose compensation i s  f o r  serv ices  
performed w i t h i n  t h i s  s t a t e  sha l l  deduct and r e t a i n  therefrom an amount equal 
t o  a percentage o f  t h e  t o t a l  amount o f  t h e  fede ra l  income t a x  deducted and 
w i thhe ld  by an employer from t h e  t o t a l  va lue o f  such wages. bonus o r  o the r  
emolument of an employee under the  p rov i s ions  o f  t h e  Un i ted  States i n t e r n a l  
revenue code computed w i thout  deductions f o r  any amount wi thheld.  

B. L1-e: :c, 199.2- . . , The percentage deducted and 
re ta ined under subsection A s h a l l  be: 

1. I f  the employee's annual compensation i s  l ess  than f i f t e e n  thousand 
d o l l a r s .  ten  per cent. twenty per cent. twenty-two per  cent,  twenty-e ight  per  
cent o r  t h i r t y - t w o  per cent ,  a t  t h e  employee's e l e c t i o n  pursuant t o  
subsect ion E. 

2. If the employee's annual compensation i s  f i f t e e n  thousand d o l l a r s  
o r  more, twenty per cent ,  twenty-two per cent,  twen ty -e igh t  per cent  o r  
t h i r t y - t w o  per cent, a t  t h e  employee's e l e c t i o n  pursuant t o  subsect ion E. 
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C.  FOR TAXABLE YEARS OR REPORTING PERIODS THAT BEGIN BEFORE JANUARY 
1. 1997. i f  t h e  amount co l l ec t ed  and payable by t h e  employer t o  t h e  
department i n  each of t h e  preceding fou r  calendar quar te rs  did not exceed an 
average of one thousand f i v e  hundred d o l l a r s ,  the  amount co l lec ted  s h a l l  be 
paid t o  t h e  department on o r  before April 30. July 31. October 31 and January 
31 f o r  t h e  preceding calendar quar te r .  I f  such amount exceeded one thousand 
f i v e  hundred d o l l a r s  i n  each of t h e  preceding four  calendar  q u a r t e r s ,  t h e  
employer s h a l l  pay t o  t h e  department t h e  amount he deducts and r e t a i n s  
pursuant t o  t h i s  s ec t ion  a t  the  same time as  he i s  required t o  make depos i t s  
of federa l  t a x  pursuant t o  sec t ion  6302 of t h e  in terna l  revenue code. On  o r  
before  April  30 ,  Ju ly  31. October 31 and January 31 each year  the  employer 
s h a l l  r econc i l e  the amounts payable during t h e  preceding calendar qua r t e r  in  
a manner p resc r ibed  by t h e  department. FOR TAXABLE YEARS OR REPORTING 
PERIODS THAT BEGIN FROM AND AFTER DECEMBER 31. 1997. THE DEPARTMENT BY RULE 
MAY DETERMINE WHICH EMPLOYERS QUALIFY AND ALLOW ANNUAL PAYMENTS OF 
WITHHOLDING TAXES. WITH AN ANNUAL REPORT BY THE EMPLOYER PURSUANT TO SECTION 
43-412. SUBSECTION B. IF THE QUALIFYING EMPLOYER HAS ESTABLISHED SUFFICIENT 
PAYMENT.HISTORY TO INDICATE THAT THE EMPLOYER IS CURRENT AND IN GOOD STANDING 
PURSUANT TO STANDARDS ESTABLISHED BY R U L E .  For any business which has not  
had a withholding c e r t i f i c a t e  f o r  t h e  four  preceding consecutive q u a r t e r s .  
t h e  q u a r t e r l y  average s h a l l  be computed i n  a manner prescribed by t h e  
department. 

D. I f  an employer f a i l s  t o  make a timely monthly payment because p r i o r  
t o  t h a t  r epor t ing  period i t  reported on a qua r t e r ly  bas i s  ins tead  of on a 
monthly b a s i s ,  t h e  department s h a l l  n o t i f y  t h e  employer t h a t  i t  i s  o u t  of 
compliance with t h i s  s ec t ion .  Notwithstanding sect ion 42-136. t h e  department 
sha l l  not a s ses s  a penal ty aga ins t  an employer f o r  f a i l i n g  t o  make a t imely  
monthly payment i f  t h e  employer had f i l e d  and remitted a l l  taxes due on a 
qua r t e r ly  bas i s  and brings a l l  f i l i n g s  and payments i n t o  cur rent  compliance 
within t h i r t y  days a f t e r  being n o t i f i e d  by t h e  department. 

E.  Each employee s h a l l  e l e c t  which percentage of t h e  federa l  income 
t a x  deducted and withheld sha l l  be withheld fo r  appl icat ion toward h i s  s t a t e  
income t a x  l i a b i l i t y .  The e l ec t ion  provided under t h i s  subsection s h a l l  be 
exerc ised  by each employee, i n  wr i t i ng  on a form prescribed by t h e  
department. The e l e c t i o n  sha l l  be made within f i v e  days of employment. Each 
employer s h a l l  no t i fy  h i s  employees of t h e  e lec t ion  made avai lab le  under this 
subsection and sha l l  have e l ec t ion  forms ava i l ab le  a t  a l l  t imes. Each form 
sha l l  be completed i n  t r i p l i c a t e ,  with one copy each f o r  the  department, t h e  
employer and t h e  employee. The employer sha l l  f i l e  a copy of each completed 
form w i t h  the department. Any employee f a i l i n g  t o  complete an e l ec t ion  form 
as  prescr ibed  s h a l l  be deemed t o  have e lec ted  t h e  smal les t  app l i cab le  
withholding percentage.  
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Sec. 8. T i t l e  43. chapter 5. a r t i c l e  5. Arizona Revised S t a t u t e s .  i s  
amended by adding sec t ion  43-568. t o  read: 

43-568. Income taxes of members of armed fo rces  uoon death 
IF AN INDIVIDUAL DIES WHILE IN ACTIVE SERVICE AS A MEMBER O F  THE ARMED 

FORCES OF THE UNITED STATES. THE FOLLOWING SHALL APPLY IF SUCH DEATH OCCURRED 
WHILE SERVING IN A COMBAT Z O N E  AS DETERMINED U N D E R  SECTION 112 OF THE 
INTERNAL REVENUE CODE OR IN AN AREA GIVEN THE SAME TREATMENT AS A COMBAT ZONE 
FOR THE PURPOSE OF SECTION 112 OF THE INTERNAL REVENUE CODE OR IS THE RESULT 
OF WOUNDS, DISEASE. OR INJURY INCURRED WHILE SERVING IN SUCH AREA. THE TAX 
IMPOSED BY THIS TITLE SHALL NOT APPLY WITH RESPECT TO THE TAXABLE Y E A R  IN 
WHICH THE DATE OF DEATH OCCURS, OR WITH RESPECT TO ANY PRIOR TAXABLE YEAR 
ENDING ON O R  AFTER THE FIRST DAY THE INDIVIDUAL SERVED IN A COMBAT ZONE O R  
AN AREA GIVEN THE SAME TREATMENT AS A CDMBAT ZONE. 

Sec. 9. Section 43-1022. Arizona Revised S t a t u t e s .  i s  amended t o  read: 
43-1022. Subt rac t ions  from Arizona a ross  income 
In computing Arizona adjusted gross  income, t h e  following amounts s h a l l  

be sub t r ac t ed  from Arizona gross income: 
1. The amount of exemptions allowed by sec t ion  43-1023. 
2. Benefi ts .  annu i t i e s  and pensions i n  an amount t o t a l l i n g  not more 

t h a n  two thousand f i v e  hundred d o l l a r s  received from one o r  more of t h e  
fol lowing:  

( a )  The United S t a t e s  government s e r v i c e  re t i rement  and d i s a b i l i t y  
fund. r e t i r e d  o r  r e t a i n e r  pay of the  uniformed se rv ices  of t h e  United S t a t e s ,  
t h e  United S t a t e s  fore ign  se rv ice  ret i rement  and d i s a b i l i t y  system and any 
o the r  ret i rement  system o r  plan e s t ab l i shed  by f ede ra l  law. 

( b )  The s t a t e  retirement system. t h e  s t a t e  re t i rement  plan.  t h e  
cor rec t ions  o f f i c e r  retirement plan. t h e  pub l i c  s a f e t y  personnel re t i rement  
system, t h e  e l ec t ed  o f f i c i a l s '  re t i rement  p l an ,  an opt ional  re t i rement  
program es tabl i shed  by the  Arizona board of regents  under sec t ion  15-1628 o r  
a ret i rement  plan es tab l i shed  f o r  employees of a county. c i t y  o r  town i n  t h i s  
s t a t e .  

3 .  A benef ic ia ry ' s  share of t r u s t  or  e s t a t e  income recognized pursuant 
t o  t h e  in t e rna l  revenue code. 

4 .  The amount of any d i s t r i b u t i o n s  from an individual  re t i rement  
account as provided f o r  i n  sec t ion  408 of t h e  i n t e r n a l  revenue code o r  from 
a qua l i f i ed  retirement plan of a self-employed individual  as  provided f o r  i n  
sec t ion  401 of the  in terna l  revenue code t o  t h e  ex tent  t h a t  t o t a l  adjustments 
made pursuant t o  t h i s  paragraph i n  a l l  t a x  years  do not exceed t h e  t o t a l  of 
a l l  con t r ibu t ions  made by the  taxpayer t o  such p lans  p r i o r  t o  December 31, 
1975. which were included i n  computing Arizona t axab le  income. 

5.  The amount of income on an in s t a l lmen t  rece ivable  which i s  
recognized pursuant t o  the  in terna l  revenue code and which has a l r eady  been 
recognized on the  death of the  taxpayer f o r  purposes of t h i s  t i t l e  f o r  t a x  
years  ending before January 1. 1990. 
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6. 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  t h e  U n i t e d  Sta tes .  l e s s  
any i n t e r e s t  on indebtedness,  o r  o t h e r  r e l a t e d  expenses. and deducted i n  
a r r i v i n g  a t  A r i z o n a  g ross  income, wh ich  were i n c u r r e d  o r  con t inued  t o  
purchase o r  c a r r y  such o b l i g a t i o n s .  

7. The amount o f  any income t a x  r e f u n d s  wh ich  were r e c e i v e d  f rom 
s t a t e s  o t h e r  t h a n  A r i z o n a  and wh ich  were i n c l u d e d  as income i n  computing 
f e d e r a l  a d j u s t e d  g ross  income. 

8. A n n u i t y  income 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  g ross  income pursuan t  
t o  s e c t i o n  72 o f  t h e  i n t e r n a l  revenue code i f  t h e  f i r s t  payment w i t h  respec t  
t o  such a n n u i t y  was r e c e i v e d  p r i o r  t o  December 31,  1978. 

9. The excess o f  a  p a r t n e r ' s  s h a r e  o f  income r e q u i r e d  t o  be i n c l u d e d  
under s e c t i o n  702(a) (8)  o f  t h e  i n t e r n a l  revenue code over  t h 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 .  

10. 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  l o s s e s  determined 
p u r s u a n t  t o  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  o v e r  t h e  l o s s e s  a l l o w a b l e  
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. 

11. The amount b y  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 i s  t i t l e  and t h e  income t a x  a c t  o f  
1954, as amended, 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 
p u r s u a n t  t o  t h e  i n t e r n a l  revenue code. T h i s  pa ragraph  s h a l l  app ly  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 the rw ise  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  o t h e r  than  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 .  

12. The amount a l l o w e d  by s e c t i o n  43-1024 f o r  a m o r t i z a t i o n .  by a  
q u a l i f i e d  de fense  c o n t r a c t o r  c e r t i f i e d  by t h e  department o f  commerce under 
s e c t i o n  41-1508. of a  c a p i t a l  i n v e s t m e n t  f o r  p r i v a t e  commercial a c t i v i t i e s .  

13. The amount o f  g a i n  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 on 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  t h a t  a  q u a l i f i e d  defense 
c o n t r a c t o r  has e l e c t e d  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. 

14. The amount a l l owed  by  s e c t i o n  43-1025 f o r  c o n t r i b u t i o n s  d u r i n g  t h e  
t a x a b l e  y e a r  o f  a g r i c u l t u r a l  c rops  t o  c h a r i t a b l e  o r g a n i z a t i o n s .  

15. The amount o f  p r i z e s  o r  w i n n i n g s  l e s s  t h a n  f i v e  thousand d o l l a r s  
i n  a  s i n g l e  t a x a b l e  y e a r  f r o m  any o f  t h e  s t a t e  l o t t e r i e s  e s t a b l i s h e d  and 
opera ted  p u r s u a n t  t o  t i t l e  5. c h a p t e r  5. a r t i c l e  1. excep t  t h a t  a l l  such 
w i n n i n g s  b e f o r e  March 22. 1983. i n c l u d i n g  p e r i o d i c  d i s t r i b u t i o n s  f rom such 
w inn ings  made a f t e r  March 22, 1983. may be s u b t r a c t e d .  

16. The amount o f  e x p l o r a t i o n  expenses de te rm ined  pu rsuan t  t o  s e c t i o n  
617 o f  t h e  i n t e r n a l  revenue code wh ich  have been d e f e r r e d  i n  a t a x a b l e  y e a r  
end ing before  January 1. 1990 and f o r  wh ich a  s u b t r a c t i o n  has n o t  p ~ e v i o u s l y  
been made. The s u b t r a c t i o n  s h a l l  be made on a  r a t a b l e  b a s i s  as t h e  u n i t s  o f  
produced o r e s  o r  m i n e r a l s  d i s c o v e r e d  o r  e x p l o r e d  as a  r e s u l t  o f  t h i s  
e x p l o r a t i o n  a r e  s o l d .  
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17. The amount inc luded i n  federa l  adjusted gross income pursuant t o  
s e c t i o n  86 o f  the i n t e r n a l  revenue code, r e l a t i n g  t o  t a x a t i o n  o f  s o c i a l  
s e c u r i t y  and r a i l r o a d  re t i rement  benef i ts .  

18. To the ex ten t  not  already excluded from Arizona gross income under 
s e c t i o n  112 o f  the  i n t e r n a l  revenue code. compensation rece ived f o r  a c t i v e  
s e r v i c e  as a  member o f  t h e  armed forces o f  the  Uni ted States f o r  any month 
d u r i n g  any p a r t  o f  which t h e  member served i n  a  combat zone AS DETERMINED 
UNDER SECTION 112 OF THE INTERNAL REVENUE CODE OR I N  AN AREA GIVEN THE SAME 
TREATMENT AS A COMBAT ZONE FOR PURPOSES OF SECTION 112 OF THE INTERNAL 
REVENUE CODE. 

19. The amount o f  nonreimbursed medical and h o s p i t a l  costs.  adopt ion 
counsel ing, l e g a l  and agency fees and o ther  nonrecurr ing costs o f  adopt ion 
no t  t o  exceed three thousand do l la rs .  I n  the  case o f  a husband and w i fe  who 
f i l e  separate returns,  the  subt rac t ion  may be taken by e i t h e r  taxpayer o r  may 
be d i v i d e d  between them. bu t  the  t o t a l  subtract ions al lowed both  husband and 
w i f e  s h a l l  no t  exceed t h r e e  thousand d o l l a r s .  The s u b t r a c t i o n  under t h i s  
paragraph may be taken f o r  the  costs described i n  t h i s  paragraph t h a t  a r e  
i n c u r r e d  i n  p r i o r  years, bu t  t h e  sub t rac t i on  may be taken on l y  i n  the  year  
du r ing  which t h e  f i n a l  adopt ion order  i s  granted. 

20. The amount authorized by sec t ion  43-1026 f o r  t h e  taxab le  year f o r  
purchases o f ,  and equipment r e l a t i n g  t o ,  a l t e r n a t i v e  f u e l  veh ic les .  

21. The amount authorized by sect ion 43-1027 f o r  t h e  taxab le  year f o r  
purchases o f ,  and nonoptional equipment d i r e c t l y  re la ted  t o  t h e  operat ion o f .  
qua1 i f i e d  wood stoves. wood f i r ep laces  o r  gas f i r e d  f i r ep laces .  

22. With respect t o  an i nd i v idua l  medical savings account es tab l i shed  
pursuant t o  sec t ion  43-1028: 

( a )  The account holder  may subtract :  
(i) The amount o f  cont r ibu t ions  made by the taxpayer's employer dur ing  

t h e  taxab le  year t o  the  taxpayer 's i n d i v i d u a l  medical savings account 
pursuant t o  sec t ion  43-1028 t o  the  extent  t h a t  the employer cont r ibu t ions  a r e  
inc luded i n  the taxpayer 's  federa l  adjusted gross income. 

(ii) The amount deposited by the  taxpayer i n  the  account dur ing  t h e  
taxab le  year .  

( b )  The account ho lder 's  employer may sub t rac t  t h e  amount o f  
con t r i bu t i ons  made by the employer t o  an i n d i v i d u a l  medical savings account 
es tab l ished on the employee's behalf t o  the extent t h a t  the  con t r i bu t i ons  are  
no t  deduc t i b le  under t h e  i n t e r n a l  revenue code. 

23.  The amount by which a net operat ing loss  carryover  o r  c a p i t a l  l o s s  
carryover  al lowable pursuant t o  sect ion 43-1029, subsection F exceeds the n e t  
ope ra t i ng  l o s s  carryover  o r  c a p i t a l  l oss  carryover a l lowab le  pursuant t o  
sec t i on  1341(b)(5) of the  i n t e r n a l  revenue code. 
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Sec .  10. J n i t i a l  i m o l e m e n t a t i o n  o f  a u a r t e r l v  and a n n u a l  t a x  
f i l i n o s  

A .  For p u r p o s e s  o f  s e c t i o n  42-1322. s u b s e c t i o n  B ,  A r i z o n a  Rev i sed  
S t a t u t e s .  a s  amended by t h i s  a c t ,  f o r  t a x  r e p o r t i n g  p e r i o d s  t h a t  b e g i n  from 
and a f t e r  December 31. 1996 and  u n t i l  t h e  d e p a r t m e n t  o f  r e v e n u e  a d o p t s  new 
limits by r u l e ,  t h e  d e p a r t m e n t  may a u t h o r i z e  a  t a x p a y e r  t o  pay:  

1. On a  q u a r t e r l y  b a s i s  i f  t h e  t a x p a y e r ' s  e s t i m a t e d  a n n u a l  l i a b i l i t y  
f o r  t h e  t a x  i s  more t h a n  two hundred  d o l l a r s  b u t  less t h a n  o n e  t h o u s a n d  two 
hundred f i f t y  d o l l a r s .  

2. On an annual  b a s i s  i f  t h e  t a x p a y e r ' s  e s t i m a t e d  annual  l i a b i l i t y  f o r  
the  t a x  i s  two hundred  d o l l a r s  o r  less. 

B. For p u r p o s e s  o f  s e c t i o n  43-401. s u b s e c t i o n  C ,  A r i z o n a  Rev i sed  
S t a t u t e s ,  a s  amended by t h i s  a c t .  f o r  t a x a b l e  y e a r s  o r  r e p o r t i n g  p e r i o d s  t h a t  
b e g i n  from and a f t e r  December 31, 1997 and  u n t i l  t h e  d e p a r t m e n t  o f  r evenue  
a d o p t s  new limits by r u l e .  t h e  d e p a r t m e n t  may a l l o w  a n n u a l  payments  o f  
w i t h h o l d i n g  t a x  i f  t h e  amount c o l l e c t e d  a n d  p a y a b l e  by t h e  employe r  t o  t h e  
d e p a r t m e n t  i n  e a c h  o f  t h e  p r e c e d i n g  c a l e n d a r  q u a r t e r s  d i d  n o t  exceed  an  
a v e r a g e  o f  two hundred  d o l l a r s .  

Sec .  11. R e t r o a c t i v i t y  
S e c t i o n s  8 and  9 a s  amended by t h i s  a c t ,  a r e  e f f e c t i v e  f rom and a f t e r  

November 20. 1995. 




