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  Kicking off ATRA’s 80th anniversary, the Governor’s 
budget director, Matt Gress, provided an overview of the 
state’s fiscal outlook and the budget challenges facing the 
state in FY 2023.  Despite the pandemic, the growth in 
state general fund revenues continue to outpace forecasts.  
However, Gress cautioned that although Arizona’s 
economy is strong, rising inflation could present challenges 
to maintaining a structurally balanced budget in the future. 

  Contrary to a $1.1 billion general fund (GF) deficit 
projected by the Finance 
Advisory Committee in 
April 2020, FY 2021 
general fund revenues 
outpaced forecasts by 
25.4%, or $2,904 million.  
In fact, the state’s budget 
stabilization fund was 
$972.2 million at the end 
of FY 2021.  Year to date, 
FY 2022 revenues 
continue to beat forecasts 
by 17.4%, or $561M.   

  The strong revenue growth is mainly the result of 
increased sales tax (TPT) revenues associated with remote 
online sales.  Gress explained that prior to the Wayfair 
legislation enacted in 2019 that authorized the collection of 

  Jon Riches, Director of National Litigation and 
General Counsel for the Goldwater Institute, and 
Beau Roysden, Arizona’s Solicitor General in the 
Attorney General’s Office, provided a litigation 
update at ATRA’s Outlook Conference. 

  Beau Roysden led off the program providing 
some background on the legal authority and 
constraints placed on the Attorney General’s 
office. He specifically addressed the long standing 
McFate decision and the limitations placed on the 
ability of the Attorney General’s Office to pursue 
some violations of law from Arizona governments. 
He also addressed the importance the 1487 Process 
that allows Arizona lawmakers to request Attorney 
General review of potential violations of law on 
the part of some Arizona local governments. 

See LITIGATION UPDATE, Page 3  
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Gress, Continued from page 1 

remote online sales, TPT growth averaged 4.9% from 
FY 2015 through FY 2019.  Since the Wayfair 
legislation was enacted, TPT revenues have grown 
7.7% exclusive of remote online sales collections, and 
10.6% including remote online sales.   

  According to Gress, Arizona’s budget is “on track 
to have the highest general fund cash reserves and 
lowest debt levels in recent State history.” This 
despite the Tax Package enacted this year that 
provided Arizonan’s with the largest tax cut in recent 
Arizona history that also included over $105 million 
in increased funding for K12 and $42 million for 
public safety.  He assured that the strong revenue growth will trigger a reduction in the income tax rate beginning 
in Tax Year (TY) 2023 and reach the full 2.5% flat tax rate in TY 2024.  Once the 2.5% flat tax rate is fully 
implemented, Arizona’s top marginal rate will be over 2 percentage points lower than any other western state with 
an income tax.  Furthermore, enactment of the 4.5% maximum tax rate will prevent a nearly 78% tax increase on 
Arizona small businesses as a result of Prop 208. [Note: The future of both the tax cut and Prop 208 are in 
question as a result of a referendum and pending litigation.] 

  Gress advised that the state has $1.79 billion in remaining federal stimulus dollars it has yet to allocate.  He noted 
that Arizona leveraged federal funding and general fund monies to assist the Unemployment Insurance (UI) Trust 
Fund with $820.8 million in deposits.  As a result, the Department of Economic Security projects the employee UI 
tax rate to fall from 2.4% to 1.48%, thereby lessening the burden on Arizona businesses.  Additionally, the state 
budget expanded the weekly UI benefits from $240 to $320 and increased the income disregard cap, allowing 
individuals to continue receiving benefits while earning up to $160, up from $30, per week.  

  Compared to other states, Arizona weathered the pandemic better than the U.S., experiencing much lower 
declines in employment.  Gress noted that Arizona continues to be a top choice for in-migration in the U.S., 
ranking 5th across the country.  He noted the recent investments in our state by the high-tech businesses of Intel, 
Taiwan Semiconductor, and Lucid Motors is projected to create thousands of new high-tech jobs over the next 
several years. 

  Gress stressed that rising inflation could put a strain on the state budget.  He explained that while workers 
experienced a 2.8% growth in earnings on average through 2021, the total cost of goods increased by 4.2%, 
meaning the average household has seen their spending power erode by $2,600.  The average monthly inflation of 
food and beverage has grown by 3.4% ($229 more per year), gasoline by 34.2% ($591/year), and housing by 3% 
($633/year).  The rising cost of doing business may likely result in larger state agency budgets, but Gress believes 
Arizona’s strong position will withstand any declines in the economy and growing inflation. 
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Litigation Update, Continued from page 1 

  Jon Riches highlighted the success 
that taxpayers have had in the courts 
recent l y  protect ing  Arizona ’ s 
constitutional gift clause provision. Jon 
summarized the Arizona Supreme 
Court’s decision in Schires v. Carlat 
where the court ruled that the City of 
Peoria violated the constitution’s gift 
clause. Importantly, the court provided 
clear guidance on what constitutes a 
gift of public funds and what counts as 
adequa te  cons ide ra t ion  when 
government provides a taxpayer 
subsidy. While direct benefits to the 
jurisdiction could be considered, 
indirect benefits not bargained for 
could not. Riches said this historic 
decision should provide taxpayers much greater protection from abuses of public monies that have occurred in 
Arizona.   

Michelle Bolton Elected ATRA Chairman 

  At the 2021 ATRA Annual Meeting, Michelle Bolton, Director of Governmental Relations for Cox 
Communications, was elected Chairman of the ATRA Board of Directors. Michelle replaces Richard Bark from 
Freeport McMoRan who completed a two-year term as ATRA Chairman. The other officers elected were Bill 
Molina, University of Phoenix, first vice-chair; Byron Williams, Southwest Gas, 
second vice-chair; Jason Baran, Salt River Project, third vice-chair; Dave 
Minard, Individual, Secretary/Treasurer. 

  The following were elected to seats on the ATRA Board of Directors for terms 
expiring in 2026:  Gary McDaniel, Microchip Technology; Ray Maxwell, 
Honeywell International; Heidi Schaefer, Salt River Project; Steven Eddy, 
Tucson Electric Power; Rico Gonzales, El Paso Electric; Julie Quigley, Snell 
& Wilmer, LLP; Spencer Kamps, Homebuilder’s Association of Central 
Arizona; Matt Contorelli, Arizona Association of Realtors; and Susan Bittick, 
Ryan, LLC.  

Beau Roysden 
Arizona Attorney General’s Office 

Jon Riches 
Goldwater Institute 
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ATRA Briefs Major Tax Issues for 2022 

  ATRA staff provided an update on the major tax issues facing Arizonan’s 
at the ATRA annual Outlook Conference.  The update covered a variety of 
areas, including the impact of the pandemic on state and local budgets and 
revenues, the impacts of ATRA reforms on Arizona’s property tax system, 
and school finance reform recommendations. 

  President Kevin McCarthy kicked off the presentations by noting how the 
$78 billion in federal stimulus dollars has contributed to the unprecedented 
growth in state and local coffers.  Revenue collections in the three major tax 
types of sales, property, and income reflect 18.6% growth over the last two 
years.   

  McCarthy also pointed out the sharp contrast in how state and local 
governments responded to the dramatic revenue growth with state 
policymakers passing a historic tax cut while many local governments 
actually raised taxes. Nine of Arizona’s 15 counties increased either primary 
and/or secondary property taxes, half the community colleges increased 
primary property taxes, and 21 of the 51 cities that levy a primary property 
tax also increased taxes. 

  In regard to the Arizona Supreme 
Court remanding the question of whether the revenues generated by Prop 
208 are projected to far exceed the K12’s expenditure limit cap, McCarthy 
noted that oral arguments aren’t scheduled to be heard until early January.  
Having oral arguments scheduled for after the Prop 208 income tax goes 
into effect on January 1 is less than ideal for many obvious reasons.  

  McCarthy proceeded to explain this year’s historic tax cut package that 
moves the individual income tax to a 2.5% flat rate upon occurrence of 
specific revenue triggers and reduces the business property tax assessment 
ratio from 18% to 16%.  Since the tax cuts were enacted, referendums 
against portions of the tax package were filed to eliminate the individual 
income tax cuts and appear to have enough signatures to qualify for the 
2022 general election ballot.  

  ATRA Vice President Jennifer Stielow provided a five-year look back on 
Arizona’s property tax system, specifically focusing on how the limited 
growth in taxable values with Prop 117 has been instrumental in controlling 
the growth in property tax levies (See ATRA November 2021 Newsletter).   

  As a result of ATRA’s success in reducing the inequities in Arizona’s 
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property tax system through reductions in the business (Class 1) property assessment ratio from 25% to 18%, 
Stielow demonstrated how Arizona’s tax ranking has improved significantly over the last 15 years.  Based on a 
study conducted by the Minnesota Center for Fiscal Excellence, Arizona’s business property tax ranking has improved 
from the unenviable top ten to 21st.  As a result of the recent tax package that reduces the assessment ratio to 16% 
over the next few years, Arizona’s ranking will improve to being near the U.S. average.   

  Despite the success Arizona has had in reducing the tax burden on businesses, legislative efforts continue to 
expand the targeted tax breaks for certain interests under Class 6, which is assessed at only 5%.  The largest 
beneficiaries under Class 6 are businesses that receive Foreign Trade Zone (FTZ) status.  Although most of the 
business activity in FTZ’s involve production activity, it’s not a requirement to qualify.  Many of the warehouse 
distribution facilities located in the west valley, for example, qualify for FTZ status as well.  In fact, the only 
business activity prohibited is retail.  Stielow explained that in addition to the federal benefits provided under the 
FTZ program, such as duty exemptions and duty deferrals, inverted tariffs, and streamlined customs procedures, 
Arizona statute provides a generous and indefinite benefit under Class 6 that results in over a 70% property tax 
break annually.  A review of the last 15 years shows that the taxable value in Maricopa County that has been 
diverted from Class 1 to Class 6 has grown from $1 billion to nearly $5 billion.  Stielow noted that ATRA is 
concerned with the explosive growth of FTZ that is other than manufacturing.   

  Kevin wrapped up by providing an overview of ATRA’s interest in school finance reform.  Specifically McCarthy 
urged that any discussion surrounding additional funding must include reforms that create greater equity and make 
Arizona less ripe for litigation.  In addition to reforming the statewide funding formula, McCarthy discussed 
ATRA’s goals for reforming the transportation funding and Adjacent Ways that will be included in ATRA’s 2022 
Legislative Program. 

  This year’s ATRA Outstanding Member was awarded to Michelle Bolton, who is 
the Director of Government Relations for Cox Communications.   In presenting the 
award, President Kevin McCarthy explained that Michelle was selected because her 
expertise and leadership on a multitude of issues have proven to be a great asset to 
the ATRA Board of Directors for many years.  Michelle Bolton has built a solid 
reputation as an expert in numerous areas of public policy. She has become a fixture 
on the ATRA Board of Directors and has served as the Chair of the ATRA 
Legislative Policy Committee for the last three years.  Michelle was also elected to 
take over the reins as Chairman of the ATRA Board of Directors at the ATRA 
Annual Meeting following the Outlook Conference. 

Michelle Bolton Named 2021 ATRA 
Outstanding Member 
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Senator J.D. Mesnard Representative Regina Cobb 

Legislative Leaders Address Outlook 

ATRA thanks outgoing ATRA 
Chairman, Richard Bark, for his 
dedication and service to ATRA. 

GOVERNOR DOUG DUCEY PROVIDES 
KEYNOTE AT ATRA LUNCHEON 
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  Fred Nicely of Council On State Taxation (COST) provided a national tax 
perspective on state tax issues at the recent ATRA Outlook Conference. Fred 
noted that the most significant state and local tax issue has been the federal 
spending that has impacted state revenues. Federal pandemic-related spending 
approached $6 trillion in 2020 and 2021, leading to the two highest federal deficits 
since World War II.    

  Fred explained that the taxation of digital services continues to be an area of 
significant controversy, particularly in the area of digital advertising.  Some states 
are attempting to capture revenue through expansion of the sales tax base to 
include the sale of digital advertising services and personal information or user 
data.  Nicely specifically discussed Maryland’s digital advertising services tax 

litigation declaring the gross revenues tax as unconstitutional. 

  However the states’ proceed on the taxation of digital services going forward, he reinforced how critical it is to 
have clear definitions of “digital services” through legislation rather than through administrative positions.   

Fred Nicely of COST Provides National Tax 
Perspective, Taxation of Digital Services 

ATRA Board Member Russell Smoldon Introduces 
Video Celebrating ATRA’s 80th Anniversary 

  ATRA’ s 80th anniversary video highlights the organization’s history as the taxpayer’s watchdog since 1940.  The 
ATRA Board of Directors would like to pay special thanks to the Salt River Project for making this video possible.  
The link to the video can be found on the homepage of the ATRA website at  www.arizonatax.org. 


