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A ADOR Mission, Vision, & Hilgvel Summary

A Describe the challenges of estimating a digital goo
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A Explain the methodology under review

A Caveats-and next steps




Mission & Vision
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OUR
MISSION

Serving
taxpayers!

OUR VISION

Funding Arizona’s future
through excellence in

innovation, customer PURSUANT TO ARIZONA REVISED

service and continuous STATUTES (A.RBIJLE82 AND 43

improvement

FY18ANNUAL OPERATING BUDG

$90.7 miLLoN

535 Employees



Revenue collections exceeded $15 billion
in FY 2017

$9.1

"I'ransactlon $ 55

Privilege Billion
Tax (TPT) S' 5 .6 Individual
Billion [EMLITLLY

Gross Revenue Witholding
Collected Tax

Corporate
income Tax
0.5 Billion

Other Taxes
$0.5 Billion




Revenue distributions primarily fund State
operations, cities/towns, & counties

$1.6 billion

Taxpayer Refunds

$9.6 billion

State Agencles

156

Billion
Revenue
Distributed

$1.6 billion

For Counties




| 5 h w Q a-facétddf opehations touch
every part of Arizona FY17 Highlights

A Nearly 5.9M Tax Returns Processed
I 1.7M+ Transaction Privilege Tax
I 193,000+ corporate returns
I 3.3M individual income tax returns
I 2.1Mindividual income taxefunds

A $25.9 million in Individual Income Tax Fraud Stopped
A 40,000+ new TPT licenses issued

A $57 million in Unclaimed PropertyReturned

A Property Tax Unit valued 963 Centrally Valued Properties &
__Trained more than 100 Certified County Appraisers
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Difficulties of estimating the
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Challenges to estimation

A Institutional
U JLBC staff, rather than ADOR, normally provides estimates

U Reputation¢ ADOR legacy that current administration is working to
overcome

AdhLIGAOAE
U Too high a number stifles a healthy policy discussion

U Too low or no number creates a perception that there is no fiscal
consequence for a policy exercise

A Methodological
U Structure of TPT limits estimation techniques / options

UwlLAR (G§SOKy 2t 23A0Lf AYyy20FGA2Y
guestion is constantly changing, broadening, and deepening




Arizona Transaction Privilege Tax (TPPT)mer

A Tax on the privilege of conducting business in Arizona
U Seller or vendor taxable
U Seller may pass economic expense to purchaser
ADSYSNYtfe ittt 2F | odzZaAySaa
of 16 business classifications is taxable unless specific
exemption or deduction exists

A Exemptions or deductions only available for the specific
classification under which the deduction is provided

U Deduction under one classification does not apply under another
classification unless specifically provided

A Tax Statutes are construed strictly against a party who claims
_an exemption
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A The structureof TPTmakes estimating revenue changes
extremelychallenging because:

I Taximposed on Gross Income, not on individirahsactions
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I Unclear who the major taxpayers are & taxpayer confidentiality
concerns arise when trying to identify them

I Informationasymmetry between potential beneficiaries of tax
law changes & estimators of revenue impacts




Proposed methodology entalls taxpayer self
identification on TPT license application

ARIZONA JOINT TAX APPLICATION (JT-1)

IMPORTANT! Incomplete applications WILL NOT BE PROCESSED.
* Please read form instructions while completing the application.
Additional information and forms available at www.azdor.gov

“g You can register, file

Customer Care and Qutreach ™ H H 3 H H o i *
ARIZOMA DEPARTMENT OF REVEMUE Required information |s_ deglgnated wﬂhlan astgrlsk (*). — pay orthis
PO BOX 29032 * Return completed application AND applicable license fee(s) to licati i t
Phoenix, AZ 85038-9032 address shown at left. application online a

www.AZTaxes.gov.

* For licensing questions regarding transaction privilege tax, call It is fast and secure

Customer Care and Outreach: (602) 255-3381

SECTION A: Business Information

1* Federal Employer Identification Number 2* License Type — Check all that apply:

or Social Security Number, required if sole proprietor

with no employees L] Transaction Privilege Tax (TPT) L] use Tax

] Withholding/Unemployment Tax (i hiring empioyees) L] TPT for Cities ONLY

3* Type of Organization/Ownership — Tax exempt organizations must attach a copy of the Internal Revenue Service's letter of determination.

] Individual/Sole Proprietorship ] Subchapter S Corporation [] cGovernment ] Joint Venture

O Corporation [ Association [ Estate O Receivership

State of Inc. | | ] Partnership [ Trust

9* Description of Business: Describe merchandise sold or taxable activity




Search terms

- Licenseesvith business descriptions containing the following

keywords:
Cloud Internet Services
Data Processing SAAS
Digital Software Publish
Download Software Service
Electronic Books Web Hosting
Electronic Video eBook




Running the search terms
through the tax system

- Aquery isthen performed to identify the amount of TPT paid
by licensees andlistributed to the State, Counties and
Municipalities.

- A manual review of the query resultsan beperformed to
removelicensees thahad business descriptions that did not
fall within the study scope.

- Duplicate Account IDareremoved.




Why the estimate could be lower than what
the methodology indicates

A Selfidentification can be aspirational and unrepresentative
2F O0KS GFELI @8SNRa 3aINRaa NBO!

A Amixture of taxable digital goods and noetaxable digital
d22Ra O2dzf R SEA&al0 S6AGKAY (K.




Why the estimate could be higher

A Taxpayer may not selidentify primarily as a seller of digital
goods, but a significant part of its businedgesentail
selling/renting digital goods

A Methodology omits businesses currently not licensed and
reporting on sales/rentals of digital goods

A Methodology omitsbusinesses currently licensed but miss
reporting on gross receipts arising from sales/rentals of
digital goods




Recommendations
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businesses within that line of business to report on its gross
receipts

A Eliminate, prospectively, any TPT exemptions that have gone
unused for a number of years to reduce taxpayer confusion




THANK YOU!




